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GUESS  WHOSE  SOFTWARE 
TAKES  THE  WORK  OUT  OF 
WORKING  TOGETHER? 


f 


Fujitsu's, 
bf  course.  As  one  of  the 
w('s  largest  software  companies, 
we're  'eloping  software  that's  changing 
||  the  waysiness  works.  For  instance,  our  group 
productivioftware.  Team  WARE®  is  helping  people 
in  compar  around  the  world  communicate,  share 
nformationd  work  together  better.  cP  Our  object- 
}riented  dbase  engine  and  tools  are  driving  new 
multimediad  Internet  applications  that  bring  people 
and  infornon  together.  And  WebWorld,  our  website 
technolojDrings  companies  and  their  customers 
togethn  lively  interactive  virtual  worlds. 
cP  we  suggest  you  look  into  Fujitsu 
oftware.  It's  where  everything 
comes  toRether. 
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COUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


FORTIS 

Solid  partners,  flexible  solutions' 


ne  has  goals  in  life.  Some  want  maximum  security,  others  prefer  taking  some  risks.  Whatever  your  plans  may  be.  Fortis  has  more  than  35,000  employees  to 
)U  achieve  them.  By  offering  financial  solutions  to  suit  your  personal  and  business  needs.  For  now  and  for  the  future.  From  insurance  policies  to  personal  financial 
ig.  Wherever  you  see  our  logo,  you'll  find  solid  partners  with  flexible  solutions.  For  individuals  and  companies,  large  or  small.  Visit  Fortis  on  the  internet  at  wvwv.fortis.com 
for  more  information  800  377  72  82.  Fortis  is  active  in  the  United  States,  Europe,  Asia,  Australia  and  the  Caribbean.  Fortis.  Insurance.  Investments. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


SOFTWARE  SAGAS 


A  CASE  OF  DAUGHTER  DEAREST? 


Barbarians 


A  NEW  BOOK  ON  MICROSOFT 

is  due  on  May  20,  about  the 
time  the  Justice  Dept.  is 
expected  to  file  antitrust 
charges  against  the  company. 
But  Barbarians 
Led  by  Bill  Gates: 
Microsoft  from 
the  Inside,  may  be 
as  notable  for  its 
authors'  back- 
grounds as  for  its 
peek  at  Microsoft. 
Publisher  Henry 
Holt  says  the  book 
will  contain  revela- 
tions from  Microsoft 
programmers  about 
the  company's  claims  that  it 
planned  early  on  to  inte- 
grate its  Internet  Explorer 
browser  with  its  operating 
system — possibly  a  key  legal 
issue. 

The  authors  should  know. 
Marlin  Eller,  a  software  de- 


Led 


Bill  Gates 


veloper  at  Microsoft  for  13 
years  before  leaving  in  1995, 
wi'ote  the  book  with  joui'nal- 
ist  Jennifer  Edstrom,  whose 
mother,  Pam,  is  co- 
I  owner  of  Waggener 
Edstrom,  Microsoft's 
longtime  PR  firm. 
Mother  and  daugh- 
ter have  apparently 
gotten  into  a  major 
suit  about  the  book. 
Pam  Edstrom  con- 
firmed the  family 
relationship,  but 
declined  further 
comment.  Says 
Eller:  "They're  not  speaking 
to  each  other."  Meanwhile, 
Eller  resisted  efforts  by  Jen- 
nifer Edstrom  and  her  edi- 
tore  to  include  substantial  ma- 
terial on  the  Justice  case.  The 
editors  won.  The  last  two 
chapters  center  on  antitmst 
issues.  Steve  Hamm 


YOUTH  POWER 

STRIKING  WHILE 
THE  GRIDDLE  IS  HOT 

YOU  KNOW  it's  a  tight  LABOR 
market  when  a  bunch  of 
teenagers  can  strike — even 
at  nonunion  McDonald's — 
and  win.  About  20  workers 
at  a  McDonald's  in  Macedo- 
nia, Ohio,  went  on  strike 
Apr.  12.  Their  primary  beef: 
verbal  abuse  by  twenty- 
something  supervisors,  says 
Dominic  Tocco,  president  of 
Teamsters  Local  416.  He  had 
no  connection  to  the  workers 
until  he  saw  their  picket  line 
while  driving  to  work  and 
offered  help.  Five  days  later, 
a  Teamster-driven  truck  car- 
rying hamburger  buns  re- 
fused to  cross  the  line. 

McDonald's  caved,  which  is 
remarkable  for  a  nonunion- 
ized  company  that  has  never 
faced  a  strike.  The  franchise 
agreed  to  send  local  supervi- 


OHIO  FLIPPER  gets  respect 

sors  to  "people  skills"  training 
classes.  The  kids  also  won  a 
uniform  starting  wage  of 
$6.50  an  hour  and  one  week's 
paid  vacation.  McDonald's 
called  the  incident  "isolated." 

Unions  have  been  leeiy  of 
organizing  fast-food  places. 
Workers  tend  not  to  stay 
long.  But  news  of  the  victoiy 
spread  quickly,  says  Tocco, 
prompting  150  calls  fi'om  oth- 
er fast-food  workers  seeking 
union  help.  Aaron  Bernstein 
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TALK  SHOW     guess  we  still  have  some  bugs  to  work  ou 

— Bill  Gates,  after  Windows  98  crashed  during  a  presentation  a 
the  Comdex  Spring  Computer  Show  in  Chicago 


I     Papa  John's  first  targ( 
I  Pizza  Hut  with  its  "Be 
^S^^^  Ingredients.  Be 

^  Pizza."  TV  spots, 

censed,  Pizza  Hut 
;<  a  local  newspaper  ad 

cusing  Papa  John's  fo\a 
^     John  Schnatter  of  "M 
slinging.  Cheap  shots.  I 
information,"  while  sni( 
noting  that  Papa  John's 
pings  are  "hidden  ur 
„  the  cheese."  Then,  God 
dragged  into  it.  On  Ea 
Sunday,  Papa  John's 
mouthed  Pizza  Hut's  tor 
sauce  in  the  papers, 
family  beheves  the  han 
God  is  better  than  the 
of  man,"  the  ad  read,  like 
Pizza  Hut's  sauce  to 
"made  in  the  laboratory. 

Can  the  pizza  poi 
achieve  detente?  The  B( 
Business  Bureau  broker 
peace  on  the  TV  ads. 
there's  no  truce  in  the 
war.  Maybe  George  Mit 
has  some  spai"e  time  now 
he's  forged  a  deal  in  Norl 
Ireland.        Dennis  Bet 


TURF  WARS 


LOUISVILLE'S 
PIZZA  SLUGGERS 


FOOD    FICHT!    it  STARTED 

after  Pizza  Hut's  parent,  Ti-i- 
con,  moved  its  headquarters 
to  Louisville  last  fall  after 
being  spun  off  from  PepsiCo. 
The  Derby  City  was  already 
home  to  Papa  John's  Inter- 
national, the  No.4-ranked 
pizza  chain  and  the  bane  of 
No.  1  Pizza  Hut.  Now,  the 
rivals  are  accusing  each  oth- 
er of  everything  short  of 
serving  salmonella  slices. 


LITIGATION  NATION 


WHY  GAY  JOKES  MAY  MAKE  DRESDNER  GLI 


HARD    ON    THE    HEELS  OF 

Salomon  Smith  Barney's  $15 
million-plus  sexual-harass- 
ment settlement,  a  gay  dis- 
crimination suit,  believed  to 
be  the  fii"st  of  its  kind  on  Wall 
Street,  is  wending  its  way 
through  the  courts.  And  if  it 
ends  the  way  plain- 
tiff Joseph  Daniel 
wants  it  to,  his  for- 
mer employer,  Ger- 
many's Dresdner 
Bank,  could  be  nn 
the  hook  for  miUions. 

Daniel  says  that 
homophobia,  includ- 
ing colleagues'  um-e- 
lenting  "fag  jokes," 
prompted  his  demo- 
tion and  eventual  dis- 
missal  in  April,  1997.  In  fed- 
eral court,  he  is  asking  for 
$75  million  in  damages,  alleg- 
ing that  Dresdner  violated 
New  York  City's  prohibition 


DANIEL:  Bias^ 


against  bias  based  on  s 
orientation.  Federal  ci 
can  preside  over  case 
tween  U.  S.  citizens  am 
eigTi  companies.  Lambd 
gal  Defense  Fund  is 
aware  of  any  previous 
suit  involving  Wall  Stre 
Dresdner 
moved   to  dis 
saying  the  al 
demotion  was  i 
of  Daniel's  job  i1 
being  rethough  a 
that  his  positio  fi 
lost  tlu'ough  do'  IS 
ing,  not  bias.  I  il 
argues  that  I  n: 
was  technicall;  b) 
ployed  by  Dres  e 
securities    di^  ic 
meaning  that  his  com  ai 
should  go  to  arbitral  n 
standard  procedure  fo  bi 
kerage    houses — and  n 
court.  Joan  lei 
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when  you're  looking  for  the  most 

outstanding 

solutions 

to  your 

outsourcin 

needs, 


there  are  only  two  companies 

to  consider... 

and  theyVe  just 

become 

one. 


^  ^^^^ 

Sodexho  Marriott 

SERVICES  


"Marriott"  is  a  registered  trademark  of  Marriott  International,  Inc ,  used  pursuant  to  license  In  Mairh  1998,  Marriott  Management  Seri/ices,  a  former 
division  of  Marriott  International,  Inc ,  combined  its  operations  with  Sodexfio  Alliances  in  North  America  ©1998,  Sodexho  Marriott  Services,  Inc 
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'       SPEEDING  SUCCESS 

pl|! 

We  at  Nortel   can   help  you   deliver  the 
high-speed  data  your  Internet  customers  I 
will  want,  at  a  very  affordable  price.   In  I 
New     York      City,      we      helped      one  ili 
ISP  offer  a   reliable,  around-the-clock, 
extended  network  that  rapidly  attracted  :|: 
new  subscribers.  Ourvision  iswebtone:  an  i 
Internet  that's  accessible,   reliable  and 
secure.  We're  providing  the  bandwidth 
you  need  to  deliver  new  access  speeds  and 
services.  If  you  want  to  keep  your  Internet 
customers  happy  and  your  profits  high, 
visit  us  at  www.nortel.com/success1.  Or 
call   us  at   1-800-4NORTEL.  We'll  help 
speed  your  success. 
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AN  ONLINE  OFFER 


BUSINESS  WEEK  has  offered  free 
access  to  its  awai'd-winning 
Web  site  since  we  launched  it 
in  1996.  You're  able  to  get  all  the  edi- 
tions we  piint  eveiy  week  (including 
the  European  and  Asian  editions), 
and  they're 
available  early 
each  Thm-sday 
evening.  If  you 
missed  some- 
thing from  the 
two  previous 
weeks'  issues, 
they'll  be  there, 
too.  You  can 
also  get  stones 


www.businessweek.com,  tell  us  who 
you  are,  and  enter  a  nine-digit  code 
from  your  mailing  label.  It's  our 
bonus  to  you,  our  loyal  readers. 

If  you  are  not  a  subscriber  to  the 
magazine,  we  are  asking  you  to  pay 
an  online  fee  of 
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that  appeal*  only  online,  including 
columns  for  investors,  the  Interactive 
Mutual  Fimd  Scoreboard,  om"  newsy 
Daily  Briefing,  and  more  featui"es. 

If  you  are  currently  a  subscriber 
to  the  print  magazine,  you  can  con- 
tinue to  access  our  Web  site  free 
of  charge.  But  we  are  now  asking 
you  to  register.  It's  easy.  Go  to 


DON'T  LOOK  FOR  SCAPEGOATS 
AT  NETSCAPE  

Making  Marc  Andreessen  the  scape- 
goat won't  fix  Netscape  Communica- 
tions Coi-p.  ("The  education  of  Marc  An- 
dreessen," Cover  Story,  Apr.  13). 
Netscape  did  not  falter  due  to  lack  of 
technical  leadership,  and  no  amount  of 
technology  vision  will  fix  its  current 
problems.  The  challenges  the  company 
failed  to  live  up  to  were  fundamental 
marketing  and  business  issues. 

Netscape  missed  revenue  targets  be- 
cause it  failed  to  understand  market- 
ing, its  competitors,  and  its  customers. 
It  missed  product-development  sched- 
ules because  it  tried  to  compete  in  too 
many  markets  and  too  many  businesses. 
The  answer  is  not  delivering  more  and 


$39.95  per  year. 
Or  you  may  sign 
up  for  a  joint  sub- 
scription to  the 
magazine  and 
the  online  service 
at  a  special  price. 
For  details,  just 
chck  on  www. 
businessweek.com 
We're  proud  of  om-  Web  site.  It  is 
easy  to  use  and  chock-full  of  valuable 
information.  Give  it  a  try.  We  think 
you'll  hke  it. 

Editor-in-Chie 


more  quicker  and  quicker.  The  an»vj 
for  Netscape  is  delivering  less  bet 
and  faster.  Netscape  should  shed 
Netcenter  business,  not  invest  in  it; 
the  Web-server  battle,  not  settle  foi' 
ing  a  bit  player;  and  lead  the  E-( 
merce  revolution,  not  follow  it. 

Nina  Bi;d 
President  and  Chief  Execu 
Creative  Netwi 
Palo  Alto,  ( ' 

RIFKIN:  THE  PROPER  PATH 
FOR  BIOTECHNOLOGY  

In  "Taking  on  the  gene  tinker' 
(Books,  Apr.  13),  Joan  O'C.  Hami 
made  a  number  of  comments  that ; 
incorrect.  Wliile  I  am  critical  of  s 
scientists  and  corporations  and  ce) 
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CORRECTIONS  &  CLARIFICATIONS 

The  name  of  Sara  Lee  Vice-President 
George  A.  Chivari  was  misspelled  in  "Sara 
Lee:  Playing  with  the  recipe"  (The  Corpo- 
ration, Apr.  27). 

"High  school  Greenspans"  (Economic 
Trends,  Apr.  27)  should  have  said  that  the 
'Fed  Challenge"  contest  for  high  school 
jconomics  students  is  sponsored  by  the 
■ederal  Reserve  Board's  regional  banks. 
Citibank  provides  scholarships  for  winners 
)ut  does  not  sponsor  the  contest. 

i 


pes  of  experimentation,  I  make  the 
lint  in  the  book  that  "most  of  the  mol- 
ular  biologists  engaged  in  gene  re- 
arch  are  motivated  as  much  by  their 
■sire  to  make  a  meaningful  contribu- 
m  to  science  and  enhance  the  human 
ndition  as  they  are  by  dreams  of  fi- 
ncial  rewards." 

The  fact  is,  while  I  applaud  some  of 
e  new  breakthroughs  in  biotechnology, 
im  critical  of  otiier  uses,  such  as  the 
controlled  release  of  genetically  engi- 
ered  organisms  into  the  environment, 
e  extension  of  intellectual-property 
fhts  to  the  genetic  blueprints  of  mil- 
ns  of  years  of  evolution,  and  the  dis- 
minatory  use  of  genetic  information 

employers  and  other  institutions  in 
•ing  and  job  promotions. 
Finally,  Hamilton  dismissed  my  dis- 
ision  of  "soft  path"  technological  ap- 
Daches  as  "bio-babble."  The  "soft  path" 

exploiting  the  new  genetic  science, 
iging  from  organic,  sustainable  agri- 
ture  to  preventive  health  technologies 
d  practices,  might  prove  a  more  effi- 
;ious  and  less  risky  approach  to  har- 
5sing  breakthroughs  in  genetic  science, 
ganic  agriculture  is  the  fastest-growing 
lor  of  the  food  industiy — with  sales 
pected  to  exceed  $4  bUlion  this  yeai- — 
die  the  preventive  health  market  is 
)wing  even  faster.  There  is  more  than 
i  way  to  organize  genetic  commerce  in 
i  coming  Biotech  Century. 

Jeremy  Rifkin 
Foundation  on  Economic  Trends 
Washington 

E  BENEFITS  OF 

LCIUM  CHANNEL  BLOCKERS 

'Is  good  marketing  bad  medicine?" 

ience  &  Technology,  Apr  13)  is  an 

omplete  account  of  a  major  public- 
'  ilth  issue:  high  blood  pressui-e.  Calci- 
i  channel  blockers  (ccBs)  play  a  valu- 
l  e    role    in    the    treatment  of 

lertension  because  physicians  have 
I  nd  them  to  be  effective  in  lowering 
^  od  pressure,  with  fewer  side  effects 
^  apared  with  older  di-ugs  such  as  beta 


blockers.  Because  they  are  well  tolerat- 
ed, CCBS  can  be  used  safely  in  a  broad 
range  of  antihypertensive  patients. 

Fundamentally,  that's  why  ccBs  are 
used  regularly  by  physicians  and  pre- 
ferred by  many  patients.  The  benefits  of 
CCB  treatment  were  demonstrated  in  a 
National  Institutes  of  Health  trial  that 
showed  more  ccB  patients  remained  on 
their  medicine  after  four  years  than  pa- 
tients taking  a  beta  blocker,  ace  in- 
hibitor, or  diuretic.  The  safety  of  ccBs 
has  been  reviewed  by  the  Food  &  Drug 


Administration,  World  Health  Organi- 
zation, and  other  medical  organizations. 

Joseph  M.  Feczko 
Senior  Vice-President 
Pfizer  Pharmaceuticals  Group 
New  York 

DOES  THE  MONEY  SUPPLY 
MATTER  MUCH  ANYMORE?  

Monetarists  concerned  about  the  re- 
cent spike  in  the  money  supply  ("The 
Fed  may  have  something  to  worry 


A  musical  comparison  between  the  bandwidth 
most  networks  promise  (top)  and  the  inherently 
flexible  bandwidth  Williams  delivers  (bottom). 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.wilttales.com  or  call  l-800-W)LUAMS,  for  noteworthy  telecom  solutions. 


'1998  I  he  Williams  Companies,  Inc. 


Introducing  SuperDisk. 
To  you  it's  a  120MB  diskette. 
To  floppies,  it's  ''Mr.  Compatibility." 


Get  a  fast,  floppy-compatible  SuperDisk™  Drive  in  your  next  computer 
and  give  your  floppies  a  new  buddy:  the  SuperDisk  diskette,  with 
120  big,  friendly  megabytes  of  room.  With  as  much  room  as 
83  floppies,  SuperDisk""  still  knows  how  to  share.  You're  thinking, 
How  touching -but  what's  in  it  for  me?"  This  is  what:  a  hassle-free 
way  to  handle  big  and  small  files  through  a  single  drive. 
No  boxes,  no  cables,  no  nothing.  SuperDisk?  Available 
now  in  leading  notebooks  and  PCs. 
Save  a  little,  save  a  lot,  save  the  world. 


Rnd  out  where  to  get  SuperDisk 
www.superclislc.com  or 
1.888.222.2294  ext.120 


Readers  Report 


about,"  News:  Analysis  &  Commentaiy, 
Apr.  13)  ai'e  making  the  classic  mistake 
of  confusing  coiTelation  with  causation. 
U.  S.  inflation  since  at  least  the  mid- 
1960s  has  been  caused  not  by  rapid  mon- 
ey growth  but  by  credit  gi'owth,  which  is 
sparked  by  interest  rates  that  are  too 
low.  Money  gr-owth,  however  rapid,  is 
merely  the  consequence  of  many  factors, 
including  credit  growth,  because  money 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 


MaVen 

Shopping  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


today  is  simply  those  forms  of  credit 
that  also  serve  as  media  of  exchange. 

The  inflation  of  recent  decades  was 
caused  by  the  Federal  Reserve  signaling 
excessively  low  interest  rates  in  the  late 
1960s  and  1970s,  which  fostered  infla- 
tionary credit  gi-owth.  Fortunately,  the 
financial  markets  now  set  longer-term 
interest  rates,  which  produce  noninfla- 
tionary  credit  gi'owth  by  neutralizing 
the  Fed's  continuing  distortion  of  short- 
term  rates.  Money-supply  growth  war- 
i-ants  as  much  attention  today  as  sales  of 
cold  cereals  or  french-fried  potatoes. 

Bert  Ely 
Alexandiia,  Va. 

IN  DEFENSE  OF 

A  MEDICAL  JOURNAL  

Regai'ding  "Scientific  journal — or  van- 
ity press?"  (Developments  to  Watch,  Apr. 
6),  the  Journal  of  Alzheimer's  Disease  is 
published  by  los  Press  in  Amsterdam, 
wliich  also  owms  the  journal.  los  Press 
publishes  17  biomedical  joiuTials  with  the 
highest  scientific  standai'ds  and  scientifi- 
cally independent  fi'om  any  commercial 
interests.  A  few  of  om-  26  editorial  boaixl 
members  serve  or  have  served,  as  I  un- 
derstand it,  as  consultants  to  Nymox 


PhaiTnaceutical  Coip.  When  inviting 
entists  to  sei-ve  on  the  boai'd,  we  usu 
do  not  ask  whether  they  have  servec 
a  consultant  to  a  phaiTnaceutical  or  ot 
company.  This  does  not  disquaUfv'  tl 
to  be  editors  of  scientific  journals. 

Dr.  Einar  H.  Fredriks 
Pubhsher,  los  Pi 
Amsterc 
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0-471-19718-1  288pp.  S24.95' 

"A  Slew  of  books  tell  you  how  to 
profit  on  tf)e  upside  of  tfie  stock 
market,  but  The  Bear  Book  is 
unique.  It  gives  you  tools  to  handle 
the  down  side.  Read  it  and  you'll 
become  a  more  effective  investor " 
— Peter  Lynch 

'Please  aOd  applicable  sales  tax.  plus  S3  50  tor  U  S  postage  and  handling 


0-471-19408-5  304  pp.  $24.95' 

'...a  seminal  achievement  of  how 
organizations  can  maintain  a  deli- 
cate balance  between  risk  and 
recklessness. " 
— Warren  Bennis 


The  Art  ofhu\  > 


(>jr.a  Ihkin  Tiomi.  Williv, 


0-471-24737-5  240  pp.  $24.95' 

"The  stars  of  Beyond  Wall  Street 
developed  their  own  investment 
styles  and  followed  them.  Follow 
their  lead  and  learn  how  to  make 
money  your  way " 
— Jim  Rogers 
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Roberto  Goizueta  created  r 
stocktiolder  wealth  than  anyon 
history.  Find  out  exactly  how  he  i 
and  how  he  gave  the  world  a  Cca 
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Fairfax  County  has  one  of  the  best 
educated  populations  in  the  country. 


The  numbers  stack  up  this  way:  56%  of  the  adults  hold  college  degrees.  91%  of  their  children  pursue  post-secondary 
study.  89%  take  the  SAT  exam,  scoring  72  points  higher  than  the  national  average.  We  have  a  science  and  technology 
magnet  school  that  regularly  produces  more  Notional  Merit  Scholarship  semifinolists  than  any  other  And  a 
university,  George  Mason,  that  was  the  first  to  offer  a  doctorate  in  IT.  If  your  business  depends  on  bright,  creative 
minds,  ifs  almost  a  no-broiner:  Call  703-790-0600  or  visit  our  Web  site.  And  move  your  business  to  Fairfax  Coun^/. 


FAIRFAX  COUNTY,  VIRGINIA.  HOME  OF  THE  1998  WORLD  CONGRESS  ON  INFORWATION  TECHNpiOGY. 


www.FairfaxCountyEDA.org 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Handling  money,  by  a  Self  magazine  writer. 

2  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

3  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine  (Harper- 
Business  •  $25)  Forget  about  the  will — and  the  conventional 
wisdom,  says  a  financial  adviser 

4  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
A  collection  of  bite-size  lessons  on  marketing. 

5  THE  GORILLA  GAME  by  Geoffrey  A.  Moore,  Paul  Johnson, 
and  Tom  Kippola  (HarperBusiness  •  $26)  Spotting  high-tech 
stocks  that  dominate  their  market  niches. 

6  CHARLES  SCHWAB'S  GUIDE  TO  FINANCIAL  INDEPEN- 
DENCE by  Charles  R.  Schwab  (Crown  •  $23)  Tips  from  the 
discount  brokerage  ceo. 

7  FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95) 
Getting  out  of  debt — for  good. 

8  YOU  HAVE  MORE  THAN  YOU  THINK  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $25)  Help  for  the  investment- 
challenged. 

9  EVERY  INVESTOR'S  GUIDE  TO  HIGH-TECH  STOCKS  & 
MUTUAL  FUNDS  by  Michael  Murphy  (Broadway  •  $27,50) 
Tips  from  the  editor  of  the  California  Technology  Stock  Letter. 

10  BUFFETTOLOGY  by  Mary  Buffett  and  David  Clark  (Scribner  • 
$27.50)  An  ex-daughter-in-law's  take  on  Buffett's 
techniques. 

11  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  A  former  cab  driver's 
formulas  for  striking  it  rich. 

12  JACK  WELCH  SPEAKS  by  Janet  Lowe  (Wiley  •  $16.95) 
Quotes  from  ge's  man.  culled  from  speeches,  news  stories, 
and  his  own  writings. 

13  THE  WORLD  ACCORDING  TO  PETER  DRUCKER  by  Jack 
Beatty  (Free  Press  •  $25)  A  survey  of  the  management 
guru's  thought. 

14  REACH  FOR  THE  SUMMIT  by  Pat  Summitt  with  Sally  Jenkins 
(Broadway  •  $25)  Drills  for  success  from  the  coach  of  the 
University  of  Tennessee's  Lady  Vols. 

15  STOCK  MARKET  MIRACLES  by  Wade  B.  Cook  (Lighthouse 
Publishing  •  $24.95)  Investing  fundamentals — and 
infomercials  for  the  author's  many  wares. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 

3  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $13)  Coach  says  work  harder,  harder! 

4  THE  ERNST  &  YOUNG  TAX  GUIDE  1998  by  the  Tax  Partne 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
Time's  up.  folks. 

5  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

6  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  an 
Tom  Gardner  (Fireside  •  $12)  "So,  where  do  I  find  stocks?" 
and  other  queries,  asked  and  answered. 

7  J.K.  LASSER'S  YOUR  INCOME  TAX  1998  by  the  J.K.  Lasse 
Institute  (Macmillan  •  $14.95)  Put  down  your  pencils. 

8  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

9  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDIN 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

10  GETTING  TO  YES  by  Roger  Fisher,  William  Dry,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

11  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras  ] 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart.  Procter  &  i 
Gamble,  and  others  became  standouts.  '■ 

12  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Book|» 
$19.95)  From  stocks  to  small  business — with  cartoons,  toe 

13  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dommguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

14  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman  (Barrc'; 
•  $1 1.95)  What  is  an  oligopsony  anyway? 

15  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $19.95)  Lighthearted  primer 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  econon 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  re 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  March. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www/.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


FEW    CHIEF    EXECUTIVES    HAVE    BEEN  AS 

insightful  about  the  art  of  leading  oth- 
ers as  General  Electric  Co.  Chairman  and  Chief  Executive  John 
F.  Welch  Jr.  In  Jack  Welch  Speaks,  the  No.  12  hardback  on 
this  month's  best-seller  list,  writer  Janet  Lowe  collects  some  of 
the  most  pithy  quotations  from  Chairman  Welch,  made  over 
his  nearly  17-year  stint  at  the  top. 

What  emerges  is  a  far  less  satisfying  portrait  of  the  Welch 
revolution  than  that  contained  in  Noel  M.  Tichy  and  Stratford 
Sherman's  1993  book.  Control  Your  Destiny  or  Someone  Else 
Will.  Welch's  quotations  are  stitched  together,  often  awk- 
wardly, by  short  descriptive  passages.  And  some  facts  are  just 
plain  wrong:  For  instance,  Welch's  Salem  (Mass.)  boyhood 


home  was  at  15  Lovett  St.,  not  Locust  St.  as  Lowe  contt 
Yet  there  is  something  compelling  about  these  citat 
Culled  largely  from  Welch's  annual  letters  to  shareholders 
speeches,  and  news  clippings,  his  musings  entertain  as  wf 
enlighten.  For  example,  in  describing  the  candor  encour: 
at  GE,  Welch  notes:  "We  strive  for  the  antithesis  of  blind  k- 
dience.  We  want  people  to  have  the  self-confidence  to  ex'f 
opposing  views,  get  all  the  facts  on  the  table,  and  respecc 
fering  opinions."  ' 
You  won't  find  any  new  insights  into  this  complex  an 
traordinary  leader.  But  you  will  understand  what  he  bet: 
and  champions  in  this  compact,  232-page  book. 

BY  JOHN  EfeN 


"So  I  don't  go  to  your  typical  place  to  invest.  I'm  with  E*TRADE.  Where  else  can  I  get  a  choice  of  3,500 
jal  funds?  Options  trading?  Some  of  the  lowest  margin  rates?  Stocks  from  just  $14.95*  a  trade?  Plus,  daily 
est  on  uninvested  funds,  and  free  check  writing?  Hmm?  Well,  where?" 

Everyday,  more  and  more  people  are  getting  greater  value  at  E*TRADE.  Join  them.  Open  an  account  today. 

www.etrade.com  l-800-ETRADE-l 

meday,  we'll  all  invest  this  way.  ^ 

Id  stop  orders  are  $19,95,  For  listed  orders  over  5.000  stiares,  add  Ic/stiare  to  the  entire  order 

I  for  broker-assisted  trades.  Fund  prospectuses  contain  more  complete  information.  Read  carefully  before  investing,  ©1998  E*TRADE  Securities,  Inc,  tvlember  NASD,  SIPC,  MBSWK98 
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[}\e  more  you  travel,  the  easier  it  is  to  forget 
that  a  flight  can  be  a  breathtaking  experience, 
not  merely  a  means  of  reaching  your  destination. 

But  at  Hyatt,  we  haven't 
forgotten  that  every  journey 
should  be  an  upliftitig  event. 
Even  after  you've  landed. 

That's  why  we  fill  oiw 
hotels  and  resorts  with  so  many 
opportunities  to  broaden  your 
horizons.  Unique  restaurants  in  the  sky  where 
you  can  dine  with  sparkling  cities  at  your  feet. 
Meeting  rooms  that  free  your 
imagination  by  opening  to  grand 
panoranuis.  Lobbies  that  greet  you 
with  spectacular  architecture  and 
dramatic  vistas. 

Instead  of  merely  a  place  to 
stay  at  your  destination,  a  Hyatt  is 
a  destination  in  itself  A  place  to  experience.  A 
window  seat,  if  you  will,  that  always  rewards 
you  with  a  fresh,  new  perspective. 

So  ask  to  stay  with  the  people  of 
Hyatt.  We  think  you'll  like  what  you  see. 

For  reservations,  contact  your  travel  planner 
or  call  Hyatt  at  1-800-233-1234.  Or  visit  us  at 
www.hyatt.coni 
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® 

Feel  the  Hyatt  Touch   


The  OECD  forecasts  annual  economic 
growth  of  6  to  10%  for  the  new  tiger 
marl<ets  of  central  and  eastern  Europe. 
These  markets,  connecting  to  western 
Europe  at  a  breathtaking  pace,  surround 
Germany's  capital,  Berlin.  Berlin  offers  all 
the  necessary  contacts,  know-how  and 
.rnodern  infrastructure  for  your  business 
'  to  be  in  the  best  possible  location  to 
benefit  from  those  rapidly  expanding 
economies.  We  would  be  delighted  to  be 

of  service  to  you:  Berlin  Economic 
I  Dev.  Corp.,  Fax:  +  49  (30)  399  80-239, 
e-mail:  info@wf-berrm.de, 

Internet  http://www.berlin.de 
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ON  THE  FIRING  LINE 
My  500  Days  at  Apple 

By  Gil  Amelio  and  William  L.  Simon 
HarperBusiness  •  298pp  •  $25 


FROM  APPLE 
TO  SOUR  GRAPES 


For  yeai's,  "How  would  you  fix  Apple 
Computer?"  had  been  a  favorite  pai'- 
lor  game  in  some  Silicon  Valley  circles. 
Now,  with  the  computer  maker's  for- 
tunes stabilizing,  a  new  game  is  emerg- 
ing: "Were  you  skewered  in  Gil  Amelio's 
new  book?"  After  all,  in  O^i  the  Firing 
Line:  My  500  Days  at  Apple,  the  ousted 
Apple  boss  gathei's  all  the  ammo  he  can 
find  and  fires  back — taking  aim  at 
everyone  from  reporters,  including  this 
one,  to  such  poweiful  figiu'es 
as  Microsoft  Coi-p.  Chainnan 
William  H.  Gates  III  and 
ciuTent  Apple  CEO  Steven  P. 
Jobs.  Snarls  Joseph  A. 
Graziano,  Apple's  former 
cliief  financial  officer  and  one 
of  Amelio's  many  victims:  "If 
he'd  dealt  with  Apple's  prob- 
lems with  the  same  speed 
as  he  publishes  books  pro- 
moting himself,  he  might 
have  had  more  success." 

Indeed,  you  would  think 
Amelio  would  be  off  licking  his  wounds 
rather  than  baring  his  soul.  Replaced 
by  Jobs  last  July — ^just  seven  months 
after  buying  Jobs's  NeXT  Softwai'e  Inc. — 
Amelio  presided  over  a  period  marked 
by  financial  disasters,  plunging  market 
share,  and,  worst  of  all,  a  lack  of  the 
tough-minded  decision-making  that  Jobs 
has  since  delivered. 

But  if  On  the  Firing  Line  won't  win 
Amelio  friends  or  restore  his  reputa- 
tion, it  will  keep  readers  tantalized.  Un- 
like Profit  From  Experie^ice,  the  pedan- 
tic 1995  management  tome  also 
co-authored  by  Amelio  and  business 
wi'iter  William  L.  Simon,  this  book  is  a 
fast-paced,  heartfelt  look  at  life  as  a  Sil- 
icon Valley  chieftain.  And,  oh,  those  war 
stories,  which  show  poweiful  high-tech 
figures  at  theii"  most  vulnerable.  There's 
a  shell-shocked  Graziano  sobbing  to 
Amelio  after  being  ousted  by  Apple's 
board  in  late  1995.  At  a  key  Mac  in- 


ON  THE 


dustry  event,  we  see  Jobs  throw 
"Steve-tmm"  and  refuse  to  stand  ne 
to  ex-partner  Stephen  Wozniak  for 
photo. 

Amelio  also  fills  in  bits  of  history  th 
cast  Apple's  recent  spate  of  good  ne^ 
in  a  different  light.  For  example,  wh 
Jobs  earned  kudos  for  forging  a  pa 
nership  with  Microsoft  last  July,  Ame 
reveals  that  he  had  started  the  tal 
himself  long  before.  "I  wouldn't  ma 
the  commitments  that 
[Gates]  wanted  because 
was  unwilling  to  give  ar 
thing  in  return,"  he  vmt 
"I  was  prepared  to  wait 
out.  In  the  end.  Gates  woi 
win  by  waiting  me  out." 

Indeed,  Amelio  presei 
a  compelling,  if  highly 
ased,  view  of  one  of  Amt 
ca's  most  controvei'sial 
porations.  He  lays  bare 
lack  of  management  dii 
pUne  that  has  plagued  Ap 
for  years.  For  example,  when  top  m: 
agers  ignore  his  plea  for  help  witl 
key  strategy-setting  project,  he's 
duced  to  locking  them  out  of  the  c 
ference  room  where  he  and  a  few  ai^ 
work  on  the  plans. 

There  are  lots  of  highs  early  in 
tenure,  such  as  getting  a  standing  o 
tion  at  one  of  Apple's  rock-concert- 
company  meetings.  But  most  of 
book  focuses  on  his  excruciating 
from  grace.  When  a  telepromf 
breaks  during  a  major  speech  bef 
thousands  of  Mac  fanatics,  he  suffei 
nightmarish  humiliation  that  is  { 
longed  in  a  cr-ush  of  articles  ridicu 
not  only  his  performance  but  also 
too-hip  collarless  shirt  he  wore.  Anc 
gives  the  blow-by-blow  of  his  final 
at  the  helm,  right  up  to  lus  fii-ing — vP 
Fomlh  of  July  weekend  phone  call  f 
boai'd  member  Edgar  S.  Woolard  J: 
Amelio  does  take  much  of  the  bin 


AMELIO  SCOLDS  HIMSELF-THE? 
BLASTS  A  LOT  OF  OTHERS 


lapan's  leading  telecom  provider  —  NTT  —  has  been  connecting  people  and  businesses  wrtt>  cutting- 
»dge  services  for  over  1 00  years.  Today,  our  Global  Systems  Integration  Sen/ices  provide  failsafe  solutions 
or  end-to-end  corporate  connections  around  ttie  planet.  And  our  Arcstar  Glottal  Communications 
Services  unite  major  cities  across  the  U.S.,  Europe  and  Asia  with  high-speed  infocommunication 

  highways.  As  we  continue  to  branch  into  new  areas,  one  principle  is  certain  to 

'''^^^^CStar        endure:  we're  here  to  bring  people  together,  now  and  for  generations  to  come. 

^M^^i^^Maii.i.iJjii.i.ai.ij  i.iji.ai.ii.iii.i.B..iiiui..ij.ii.^^^^^^^^M 

or  more  information  on  how  NTT  con  connect  you,  coil  1  -800  4  NTT  USA,  or  visit  our  website;  t^ttp://www, nttinfo.ntt.co.jp       Nippon  telegraph  and  telephone  cofiPORATioN 
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Until  now,  "your  company's  information" 
was  an  abstract  term  —  something  impossible 
to  quantify  or  put  your  finger  on,  much  less 
see  for  all  its  potential.  The  result  of  sep- 
arate and  distinct  islands  of  information. 

It  gives  everyone  who 

most  commonly  known  as  databases,  main- 
frames, UNIX  and  NT  servers.  Linking  those 
islands  is  what  EMC  Enterprise  Storage™ 
can  do.  We're  finally  making  it  possible 
to  consolidate  data  across  all  major 

needs  it  a  clear  view  of  your 

platforms.  So  no  matter  where  "your  com- 
pany's information"  was  created,  you  can 
protect  it,  manage  it,  make  it  available 
to  all  who  need  it.  In  turn,  they  can  make 
your  products  or  services  available  faster 

company's  information. 

and  more  competitively  than  ever  before. 
The  EMC  Effect.  You  simply  have  to  see 
it  to  believe  it.  Call  1-800-424-EMC2 , 
ext.  301.  Or  visit  us  at  www.EMC.com. 


EMC' 

The  Enterprise  Storage  Company 


After 
we  deliver 
your  Year-2000  solutions 
and  your  Euro  solutions... 

in  rejcord  time. 


for  his  troubled  tenure  upon  himse^ 
He  admits  he  waited  too  long  to  decit 
the  fate  of  Apple's  Newton  handhe 
computer — which  Jobs  summari 
cb'opped  eai'lier  this  year.  Most  damnin 
he  gi'ants  he  should  have  taken  mo; 
drastic  action  sooner  to  downsize  j 
break  up  the  company  into  softwa 
and  hardware  units — suggestio 
Graziano  says  he  had  pleaded  for  as  f 
back  as  1995. 

But  most  of  Amelio's  admissions  ji; 
pave  the  way  for  criticisms  of  othe: 
He  berates  himself  for  his  inability 
get  staffers  to  come  clean  about 
real  status  of  Mac  orders,  but  lambast 
sales  cliief  James  J.  Buckley  as  "bra 
dead."  While  he  scolds  himself  for 
dieting  when  Apple  would  return 
profitability — a  tactic  that  backfir 
when  he  was  unable  to  maintain  prol 
past  a  one-quarter  gain  in  late  1996— 
says  it  was  all  Woolard's  idea.  In 
end,  it's  mostly  Amelio's  leadership  tl 
the  reader  is  left  questioning. 

As  for  his  dalliance  with  Jobs,  Amt 
admits  he  was  played  like  a  top  by 
manipulative  company  co-founder, 
book's  prologue  recounts  a  visit  fri 
Jobs  in  late  1995,  during  which  he  a: 
Amelio,  who  had  just  joined  the  com, 
ny's  board,  to  help  him  retake  the 
position.  Yet  even  with  this  advai 
warning,  and  after  Jobs  allegedly  liec 
him  and  repeatedly  failed  to  offer  pul 
support,  Amelio  didn't  recognize  d 
ger  until  the  end.  "Betrayal,  assassi 
tion,  [and]  trashing  of  reputations  are 
pail  of  the  eveiyday  tool  kit  of  a  per 
obsessed  with  power,  control,  or 
venge,"  he  writes.  "I  was  in  Ste\ 
way  and  had  to  be  eliminated." 

If  Amelio  ultimately  came  arounc 
this  view  of  Jobs,  big  blind  spots 
mained.  He  still  complains  of  unfaii* 
dia  treatment.  For  example,  Amelio 
cuses  this  reviewer  of  trying,  wit 
piece  written  before  last  year's  anr 
meeting,  to  foment  shareholder  re 
by  pointing  out  that  the  five-year, 
million-plus  pay  package  he  had  Ian 
the  year  before  was  still  subject 
shareholder  approval.  But  just  bee 
Apple's  slow-moving  boai'd  was  force 
a  pinch  to  throw  a  world-class  dea 
Amelio,  one  of  its  own  members,  do( 
mean  shareholders  shouldn't  exer 
their  right  to  agi'ee  or  disagree. 

Although  Amelio  may  one  day 
credit  as  the  set-up  man — should  . 
retui'n  Apple  to  prosperity — his  lej 
hardly  stacks  up  with  his  paycheck 
the  other  hand,  one  Amelio  inv 
seems  justified:  This  compelling 
flawed,  memoir  is  well  worth  its 
price  tag.  ^ 
BY  PETER  BURR^ 

Burrows  cavers  Apple  mid  other  <  / 
panies  hi  Silicon  Valley. 
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STEPHEN  H.  WiLDSTROM  

AN  A  LAPTOP 
E  TOO  FAST? 


ntium  II  models  are 
;edy,  but  the  cost  in 
;tery  time  will  be 
high  for  many 

Iow  fast  do  you  want 
your  laptop  to  be? 
Until  recently,  the 
ersal  answer  was  "as  fast 
)ossible."  Laptops  were 
rer  than  their  desktop 
iterparts — indeed,  they 
ned  sluggish  even  while 
brming  such  relatively 
3manding  tasks  as  run- 
Microsoft  Word, 
he  latest  Intel  processors 
notebooks,  the  233-Mhz 
266-Mhz   Pentium  II 
s  announced  on  Apr.  2, 
e  me  think  speed  isn't 
ything.  These  latest  chips 
A'  by  just  seven  months  a 
er-thrifty  set  of  chips 
d,  simply,  Pentiums.  And 
iarUer  266-lVIhz  notebooks 
I  have  used  seemed  to 
'.  plenty  of  speed  for  all 
the   most  demanding 
!s.  For  most  people,  they 
;  fast  enough  to  serve  as 
top  replacements. 
.  THE  HEAT.  These  new 
ium  lis  will  force  laptop 
!rs  to  pay  particular  at- 
ion  to  which  chip  is  in 
laptop  they  buy.  A  num- 
of  design  changes,  in- 
ng  faster  access  to  mem- 
make    Pentium  lis 
dier  than  their  predeces- 
at  equal  clock  speeds, 
they  have  a  bigger  ap- 
e  for  electricity  and  run 
ir  than  the  previous  gen- 
ion  of  Pentiums.  Intel 
a  266  Mhz  Pentium  II 
erforms  a  Pentium  of 
1  rating  by  30%  to  35%, 
laptop  makers  i-eport  a 
to  20%  decline  in  bat- 
life.  If  you  use  your  lap- 


top for  demanding  applica- 
tions, such  as  computer-as- 
sisted design,  or  if  you  work 
mainly  on  AC  power,  this 
trade-off  may  be  attractive. 
But  if  you  spend  a  lot  of  time 
limning  a  word  processor  on 
batteries,  the  loss  of  20  or  30 
minutes  of  woi-king  time  per 
charge  could  prove  painful. 

Manufactui-ers  also  are  re- 
sponding differently  to  the 
newest  chip  than  they  have 
to  past  processor  introduc- 
tions. Traditionally,  new  chips 
have  gone  first  into  top-of- 
the-Une  models  and  gradually 
wor-ked  theii'  way  down  the 
food  chain.  But  Intel  has 
made  it  clear  that  it  intends 
to  push  as  quickly  as  pos- 
sible to  an  all  Pen- 
tium II  product 
line.    This  has 
forced  manufac- 

IBM'S  THINKPAD  600 
FAMILY 

PROCESSOR 

233  Mhz  MMX  Pentium- 
266  Mhz  Pentium  II 

DISPLAY 

13-inch  passive  matrix, 
12.1-  or  13.3-inch 
active  matrix 

HARD  DISK 

3.2-4.0  GB 
RAM 
32  MB 
DIMENSIONS 

11.8  in.  X  9.4  in.  x  1.4  in. 
WEIGHT 

4.64-5.55  lb. 
PRICE 

$2,799-$4,599 

DATA:  IBM 


tm-ers  to  redesign  all  of  then- 
notebooks  to  accommodate 
the  new  chip,  which  requires 
additional  cooling  and  a  re- 
design of  a  laptop's  innards. 

Pailly  as  a  result,  the  new 
chip  is  making  its  debut  in 
both  premium  and  midrange 
models.  It's  no  sui-prise  that 
you  can  get  an  ibm  ThinkPad 
770  or  a  Toshiba  Teci-a  tsocdm 
vdth  a  266-Mhz  Pentium  II 
for  around  $5,000.  But  you 
also  can  get  a  Dell  Latitude 
CPi  or  a  Hitachi  VisionBook 
Pi-o  7330  vrith  a  233-Mliz  ver- 
sion for  .$2,999. 

The  redesign  also  has  pro- 
duced some  intriguing  new 
models,  most  of  which  will 


be  available  in  both  Pentium 
and  Pentium  II  flavors,  at 
least  for  the  rest  of  the  yeai*. 
One  of  the  most  interesting 
is  the  IBM  ThinkPad  600  se- 
ries, with  prices  starting  at 
$2,799  for  the  233-Mhz  Pen- 
tium version. 

The  600  is  a  follow-on  to 
IBM's  thin  and  light  ThinkPad 
560,  which  will  remain  in  the 
product  lineup.  At  1.4  inches 
thick,  the  600  is  0.2  inches 
thicker  than  a  560,  but  that 
creates  just  enough  room  for 
a  bay  that  can  hold  a  floppy 
drive  or  t:D-KOM  drive — and, 
eventually,  a  Zip  cbive  or  dvd 
drive,  or  a  second  battery. 
With  the  bay  empty,  the  600 
weighs  in  at  just  under  five 
pounds.  It  also  features  what 
may  be  the  best  keyboard  I 


have  ever  seen  in  a  laptop. 

Equally  appealing,  in  a 
veiy  different  way,  is  the  Mi- 
cron GoBook.  The  basic 
GoBook,  which  starts  at 
$2,599  for  a  233-Mhz  Pentium 
II,  is  a  1.3-inch  thick,  4.4- 
pound  laptop  with  a  bay  that 
can  hold  a  floppy,  CD,  or  Zip 
drive.  That  makes  for  one 
highly  portable  notebook.  Its 
distinguishing  characteristic 
is  a  0.4-inch-thick,  1.5-pound 
"slice"  that  clamps  to  the  bot- 
tom of  the  computer.  Instead 
of  adding  multimedia  fea- 
tures, this  slice  is  a  giant 
lithium-ion  batteiy  designed 
to  provide  the  GoBook  with  a 
staggering  11  hours  of  bat- 
tery life,  enough  for  a 
transpacific  flight. 

PATIENCE.  If  you 
are  shopping  for  a 
new  notebook  com- 
puter and  find  a 
model  that  offers 
the    features  you 
want  in  both  Pen- 
tium and  Pentium  II 
versions,  which  should 
you    choose?  Unless 
you  have  unusually  de- 
manding needs,  I  would 
favor  the  original  Pen- 
tium. It  will  give  you 
more  batteiy  life  and  will 
run  cooler,  a  serious  issue 
when  you  actually  work  vrith 
a  laptop  on  your  lap.  And  it 
vrill  probably  be  $300  or  so 
cheaper. 

The  mobile  Pentium  II 
chip  will  really  come  into  its 
own  on  laptops  iimning  Win- 
dows NT,  which  is  optimized 
for  the  more  powerf'ul  proces- 
sor. But  unless  you  are  sup- 
plied vrith  such  a  laptop  pre- 
configured  by  your  company, 
you  would  do  best  to  avoid 
the  complexity  of  NT  on  a 
notebook  computer  until  Mi- 
crosoft ships  the  mobile-ready 
version  5.0,  probably  early 
next  year 

It  has  becoming  increas- 
ingly true  in  the  computer 
business  that  the  latest  and 
most  powerful  product  is  not 
necessarily  the  best  choice  for 
many  buyers.  Pentium  II 
laptops  are  an  outstanding 
example. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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smart  cookie . 


*    It's   far  more   than  a   snack .    It' s   a  cultural   icon . 
And  today  ,    freshly  packaged  by  some  innovative  automation 
technology  from  Rockwell  ,   Nabisco ' s  Oreo"  cookie  is  finding 
ways   to   take   an   even  bigger  bite   of   its   market .  That' s 

typical  of  the  intelligent  solutions  we  offer  all  kinds 
of   customers  Whether    it's    the    semiconductor  chips 

that  enable  products  from  leaders  1  ike  Brother ,  Panasonic 
and  Sharp  to  fax  hundreds  of  millions  of  pages  each  day  IS? 
The  avionics  that  enhance  the  efficiency  of  airline 
fleets  .  0 r    the    automation    systems    that  control 

the  temperature  in  the  Louvre  to  preserve  the  mys  tery 
of     the    Mona     Lisa' s     smi le  Smart     answers  for 

smart    compan  i  e  s  .  Because   whatever   your  business, 

the    bottom    line    is    this  .      40     You  succeed.     We  succeed. 


Rockwell 

Electronic  Controls  and  Communications 
www , rockwell . com 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


THE  EURO  WILL  TURN  EUROPE 
INTO  A  SUPERPOWER 


NEW  RIVAL: 

The  currency 
could  pose  a 
challenge  to 
the  supremacy 
of  the  U.S.  by 
creating 
the  world's 
second-largest 
economy 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management,  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration (jeffrey.gar1en@yale.edu). 


Here  is  a  prediction:  Europe's  impend- 
ing creation  of  a  monetaiy  union  with 
a  single  currency,  the  euro,  will  be 
the  most  important  change  in  the  global  econ- 
omy well  into  the  next  centiuy.  It  will  have  a 
more  lasting  impact  than  virtually  any  other 
economic  event  that  can  be  imagined — such  as 
the  reemergence  of  Japan  as  a  powerhouse  or 
the  extension  of  nafta  throughout  South 
America.  And  it  could  pose  a  serious  chal- 
lenge to  Amenca's  economic  supremacy. 

A  major  step  on  the  road  to  Europe's  as- 
cendance will  be  taken  over  the  weekend  of 
May  1-3,  1998,  when  the  leaders  of  the  Eui'o- 
pean  Union  will  formally  select  the  founding 
members  of  the  European  Monetary  Union. 
The  euro  will  be  introduced  in  January,  and 
within  three  years  it  will  completely  replace 
German  marks,  French  francs,  Italian  lira, 
and  Spanish  pesetas.  Swe,  there  will  be  poli- 
cy chaos  and  huge  teclinical  problems  all  along 
the  way,  but  when  the  dust  clears,  the  emu 
area  will  be  the  world's  second-largest  econo- 
my, consisting  of  288  million  people  and  a 
gross  domestic  product  of  nearly  20%  of  the 
global's  total. 

A  common  ciuTency  will  have  the  following 
repercussions: 

■  Businesses  and  individual  consumers  will 
find  it  much  easier  to  buy  and  sell  products 
and  services  across  Eiu'opean  borders.  Intra- 
European  trade  and  commercial  competition 
will  soar,  companies  will  be  forced  to  shape 
up,  and  a  wave  of  megamergers  will  create 
powerful  pan-European  companies. 

■  A  Eui'opewide  capital  market  will  emei'ge 
for  the  fh-st  time,  offering  enor-mous  cross- 
border  ojjportunities  for  bon'oviang  and  in- 
vesting. Meanwhile,  EMU  will  act  as  a  catalyst 
for  more  flexible  labor  mar-kets  and  for  more 
harTnonized  Eur'opean  policies  for  everything 
from  taxes  to  banking  regulation. 

■  The  Eur'opean  Central  Bank — which,  by 
law,  will  be  higlily  independent — will  follow  in 
the  conser-vative  footsteps  of  Gei'many's 
Bundesbank  and  cr-eate  conditions  for  low  in- 
flation and  healtliier  economic  gr-owth  thr'ough- 
out  the  region. 

■  The  euro  will  become  a  powerful  rival  to 
the. dollar  for  central  banks'  reserves  and 
trade  financing.  Russia  and  all  of  Eastern 
EuiTipe  will  be  dr-awn  into  the  new  euro  zone, 
bringing  them  under  Western  Europe's  poht- 
ical  sway.  The  Eimjpean  Union  will  gain  sub- 
stantial clout  in  the  Group  of  Seven,  the  In- 


ternational Monetary  Fund,  and  the  Wn 
Tr-ade  Organization. 

Skeptics — and  they  include  several  hit: 
respected  economists  on  both  sides  of  the 
lantic — beheve  that  Eiu'ope  won't  be  able  > 
hold  together-.  Among  their  reasons:  tij. 
monetary  policies  might  be  demanded  by  G- 
many  or  HoUand  but  be  unacceptable  in  Spi 
or  Italy,  creating  sever-e  pressur'es  for  u 
latter  to  bolt  from  the  Union.  Pessimists  :  ; 
ther-e  is  no  precedent  for  a  lasting  econoii 
union  without  a  strong  central  govemmcl 
They  worry  that  an  emu  collapse  withii ; 
few  year-s  could  set  off  a  major-  global  frnaii 
and  tr-ade  crisis  as  everyone  dimips  euros 
dollars,  and  as  Eur'ope  moves  back  to  its  !^ 
tory  of  destructive  national  rivalries. 
SHOCK  TREATMENT.  Don't  wor-ry — this  calaii 
ty  won't  happen.  The  dark  scenario  ignos 
the  half-century  mar-ch  in  Europe  toward  iii 
fication.  It  also  fails  to  acknowledge  Eum  • 
power-ful  self-interest  in  overcoming  its 
rent  economic  and  social  arthritis — a  feat 
can  be  accomplished  only  with  the  mar-ket 
ented  shock  treatment  adminrstered  by 
painful  transition  to  a  single  cun-ency.  An 
underestimates  the  pr-essures  that  unde ; 
today's  globalization,  including  the  powi' 
foi'ces  for  more  trade  and  investment 
the  relentless  growth  of  global  compai 
pr-essing  for  a  borderless  marketplace,  i 
deed,  the  momentum  is  already  makim 
self  evident — in  the  quickening  pace  of  dt 
ulation,  the  gr-owth  of  ventur-e-capital  ivu 
and  star-tups,  and  in  Eur-ope's  sizzling  sici 
markets. 

Not  only  will  EMU  succeed  but  it  will  c  t 
tually  pose  a  major  challenge  to  Wall  Sti 
Corpor-ate  America,  and  Washington.  A  - 
all,  when  America's  boom  ends,  we  will 
be  the  world's  largest  debtor,  whereas 
EMU  region  will  be  a  net  creditor.  We 
continue  to  run  chronic  trade  deficits,  voj 
the  Eur-opean  Union  amasses  large  surplier 
We  will  not  have  reversed  our-  super-low 
ings  rates,  while  EMU  member-s  will  hav 
such  problem.  American  companies  will 
want  to  keep  an  eye  on  the  emergent 
Eiu-opean  cor-jjor-ate  goliaths  and  the  long) 
dition  of  Eur-opean  governments  helping  I. 
own  businesses  win  big  commercial  projec 
emer-ging  markets. 

A  lot  of  experts  are  pointing  to  the  !t 
for  Em-ope  to  br-ace  for  the  changes  ahea( 
should  we. 
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SCEPTERMED  LABS,  INC. 
CLONES  REPLACEMENT  HEARTS 


Two  hearts  are  better  ihaii  one 
-cc[Mcrmed  Labs,  Inc.'s  replacement' 
marvel.  The  now 
^|^,to  patients  with 
■""lacins  the 


NOW 


n 

%mmmimmmmmm^ 


Big  news  can  mean  big  opportunity.  Points  can  be  made  in  a  heartbeat  So 
Trade  Now™.  Go  directly  to  Datek. .  .the  fastest  and  easiest  way  to  invest  on  the 
web.  Only  $9.99  a  trader  And  if  ifs  not  executed  within  60  seconds  ifs 
commission-free.  Trust  your  trade  to  Datek.  And  keep  your  finger  on  the  pulse 


www.datek.com 


Now  that  you  know  where  we  are,  perhaps  you  would  like  to  k 


Economic  Trends 


BY  GENE  KORETZ 


DANCER:  FISCAL 
STIMULUS  AHEAD 

States  cut  taxes,  boost  spending 

With  unemployment  at  its  lowest 
level  in  a  generation  and  econom- 
ic activity  still  on  the  high  road,  about 
the  last  thing  the  economy  needs  is  a 
shot  of  fiscal  stimulus.  And  so  far, 
there's  little  sign  that  it's  getting  much 
from  Washington.  Although  the  temp- 
tation to  spend  the  expected  federal 
budget  surplus  (v^rhich  some  analysts 

SURGING  STATE  AND  LOCAL 
BUDGET  SURPLUSES 

«  ^ 

TOTAL  OPERATING  BUDGET  SURPLUS* 


0  ■ 


■96 


'97 


'92       '93       '94  '95 
▲  BILLIONS  OF  DOLLARS  PROJECTED 
-EXCLUDES  SOCIAL  INSURANCE  FUNDS  AND  CAPITAL  BUDGETS 
DATA:  COMMERCE  DEPT.  STANDARD  &  POOR'S  DRI 

think  could  hit  $30  billion  this  fiscal 
year)  or  to  dole  it  out  via  tax  cuts  is 
strong,  so  is  the  pressui'e  to  use  it  to 
reduce  the  national  debt  and  strengthen 
Social  Security. 

At  state  and  local  levels,  however, 
notes  economist  Mitchell  J.  Held  of  Sa- 
lomon Smith  Barney,  such  constraints 
are  far  less  aj^parent.  "Just  as  at  the 
Tr-easury,  revenues  have  been  streaming 
into  state  and  municipal  government 
coffers,"  he  says.  "But  in  this  case,  the 
inevitable  reaction  has  been  to  cut  tax- 
es and  boost  spending." 

Last  year,  the  combined  state  and  lo- 
cal operating  budget  surjjlus  hit  $36.4 
billion,  its  highest  level  in  more  than  a 
decade.  And  this  year,  according  to 
Standard  &  Poor's  DRI,  a  unit  of  The 
McGraw-Hill  Companies,  the  combined 
surplus  is  likely  to  surge  by  22%,  to 
$44.7  billion  (chart). 

As  the  money  rolls  in,  observes  econ- 
omist Mark  Zandi  of  Regional  Finan- 
cial Associates,  states  and  cities  ai-e  un- 
likely to  hang  on  to  a  lot  of  it  very 
long.  For  one  thing,  many  are  required 
to  maintain  balanced  budgets  once  theii' 
"rainy  day"  fiinds  ai'e  filled.  For  another, 
a  projected  surge  in  grade  school  and 
especially  high  school  enrollments  over 
the  next  decade  is  already  triggering 


higher  educational  spending.  Finally,  30 
govei'noi'ships  are  going  to  be  up  for 
election  this  fall — "a  potent  political 
recipe  for  new  tax  cuts  and  spending 
progi'ams." 

Up  to  now,  fiscal  stimulus  has  mainly 
taken  the  fomn  of  tax  relief  Thirty-four 
states  cut  taxes  last  year  (vs.  14  that 
raised  them),  and  the  Center  for  the 
Study  of  the  States  at  the  State  Uni- 
versity of  New  York  in  Albany,  pre- 
dicts that  more  than  half  the  states  vdll 
enact  sizable  tax  cuts  this  yeaiv 

But  spending  is  rising,  as  well.  In- 
deed, strong  state  revenue  growth  has 
already  accelerated  a  number  of  infra- 
structure projects,  including  Boston's 
"Big  Dig"  tunnel,  Texas'  1-35  highway 
expansion,  and  the  massive  rail-and- 
highway  project  linking  the  ports  of  Los 
Angeles  and  Long  Beach. 

More  is  on  the  way.  Mitchell  Held 
notes  that  funds  raised  by  states  and 
localities  hit  a  10-year  high  last  year, 
and  debt  issues  so  far  this  year  are  nm- 
ning  35%  over  1997's  pace.  Historically, 
he  says,  such  new  money  increases  al- 
most always  foreshadow  sizable  pick- 
ups in  government  inft'astructure  out- 
lays. "Unfortunately,"  he  warns,  "such 
project  spending  may  kick  in  just  when 
the  economy  needs  more  restraint." 


OVERTIME  VS. 
NEW  FACTORIES 

Why  industrial  building  has  ebbed 

Here's  a  riddle:  Housing  outlays  are 
booming,  and  commercial  construc- 
tion is  picking  up  steam.  But  industrial 
constmction,  which  surged  in  the  late 
1980s,  has  been  declining  steadily  over 
the  past  tliree  yeai-s — even  though  man- 
ufacturing output  has  been  gi-owing  far 
faster  than  it  did  a  decade  ago.  Why 
the  disparity  in  investment  in  bricks 
and  mortar? 

A  big  pait  of  the  answer,  according  to 
economist  Michael  J.  Montgomery  of 
Standard  &  Poor's  dri,  appeal's  to  be 
the  shm-p  rise  in  the  use  of  overtime  for 
factory  workers.  While  some  facilities, 
such  as  steel  mills  and  pet^-ochemical 
plants,  typically  run  ai'oimd  the  clock,  he 
observes,  others  don't  normally  work 
three  shifts  or  run  on  weekends.  When 
they  do,  they  obviate  the  need  to  build 
an  extra  plant. 

In  the  late  1980s,  industrial  overtime 
averaged  about  3.8  hours  per  week.  In 
recent  quarters,  it  has  averaged  about 
an  hour  more  than  that,  dri  calculates 
that  investment  in  industrial  structui'es 


would  have  had  to  have  been  boosts 
sharply  in  recent  years  if  factory  ove 
time  had  not  risen  steadily  over  th 
period.  Indeed,  according  to  Ward's  A 
toniotive  Reports,  6%  of  vehicles  a 
sembled  in  North  America  last  year  r 
suited  from  overtime  producti( 
— equivalent  to  the  output  of  an  ado 
tional  4.4  auto  plants  running 
straight  time. 

Thus,  at  least  over  the  short  ru 
manufacturers  have  not  only  saved 
finnge  benefits  and  hiring  expenses 
resorting  to  overtime.  According  to  d: 
they  have  also  avoided  spending  m 
lions  and  probably  billions  of  dollars 
new  plants.  Whether  this  strata: 
proves  wise  over  the  long  run  or  cos 
some  manufacturers  mai'ket  share  wh 
the  global  economy  picks  up  stea 
however,  is  another  question. 


MORE  JOBS  ON 
THE  LOW  END 

Even  the  least-skilled  find  work 

Just  how  tight  is  the  labor  mark' 
Useful  Ught  on  the  issue  comes  fri 
new  data  recently  unveiled  by  the  }i 
reau  of  Labor  Statistics.  The  new  ser? 
which  provides  unemployment  rates 
adult  workers  (25  years  and  olden 
educational  background,  suggests 
market  is  as  tight  as  a  drum. 

For  one  thing,  though  joblessnw 
came  in  at  a  mere  4.7%  in  March,  jsi 
0.1%  above  its  cychcal  low  touchediii 
Febimary,  the  rate  among  college  gri\ 
uates,  the  most  skilled  group  of  wokJ 
ers,  stayed  at  a  rock-bottom  1.9%.  .' 
the  rate  for  high-school  grads, 
largest  contingent  »  ■  i»w wm ..  - 


JOB  MARKETS  TIGHEI 
ACROSS  THE  BOAIi  I 

UNEMPLOYMENT  RAT 
ALL  WORKERS 


COLLEGE  GRADS 


SOME  COLLEEE* 


of  workers,  was 
only  4.2%' — also 
far  below  the  level 
most  economists 
believe  is  consis- 
tent with  stable 
inflation. 

But  the  most 
telling  sign  of  tight- 
ness is  the  fact 
that  the  biggest  de- 
cline in  unemploy- 
ment over  the  past 
year  has  occurred 
among  high-school 
dropouts  (chart). 
Faced  with  acute 
labor  shortages, 
many  employers  are  apparently  re.' 
ing  deep  into  the  labor  pool  for  the  1( 
skilled  workers. 


HIGH  SCHOOL  GRAD 


HIGH  SCHOOL OROPOUl I 


►  PlKCLNi 
•LESS  THAN  FOUR  YEARS 
DATA  BUREAU  OF  LABOR  SIA 
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inside  the 


Developers 
Programmers 
Analysts 
Internet  Consultants 


SAP  Labs  seeks  highly-credentialed  individuals  (average  education  level:  MS  or 
higher)  for  all  positions,  as  well  as  practical  R/3  and  ABAP  backgrounds. 
Knowledge  of  a  foreign  language,  especially  German,  is  useful  in  SAP's  diverse 
culture,  but  not  a  requirement.  In  return,  we  provide  each  employee  an  opportunity 
to  thrive  in  a  motivating,  personal,  and  small-company  atmosphere  -  currently  just 
over  300  employees.  We  offer  an  outstanding  benefits  package,  including  3  weeks 
vacation,  flexible  hours,  free  daily  lunches,  and  public  transportation  subsidiza- 
tion. For  details  on  all  positions  and  on  the  hottest  business  application  software 
company  in  the  world,  visit  our  Web  site: 


www.saplabs.com 


To  apply  tor  a  position  at  SAP  Labs,  we  prefer  that  you  e-mail  your  resume  in  an  MS 
Word  or  compatible  file  format  to  sheila.horgan@hiresystems.com  In  your  cover 
letter  indicate  desired  position  title,  current  base  salary,  and  eligibility  to  work  in 
the  U.S.  FAX:  781-891-9715.  PRINCIPALS  ONLY!  EOE,  M/F/D/V. 


SAP  Labs,  Inc.  is  a  point  of  origin  for  the  most  func- 
tionally complete  business  application  software  on 
the  planet.  And  we've  designed  our  Palo  Alto,  CA 
workplace  to  be  equally  remarkable.  For  the  mind, 
there's  a  culture  replete  with  original  thinkers  and 
serious  challenges.  For  the  body,  there's  an 
environment  that  goes  way  beyond  simple  comfort- 
including  ergonomic  facilities,  oak-studded  hills 
and  gourmet  cuisine.  And  for  the  soul,  there's  the 
freedom  to  shape  your  career  in  an  organization 
that's  flat  and  adaptive. 

No  one  can  dispute  the  results  of  this  approach. 
Today,  R/3  is  the  business  world's  solution  for  infor- 
mation management.  And  two  of  our  cutting  edge 
development  groups  help  set  the  pace.  Our  Internet 
Consulting  Group  helps  customers  develop  Internet 
and  Intranet  applications,  while  our  Electronic 
Commerce  Group  provides  the  development  tools  to 
create  tomorrow's  business  applications.  In  these 
two  groups,  the  challenges  are  plentiful.  But  the 
rewards  are  enough  to  soothe  mind,  body  and  soul. 
Discover  the  difference  you  can  make  at  SAP  Labs. 


/our  customer  is  at  4  minutes  and  liolding. 


Care  to  wager  how  much   longer  she'll  be 


your  customer? 


eat  a  customer  right  and  you'll  keep  their  business,     whether  via  telephone,  fax,  e-mail  or  the  Internet  can  be 
)se  focus  on  your  customer  and  your  competition  will  be  right     instantly  and  accurately  handled, 
lere.  But,  how  can  you  ensure  customer  loyalty?  CallQuintus. 

Fifteen  of  the  Fortune  50  already  use  Quintus  to  build  customer 
loyalty  and  reduce  costs.  "Customer  for  life" 
is  not  an  outdated  ideal.  You  just  have  to  make 
the  right  call.  1-800-337-8941.  Or  visit 
www.quintus.com. 

Quintus 

Turning  contacts  into  loyal  customers. 


uintus  gives  your  sales  and  service  people 
le  information  they  need  to  keep  customers 
appy  with  the  industry's  only  end-to-end  call 
?nter  solution.    So  any  customer  request. 


Alaska 


I§  fishing  at  Waterfall  Resort.  Alaska 

Business  or  Pleasure? 


Tlie  decision  is  good  for  bnsiness 


and  a  pleasnre  to  nialie. 


Ford  Dealers  Association  of  Southern  California  For  ttie  last  1 4 
years.  Waterfall  Resort  has  been  our  incentive  destination  of  choice. 
Our  benefits  include  not  only  improved  sales  results,  but  the 
Waterfall  experience  itself  helps  build  a  camaraderie  unlike  any 
other  travel  destination  ive  have  used. "  -  Rich  Defrank,  Manager 


Waugh  Family  of  Las  Vegas  Since  July  of  1 985.  we  have  been 
bringing  groups  of  various  sizes  to  Waterfall  Resort.  I  believe  we  are 
somewhat  like  the  salmon.  We  return  because  of  instinct.  Our 
instincts  have  been  nurtured  and  rewarded  by  the  wonderful  staff  of 
Waterfall  and  the  beauty  that  is  southeast  Alaska  -  David  Waugh 


Fax  this  page  to  Waterfall  (907)  225-8530  and  receive  our  brochure  and  video. 


e-mail:  waterfal@alaska.ktn.net 
internet:  http://www.waterfallresort.com 


lATERFALI 

i{   I    -   O   R   T  JU 

V  >   1     \  SKA 

U'v-crr-  Sportfifhit2g  iifor  Kings" 
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Company  _ 
Address  
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Zip 


Fax 


Very  Interested   J         Saltwater  J  Freshwater  J 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


V  THE  FIRST  QUARTER, 
L  MNO  RULED 

blessed  Eastern  consumers  and  builders  and  cursed  the  ravaged  West 


us.  ECONOMY 


ASIA'S  WOES  RAIN 
)N  EXPORTS  PARADE 


What  a  -ftinter.  In  some  U.  S. 
states,  balmy  weather  enabled 
5umers  to  shop  with  gusto.  But  in  other  regions, 
►ds  and  ice  storms  caused  billions  of  dollar?  in  dam- 
•.  The  warm  weather  pushed  homebuilding  to  a  10- 
X  high  but  caused  energy  use  to  take  its  biggest 
nge  in  eight  years. 

)f  course,  weather  wreaks  the  most  havoc  on  the 
nomy  daring  the  winter.  But  usually,  the  effect 
les  as  a  drag  from  blizzards  and  ice.  In  this  year  of 
Nino,  the  reverse  happened.  One  of  the  warmest 
.  driest  winter.-;  in  the  East  puUed  forward  acti\ity 
t  would  normally  happen  in  the  spring  at  the 
le  time  that  the  faUout  from  Asia's  financial  crisis 
•an  to  slow  exports  Cchart). 

So  when  the  Commerce 
Dept.  releases  its  initial  look 
at  the  first-quarter  gross  do- 
mestic pi'oduct  on  Apr  30,  the 
repoit  v.ill  most  hkely  show 
that  con.-urner  spending  set  a 
sizzhng  pace,  followed  close 
behind  by  residential  con- 
struction. Businesses  invested 
^7r~.  hea\ily  in  machineiy.  but  non- 
'  re.sidential  bmlding  had  anoth- 

er weak  quarter.  And  invento- 
accuinuiaied  at  a  slower  pace  than  in  the  fourth 
rter  Most  important,  a  .steep  deterioration  in  net  ex- 
es exened  a  colossal  drag  on  the  econora\' 
-dd  the  sectors  together,  and  real  gdp  grew  at  an 
ual  rate  of  around  last  quaner.  That's  down 
Q  3.79c  in  the  fourth  quarter  but  the  pace  suggests 
jconomy  growing  far  above  its  noninflationar}'  speed 
L  Moreover,  the  winter  spurt  means  that  the  econ- 
'  now  is  slowing  to  a  more  subdued  pace.  That's  es- 
aUy  hkely  since  consumers  will  probably  take  a 
ither  after  theu'  winter  bonanza  and  because  the  inv 
:  from  Asia  is  becoming  more  e^ident. 

EED,  THE  ASIAN  CRISIS,  along  ^vith  seasonal-ad- 

ment  problems,  explain.-  why  the  first-quarters 
:e  deficit  videned  so  sharply.  In  February;  the  trade 
for  goods  and  services  rose  to  S12.1  biUion,  from 
6  bilhon  in  January-.  Exports  feU  0.8%  in  February; 
le  impons  dipped  ju.st  02%. 

xports  to  Asia  w-eakened  sharply.  Goods  shipped  to 
entire  Pacific  Rim  were  down  6%  in  the  first  two 


OIJTPlfT  GROWTH 
FALLS  OFF  SHARPLY 


0- 


MAKUFACniRING  1 

irn 

1 

months  of  1998  vs.  a  year  ago.  Exports  to  Japan  feU 
7.6%,  and  shipments  to  Hong  Kong,  Korea,  .Singapore, 
and  Taiwan  plunged  13.8%. 

First-quarter  trade  data  also  suffer  from  seasonal-ad- 
justment problems  that  tend  to  cut  into  export  growth. 
As  a  result,  net  exports  have  widened  in  every  first 
quarter  of  the  past  five  years.  Depending  on  what 
Commerce  estimates  for  the  March  trade  gap,  real 
net  ex-ports  last  qpaarter  could  show  a  deficit  as  high  as 
§200  bilhon,  from  the  S159.1  biUion  gap  of  the  fourth 
quarter.  The  deficit  would  far  surpass  the  existing 
record  of  SI 74  bilhon  set  back  in  1986. 

The  widening  could  .subtract 
as  much  as  three  percentage 
points  frvm  GDP  growth.  That's 
the  result  of  imports  satisfying 
a  greater  share  of  surging 
U.  S.  demand.  In  fact,  mo.st  of 
the  drop  in  imports  in  Febru- 
ary reflected  a  drop  in  prices, 
especiaUy  for  oil,  not  in  vol- 
ume. For  instance,  the  dollar  _  ,  ', 
value  of  petroleum  .shipments 
plunged  26.7%  in  .January-  and 

Februarj-  from  a  year  ago.  But  that  w  as  because  of  the 
S7.50  per  barrel  fall  in  price.  The  number  of  barrels 
shipped  rose  12.3%.  After  adjusting  for  prices,  total  real 
merchandise  imports  actually  increased  1%  in  February' 
and  were  up  18.6%  from  a  year  ago. 

A  LARGE  AMOUNT  OF  THOSE  IMPORTS  probably 

ended  up  iri  warehouses.  The  monthly  data  on  business 
inventories  suggest  that  inventor^'  accumulation  last 
cjuarter  was  slower  than  at  the  end  of  1997,  but  not  by 
verj-  much.  Smaller  inventory  additions  subtract  from 
GDP  growth,  and  last  quarter's  slowdown  was  probably 
intentional.  In  the  fourth  quarter,  the  inventor}'  gain 
was  much  faster  than  the  increase  in  final  sales  of 
goods.  Slower  stockpiling  in  the  first  quarter  probably 
brought  the  two  growth  rates  better  in  fine. 

For  the  second  quarter,  inventories  may  weU  slow- 
further  Goods  producers  are  already  adjusting  output 
schedules  downward  to  allow  for  less  Asian  demand 
fchart).  so  they  won't  need  to  add  much  to  inventories. 

El  Nino  and  Asia  slowed  overall  industrial  production 
last  quarter,  Utfiity  output  fell  12.2%,  which  helped  to 
hold  total  industrial  acti\ity  flat.  Facton.'  production 
alone  fell  0.2%  in  both  Februar\"  and  March.  For  the 
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quarter,  factory  output  gi'ew  at  an  annual  rate  of  1.8%, 
one-fouith  of  its  fourth-quarter  pace. 

A  drop  in  car  production  accounted  for  a  sizable 
chunk  of  the  slowdown,  but  nondui'able  consumer  goods 
were  also  weak.  So  was  output  of  low-tech  business  ma- 
chinery, the  most  likely  casualty  of  Asia.  Computer 
makere  remained  busy,  suggesting"  that  U.  S.  investment 
on  business  equipment  rose  last  quarter. 

Looking  ahead,  though,  capital-spending  decisions 
follow  sales  expectations.  And  if  companies  are  seeing 
order  cancellations  from  Asia,  investment  will  slow. 
But  it  won't  decline.  The  need  to  boost  productivity  vdll 
keep  U.  S.  companies  buying  high-tech  machinery. 

THE  BIG  WINNERS  among  manufacturers  last  quarter 
were  the  makers  of  home-related  items  such  as  furni- 
ture, appHances,  electronics,  and  cai-peting.  Output  for 
those  goods  grew  by  11.7%,  from  3.8%  in  the  fourth. 

The  acceleration  reflects  the  cun-ent  housing  boom. 
Housing  starts  slipped  2.8%  in  March,  to  an  annual 
rate  of  1.59  million,  but  that  followed  a  jump  of  5.8%  in 
Februaiy.  For  the  quarter,  builders  started  constmction 
on  nearly  1.6  milHon  homes,  the  best  quarter  in  more 
than  a  decade  (chart).  The  increase  can  be  credited 
mostly  to  El  Nino.  Starts  grew  strongest  in  the  North- 
east and  Midwest;  they  fell  in  the  West. 

With  so  many  new  homes  already  begun,  starts  will 
fall  back  in  coming  months.  However,  mortgage  rates 


RUSSIA 


A  BANNER  QUARTER 
FOR  HOMEBUILDERS 


remain  low,  and  consumer  fundamentals  are  strong,  a 
the  slowdown  will  not  be  large.  The  latest  survey 
homebuilders  shows  that  they  remain  very  optimistic 
April,  the  usual  start  of  the  spring  building  season. 

Solid  consumer  fundamen- 
tals also  propelled  the  6%  or 
so  surge  in  real  consumer 
spending,  the  biggest  piece  of 
the  first-quarter  puzzle.  But 
again,  the  weather  was  a  key 
factor  as  usually  home-bound 
consumers  went  out  and 
shopped.  Households  are  un- 
likely to  increase  their  spend- 
ing at  such  a  furious  pace  this 
quarter.  But  they're  not  re- 
trenching, either  Weekly  retail  reports  show  that  sto 
sales  in  the  first  two  weeks  of  April  did  well,  helped 
a  late  Easter. 

More  of  those  Easter  bonnets,  though,  are  bei 
made  overseas.  It's  another  sign  that — no  matter  h( 
the  Pacific  jet  streams  ai'e  blowing — foreign  trade  is 
coming  a  larger  player  in  the  U.  S.  economy.  And  t 
effects  are  both  good  and  bad.  Over  the  past  t^ 
years,  falling  import  prices  have  enabled  this  expansi 
to  continue  without  any  signs  of  haiTnful  inflation.  N( 
though,  the  U.  S.  is  beginning  to  feel  the  bad,  as  fe^^ 
exports  to  Asia  start  to  exert  a  drag  on  production 


▲  MIILIONS  OF  UNITS,  AT  ANNUAL  RATES 
Om  COMMERCE  DEPT,  BUSINESSWEEK 


UNDETERRED  BY  A  TRADE-GAP  DRAG 


First,  the  bad  news.  After  mn- 
ning  trade  surpluses  since  the 
breakup  of  the  Soviet  Union,  Rus 
sia  is  likely  to  post  its  fii'st  cm*- 
rent-account  deficit  in  1998. 
Plunging  prices  of  its  key  ex- 
ports— oil,  gas,  and 
metals — could  shrink 
export  revenues  by 
over  10%,  wWle  im- 
ports are  set  to  grow 
by  3%. 

But  don't  draw  any 
hasty  parallels  with 
Asian  and  Latin  Amer 
ican  countries  where 
large  current-account 
deficits  contributed  to 
recent  economic  meltdowns.  Rus- 
sia's gap  will  likely  total  less  than 
1%  of  gross  domestic  product  and 
should  not  be  hard  to  finance 
(chart).  Indeed,  even  after  last 


THE  TRADE  BALANCE  IS 
FALLING  INTO  THE  RED 


RUSSIA'S 
CURRENT 
ACCOUNT 
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▲  BILLIONS  OF  U  S.  DOLLARS  'FORECAST 

DATA:  CENTRAL  BANK  Of  RUSSIA.  RUSSIAN 
EUROPEAN  CENTER  FOR  ECONOMIC  POLICY 


eign  capital  into  Russia  is  increas- 
ing. What's  more,  rising  imports 
are  a  signal  that  domestic  demand 
is  recovering.  Real  GDP  is  expect- 
ed to  gi-ow  by  1%  to  2%  in  1998. 
The  trick  is  not  only  to  attract 
more  foreign  cash  but 
also  to  ensure  that  it 
funds  productive  pro- 
jects rather  than  i-eal 
estate  speculation  or 
other  hot-money 
deals,  as  happened  in 
Thailand  and  Korea. 
Russia  looks  to  be  on 
the  right  track.  For- 
eign direct  invest- 
ment, which  usually 
goes  into  long-term  projects,  is 
expected  to  rise  ft-om  $6  billion  in 
1997  to  $7  bilKon  this  year. 

In  addition,  capital  flight  is  re- 
versing as  wealthy  Russians  who 


fall's  market  crash,  the  flow  of  for-    once  stashed  their  money  offshore 


are  now  investing  more  of  it  at 
home.  And  the  government  is 
putting  its  notoriously  messy  fis 
cal  house  in  better  order,  with 
revenue  collections  in  the  first 
quarter  meeting  the  Finance  Mir 
istry's  expenditure  targets. 

Even  so,  Russia,  with  a  popuL 
tion  of  150  million,  attracts  only 
slightly  more  foreign  investment 
than  much-smaller  post-communi 
economies  such  as  Hungary  and 
Poland.  That's  partly  because 
Russia  has  been  reluctant  to  let 
foreigners  take  major  roles  in  pi 
vatized  companies  and  in  bankin 
An  oppressive  tax  regime,  corru 
tion,  and  political  uncertainty  als 
drive  away  investors.  But  despit 
these  obstacles,  Russia's  invest 
ment  climate  looks  attractive 
enough  to  offset  the  drag  from 
this  year's  current-account  defici 
By  Carol  M attack  in  Mosc 
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To  easily  manage  your  systems,  networks  and  applications  from  a  central  point.^ 
To  roll  out  hot  new  applications  to  thousands  of  users,  all  at  the  same  time.} 
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News:  Analysis  &  Commentary 


THE  POWER  TO  RAISI 


Even  with  near-zero  inflation, 
some  companies  get  more  for 
what  they  sell.  Why  that's  good 


Ir 
( 
u 


sa; 


The  contrast  is  striking.  The  foil 
who  make  personal  computers- 
including   Compaq,  IBM, 
Hewlett-Packard — are  slashii 
prices  to  move  inventory.  Yet 
line-service  giant  America  Online 
is  going  in  the  opposite  direction. 
Apr.  1,  it  raised  its  monthly  fee  for 
limited  usage  by  10%,  from  $19.95 
'-$21.95.  And  there's  no  sign  of 
^   creased  account  cancellations, 
Barry  Schuler,  president  of  aol 
teractive  Services.  "'Nobody  loves 
price  increase,"  says  Schul 
"But  from  our  perspective 
has  gone  over  well." 

Assuming  that  the  rate 
crease  sticks,  aol  will  join 
select    group — the  prici 
power  eUte.  Although  core 
flation  is  running  at  a  m« 
ger  2.1%,  some  industriei 
including  airlines,  mutual-fu 
houses,  sellers  of  mainfrai 
software,  and  entertainmi 
companies — are  able  to  bO' 
prices  far  faster.  Their  seci 
products  that  customers  w; 
and  are  not  easily  mate! 
by  competitors.  In 
trast,  companies  outs 
the  elite  are  forced 
survive  on  stagnant 
falling  prices. 
This  tremendous 
vergence  in  pricing  po^ 
is  a  new  thing.  In  the  191 
prices  marched  upward 
lockstep  across  the  econo 
From  1985  to  1990,  for  exam 
the  4%  overall  inflation  rate  ■' 
matched  by  similar  liikes  in  diverse 
egories  such  as  haircuts,  air  fares,  i 
vehicles,  entertainment,  rent,  cloth 
and  food.  Only  a  few,  like  health 
and  college  tuition,  could  beat  this  nam 
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bday,  prices  are  far  more  sensitive 
apply  and  demand  in  individual  mai- 
i.  Federal  Reserve  Board  Chairman 
1  Greenspan  and  other  economists 
3  long  hailed  this  change  as  a  key 
jfit  of  low  inflation.  When  the  over- 
inflation  rate  is  high,  price  hikes 
ily  reflect  economy-wide  trends.  But 
1  low  inflation,  price  changes  con- 
more  infomiation  about  market  con- 
ms  in  specific  industries.  The 
lomy  benefits  since  investment 
s  into  high-price  industries 
re  demand  exceeds  supply. 
:ked  in."  Eventually,  compa- 
with  pricing  power  see  their 
!  waped  out  or  substantially  re- 
■d  as  competition  increases.  But 
that  happens,  the  pricing  pow- 
lite  can  enjoy  the  benefits, 
onsider  transportation.  In  the 
B,  the  price  of  flying  rose  only 
;  faster  than  the  cost  of  a  new 
enger  vehicle.  Now,  the  air- 
;  are  showing  major  pricing 
t:  Typical  domestic  business 
3  rose  9%  in  February  from 
previous  year,  reports  Ameri- 
Express  Travel  Related  Ser- 
;  Co.,  as  carriei-s  benefited  from 
ng  demand,  little  capacity 
th,  and  a  lack  of  low-fare  corn- 
ion.  According  to  the  Bureau 
abor  Statistics,  ticket  prices 
3d  at  a  37%  annual  rate  in  the 
quarter 

eanwhile,  thanks  to  inexpen- 
imports  and  overcapacity,  U.  S. 
lakers  are  being  forced  to 
low  price  cuts  in  the  foiTn  of 
3r  rebates  and  cut-rate  financ- 
in  most  models.  At  General  Motors 
'.,  for  example,  incentive  costs  rose 
i  1  average  of  $1,305  per  vehicle  in 
i  first  quarter,  up  52%  from  a  year 
i  sr. 

I  lis  difference  in  pricing  clout  shows 
H  ithin  the  softwai'e  business  as  well. 
3S  for  many  PC  applications  are 
g  sharply.  Average  retail  prices  for 
unes,  for  example,  ai-e  down  12%  in 
irst  two  months  of  1998  compared 
^  a  year  earUer,  according  to  market 
ft  ircher  PC  Data.  Prices  for  business- 
^  cation  software  are  off  17%. 
1  it  at  least  one  PC  software  company 


has  enough  pricing  power  to  hold  the 
line  in  computer  stores.  Microsoft  Coi-p. 
announced  on  Apr.  20  that  it  will  price 
Windows  98  upgrades  at  $109 — the 
same  suggested  retail  price  as  Windows 
95 — even  though  the  price  of  a  home 
PC  has  fallen  by  a  thu-d  in  the  past  two 
years.  PC  makers  ask  for  price  cuts  all 
the  time,  obsei^ves  Microsoft  Chief  Fi- 
nancial Officer  Gregory  B.  Maffei.  But 


THE  HEAVY  HITTERS 

Change  in  prices  over  last  three 
months,  at  annual  rates 


ArRLINE  FARES 


CABLE  TELEVISION 


36.9% 


15.2% 


ADMISSION  TO 
SPORTING  EVENTS 


ADMISSION  TO  MOVIES, 
THEATERS.  &  CONCERTS 


10.8% 


9.1% 


LEGAL  FEES 


6.6% 


CLUB  AND  PARTICIPANT 
SPORTS  FEES 


6.1% 


PERSONAL  FINANCIAL 
SERVICES 


LOCAL-TELEPHONE 
CHARGES 


5.7% 


4.5% 


DATA:  BUREAU  OF  LABOR  STATISTICS 


Microsoft  isn't  planning  on  offering  any 
discounts. 

At  the  same  time,  the  price  of  main- 
fi-ame  software  continues  to  soar.  Soft- 
wai'e  makers  chai'ge  higher  prices  when 
users  upgi'ade  to  more  powerful  com- 
puters— even  though  the  softwai'e  stays 
the  same.  At  U.  S.  Bancoi-p,  the  license 
for  one  CompuWare  Corp.  package 
jumped  from  $1  milhon  to  $4.5  million 
when  the  company  upgi'aded  its  main- 
ft-ame.  "We're  not  getting  gi-eater  busi- 
ness value  out  of  the  software,"  says 
Mark  Sobotka,  vice-president  for  tech- 
nical services.  But,  in  a  lot  of  cases, 


Sobotka  concedes,  software  makers 
"have  us  locked  in." 

In  financial  services,  too,  some  com- 
panies have  the  power,  while  others 
don't.  For  example,  more  and  more  peo- 
ple looked  for  help  this  year  to  cope 
with  the  spiraling  complexity  of  tax 
forms.  This  greater  demand  enabled 
H&R  Block  Inc.  to  increase  its  average 
charge  for  doing  a  return  by  8%.  And 
■■■  the  explosive  gi'owth  of  sector  and 
international  funds — which  tend  to 
charge  higher  fees — helped  push 
up  typical  mutual-fund  fees  by  5.4% 
in  1997,  based  on  data  from  Lipper 
Analytical  Sei-vices  Inc. 

Surprisingly,  banks  don't  seem 
to  have  the  same  clout.  True,  auto- 
mated teller  machine  fees  have 
gone  up.  But  according  to  new  gov- 
ernment figures,  checking-account 
fees  rose  at  only  a  1.6%  annual 
rate  in  the  first  quarter.  The  re- 
cent merger  wave,  however,  might 
help  banks  regain  pricing  leverage. 

Of  course,  the  market  for  some 
services  is  so  hot  that  the  sky's 
the  limit.  Take  computer  sei-vices. 
Nieto  Computei'  Services,  a  three- 
year-old  Houston  computer-  and 
network-services   company,  has 
raised  service  fees  two  years  in  a 
row  without  a  whimper  from  cus- 
tomers. "We  raised  hourly  rates 
and  lost  one  or  two  clients  out  of 
130,"  says  co-founder  Scott  Mt.  Joy. 
Wlien  the  company  started  in  1995, 
it  charged  $35  to  $50  an  hour  for 
contract  work.  Today,  rates  are  $75 
to  $1.50.  The  increase,  Mt.  Joy  says, 
reflects  the  scarcity  of  experienced 
programmers  and  sky-high  demand. 
CROWDED  CINEMAS.  With  disposable  in- 
come siu'ging,  entertainment  businesses, 
too,  are  able  to  charge  more  without 
cutting  into  demand.  Ticket  prices  for 
sporting  events  are  up  sharply,  for  ex- 
ample. And  despite  movie-ticket  price 
hikes  aver'aging  7.8%  last  year;  filmgoer-s 
still  crowded  into  the  cineplexes. 

The  latest  example  of  entertainment 
pricing  power:  In  early  April,  Walt  Dis- 
ney Co.  announced  an  estimated  6%  in- 
crease in  ticket  prices  at  Walt  Disney 
World  in  Orlando.  The  hike  also  comes 
just  in  time  for-  the  opening  of  the  com- 
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pany's  much-ballyhooed  $800  million  An- 
imal Kingdom  theme  pai'k.  Neai'by  Uni- 
versal Studios  Inc.  and  Sea  World  of 
Florida  ai-e  matching  Disney.  "Obxious- 
ly,  if  someone  else  raises  prices. . .  then 
that  gives  you  a  window."  admits  Victor 
G.  Abbey,  executive  vice-president  and 
general  manager  of  Sea  World.  But 
Abbey  notes  that  \isitors  will  get  more 
for  then-  money:  Pai'k  owner  Busch  En- 


tertainment Coi-p.  has  more  than  dou- 
bled Sea  World's  size. 

Finally,  there's  the  housing  market. 
Nationally,  sales  prices  for  existing 
homes  ai-e  up  o29c  over  the  past  year — 
a  number  that  conceals  sizable  city-to- 
city  disparities.  In  some  ai'eas,  such  as 
Miami  and  Albany,  N.Y.,  prices  are 
stagnant  or  falling.  But  in  Boston,  home 
prices  are  up  10.6'~f. 


So,  if  you  experience  sticker  shock  a 
the  baseball  stadium  or  when  you  hea 
what  that  cunning  cottage  costs,  re 
member  that  you're  rubbing  elbow 
with  members  of  the  power  pricin 
ehte.  Just  hope  that  they  continue  t 
be  a  rare  breed  in  this  low-inflatio 
world. 

By  Michael  J.  Mandel  in  New  Yort 
with  bureau  reports 


ALAN  GREENSPAN  MEETS  GRANNY  SMITH 


For  years,  economists  at  the 
Labor  Dept.'s  Bureau  of  Labor 
Statistics  resisted  calls  to 
revise  the  way  it  compiles  the  con- 
sumer price  index  so  as  to  better 
reflect  changing  pricing  and  pur- 
chasing trends  in  the  economy.  But 
now,  the  bls  has  gotten  with  the 
program — big  time.  Starting  with 
small  adjustments  in  1995,  the  bls 
has  taken  bolder  and  bolder  steps 
to  remake  their  models  for 
today's  reality.  As  a 
result  of  their  new 
math,  growth  in 
the  CPI  is  now 
running  at 
1.4%— a  half- 
point  below 
where  it 
would  have 
come  in  under 
its  previous 
methodology. 

Bigger  changes 
ai'e  coming.  Since 
Febniaiy,  the  goveiTi- 
ment  has  revised  scores  of 
product  categories  to  reduce  the 
weight  given  to  products  that  are 
used  less,  such  as  alcohol  and  tobac- 
co, and  emphasize  high-tech  gad- 
gets— such  as  cellular  phones  and 
computers — whose  prices  have  been 
plummeting.  Those  changes  alone  are 
expected  to  shave  two-tenths  of  a 
percentage  point  fi"om  the  annual 
gi'owtli  rate  of  the  price  inde.x. 
A  BIGGER  SURPLUS.  On  Apr.  16,  the 
agency  disclosed  that  other  revisions 
due  to  take  effect  next  Januan'  will 
likely  clip  another  two-tenths  of  a 
point  off  the  index.  These  changes  will 
reflect  the  fact  that  consumers  seek 
substitutes  for  goods  that  jump  in 
price:  If  the  price  of  Granny  Smith 
apples  goes  up.  consumers  switch  to 
less-expensive  Mclntoshes — and  the 
CPI  rises  bv  less. 


The  revisions  in  the  CPi  that  have 
ah'eady  been  made,  taken  with  those 
coming  next  yeai',  will  have  a  signifi- 
cant effect  on  the  economy.  That  could 
range  from  spiuiing  faster  gi'owth  to 
holding  down  pay  hikes  to  sluinking 
the  federal  budget.  Overall,  the  index 
win  be  rougWy  seven-tenths  of  a  per- 
centage point  below  what  it  would 
have  been  under  the  old  system, 
which  Federal  Resei've  Chauman 
Alan  Greenspan  and  most  other  econ- 


The  revised  CPI 
will  better 

reflect 
purchasing 
trends-and 
influence 
economic  policy 


omists  claimed  overstated  inflation. 
And  the  bls  is  changing  its  data  gath- 
ering in  ways  that  should  enable  it  to 
toss  new  goods  into  its  basket  more 
qtiickly.  "These  aren't  the  last  im- 
provements we're  going  to  make," 
says  BLS  economist  Richai'd  Bain*. 

Ah'eady,  the  changes  ai'e  reverber- 
ating tlu-ough  the  economy.  Some 
economists  say  the  restated  CPI  wifl 
intensify  pressm*e  on  companies  to 
improve  productivity  rather  than 
raise  prices — with  a  net  effect  of 
boosting  gi-owth  by  a  tenth  of  a  per- 
centage point. 

Social  Security  recipients  and  fed- 
eral retirees  are  getting  smaller  cost- 
of-living  adjustments.  The  BLS  x'evi- 
sions  are  also  affecting  the  tliree 
million  private-sector  workers  with 
union  contracts  tied  to  the  CPi — and 


are  likely  influencing  how  much  other 
employers  pay  as  well.  According  to 
the  Congi'essional  Budget  Office,  the 
lower  CPI  should  increase  the  antici- 
pated federal  sm-plus  next  yeai*  by 
between  S4  bilHon  and  S5  billion. 

Over  time,  the  fiscal  benefits  be- 
come even  more  dramatic:  By  2004, 
the  BLS  moves  could  be  worth  $51 
bflUon  to  the  government.  It  would 
get  $15  bilUon  fi-om  the  slow'er  in- 
creases in  the  standard  deduction  on 
income  taxes  and  save  $10 
billion  in  federal  pen- 
sion payouts  and  in 
the  eamed  in- 
come credit — all 
thanks  to  low- 
er CPI  gi'owi;h. 
Federal  out- 
lays for  Social 
Secmity  would 
drop  by  $26 
billion  a  yeai\ 
Indeed,  some  ex- 
perts believe  thai 
the  reduced  cost- 
of-living  adjustments 
in  Social  Secuiity  could  eliminate  hal 
the  progi'am's  long-teiTn  funding 
problems. 

For  the  Fed,  the  CPi  revisions 
make  a  rate  hike  less  hkely.  The  Fee 
has  been  eyeing  tight  labor  mai'kets 
for  months — ready  to  pounce  at  any 
sign  that  rising  wages  are  reigniting 
inflation.  But  with  the  new  CPi,  the 
Fed  may  find  it  pohticaUy  more  diffi- 
ctflt  to  make  a  move.  "How  can  the 
Fed  justifj'  raising  rates  when  the 
yeai-over-yeai'  inflation  rate  is  so 
low?"  asks  Robert  Biiisca,  chief 
economist  at  Nikko  Secmities  Inter- 
national Inc.  Indeed,  if  the  new  CPi 
captiu'es  the  tnie  inflation  rate — as 
Greenspan  said  it  would — he  can't 
complain  if  it  keeps  the  Fed  fi'om 
fighting  a  phantom. 

By  Dean  Foust  in  Washingtc 


COMMENTARY 


By  Peter  Coy 


MERGERS:  CRACK  DOWN  ON  STUPID  ACCOUNTING  TRICKS 


A 


n  old  Far  Side  cartoon  showed  a 
mathematician  at  a  chalkboard 
trying  to  explain  away  a  gap  in  a 
complicated  proof.  "Then,"  he  says, 
"a  miracle  happens."  The  picture 
isn't  much  different  in  Corporate 
America — as  CEOs  try  to  justify  the 
sky-high  sums  they  pay  for  acquisi- 
tions. Only  they  don't  call  it  a  mira- 
cle: They  call  it  accounting. 

Depending  on  the  accounting 
method,  similar  deals  can  have  wildly 
different  effects  on  reported  earnings. 
And  these  days,  more  and  more  ac- 
quisitions are  being  done  in  ways  that 
protect  earnings  but  that  also  provide 
minimal  disclosure  to  investors,  who 
management  hopes  will  let  greed  be 
:heir  guide. 

Why  does  this  matter?  Because  the 
merger  boom  of  Lhe  1990s  has  helped 
3ush  price-earnings  ratios  to  new 
lighs.  If  the  accounting  has  papered 
)ver  misvaluations  and  if  mergers 
lon't  pay  off,  the  market  could  be  in 
"or  a  huge  correction. 

To  reverse  this  trend  towai'd  blur- 
y  bottom  lines,  the  first  thing  that 
leeds  repair  is  goodwill — which  is  to 
iccounting  what  "dark  matter"  is  to 
;osmologists:  massive  and  invisible, 
•roodwill  (table)  is  a  residue — the  dif- 
ference between  the  fair  value  of  a 
:ompany's  net  assets  and  the  price  of 
icquiiing  the  company.  Think  of  it  as 
he  value  of  immeasurable  things  such 
ts  customer  loyalty. 
INOTTY.  Buyers  hate  goodvioll  be- 
:ause  they  must  amortize  it  over  40 
'ears  at  most.  And  even  though  it's  a 
loncash  charge  that  doesn't  affect 
ash  flow,  it  does  cut  reported  eam- 
ags  per  share.  "We  focus  on  reported 
•amings  per  share  because  that's 
vhat  the  investment  community  fo- 
uses  on,"  says  William  P.  Boardman, 
enior  executive  vice-president  at 
Jane  One  Corp.  in  Columbus,  Ohio. 
That's  why  Banc  One  is  combining 


with  First  Chicago  nbd  Corp.  in  a  $30 
billion  deal  that  won't  place  a  penny 
of  goodwill  on  the  books.  Instead,  it 
will  be  a  pooling  of  interests:  an  im- 
maculate conception  in  wliich  no  good- 
will is  created — because  neither  com- 
pany is  treated  as  acquii'er.  The 
balance  sheets  of  the  two  equals  are 
simply  merged. 

But  while  pooling  helps  avoid  good- 
will chai'ges,  it's  not  usually  in  the  in- 
terest of  investoi-s.  First,  pooling 
spoils  the  comparison  of  earnings  be- 
tween companies  foimied  by  pooUng 
and  other  merger-formed  companies. 
Second,  merger-minded  companies  of- 
ten twist  themselves  into  knots  to 
qualify  for  pooling  as  ostensible 
equals.  For  instance,  they  will  abstain 
from  stock  buybacks  before  and  im- 


mediately after  acquisitions,  because 
such  transactions  would  preclude 
poolings.  Finally,  pooling  also  perj^etu- 
ates  fictions — such  as  I'ecorcUng  assets 
at  um-ealistic  historical  costs — that 
would  be  set  right  in  conventional 
pui'chase  accounting. 

The  Financial  Accounting  Stan- 
dards Board  (fasb)  is  considering  a 
limit  on  eligibility  for  poolings,  which, 
says  Securities  Data  Co.,  have  ac- 
counted for  half  of  the  billion-dollar- 
plus  deals  announced  this  year.  Pool- 
ings might  be  restricted  to  mergers 
in  which  it  is  ti-uly  impossible  to  iden- 
tify an  acquirer — say,  because  each 
company's  shareholders  will  own  half 
of  the  merged  company.  Banc  One 
would  fail  such  a  pooling  test:  Its 
shai'eholders  will  own  60%  of  the 
combined  company. 

The  FASB  would  push  companies  to 
use  old-fashioned  pm'chase  accounting, 
in  which  they  must  calculate  the  fair 
value  of  each  of  the  target's  assets. 
That  wouldn't  stop  the  merger  boom, 
but  it  might  at  least  discourage  com- 
panies from  overpaying.  Even  here, 
however,  there  are  problems.  It's  still 
too  easy  for  acquirers  to  use  the 
goodvidll  line  on  the  balance  sheet  as 
a  dumping  gi'ound  for  various  intangi- 
ble things — patents,  trademarks,  cus- 
tomer lists — that  should  be  regarded 
as  assets. 

If  the  FASB  takes  away  some  of  the 
ability  to  pool,  it  should  also  make 
pm'chase  accounting  less  onerous  by 
allowing  companies  to  declare  some 
goodwill  to  be  of  peimanent  value 
and  therefore  not  to  be  amortized  un- 
less cii-cumstances  change.  Whatever 
FASB  decides — and  its  proposal  won't 
be  issued  until  next  yeai- — the  goal 
should  be  more  disclosm-e  for  in- 
vestors and  less  opportunity  for  mira- 
cle-seeking, merger-happy  CEOs. 


PURCHASE  ACCOUNTING 


Coy  is  associate  economics  editor. 
POOLING  ACCOUNTING  (if  deal  had  qualified) 


►  Disney's  purchase  cost 

$18.9  BILLION 

►  Value  of  Cap  Cities/ABC 

$18.9  BILLION 

►  Fair  value  of  Capital  Cities/ 
ABC's  net  assets* 

-$0.3  BILLION 

►  Book  value  of  Capital 
Cities/ABC's  net  assets 

-$0.3  BILLION 

►  Goodwill  created 

$19.2  BILLION 

►  Goodwill  created 

0** 

►  Annual  hit  to  Disney's  earnings 

from  amortizing  goodwill    $480  MILLION 

*As  ad|usted  by  Disney 


►  Annual  hit  to  Disney's  earnings  0 

**No  goodwill  would  be  created  because  in  a  merger  of  equals, 
Disney  would  not  be  seen  as  the  acquirer 

DATA:  BUSINESS  WEEK.  WALT  DISNEY  CO. 
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WHEN  THE  PLUG  IS 
PULLED  ON  POOUNG* 

Walt  Disney's  net 
earnings  tiave  suffered 
because  it  was  not  able  to 
merge  balance  stieets  in  a 
"pooling"  after  its  purchase 
of  Capital  Cities/ ABC. 
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LET  MICROSOFT  BE  MICROSOFT 


On  Apr.  21,  the  Justice  Dept.  confronted 
Microsoft  Corp.  in  a  federal  appeals 
court  in  the  latest  effort  to  curb  the 
company's  allegedly  predatory  practices. 
But  according  to  a  new  Harris  Poll — and  an 
unscientific  business  week  survey  of  read- 
ers— citizens  believe  the  agency  should  beat  a  retreat. 
Two-thirds  of  the  readers  who  responded  after  seeing  our 

FIGHTING  FAIR? 

In  general,  how  would  you  characterize  Microsoft's  competitive 
practices? 

Very  fair  '."  18% 

Somewhat  fair  33% 

Somewhat  unfair  30% 

Very  unfair  14% 

Don't  know  5% 

FEELING  MICROSOFTS  MUSCLE 

Do  you  think  that  Microsoft  has  too  much,  about  the  right 
amount,  or  not  enough  economic  power? 

Too  much  49% 

About  the  right  amount  45% 

Not  enough  1% 

Don't  know  5% 

WHOA.TRUSTBUSTERS 

What,  if  anything,  should  the  Justice  Dept.  do  to  address 
Microsoft's  dominant  position  in  the  computer  software 
industry? 

READERS  SURVEY  HARRIS  POLL 

Do  nothing  67%  53% 

Regulate  Microsoft  22%  23% 

Break  Microsoft  up  into  two 
separate  companies  11%  9% 

Don't  know  0%  15% 

HOW  TO  CUFF  EM 

If  you  think  Justice  should  regulate  Microsoft,  which  of  these 
approaches  should  it  pursue?  (multiple  responses  allowed) 

READERS  SURVEY  HARRIS  POLL 

Limit  Microsoft's  ability  to  prevent 
business  partners  from  selling  or 
promoting  rivals'  products  83%  64% 

Bar  Microsoft  from  giving  its 
products  and  services  favored 

locations  within  Windows  55%  39% 

Force  Microsoft  to  market  its 
operating  system,  browser, 

and  related  products  separately  . . .  .48%  48% 

Make  sure  that  Microsoft's 
operating  system  will  work  with 

any  independent  software  41%  74% 


cover  story  ("What  to  do  about  Microsoft," 
Apr.  20)  and  53%  of  those  polled  online 
by  Harris  say  the  government  should 
back  off.  "Justice  should  apologize  profuse- 
ly to  Microsoft  and  to  the  voters  for  wasting 
Microsoft's  and  the  taxpayers'  money,"  wrote 
Dick  Mallion  of  Whitefield,  N.  H.  Fewer  than  a  quarter  of 
respondents  favor  some  sort  of  regulation. 

NO  SECOND  THOUGHTS 

As  a  result  of  the  Justice  Dept.'s  inquiry,  has  your  opinion  of 
Microsoft  changed? 

Much  more  favorable  5% 

Somewhat  more  favorable  7% 

No  change   66% 

Somewhat  less  favorable  16% 

Much  less  favorable  4% 

Don't  know  2% 

SHOPPING  THE  SAME  WAY 

As  a  result  of  the  Justice  Dept.'s  inquiry,  do  you  think  you  are 
more  likely  or  less  likely  to  buy  Microsoft  products  in  the 
futme? 

Much  more  likely  8%    Somewhat  less  likely...  10% 

Somewhat  more  likely  ...5%    Much  less  likely  3% 

About  as  likely  73%    Don't  know  1% 

THE  LONG  ARM  OF  BILL  GATES 

Do  you  presently  use  any  Microsoft  software? 
Yes  96%    No  3%    Don't  know  1% 

POLISHED  WINDOWS 

If  you  use  Microsoft's  software,  how  would  you  rate  it  in  terms 
of  usefulness,  ease  of  use,  and  reliability? 

EXCELLENT  GOOD  FAIR  POOR 

Usefulness  52%  42%  6%  0% 

Ease  of  use  37%  44%   17%  2% 

Reliability  36%  40%  19%  5% 

BROWSER  NOT  OPTIONAL 

How  important  to  you  is  it  that  a  personal  computer's 
operating  system  incorporate  an  Internet  browser? 

Very  important  29%    Not  important  at  all  26% 

Somewhat  important  . . .  22%   Don't  know  1% 

Not  very  important  22% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  2,587  adults  conducted  Apr.  17-20,  1998,  for 
BUSINESS  WEEK  by  Louis  Harris  &  Associates  Inc.  Computer  users 
were  invited  via  E-mail  to  participate  in  the  poll  at  a  Web  site; 
that  sample  was  reweighted  to  reflect  national  demographics. 
BUSINESS  week's  owh  poll  of  readers,  conducted  Apr.  10-20, 
1998,  attracted  5,072  respondents-3,835  online,  681  by 
E-mail,  and  556  by  fax. 


Prudentiars  Search  for 
Undervalued  Stocks 
Has  Led  to  Better 
Mutual  Fund  Performance 


Value  Invesfing: 
A  Bargain  Hunter's 
Approach  to  Equities 


The  Value  Approach 

Perceived  Real  Valuu  | 

e 

1 

Buy  ol  Sell  at 

bargain  prices  full  value 

If  you're  investing  in  equities, 
conventional  logic  says  to 
buy  stocks  of  popular,  fast- 
growing  companies.  Value 
investors  see  things 
differently. 

Through  complex  analysis, 
value  investors  attempt  to 
uncover  hidden  gems — 
less  popular  stocks  at 
bargain  prices  with 
strong  appreciation 
potential.  Then,  as 
these  stocks  approac/i 
their  full  value,  they  sell 
them  in  order  to  lock 
in  gains  and  free 
up  capital  for 
reinvestment. 


Get  an  edge  with  Prudential's 
proven  value  expertise... 

At  Prudential,  we  use  intensive  bottom-up 
analysis  and  carefully  managed  risk  to  identify 
and  buy  undervalued  stocks.  Then  we  take  a 
disciplined  approach  to  selling  as  they  reach 
full  value. 

...and  find  the  performance  you're 
looking  for.  Historically,  Prudential's  value 
investing  approach  has  earned  high  ratings 
from  Morningstar  by  delivering  consistent 
long-term  results  without  taking  on  undue 
risk.  Of  course,  past  performance  does  not 
guarantee  future  results. 

Smart  options  to  help  you  diversify. 

Small-cap  or  large-cap.  Current  income  or  long- 
term  appreciation.  Prudential  has  a  value  fund 
that  can  match  your  investment  objectives  and 
help  you  buUd  a  well-rounded  portfolio. 

Call  today! 

For  more  complete  information  on  sales 
charges,  management  fees,  expenses  and 
share  classes,  ask  for  a  prospectus. 
Please  read  the  prospectus  carefully 
before  you  invest  or  send  money 


SMALL  COMPANIES 


Prudential  Small  Company  Value  Fund  (CLASS  B) 


MID-SIZED  COMPANIES 


Prudential  Equity  Income  Fund  (CLASS  A) 


LARGE  COMPANIES 


Prudential  Equity  Fund  (CLASS  A) 

Overoll  Morningstar  Rolings  as  of  2/28/98 
Among  2,383  Funds  in  the  Domestic  Equity  Category 

Call  1-800-THE-ROCK 

extension  3103 
wwv/.prudential.com 

(S  Prudential 

Investments 

Not  all  Prudential  funds  were  rated  as  high  as  those  shown.  Share  prices  and  returns  will  vor/,  and  you  may  hove  a  gain  or  loss  when  you  sell  shares.  Different  classes 
of  shores  are  offered.  Ratings  cited  are  only  for  shore  classes  shown,  and  other  shore  classes  may  have  a  lower  rating.  Shares  hove  a  common  portfolio,  but  loads 
and  fees  vary  by  class,  which  may  affect  performonce.  Funds  may  invest  in  foreign  securities  which  are  subject  to  special  risks  including  currency  fluctuation  and  the 
impact  of  social,  political  and  economic  change.  Investing  in  small  companies  also  involves  additional  risk.  These  risks  may  result  in  greater  shore  price  volatility. 

All  Morningstar  periods  ended  2/28/98,  and  rofings  ore  subject  to  chonge  every  month.  Morningstor  proprietory  rotings  reflect  tisk-odjusled  perfotmonce,  ate  historicol  and  do  not  represent  future  performonce.  Morningstor  lotino)  ui; 
cokuloted  from  the  funds'  3-,  5-,  and  1 0-year  returns  (with  fee  adjustments)  in  excess  of  90-doy  Treosury  bill  returns,  and  a  risk  foctor  thai  reflects  fund  performance  below  90-day  T-bill  returns.  1 0%  of  the  funds  in  a  cafegor/  rete'v.- 
5  stors,  the  next  22.5%  receive  4  stars,  and  the  next  35%  receive  3  stars.  Prudential  Equity  fund  (Class  A)  ond  Piudentiol  Equity  Income  fund  (Class  A)  leceived  3  stars  (omong  2,383  hjnds)  for  rhe  3-yeor  period  and  4  stri:-. ;  I'l.: 
1,344  hinds)  lor  the  5-yeoi  peilod.  Prudential  Small  Company  Volue  fund  (Class  B)  leceived  4  stars  (omong  2,383  hmds)  for  the  3-yea(  peiiod,  3  stois  (omong  1,344  hjnds)  far  the  5-year  period  ond  4  stars  (amono  / .^i;  !jr 
the  10-yeor  period.  Shares  of  the  funds  ore  offered  through  Prudenfiol  Securihes  Incorpoioled,  199  Water  Street,  New  York.  NY  10292  (member  SIPQ,  and  Pruco  Securities  Corporotlon,  213  Washington  Street,  ^'  .  ,  ' :  07ift2, 
both  subsidiaries  of  The  Prudential  Insurance  Company  of  America 


News:  Analysis  &  Commentary 


BANKING 


LiniE  BANKS  ARE  SPROUTING 
IN  THE  SHADOW  OF  GIANTS 

There's  a  huge  crop  of  new  banks  catering  to  the  disenchanted 

Randy  S.  Plumlee  was  al- 
ready fed  up  with  his 
bank  before  it  was  ac- 
quu'ed  by  an  out-of-state  in- 
stitution. Even  though  the 
Piano  (Tex.)  businessman 
had  a  longtime  friendship 
with  a  banker  at  Dallas- 
based  Fidelity  Bank,  routine 
decisions  were  taking  weeks 
or  months.  So  when  FideUty 
was  sold,  Plumlee  jumped 
ship  to  Resoui'ce  Bank,  an 
upstart  in  Dallas  that 
opened  in  October.  "I  need 
somebody  who  knows  me, 
knows  how  I  operate  a  busi- 
ness, and  can  make  deci- 
sions," says  Plumlee.  Just 
one  day  after  he  joined  Re- 
source, in  April,  he  got  a 
$25,000  loan  for  a  new  Ford 
truck  for  his  commercial 
concrete  and  landscaping 
company.  The  bank's  total 
decision-making  time:  30 
minutes.  "We're  off  to  a 
good  start,"  says  Plumlee. 

As  consolidation  sweeps  JUMPINQ  SHIP  they're  nabbing  customers  they 
the  banking  industry,  creat-  ,         ,    ,     say  the  big  guys  overlook: 

ing  such  behemoths  as  the    1  neea  SOuieDOay  small-business  owners,  con- 
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propos  ed      NationsBank-  who  knoWS  me, 
BankAmerica  combo,  thou-  Iq\()ws  hoW  I 
sands  of  customers   like  „r,„„„tp  „ 
Plumlee      are      heading  ^>P^^<^^^'*' 
straight   out   the   branch  business,"  SayS 
doors.  Those  customers  and  Texan  Plumlee 
a  thriving  economy  are 
spawning  the  biggest  crop  of  bank  stait- 
ups  in  a  decade.  Federal  Reserve  Bank 
of  Dallas  researchers  say  that  182  new 
banks  opened  nationwide  last  year,  not 
counting  those  buying  existing  banks. 
That's  up  80%.  ft-om  1996  and  the  most 
since  1988.  The  trend  is  national,  but 
Georgia,  California,  P"'lorida,  and  Texas — 
where  the  population  is  growing  and 
bank  competition  is  dwindUng — are  see- 
ing the  most  action. 

'TOR  THE  LONG  HAUL."  The  shrinking  of 
the  industry  itself — from  nearly  12,500 
banking  companies  in  1979  to  7,200  to- 
day— is  actually  fueling  the  boom. 
Bankers  who  have  sold  banks  or  lost 
jobs  in  mergei-s  are  striking  out  on  their 
own.  Backed  by  '-eadily  avaOable  capital, 


sumers  over  50,  and  wealthy 
individuals  who  want  pamper- 
ing. "The  giants  do  80%  of 
then-  business  with  20%  of  theii' 
customers,"  says  William  F. 
Sinclair,  president  of  the  new 
$20  million  Bank  of  Lakewood 
(Calif.),  near  Long  Beach.  Sinclair  is 
naiTowly  targeting  potential  customers, 
faxing  weekly  promotions  to  some  355 
small-to-midsize  busi- 
nesses   within  five 
miles  of  the  bank  and 
targeting  direct  mail 
at  affluent  households 
in  the  area. 

Compared  with  the 
last  wave  of  bank 
startups  in  the  1980s, 
this  crop,  say  bankers 
and  consultants,  is  bet- 
ter capitalized,  better 
sciutinized  by  I'egula- 
tors,  and  less  likely  to 
be  looking  for  a  quick 


A  COMEBACK  FOR 
BANKING'S  BANTAMWEIGHTS 
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payoff.  Senior  economist  Robert  P 
Moore  and  analyst  Edward  C.  Skelto 
at  the  Dallas  Fed  found  that  the  avei 
age  new  bank  in  1997  had  $65  million  i 
assets  by  the  end  of  the  startup  yea 
and  nearly  $15  million  in  equity.  Ths 
compares  with  $21  million  in  assets  an 
$4  million  in  equity,  adjusted  for  inflj 
tion,  for  the  banks  that  were  starte 
in  1984.  "These  are  banks  that  are  in  I 
for  the  long  haul,"  sa; 
Chicago  attorney  Dennis 
Wendte,  who  advises  ne 
hanks. 

Peachtree  Bank  in 
luth,  Ga.,  is  typical.  Op 
ing  in  September,  the  bar 
is  located  in  the  faste 
gi'owing  county  in  the  cou 
try.  President  Monty  Wi 
son,  a  veteran  banker,  raisi 
Peachtree's  capital  of  $8 
Hon  in  82  days.  "It  was 
most  fun  I've  ever  hac 
says  Watson. 
MORE  POLARIZED.  In 
Midwest,  David  Keller, 
former  executive  vice-pre 
dent    at    Comerica  In 
opened  Builders  Bank 
downtown  Chicago  last 
tober  with  $5  million  in  c; 
ital.  With  $25  million  in 
jinsits  now,  the  bank  is 
months  ahead  of  projectio 
says  Keller.  "My  custom 
don't  care  if  they  can 
an  ATM  in  Albuquerque," 
says.  "They  want  to  know,  'Can  I  gi 
loan  to  run  my  business?  Will  I  talk 
the  same  person  twice?' " 

Many  banking  experts  predict  an 
creasingly  polarized  industiy,  domina 
by  a  few  giants  on  one  end  and  tl 
sands  of  tiny  banks  at  the  other, 
with  banks  in  general  thriving  now, 
bigger  players  say  they  aren't  won 
about  upstarts.  The  market  for  sn 
business  lending  is  growing  faster  t 
the  number  of  new  banks  coming  to 
market,  says  Marilyn  Dahl,  a  Non' 
Bank  vice-presid 
New  banks  "are  d 
well.  So  are  we, 
says.  And  as  big  b; 
get  bigger,  the 
comers  should 
even  more  room 
growth. 

By  Wendy  Zel 
in  Dallas,  with 
Therese  Palmer 
Chicago,  David  G 
ing  in  Atlanta, 
Andrew  Osterlam 
Ch  icago 
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Whether  you're  keeping  the  kids  from  lighting  over  each  other's  stuff,  or  just 
keeping  them  out  of  yours.  Zip-  disks  make  a  Lot  of  sense.  With  the  capacity 
of  70  floppies,  a  genuine  100MB  Zip  disk  gives  each  member  of  the  family 
the  space  they  need.  And  with  over  10  million  out  there,  you'll  find  Zip  drives 
just  about  everywhere  you  go.  Home.  Work.  School.  In  fact,  most  leading  PC  companies 
now  offer  ZIP  BUILT-IN'drives.  Of  course  if  you  already  have  a  computer,  you  can 
always  buy  an  external  Zip  drive.  So  give  each  member  of  your  family  their  own  Zip 
disk.  It's  the  next  best  thing  to  their  own  PC.  Get  your  Zip  drive  and  Zip  disks  wherever 
you  get  your  computer  products.  Or  check  us  out  on  the  Web  at:  www.iomega.com/zip 


Use  only  genuine  Zip  disks  featuring 
this  symbol  in  your  Zip  drive. 


BECAUSE     it's     YOUR  STUFF. 


COMMENTARY 

By  Catherine  Yang 


THE  HIDDEN  TAX  IN  YOUR  PHONE  BILL 


On  Apr.  14,  MCi  Communications 
Corp.  petitioned  the  Federal 
Communications  Commission  to 
lower  so-called  access  fees — the  i-ates 
that  long-distance  earners  pay  to  lo- 
cal phone  companies  to  pick  up  and 
complete  their  calls.  MCi's  argument: 
Local  providers  are  making  a  killing 
off  these  charges. 

Sure,  MCI  and  other  long-distance 
carriers  have  been  lobbying  for  such 
a  reduction  for  yeai's.  And  their 
pleas  are  self-serving:  They  want  to 
cut  off  what  has  become  a  windfall 
for  local  phone  companies,  their  soon- 
to-be  competitors. 

On  the  other  hand,  they're 
right,  and  now  is  the  time  to  ad- 
dress the  issue.  By  all  ac- 


poUcy  of  setting  basic  phone  rates  low 
enough  so  that  almost  all  Ameii- 
cans — even  those  in  niral  areas  that 
are  costly  to  wii'e — could  have  a 
phone.  Thanks  to  universal  service, 
some  poor  city  dwellers  can  get 
phones,  and  folks  in  interior  Alaska 
pay  about  what  other  Americans  do, 
even  though  the  Bells  claim  the  true 
cost  of  basic  service  there  iims  $137  a 
month.  Access  charges,  the  covert 


5.  PROFIT 

1  4.  UNIVERSAL  SERVICE 

A  portion  goes  di- 
rectly to  the  local 
phone  companies' 
bottom  lines  as 
operating  income. 

A  portion  of  access 
fees  is  used  to 
subsidize  rural 
and  low-income 
customers. 
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counts — in- 
cluding that 
of  the  local 
phone  compa- 
nies— FCC-regulat- 
ed access  fees  sub- 
stantially exceed  the 
costs  they  were  designed  to 
cover.  At  a  time  when  the  govern- 
ment is  trying  to  deregulate  the 
telecommunications  industiy,  such 
out-of-whack  charges  tend  to  create 
cratei-s  in  what  needs  to  be  a  level 
playing  field. 

"A  SLUSH  FUND."  How  did  this  hap- 
pen? Ever  since  the  breakup  of  the 
Bell  system.  Baby  Bells  and  other  lo- 
cal service  provider's  have  collected 
the  access  fees  from  long-distance 
carriers.  In  turn,  long-distance 
providers  have  passed  the  expense 
on  to  consumers  through  higher  per- 
minute  rates.  The  idea  was  to  com- 
pensate local  phone  companies  for 
the  cost  of  using  their  networks  to 
handle  long-distance  traffic. 

But  the  FCC  and  local  providers 
also  figured  that  these  fees  could  help 
fund  "universal  service,"  a  decades-old 


1.  CONSUMERS 


Consumers  pay  long- 
distance carriers  through 
higher  per-minute  long 
distance  phone  rates. 

AROUND 

AND 
AROUND 
THEY  GO... 

DATA  BUSINESS  WEEK 


3.  LOCAL 


I  Local  phone  companies  use  f 
the  access  fees  to  cover  the  ' 
cost  of  picking  up  and  termin- 
ating long-distance  calls.  The 
remainder  goes  to: 

taxes  that  make  this  possible,  now 
add  up  to  about  $20  bilhon  a  year. 

AT&T  and  other-  long-distance 
providers,  wliich  have  the  unenviable 
task  of  collecting  these  fees,  claim 
customers  ai'e  being  rooked.  The  fees 
are  inflated  by  as  much  as  $10  bOlion, 
or  50%  more  than  the  actual  costs, 
they  estimate.  "Access  chai'ges  ai-e  a 
slush  fund  for  the  Bells,"  says  J. 
Richard  Devlin,  Sprint  Coqo.'s  general 
counsel.  Local  phone  companies  object 
to  that  charactei-ization,  but  concede 
that  the  siun  is  probably  20%  to  25% 
above  costs. 

Hei'e's  a  better  idea.  If  politicians 
want  to  coDect  money  from  consimiers 
for  universal  service,  let  it  appear  on 
the  bill  as  a  federal  tax — a  more  hon- 
est way  to  fimd  the  subsidy.  Or  let 


2.  LONG  DISTANCE 


Long-distance  car- 
riers pay  access  fees 
to  Bells  and  other 
local  phone  companies 


the  government  collect  the  money 
du-ectly. 

Both  the  FCC  and  Congress  long 
ago  aclaiowledged  that  a  more  up- 
fi'ont  policy  would  be  best.  And  to  its 
credit,  the  FCC  has  moved  in  the  right 
dii"ection.  Last  July,  it  chopped  access 
fees  by  about  $1.7  billion,  and  it  ex- 
pects to  trim  them  by  $600  milhon 
more  this  July.  Meanwhile,  the  agency 
has  allowed  long-distance  phone  com- 
panies to  break  out  a  portion  that  ap- 
peal's on  customer's'  bills  as  flat-rate 
"subscriber  fees,"  so  at  least  people 
know  a  little  more  about  where  theii* 
money  is  going.  In  July,  long-distance 
cai'riers  also  began  to  charge 
business  customers  a  4.9%  tax  on 
calls  to  pay  for  discounted  Inter- 
net service  for 
schools  and  li- 
brai'ies  under  a 
new  universal  ser- 
vice program.  This 
chai'ge  is  also  bi*o- 
ken  out. 

But  the  politics 
are  perilous.  Rm'al 
representatives 
have  fought  long  and  hard — and 
successfully — to  keep  the  subsidy 
^  system.  And  they  ai-e  afraid  that  a 

more  overt  subsidy  would  shock 
customers  in,  say,  New  York  City, 
most  of  whom  have  no  idea  that  they 
help  shoulder  the  costs  of  service  in 
Montana.  And  if  the  FCC  slashes  ac- 
cess fees  before  figuring  out  how  to 
fimd  universal  service,  the  Bells  ar- 
gue, local  rates  for  millions  of  subsi- 
dized customer's  will  jump.  Then  "con 
sumer-s  will  complain  that  the  only 
thing  to  come  out  of  the  Telecom  Act 
is  higher  rates,"  says  Robert  T.  Blau, 
BellSouth  Coip.'s  vice-president  for 
regulatory  affair's. 

No  doubt,  that's  a  risk.  But  if  the 
government  owns  up  to  its  tax,  then 
perhaps  telecom  providers  will  also 
have  to  be  more  honest  about  then- 
actual  costs  and  chai-ges.  That  would 
be  an  important  step  towar'd  fulfilling 
the  pi-omise  of  the  Telecommunica- 
tions Act  of  19%:  tr-ue  competition 
and  lower  rates. 


Yang  follows  telecommunicatioi 
in  Washingto 
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HONEY,  GO  BOOT  UP 

THE  PHOTO  ALBU^ 


i  for  $149.95  and  100MB  disks 
for  as  low  as  $12.95.* 


Ready  for  a  photo  album  without  all  the  loose  pictures,  bent  corners,  and 
sticky  plastic  pages?  Then  ifs  time  to  go  digital.  With  the  capacity  of  70  floppies, 
a  genuine  100MB  Zip-  disk  can  hold  dozens  of  digital  photos  in  perfectly 
organized  files.  So  you  can  preview,  print,  or  digitally  retouch  to  your  heart's 
delight.  And  with  over  10  million  out  there,  you'll  find  Zip  drives  just  about  everywhere 
you  go.  In  fact,  most  leading  PC  companies  now  offer  ZIP  BUILT-IN™  drives.  Of  course  if  you 
already  have  a  computer,  you  can  always  buy  an  external  Zip  drive.  Then  keep  all  your  photos  on 
a  neat  little  Zip  disk.  And  give  those  musty  old  books  the  boot.  Get  your  Zip  drive  and  Zip  disks 
wherever  you  get  computer  products.  Or  check  us  out  on  the  Web  at:  www.iomega.com/zip 

Use  only  genuine  Zip  disks  featuring 

this  symbol  IzipQ  in  your  Zip  drive.  BECAUSE      IT's     YOUR  STUFF. 


Iomega 
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IMMIGRATION 


CANADIANS  FEEL 

A  FROST  AT  THE  BORDER 

Why  entering  the  U.S.  is  becoming  a  white-knuckle  experience 


has  tiuTied  border  crossings  into  white- 
knuckle  experiences. 

INS  officials  say  only  7%  of  those  who 
could  be  barred  have  been.  Still,  the 
penalties  often  seem  severe.  Steven 
Williamson  had  invested  $210,000  in  a 
constniction-eciuipment  business  in  Pai- 
zona.  En  route,  he  planned  to  stay  with 
friends  in  Denver,  before  starting  his 
ventiu'e.  By  the  time  he  got  to  Phoenix, 


per  and  walked  around  him  with  h 
hand  on  his  gun.  He  was  ultimate 
banned  fi'om  the  U .  S.  for  five  years, 
Shearer  was.  Unprofessional  behavi 
won't  be  tolerated,  says  ins  spokesm; 
Russell  A.  Bergei'on  Jr.  Williamson  ai 
Shearer  ai'e  parties  to  a  suit  brought 
the  U.  S.  by  the  American  Immigi'ati 
Lawyers  Assn.,  challenging  the  1996  la 
POWER  PLAY.  The  case  is  bringing  o 
more  hon-or  stories.  On  Apr.  6,  six  po 
er-line  workers  invited  south  by  Flori 
Power  &  Light  Co.  for  job  screenin 
were  kept  off  their  flight  even  thou 
FP&L  had  advertised  the  jobs  in  a  Ton 
to  paper,  paid  for  the  men's  tickets,  a 
planned  to  help  them  get  any  requii 
visas.  Martin  Briggs,  one  of  the 
says  an  official  who  detained  him 
4'/'  hours  declared:  "There's  no  way 


MAY  THESE  GATES  N  EVER  BE  CLOSED 


When  Neil  G.  Shearer,  a  painting 
contractor  and  yacht  pilot,  tried 
to  cross  the  Canadian  border  into 
Washington  last  August,  he  figiu'ed  it 
would  be  like  dozens  of  other  crossings 
he  has  made.  How  wrong  he  was.  He 
was  detained  for  2yj  hours  in  a  window- 
less  room,  had  his  car  seized  and  then 
was  banned  fi'om  entering  the  U.  S.  for 
five  years.  His  offense:  tiying  to  cross 
at  another  location  after  an  in- 
spector had  turned  him  away 
for  insufficient  proof  that  he 
lived  in  Vancouver  "My  persis- 
tence was  stupid,"  says  Sheai'er, 
3L  But  he  adds  his  real  problem 
was  "being  stopped  by  some  of- 
ficious person  in  a  bad  mood." 

Shearer,  like  at  least  359 
Canadians  hit  with  five-year 
bars  in  the  past  year,  ran  afoul 
of  a  new  immigi-ation  law  that  is 
a  bete  noire  north  of  the  boixler. 
At  least  18,000  would-be  en- 
trants to  the  U.  S.  from  Canada 
have  been  tmTied  away  by  gam- 
toting  immigi-ation  officials  since 
April  1997,  when  the  law  tool-: 
effect.  "The  legislation  has  al- 
lowed an  immigTation  officer  to 
become  the  judge,  jury,  court 
reporter,  and  ultimately  execu- 
tioner," says  Toronto  immigTa- 
tion lawyer  Heather  N.  Segal. 

American  immigration  au- 
thorities, while  defending  the    ,       .     i  t      t-vto     op-    •    i  o 

law,  are  tiying  to  deal  with  the  (161116(1  eiitiy  Dy  iNS  officials.  Soiiie  weFc  even 

Canadian  objections.  Ambas-  „  lij-iTTn 

sador  Gordon  D.  Giffin  pleaded  hit  With  R  Tive-year  oaii  OR  travel  to  the  U.S. 

in  March  to  Canadian  Foreign  

Minister  Lloyd  Axworthy  to 


Thousands  of  would-be  \isitors  * 


not  let  a  "few  misunderstand- 
ings" impede  relations.  And  on  Apr.  22, 
Immigi-ation  &  Naturalization  Service 
officials  told  lawyers  and  reporters  in  a 
coast-to-coast  videoconference  that  they 
are  training  their  inspectors  to  treat 
visitors  more  professionally. 

Critics  say  the  problem  is  the  Illegal 
Immigration  Reform  &  Immigrant  Re- 
sponsibility Act  itself.  Aimed  at  Mexi- 
cans who  might  tiy  to  turn  a  tourist  trip 
to  the  U.  S.  into  permanent  residency,  it 
applies  equally  to  the  Canadian  border, 
where  illegal  immigTcition  is  fai-  less  com- 
mon. And  Canadians  claim  the  measure 


VANCOUVER  YACHT  CAPTAIN  NEIL  SHEARER  STRADDLES  THE  CANADA-U.S.  BORDERLINE 


Williamson  thought,  a  required  investor 
visa  would  have  come  through.  He  told 
officials  a  half-tinth,  saying  he  planned 
to  visit  friends.  But  they  found  busi- 
ness papei-work  in  his  car  and  accused 
Williamson  of  planning  to  work  illegally. 

Both  Williamson  and  Shearer  make 
cliilling  claims  about  their  experiences. 
They  say  officers  forced  them  to  sign 
self-damning  statements.  Williamson  says 
that  when  he  protested,  he  was  told  he 
would  be  jailed.  When  he  wrote  he  was 
being  made  to  sign  imder  dui'ess,  he  says 
the  immigTation  officer  ripped  up  the  pa- 


hell  that  you  or  any  Canadian  linem; 
going  to  go  down  to  the  States  and 
a  job  away  from  an  American." 

The  INS  says  much  of  the  proble 
Canada  is  a  "media  fi-enzy."  But  th 
not  convincing  nervous  Canadians, 
can't  tell  them  anything  negative, 
od,"  advises  Eric  S.  Winters,  presi 
of  computer  fiiTn  Mis  Consultants,  \^ 
staffers  fi-equently  cross  the  borde 
business.  These  days,  Winters  and  iW 
Canadians  are  wondering  just  ' 
Canadian-U.  S.  amity  means. 

By  Joseph  Weber  hi  To  n 
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YOUR  MONEY? 
OR     YOUR  HEAUTH? 


Since  day  one,  the  measure  of  good  health  care  in  America  has  been  hehl  hostage  by  a  faulty 
equation:  The  most  money  buys  the  best  care.  The  unfortunate  legacy  of  the  old  fee-for-service 
system  is  it  did  a  better  job  of  raising  costs  than  quality.  ■  Can  any  system  raise  the  (|uality 

of  health  care  for  Americans  while  controlling  its  costs? 
We  believe  the  answer  is  an  unqualified  yes.  ■  First  off, 
the  best  care  cannot  be  defined  as  the  most  expensive  or  the 
least  expensive.  Il  is  the  right  care  delivered  al  ihe  right  time. 


I 


iiimnfint'iUflfi' 


Ideally,  it  s  a  measure  taken  to  prevent  an  illiu^ss  belore  it 
ever  occuis.  Like  an  immunization,  for  instance.  Or  one 
that  catches  a  disease  early  enough  that  something  can  be 
done  about  it.  ■  fhats  why  our  women's  program  was  the  liist  to 
cover  annual  mammograms  for  all  women  over  4U.  We  know  what  it  costs,  but  by  treating  breast 
cancer  in  its  earliest  stages,  we  also  know  what  it  can  save.  ■  The  best  care  can  even  halt  the 
progression  of  chronic  disease.  Our  congestive  heart  failure  program  provides  a  cardiac  nurse  lo 
educate  at-risk  members  on  the  importance  of  taking  prescribed  medications,  and  to  help  them  make 
lifestyle  adjustments.  The  result  has  been  a  significant  decline  in  hospitalization  rates  and  an  overall 
improvement  in  patient  well-being.  ■  Not  coincidentally.  our  model  of  prevention,  early  detect  ion 
and  chronic  disease  management  promotes  better  health,  with  the  added  value  of  lowering  health 
care  costs.  Which  in  turn  enables  companies  such  as  ours  to  provide  more  people  than  ever  the 
best  choices  modern  medicine  can  offer.  And  do  so  witlnnit  offering  the  one 
choice  no  one  should  ever  again  have  to  make:  Their  money?  Or  their  health? 

US  Healthcare 

^nll  II  Uf\  liflln  wilJl  IK 
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GEniNGPAID  PEANUTS 

Customer  service  reps  hired  in 
recent  years  make  far  less 
than  newcomers  at  other  airlines 


gave  up  the  raise  and  nv 
other  concessions  for  sti 


LABOR 


NOT  SO  UNITED 
AT  UNITED  THESE  DAYS 

The  ESOP  has  some  nonunion  employees  feeling  shorted 


Four  years  after  United  Ail-lines  Inc. 
woricers  swapped  wage  and  benefit 
cuts  for  a  55%  stake  in  their  com- 
pany, most  of  the  canier's  92,000  em- 
ployees ai-e  fl>ing  high.  After  all,  shai'es 
of  parent  ual  Corp.  have  soared  350%. 

So  how  come  19,000  check-in  and  tele- 
phone reservation  agents  are  so  frus- 
trated that  they're  considering  joining  a 
union  to  get  what  they  want?  Mainly 
because  they  feel  they  missed  out  on 
the  goodies.  They  say  they  gave  up 
more  than  theii'  unionized  colleagues  in 
exchange  for  less  stock.  And  agents 
hired  since  the  Employee  Stock  Owner- 
ship Plan  (ESOP)  began  in  1994  make  $9 
an  hour  and  less — even  with  seniority. 
"It's  a  very  austere  pay  scale,"  says 
Joseph  W.  Lewis,  a  54-yeai--old  customer 
service  agent  in  Tacoma,  Wash.,  who 
makes  $7.90  an  hour  after 
three  years  on  the  job. 

The  International  Associa-   

tion  of  Machinists  (iam)  hopes 
to  take  advantage  of  the  re- 
sentment and  sign  up  agents 
in  what  would  be  the  largest 
private-sector  union  drive 
since  1984.  On  Apr.  1,  the 
IAM — which  already  has  26,000 
UAL  mechanics — filed  for  a 
union  election,  which  could 
come  this  summer  A  victory 
would  allow  agents  to  bargain 
for  higher  wages  and  strength- 
en their  hand  when  talks  be- 
gin next  year  on  whether  to 
renew  the  esop  in  2000. 


The  situation  is  tricky  for  United, 
the  largest  union  esop  company.  An 
anti-union  stand  would  be  difficult  for 
CEO  Gerald  Greenwald,  who  was  actual- 
ly selected  by  the  luiions.  For  now,  he  is 
taking  no  public  position,  and  United 
executives  decline  comment,  but  the  iam 
is  angered  by  his  refusal  to  voluntarily 
recognize  the  union  after  a  majority  of 
agents  signed  authoi-ization  cai'ds.  "Their 
action  was  an  insult,"  fumes  iam  Vice- 
President  William  L.  Scheri. 

How  did  agents  wind  up  like  this? 
During  esop  negotiations,  former  ual 
Chief  Executive  Stephen  Wolf  hired  a 
team  of  bankers  and  lawyers  to  repre- 
sent agents.  They  cut  a  worse  deal, 
Scheri  says,  than  the  iam  did.  For  exam- 
ple, mechanics  would  have  had  a  5%-  pay 
hike  in  1995  under  then'  contract.  They  i 

THINKING  UNION 


About  40%  of  United's  19,000  agents— hired  since  UAL's 
1994  employee  buyout — work  for  less  than  colleagues: 
$6.65  to  $9  an  hour,  vs.  up  to  $17.55. 


STOCK  PLAN 


United  agents  get  fewer  shares  in  the  carrier's  Employee 
Stock  Purchase  Plan  than  similarly  paid  members  of  the 
International  Association  of  Machinists. 


OUTSOURCING 


United  agents  fear  for  their  jobs  because  the  airline  is 
already  farming  out  other  ground  work. 


But  agents,  who  proba' 
would  have  gotten  tl 
same  hike,  got  mu( 
less  stock  and  no  rais 
An  agent  earning 
an  hour  now  ow 
$;32,000  in  stock, 
T      $72,000  for  a  similar 
\t^^  \    paid  :am  member 

Then  there's  the  " 
scale,"  the  wage  strii 
ture  for  agents  bin 
post-ESOP.  They  sta 
out  at  less  than  $7  : 
hour — and  work  ne 
to  a  pre-ESOP  age' 
'^'^  earning  up  to  $18  an  hoi 

They  have  no  pensions  and  fewj^ 
health  benefits.  In  contrast,  unioniz 
agents  at  Northwest  Airlines  Inc.  start 
$10  an  houi'.  And  even  before  uSAir  I) 
agents  joined  the  Communications  Woi 
ers  of  America  last  year,  they  eani 
fi-om  $8  to  $18.70  an  hour,  cwa  offici  - 
say.  The  dispai-ities  have  raised  Unite 
agent  turnover  to  neai'ly  50%  a  year, 
siders  say.  Some  workers  don't  even 
tlu'ough  training.  "People  have  gone 
the  bathi'oom  dming  the  fii'st  class 
haven't  come  back,"  says  Pamela 
King,  47,  a  resei^vations  agent  who  li 
been  with  United  since  she  was  19. 
RESTLESS.  The  lAM's  drive — its  third 
UAL  tliis  decade — is  the  latest  effort 
organized  labor  to  sign  up  the  only  r 
jor  pait  of  the  Lndustiy  that's  not  uni 
ized.  cwa's  usau-  victoiy  drew  in  10, 
agents,  and  the  union  is  mnning  a  ch 
at  American  Airlines  Inc. 

Meanwhile,  record  airline  profits 
stirring  labor  activism.  In 
cent  days,  Northwest 
been  forced  to  cancel  up  tc 
flights  a  day  as  machinists 
pOots  staged  an  infomial  si 
down  to  protest  propo 
wage  cuts,  ual,  which  on 
22  reported  tepid  1.4%  e; 
ings  growth  because  of 
slowdown  in  Asia,  is  lool 
to  control  costs,  too.  Ad( 
19,000  members  to  the 
roster  won't  help.  So  mucH 
peace  in  the  family. 

By  David  Leonhardt 
Chicago  and  Aaron  Bems 
in  Washington,  with  bu7^^('i,^ 
reports 


Ion 
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ng  out  c<in  he  hard  work.  Making  it  happen  in  business  is  even  harder.  Unless  you  have  Adobe  software.  Suddenly  ordinary 
unication  will  have  more  impact.  Capture  attention.  Get  results.  All  with  the  help  of  Adobe  Photoshop,  Illustrator,  PageMaker,  and 
rtpt:  See  for  yourself,  today  with  our  free  product  sampler  CD.  Call  1-888-724-4^03  ext.  42801.  Or  visit  www.adobe.com/unforgettable. 


Suddenly,  you're  unforgettAble. 
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LABOR 


A  SHOT 

IN  THE  FOOT? 

California's  Prop  226  could 
hurt  business  as  well  as  labor 

Conservative  Republican  Grover  G. 
Norquist  and  his  Washington  (D.  C.) 
gToup,  Americans  for  Tax  Reform, 
seem  to  have  a  great  poHtical  victory 
within  their  gi'asp.  Polls  show  that  66% 
of  California  voters — not  to  mention  a 
majority  of  union  members — support 
Norquist's  June  ballot  initiative,  which 
would  require  unions  to  get  annual  writ- 
ten authorization  from  members  before 
making  political  contributions. 

But  Norquist's  victoi-y  could  backfire. 
As  lawyers  study  the  fine  print  of 
Proposition  226,  a  growing  number  are 
concluding  that  it  might  affect  virtually 
any  payroll  deduction — not  just  union 
dues.  How  so?  To  avoid  the  appearance 
of  union  bashing,  the  bill's  authors  in- 
cluded employers  as  well  as  unions  in 
the  language.  The  result:  Some  legal 
experts  now  believe  that  any  company 
with  employees  in  California  that  takes 
deductions  on  their  behalf  may  be  sub- 
ject to  the  proposed  law.  That  would 
mean  employers  would  be  required  to 


get  annual  pennission  from  each  worker 
if,  for  example,  their  health-care 
provider  spends  any  money  on  politics. 
And  the  employers  would  also  have  to 
query  managed-care  providers,  insur- 
ance companies,  or  mutual  funds  about 
their  political  contributions. 
PAYROLL  PERIL.  "If  tliis  passes,  it  would 
be  a  tremendous  bm'den  on  employers," 
says  Ray  Wheeler,  a  Palo  Alto  (Calif.) 
lawyer  who  represents  Silicon  Valley 
companies  such  as  Intel  Corp.  He  plans 
to  advise  his  clients  of  the  dangers.  And 
in  an  analysis  released  on  Apr.  15,  the 
independent  California  Senate  Office  of 
Research  agreed:  "This  measm'e's  pro- 
visions could  apply  to  a  wide  range  of 
commonly  made  payi'oll  deductions." 

The  problem  for  Prop  226  stems  from 
the  key  sentence  in  the  chapter  that 


^  limits  the  use  of  payrol 

money  by  employers  an( 
unions.  It  requires  employ 
ers  to  get  approval  if  an; 
part  of  the  paycheck  deduc 
tion  "will  be  used  in  whol 
or  in  part  as  a  [pohtical 
contribution  or  expenditure. 
"The  authors  can  ai'gue  tha 
this  wasn't  their  intent,  hvt 
that's  what  their  words  sayj 
says  David  Rosenfeld,  a 
Oakland  labor  lawyer  wh 
fii'st  raised  the  criticism.  . 
federal  bill  backed  b 
Norquist  and  House  Speal 
er  Newt  Gingi-ich  (R-Ga.)  excludes  en 
ployers  and  avoids  the  problem. 

Marc  Bucher,  the  Orange  Count 
businessman  who  co-authored  the  Cal 
fornia  proposal,  derides  the  criticism  £ 
labor  scaremongering.  He  and  oth( 
Prop  226  backers  say  that  payroll  di 
ductions  for  such  benefits  as  health  cai 
are  arm's-length  commercial  tran 
actions.  "The  coujts  will  draw  the  lii 
at  who  owns  the  money,"  asserts  Dav 
L.  Thompson,  a  Washington  lawyer  wl 
advises  Norquist's  group  on  similar  re 
erenda  pending  in  25  states. 

One  irony:  UntO  now,  business  grou] 
had  stayed  on  the  sidelines  in  this  hi 
tie.  Now,  labor  hopes  they  will  be  fiigl 
ened  into  joining  the  opposition. 

By  Aaron  Bernstein  in  WashingU 
and  Steven  V.  Brull  in  Los  Angeles 


PHARMACEUTICALS 


BEYOND 
VIAGRA 

Combos  of  impotence  drugs 
will  crop  up  next 

Ho  question,  Pfizer  Inc.'s  new  impo- 
tence ding,  Viagra,  looks  to  be  a 
super  blockbuster.  In  its  first  full 
week  on  the  mai'ket  in  April,  more  than 
36,000  prescriptions  were  wiitten,  and 
as  of  Apr.  22,  Pfizer's  stock  was  up  51% 
for  the  year. 

But  other  new  treatments  are  also 
in  the  works.  And  many  of  the  30  mil- 
lion American  men  who  have  experi- 
enced erectile  dysfunction  may  find  that 
the  best  solution  is  a  combination  of 
therapies — a  sort  of  impotence  cocktail. 
"I  think  the  real  story  will  be  the 
polyphairnacy  of  erection,"  says  Dr.  Gre- 
gory A.  Broderick,  director  of  the  Uni- 
versity of  Pennsylvania's  Center  for  the 
Study  of  Male  Sexual  Dysfunction. 


Wliy  the  need  for  a  cocktail?  Viagra 
blocks  an  enzyme  involved  in  preventing 
erections  and  worked  for  70%  of  the 
men  who  tried  it.  But  for  men  dissatis- 
fied vrith  Viagra,  an  alternative  is  now 


dustries  Ltd.,  plans  to  study  the  effe 
tiveness  of  Viagi'a  and  apomorphine 
combination.  Another  medication,  Vas 
max,  developed  by  Zonagen  Inc.,  bloc ! 
receptors  that  prevent  blood  vessels 


in  final  clinical  trials.  An  oral  jO  YOUR  HEALTH 

version  of  an  existing  drug  . 

called  apomoi-jjliine  stimulates  "Cocktails"  of 

the  center  in  the  nervous  sys-  ^^y^Y'dil  pills 
tem  responsible  lor  erections.  '■ 

TAP  Pharmaceuticals,  a  joint  may  be  risky-aS 

venture  of  Abbott  Laborato-  fen-phenwas 
nes  and  lakeda  l-Ii'  "'""  " 


the  penis  from  dilating.  If ; 
proved  by  the  Food  &  Dr 
Administration,  Zonagei 
drug  will  be  marketed 
Schering-Plough  Corp. 

But  doctors  warn  that  i 
potence  cocktails  should 
tested  carefully  first.  Th 
cite  last  summer's  debacle  with  the  ft 
phen  diet  dmg  combo.  Fenflm-amine  1 
drochloride,  the  fen  in  that  combo,  w 
pulled  from  the  market  after  dj 
showed  that  many  patients  taking  f< 
phen  may  have  suffered  heart  val 
damage.  "Indiscriminate  combinatic 
can  lead  to  medical  disasters,"  wai 
Dr.  Harin  Padma-Nathan,  a  ui'ologist 
Santa  Monica,  Calif.,  who  has  overs( 
studies  of  Viagi-a  and  apomorphine. 

With  luck,  this  time,  physicians,  ; 
tients,  and  the  pharmaceutical  com 
nies  will  be  able  to  show  a  little  mi 
restraint. 

By  Amy  Barrett  in  Philadelp 
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A  BID  FOR  MELLON 
BANK  MAY  GET  NASH 

THE  BANK  DEALS  JUST  KEEP 

coming.  On  Apr.  22,  Bank  of 
New  York  offered  to  pay  $24 
billion  for  Pittsburgh-based 
Mellon  Bank.  The  bid  came 
after  merger  discussions  be- 
tween the  two  failed  last  year. 
In  a  statement,  Mellon  Chair- 
man Frank  Cahouet  said  the 
bank  was  not  for  sale.  But 
while  BNY  Chairman  Thomas 
Renyi  wrote  in  a  letter  to 
Cahouet  that  he  would  only 
pursue  a  consensual  deal,  ana- 
lysts believe  the  Mellon  re- 
fusal may  not  be  the  end.  bxy 
is  one  of  the  few  banks  with 
experience  in  hostile  deals, 
having  won  Irving  Bank  in 
1988  after  a  long  fight.  "This 
could  be  a  bit  of  a  battle," 
says  Janney  Montgomery 


CLOSING  BELL 


JAIL  CONVERSION 

Corrections  Corp.  is  rehabili- 
tating itself.  The  Nashville 
prison  operator  said  on  Apr. 
20  it  will  become  a  real 
estate  investment  trust  by 
merging  with  CCA  Prison 
Realty  Trust — just  nine 
months  after  it  sold  shares  of 
that  REIT  to  the  public.  Cor- 
rections Corp.  says  the  move 
makes  it  a  stronger  marketer. 
But  shares  fell  3%,  to  29M— 
and  dropped  further,  to  27X6, 
on  Apr.  21.  Investors  were 
disappointed  to  learn  the  new 
company  will  grow  only  about 
25%  a  year,  down  from  45%. 


APR.  13,  '98  APR  21 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 
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Scott  analyst  Claire  Percar- 
pio.  Mellon  stock  rose  8%,  to 
78,  suggesting  investors  think 
some  deal  is  likely. 

SEAGRAM  UN- 
SCOTGHESADEAL 

IS  SEAGRAM  FINALLY  GOING  TO 

buy  EMI?  The  British  music 
giant's  shares  are  up  about 
10%  on  rumors  that  a  deal  is 
coming,  and  Hollywood 
sources  say  talks  between 
the  two  companies  have 
picked  up.  emi's  price  may 
have  held  back  Seagram  ceo 
Edgar  Bronfman  Jr.  But  low 
1997  earnings  pulled  down 
emi's  share  price  by  a  third. 
EMI  acknowledges  that  its 
chairman.  Sir  Colin  South- 
gate,  was  in  Los  Angeles, 
headquarters  of  Seagram's 
Universal  Studios,  on  Apr. 
22 — but  for  talks  with  emi's 
U.  S.  executives. 


CHINA  SLAMS  A  DOOR 
INAMWAY'SFACE 

amway's  rapidly  growing 
door-to-door  business  in  Chi- 
na was  dealt  a  blow  on  Apr. 
21  when  Beijing  banned 
direct  marketing.  The  move 
could  also  hurt  Avon  and 
Mary  Kay.  The  decision,  by 
China's  State  Council,  will 
shut  down  the  $178  million-a- 
year  China  business  of  Am- 
way  Asia  Pacific  except  for 
products  for  distributors'  per- 
sonal use,  until  Amway  can 
devise  another  plan.  Still, 
says  Amway  Chairman  Ste- 
phen Van  Andel:  "We  have  in- 
vested $100  million  in  China 
over  the  last  five  yeai's  and  we 
continue  to  believe  in  the 
long-term  business  opportiuii- 
ties  of  tliis  enoirnous  market." 


DEC  AND  INTEL 
BURY  THE  HATCHET 

THE    FEDERAL   TRADE  COM- 

mission  is  expected  to  O.K. 
by  Apr.  24  the  patent  settle- 
ment announced  last  Oct.  27 


HEADLIfiER:  ROBERT  BORK 


LAISSEZ-FAIRE-UP  TO  A  POINT 


Conservative  jurist  Robert 
Bork  stunned  the  antitrust 
community  when  he 
announced  on  Apr.  20 
that  he  was  work- 
ing for  Netscape 
and  was  calling 
on  the  Justice 
Dept.  to  file  a 
broad  suit 
against 

Microsoft.  But  it 
turns  out  he  is 
merely  the  most  visi- 
ble in  a  growing  circle  of 
conservatives  to  question 
Microsoft's  marketplace 
conduct.  Others  include 
Reaganites  James  Miller 
III  and  Daniel  Oliver,  who 
each  chaired  the  Federal 
Trade  Commission  during 
the  1980s,  and  Jeffrey 
Eisenach,  president  of  the 
Progress  &  Freedom 


Foundation,  a  think  tank 
founded  by  House  Speak 
Newt  Gingrich.  Conserv; 
tives  say  they  aren't 
softening  their  fr( 

N market  ideologi 
.  but  Microsoft'] 
behavior  may 
be  so  anticon 
petitive  that 
intervention 
could  be  needt 
'If  you  don't  thi! 
this  case  should  be 
brought,  I  challenge  yon 
ever  find  a  case  that 
should,"  Ohver  says. 

Microsoft,  meanwhile, 
now  awaits  the  ruling  of 
three-judge  panel,  which  i 
Apr.  21  heard  its  motion : 
reverse  a  December  inju? 
tion  that  Justice  won  to  i 
force  a  1995  consent  decn 
By  Susan  Garli 


between  Intel  and  Digital 
Equipment  Corp.,  according 
to  industry  sources.  To  end  a 
patent  dispute  between  the 
companies,  Intel  agreed  to 
buy  Digital's  Hudson  (Mass.) 
semiconductor  fabrication 
plant  for  $700  million  and 
manufactui'e  Digital's  Alpha 
processor  there  for  at  least 
five  years.  Since  t  he  deal  was 
inked.  Digital  has  agreed  to 
be  acquired  by  Compaq  for 
$8.4  billion.  To  ensure  that 
Intel  can't  undermine  Alpha 
with  a  tepid  commit r.ient,  the 
FTC  has  pressed  Compaq  and 
Digital  to  line  up  AMD  as  an 
additional  manufacturing 
source.  The  Alpha  is  made  by 
Digital  and  Samsung. 

ENRON  RETREATS 
FROM  CALIFORNIA 

LIGHTS  OUT.  ENRON  IS  PULLING 
back  from  an  aggi'essive  push 
into  U.S.  retail  electricity  and 
natural-gas  markets  that  are 
deregulating.  After  spending 


about  $250  apiece  fo}t 
30,000  California  reside;; 
signed,  the  Houston  ei-i 
company  is  suspending  eb 
to  recruit  residential 21 
tomers.  Californians  gtti 
state-mandated  rate  cus 
staying  with  their  supiii 
had  limited  interest  irn 
energy  sellers,  a  spokdi 
says.  Enron  also  plans  '  s 
the  generating  capacy 
acquired  over  the  Caliii 
border  just  one  year  agMi 
its  $2  billion  piu-chase  ol^ 
land  General  Electric. 

ETCETERA... 

■  Boeing  reported  qu;i 
earnings  below  an;i 
already  reduced  forec . 

■  Britain's  General  E  ; 
is  crossing  the  Atlaiic 
buy  Ti-acor  for  $1.4  biijl 

■  National  Semiconmj 
will  lay  off  10%  of  its  w|i 
and  take  a  $65  million  ( : 

■  Former  ComptrolltMi 
Currency  Eugene  Lu{|fif 
joining  Bankers  Ti'ust' 
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OOK  WHO'S  PUSHING 
EALTH-CARE  REFORM  NOW 


he  GOP,  which  marched  to  power  on  Capitol  Hill  in  1994 
by  stomping  on  Bill  Clinton's  health-cai-e  plan,  is  suddenly 
coming  on  like  Clara  Barton.  Polls  show  voters  are  wor- 
about  the  availability  and  quality  of  medical  care — and 
looking  to  the  Democrats  to  do  something  about  it.  So 
e  days,  congi-essional  Republicans  are  brimming  with 
s  to  reform  the  health  system. 

)P  leaders  ai"e  betting  that  then-  late-in-the-game  proposals 
prove  that  Republicans  can  deliver  compassion  without 
promising  smaller  government.  But  Dem- 
ts  aren't  about  to  let  the  GO?  walk  off 

the  health-care  issue  in  an  election  year. 

ensuing  struggle  threatens  to  produce  a 
mate  that  will  make  both  voters  and  the 

losers. 

le  leading  gop  idea:  a  $10  biUion  package 
X  cuts,  funded  by  higher  tobacco  levies,  to 
idize  health  coverage  for  41  milhon  unin- 
d  Americans.  The  package  would  make 
on  GOP  promises  of  annual  tax  cuts  wliile 
;rmining  the  President's  plan  to  spend 
billion  in  tobacco  funds  on  child  care,  ed- 
ion,  and  Medicare  for  early  retirees. 
JTICAL  IMPERATIVE."  House  Speaker  Nevi^ 
Tich  (R-Ga.)  figures  that  tax  changes  to 
t  health  coverage  are  a  more  politically 
;able  use  of  tobacco  money  than,  say,  an- 
r  cut  in  capital-gains  rates.  And  by  focusing  on  access  to 
■ance,  the  gop  hopes  to  divert  attention  fi-om  another  hot 
h  issue  that  has  left  the  paity  shaiply  divided:  protection 
latients  in  managed-care  plans. 

)ter  anger  has  created  "a  political  imperative"  foi-  the  gop 
sal  with  managed  care,  confesses  one  top  Republican 
altant.  But  what  to  do?  Pi'oposals  for  a  "patient  bill  of 
s"  are  popular  with  back-benchers,  who  hear  their  con- 
ents  complaining  about  hmos.  But  the  leadership  is  feel- 
leat  fi'om  business,  which  feai's  new  costs  and  red  tape.  A 


Republican  House  task  force  is  trying  to  broker  a  compromise 
that  will  lead  to  "some  modest  patient  choice"  of  plans,  says 
Representative  John  Linder  of  Georgia,  who  heads  the  House 
GOP  reelection  committee.  But  "we'd  sure  rather  talk  about 
tax  cuts,"  says  a  Republican  strategist. 

Democrats  are  fighting  to  keep  the  gop  from  changing 
the  subject.  They've  drafted  a  more  sweeping  bill  of  rights. 
And  they're  lining  up  belaind  a  bill,  introduced  by  Senator  Ed- 
ward M.  Kennedy  of  Massachusetts  on  Apr.  22,  that  reciuires 
businesses  with  50  or  more  employees  to  pro- 
vide health  insurance. 

SMELLING  A  TRAP.  Neither  measure  has  much 
cliance  of  passing — but  Democrats  expect  to 
score  points  anyway.  If  the  gop  compromises, 
the  Dems  figure,  they  can  take  credit  for 
forcing  the  majority  to  cave.  And  if  the  bill  of 
rights  and  insurance  proposals  fail,  they  can 
blast  Republicans  for  obstnactionism. 

Aware  of  the  potential  ti-ap,  some  Republi- 
cans are  searching  for  a  way  out.  On  Apr. 
21,  House  Commerce  Committee  Chairman 
Tom  Bliley  of  Virginia  revealed  that  he's 
drafting  a  plan  to  allow  small  and  medium 
companies  to  join  private  insurance-pui'chasing 
pools.  That  would  let  businesses  offer  workers 
theii'  choice  of  a  dozen  or  more  health  plans, 
from  old-fashioned  fee-for-service  insurance 
to  restrictive  HMOs.  Bliley  is  pitching  his  proposal  to  the  GOP 
task  force  as  a  twofer:  Pooled  coverage  would  be  cheaper 
And  by  letting  workers  choose,  Repubhcans  might  defuse  the 
prickly  issue  of  patient  protection. 

But  even  Bliley's  approach  is  more  than  gop  leaders  want 
to  tackle.  They're  hoping  that  tax  cuts  and  a  modest  anti-HMO 
bill  of  rights — coupled  with  a  strong  economy  and  rising 
wages — will  satisfy  voters.  It's  a  gamble  that  Democrats 
don't  intend  to  let  them  win. 

By  Mike  McNamee,  ivith  Richard  S.  Dunharn 


uiny  to  voters 


CAPITAL  WRAPUP 


lOKEAND  POLiTiCS 

'he  White  House  is  fretting  that 
Tobacco  has  successfully  split  the 
jublican  Party  with  its  lobbying 
z  against  antismoking  legislation. 
;  result:  Passage  of  a  bipartisan 
isure  sponsored  by  Senator  John 
3ain  (R-Ariz.)  is  suddenly  looking 
kier. 

Vorking  with  conservatives  and 
iness  lobbyists,  the  industry  is  por- 
nng  McCain's  bill,  which  seeks  $500 
on  in  damages,  as  a  push  by  the 
t  to  finance  Big  Government  pro- 


grams with  what  amounts  to  a  huge 
tax  increase.  House  Speaker  Newt 
Gingrich,  a  recent  critic  of  Big  Tobacco, 
has  reversed  course  and  now  assails 
the  McCain  bill  as  too  liberal.  To  dis- 
com-age  other  Republicans  from  follow- 
ing the  Speaker's  lead,  Clintonites 
pounced  on  Newt  as  a  tobacco  stooge. 

Despite  strong  opposition  from  the 
Right,  White  House  operatives  are  still 
betting  that  a  bipartisan  bill  will  pass 
the  Senate  by  late  May.  That  would 
put  House  Republicans  on  the  spot. 
Gingrich  will  be  forced  to  compromise 
with  the  Senate  or  risk  handing  the 


Democrats  a  potent  campaign  issue  in 
this  fall's  elections.  "Newt's  brain  must 
have  short-circuited,"  chortles  one  Ad- 
ministration official,  who  believes  that 
the  Speaker  privately  still  wants  a  deal 
with  the  Senate  and  the  White  House. 

Republicans  giipe  that  the  President 
is  a  cigar-chomping  hypocrite  less  inter- 
ested in  curbing  teen  smoking  than  he 
is  in  playing  politics.  Still,  gop  leadei-s 
fear  they're  being  backed  into  a  comer. 
"It's  something  we  need  to  be  con- 
cerned about,"  concedes  House  Major- 
ity Leader  Richard  K.  Anney  (R-'Tex.). 

By  Richard  S.  Dunham 
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International  Business 


April,  has  been  a  cruel  month,  for 
the  rulers  of  Malaysia.  Standard  & 
Poor's  lowered  its  rating  of  the 
country's  currency,  citing  the  fear 
that  bad  loans  may  reach  20%  of  local 
bcmks'  porifolios  by  yearend.  The  local 
stock  market  dropped  24%  in  one  day, 
part  because  of  rumors  that  Malaysian 
Airli7ie  System.,  the  ymtiotuil  carrier,  was 
prepamig  a  complex  restructuring  tJmt 
would  also  cover  its  chief  executive's  per- 
so-ual  debts.  The  deal  renewed  foreign 
investors'  concerns  that  the  country  was 
sanctioning  rescue  attempts  for  politi- 
cally liiiked  ccmglomerates  at  tfie  expense 
of  m  inority  slmreholders. 

Yet  Prime  Minister  Mahathir  Mo- 
lm?nad  is  sticking  to  his  own  formula 
far  fixing  the  nation's  ills.  He  hopes  high 
interest  rates  arui  scnne  bank  reform  will 
force  Malaysia  Inc.  to  get  m.ore  competi- 
tive. But  he's  also  keeping  banks  and  gi- 
ant corporaticnis  afloat  to  minimize  social 
instability.  ''Our  model  is  [doing  it]  our 
way,"  says  Daim  Zainuddin,  Mahathir's 
top  ecmmnic  adviser.  TJie  fear  is  growing, 
Jiowever,  that  a  quick  rebound  is  im.possi- 
ble.  "Tlie  worst  is  yet  to  come,"  warms  Mo- 
Immed  Arijf,  execittive  director  of  the  Ma- 
laysian Institute  of  Econom  ic  Research. 

In  an  Apr.  20  interview,  tlie  72-year-old 
Prime  Minister  seeyned  more  subdued 
tluxn  at  tlte  start,  of  tlie  crisis  but  remains 
a  sharp  critic  of  the  hiternaticnuil  Mone- 
tary Fund  and  the  doctrine  of  free 
currency  flows.  He  spoke  with.  Asia  Re- 
gimial  Editor  .Joyce  Banmthan  and  Sin- 
gapore Bureau  Manager  Michael  Shari 
in  his  office. 

Q:  Wliat  are  tJie  lessons  of  the  Asian  fi- 
naneial  crisis? 

A:  That  we  are  not  invulnerable,  that 
GUI'  ciUTency  is  no  longer  determined  by 
om-  banks,  that  others  can  devalue  oiu- 
cuirency  at  will. 

Q:  You  renKiin  critical  of  how  exchange 
ra  tes  a  re  determined  by  ma  rket  forces. 
A:  Mai'ket  forces  are  motivated  not  by 
the  desii'e  to  discipline  governments  but 
to  make  money.  It's  not  in  their  interest 
to  stabilize  cun-encies. 

Q:  In  a  recent  speech,  you  still  itn.ply 
that  fund  managers  are  responsible  for 
the  collapse  of  the  ringgit. 
A:  Well,  that's  what  I  believe.  I  may  be 
wr'ong.  But  since  they  refuse  to  exix)se  the 
manner  of  theii'  detennining  the  value  of  a 
cuirency,  I  assume  what  I  said  is  light. 

Q:  Do  you  expect  to  see  a  consolidation 
in.  the  bunking  sector  in  Malaysia? 
A:  The  banks  should  not  default,  at  least 
not  because  of  what  they  did.  They  were 


MALAYSIA 


MAHATHIR  SPl 

Malaysia's  Prime  Minister  on  currenci( 


quite  capable  of  lending  the  money  and 
quite  capable  of  collecting  their  debts. 
But  when  you  devalue  the  ciuTency  and 
you  depreciate  the  value  of  the  banks' 
shares,  people  assume  the  banks  must 
be  in  trouble  As  far  as  the  govern- 
ment is  concerned,  we  will  have  to  help 
the  banks  remain  viable. 

Q:  Are  you  concerned  that  financial  re- 
form, will  lead  to  socicd  upheaval? 
A:  If  in  the  process  [of  reform],  you 


cause  massive  unemployment,  social  pr 
lems,  political  problems,  you're  not  re 
doing  yoiu\self  a  good  tiu-n. 

Q:  But  the  argument  is  that  after  sc 
shoH-tertn  pain,  in  the  Imig  term, 
come  out  more  competitive. 
A:  I  don't  buy  that  idea.  After  you  h 
IdEed  a  whole  lot  of  people,  killed  a  Ic 
companies,  decimated  all  banks,  redv 
confidence,  then  you  say:  'Now,  we 
strong  again?'  No,  it  doesn't  happen 


58  BUSINESS  WEEK  /  MAY  4,  1998 


ii  Market  forces  are 
motivated  not  by  the  desire 
to  discipline  governments 
but  to  make  money.  It's  not 
in  their  interest  to  stabilize 
currencies  11^ 

—  MAHATHIR  MOHAMAD 


I  ind  George  Soros 


j  ,  It  took  us  40  years  to  reach  where 
ij  were  [before  the  crisis].  Today,  we 
1  set  back  by  more  than  25  years. 

Ij  Do  you.  stand  by  your  comments 
\  ling  George  Soros  mid  a  Jewisli  con- 
l  icy  for  the  crisis? 
^  es  and  no,  as  fai-  as  George  Soros  is 
(I  emed.  I  am  quite  sm-e  he  had  a  role 
(|  lay.  And  when  he  does  something, 
I]  rest  of  the  herd  follows.  It's  not  a 
['l  1  commentaiy  on  om-  civilization  that 


we  behave  like  buffaloes  who  swing  fi'om 
one  side  to  another  depending  on  the  di- 
rection of  the  leader. 

Q:  Wliat  about  a  Jewish  conspiracy? 
A:  As  far  as  a  Jewish  conspu-acy  is  con- 
cerned, what  I  said  in  the  speech  is  that 
since  most  of  the  cuiTency  traders  are 
Jewish,  and  it  affects  MusLuri  countries  in 
East  Asia,  people  will  think  this  is  a 
Jewish  conspii'acy.  I  didn't  say  I  tliink 
this  is  a  Jewish  conspu-acy. 

Q:  Do  ycni  think  Jewish  traders  intetided 
to  huii  Malaysia? 

A:  No.  I  think  they  want  money.  It  is 
profitable  for  them.  When  you  devalue 
cuiTency  and  you  short-sell,  you  make  a 
lot  of  money.  Everybody  wants  money. 
And  here  is  a  cheap  way  to  make  money. 
You  just  push  figures  on  a  computer 
screen,  and  you  make  a  billion  dollars.  I 
would  do  that,  too,  if  I  got  a  chance. 

Q:  So  it's  not  an  ethnic  issue. 
A:  It's  not  an  ethnic  thing.  It's  just  j^er- 
haps  greed,  which  can  be  found  among 
Jews,  among  anybody  else.  I  am  quite 
sui'e  some  of  the  traders  ai'e  not  Jews, 
but  they  ai"e  also  motivated  by  profit. 

Q:  Wliat  about  the  IMF  study  thai  says 
domestic  investors  are  responsible  for 
the  crisis? 

A:  I  would  like  to  see  on  what  basis  the 
IMF  concludes  that  Malaysians  devalued 
their  own  cuiTency  and  caused  unhappi- 
ness  for  themselves. 

Q:  Have  yoti  seen  the  IMF  study? 
A:  I  have  not.  I  have  had  communication 
with  [IMF  director]  Michel  Camdessus, 
who  explained  that  the  hedge  funds 
amount  to  only  $180  billion  but  that 
banks  ai"e  also  involved  in  cuirency  trad- 
ing. And  the  banks  have  got  $23  tiillion. 
How  can  you  counter  that? 

Q:  You  can  \.  But  wfmt  tlie  IMF  is  sayitig 
is  tliat  Jiedge  funds  police  the  curreticies. 


A:  But  eveiy  time  a  policeman 
aiTests  a  person,  he  makes  a 
lot  of  money.  Would  you  trast 
that  policeman? 

Q:  Wliat  about  charges  your 
son  Mirzan  is  seeking  a 
bailout  for  his  ccmipany? 
A:  Our  practice  is  whenever 
om-  relatives  ai'e  concerned,  we 
don't  get  involved.  If  you  tliink 
I  have  tried  to  help  my  son, 
you  are  entitled  to  think  so, 
but  as  fai'  as  I  am  concerned,  I 
don't  get  involved. 

Q:  Are  yoti  disappointed  with  Japan's 
leadership  role  in  the  region? 
A:  Yes  and  no.  When  the  trouble  staited, 
Japan  offered  to  raise  $100  billion  to  sup- 
port these  countries.  But  others  objected 
because  they  said  this  would  undei-mine 
the  IMF.  I  am  disappointed  with  Japan 
because  they  have  $200  billion  in  U.  S. 
government  bonds,  which  they  can  sell 
off  to  strengthen  the  yen — and  maybe 
even  buy  ringgit.  They  haven't  done  so. 

Q:  Is  China  taking  a  greater  leadership 
role  i7i-  Asia? 

A:  We  have  to  thank  China  for  not  de- 
valuing theii'  renminbi.  But  one  has  to  re- 
member China  is  a  developing  country. 

Q:  Is  the  government  united?  When 
Deputy  Prime  Minister  Anwar  Ibrahim 
was  in  tfie  U.  S.,  he  talked  a.  lot  about  re- 
form., but  the  tone  of  this  interview  is 
quite  different. 

A:  He  said  that  there  should  be  openness 
not  only  for  governments  but  account- 
ability on  the  pait  of  those  who  deal  in 
currencies  and  that  the  movement  of 
short-tenn  capital  Is  not  weU-documented. 
People  keep  on  wanting  to  publish  what 
he  says  about  liberalization.  I  say  the 
same  thing,  but  nobody  mentions  it.  He 
admits  and  I  admit  we  have  done  tilings 
wliich  may  be  considered  wi'ong  in  the 
eyes  of  foreign  investors. 

Q:  Wliat  are  you  referring  to? 
A:  About  crony  capitalism.  We  don't  have 
a  monopoly  on  that.  In  other  countries, 
they  have  tliis.  We  ai'e  willing  to  do  away 
with  that.  We  ai"e  not  comipt  because  we 
want  to  be  comipt.  But  people  . . .  talk 
about  crony  capitalism  as  if  we  go  and 
find  cronies.  Wliat  we  do  is  when  ]ieople 
have  the  capacity  to  do  well,  we  give 
them  a  hand. 

Q:  WJiat  is  your  greatest  worry  now? 
A:  It  is  the  continuation  of  these  kind  of 
[cmrency]  attacks.  There  is  no  guarantee 
that  they  will  not  start  again. 
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BRAZIL 


SUN,  SAMBA- 

AND  A  HEALTHY  ECONOMY? 

With  inflation  tamed,  Brazilian  business  has  a  whole  new  look 


Chief  Executive  Americo  Emflio 
Romi  Neto  strides  through  the 
sprawling  factoiy  of  his  family  com- 
pany, Industrias  Romi.  Located  in  San- 
ta Barbara  d'Oeste,  a  towTi  100  miles 
north  of  Sao  Paulo,  Romi  has  been  tiuii- 
ing  out  machine  tools  since  1943.  For 
years,  the  company  mostly  served 
Brazil's  sheltered  market.  Now,  it  chums 
out  computei-ized  lathes  for  customers  iii 


Europe  as  well  as  in  the  U.S.  Profits 
soai'ed  to  $51.8  million  last  year,  up  30%, 
on  sales  of  $159  million.  "The  whole 
business  climate  in  Brazil  is  different 
now,"  says  Romi,  42.  "If  you  sell  in  only 
one  market,  it's  hard  to  siu'vive." 

Romi  is  just  one  of  hundreds  of  com- 
panies that  epitomize  the  new  shape  of 
Brazil's  $800  billion  economy,  the  world's 
eighth-lai'gest.  Businesses  ai"e  thi'i\'ing  in 


CONFIDENCE 
IS  GROWING 

The  Real  Plan 
has  stabilized 
the  economy 


DATA:  CENTRAL  BANK  OF  BRAZIL. 
BT  ALEX.  &,"'OWN  RESEARCH,  SBC 
WARBURG  DilLON  READ,  BANKBOSTON 


INFLATION 
SUBSIDES.. 


...AND  CURRENCY 
RESERVES  REBOUND. 


the  environment  created 
Brazil's  clampdown  on 
flation  in  the  mid-1990s, 
ter  the  country  opened 
market  to  the  world.  Frc 
banks  to  poultry  proc{ 
sors,  companies  are  rate 
eting  up  productivity  as  ti 
economy  shifts  from  boo: 
and-bust  cycles  to  steadij 
longer-term  growth. 

Some,  such  as  Bar] 
Itaii,  Brazil's  No.  2  co 
mercial  bank,  and  ste 
maker  Usiminas,  are  a 
expanding  beyond  Braz 
borders  and  becoming  r 
jor  South  American  pli 
ers.  Foreign  investment 
pouring  in,  too.  This  y( 
Brazil  is  expected  to  attr 
a  record  $20  bilhon  in 
rect  investments  fr 
abroad,  such  as  the  $1.6 
lion  it  got  for  cellulai-ph( 
licenses  in  April  fr 
gr-oups  including  Bell  Ca 
da  and  Motorola  Inc.  P( 
folio  managers  worldw 
are  snapping  up  Brazilian  stocks,  es 
cially  the  ab'eady  traded  minority  sha 
of  state  companies  on  the  privatizat 
block,  such  as  telecom  giant  Telebra 
TRAINING.  This  Brazil  is  not  the  gai 
highflier  it  was  in  the  1970s  and  19! 
when  its  fast  gi'owth  was  undemii 
by  ranaway  inflation.  Today,  Brazili 
believe  they  can  focus  more  on  sti 
tural  problems  such  as  inadequ 
schools.  For  the  first  time,  many  w( 
ers  are  able  to  buy  consumer  goods 
of  wages  that  inflation  used  to  dev 
Businesspeople.  too,  are  stalling  to 
lieve  that  work  counts  for  more  ti 
beating  the  system. 

Instead  of  juggling  short-tenn  fuH 
as  they  did  when  inflation  was  40' 
month,  executives  are  pumping  nl 
into  technology  and  worker  train 
Some  companies  send  employee^ 
study  in  mba  programs  in  the  I 
Thanks  to  the  government's  effoi 

...AS  FOREIGN 
INVESTORS  RUSH  IN 


NET  FOREIGN  DIRECT 
INVESTMENT 


■95  '96 
▲  PERCENT 


■94  '95 
A  BILLIONS  OF  DOLLARS 


APR,  21 


■94  '95  '96 
▲  BILLIONS  OF  DOLLARS 
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—Mark  Sweeney,  CFO 
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slash  red  tape,  comiption  is  diminisliing. 
"Brazil  is  going  through  a  big  cultiu'al 
change,"  says  Roberto  Setubal,  presi- 
dent of  Banco  Itau.  "There  is  a  concern 
with  efficiency  that  didn't  exist  before." 

Oddly  enough,  the  Asian  financial 
turmoil  that  threatened  to  trigger  a 
run  on  Brazil's  currency  last  fall  has 
instead  cast  Latin  America's  largest 
market  in  a  more  favorable  light.  The 
government's  goal  of  moderate  gi'owth 
that  businesses  once  griped  about  is 
now  considered  a  virtue  by  many.  Pres- 
ident Fernando  Henrique  Cardoso's 
hands-off  pohcy  toward  business  is  also 
seen  as  a  breath  of  fresh  air,  compared 
with  the  way  Asian  rulers  meddled  in 
their  economies.  With  Asia  unsettled, 
Brazil's  market  of  160  million  people 
looks  more  inviting  to  multinationals 


lion  in  spending  cuts  and  tax  hikes. 

Although  gi-owth  will  slow  to  1. Se- 
this year,  down  fi'om  3%  in  1997,  Car- 
doso's decisive  response  is  enabling 
Brazil  to  recover  sooner  than  expect- 
ed. Interest  rates  have  fallen  to  23.3%, 
close  to  theii'  pre- Asia  level  of  21%,  and 
growth  in  gi'oss  domestic  product  could 
rebound  to  3%  to  4%  next  year.  Cur- 
rency resei-ves,  after  a  dip,  climbed  to  a 
record  $70  billion  by  Apr.  21,  $10  billion 
more  than  before  the  crisis. 

Cardoso,  a  fonner  socialist  who  took 
office  as  President  in  Januaiy,  1995,  will 
still  face  thorny  problems  if  he  wins  a 
second  four-year  term  in  October.  The 
economic  slowdown  has  pushed  jobless- 
ness to  7.4%,  up  from  5.5%  a  year  ago. 
Government  spending  will  have  to  be 
cut  shaiply  to  reduce  the  budget  deficit. 


seeking  high  returns.  "If  investors  ana- 
lyze the  size  of  market,  economic  sta- 
bility, and  political  stability,  Brazil  now 
becomes  more  attractive  than  Asia," 
says  Jose  Luiz  Saicali,  a  partner  at 
KPMG  Peat  Marwick  in  Sao  Paulo. 
A  LESSON.  Brazil  could  still  be  vailnera- 
ble  to  another  outside  shock  because  its 
cuiTency,  the  real,  is  considered  at  least 
10%  over-valued.  But  Cardoso's  handling 
of  the  economy  after  Asia's  ci-ash  served 
as  an  emerging-market  lesson  on  how  to 
turn  a  crisis  to  advantage.  Shunning  a 
devaluation,  the  Central  Bank  doubled 
the  basic  interest  rate,  to  43%,  to  dis- 
courage speculation  against  the  real. 
Cardoso  prodded  Congi-ess  to  act  on  re- 
forms that  will  help  trim  the  budget 
deficit,  and  he  pushed  thi-ough  $18  bil- 


which  was  5.9%  of  gdp  last  year.  Even  if 
Congi'ess  approves  social  security  re- 
form, as  expected,  it  needs  to  go  further 
to  set  up  a  Chilean-style  private  pen- 
sion-fund system  to  raise  Brazil's  jjaltry 
savings  rate  of  16%'  of  GDP. 

Nevertheless,  Brazil's  steady  perfor- 
mance is  reinforcing  its  clout  as  Latin 
America's  biggest  power.  This  role  was 
dramatized  at  the  Apr.  18-19  Summit 
of  the  Americas,  a  gathering  of  M  Pres- 
idents and  Prime  Ministers,  including 
President  Clinton,  in  Santiago,  Chile. 
The  summit  agi'eed  to  launch  talks  for  a 
Free  Trade  Area  of  the  Ainericas,  which 
would  go  into  effect  in  2005.  But  as 
leader  of  Mercosur — a  regional  trade 
bloc  with  a  combined  (;dp  of  $1.1  tril- 
lion— Brazil  is  the  dominant  force  in 


trade  initiatives  in  the  region  right  no\ 
From  Santa  Cataiina  state  in  Brazil 
prosperous  south  to  Salvador  in  th 
poor  northeast,  Brazilians'  grovring  sel 
confidence  is  visible.  In  Sao  Paulo 
trendy  outdoor  Bar  des  Arts  caf 
bankers  and  executives  discuss  dea 
over  a  caipirinha,  Brazil's  rum-bas( 
cocktail.  Along  Sao  Paulo's  Pinheiri 
River,  prospective  fii'st-time  car  ow 
ers  kick  the  th-es  of  used  autos  offen 
on  stable  credit  terms  that  didn't  exi 
a  few  years  ago. 

REAL  PROGRESS.  All  this  is  the  payi 
from  the  anti-inflationary  Real  PL 
launched  by  Cardoso  as  Finance  Min 
ter  in  1994.  It  combined  measures 
stabUize  the  real  with  other  free-marl 
reforms  and  should  hold  inflation  to  ji 
3.5%  this  year,  down  from  940%  in  19 

Confidence  is  spmring  a  new  wa 
of  foreign  investment.  Foreign  com] 
nies  are  making  Brazil  the  main  pi 
form  for  their  South  American  ope: 
tions.  For  example,  Ford  Motor  C 
with  Brazilian  sales  that  soared  5! 
last  year,  to  280,000  cars,  announced 
March  that  it  would  invest  a  further 
billion  in  Br-azil  by  2000.  That  comes 
top  of  $2.5  billion  ah'eady  planned. 

Meantime,  local  companies  are 
shaping  themselves  for  a  more  comp 
itive  era.  Votor-antim  Group,  a  ceme 
and-paper  pr-oducer  with  $4.2  billior 
sales,  is  investing  $430  milhon  this 
in  software  to  integrate  business 
tems.  Last  year,  investors  snapped 
Eurobond  issues  of  $150  million 
by  cement  maker  Votorantim  Cimer 
and  publicly  traded  paper  producer 
torantim  Celulose  e  Papel  (vcp),  a 
vcp  restr-uctured.  vcp  turned  a  $ 
million  profit  on  sales  of  $633  mill 
after  a  $21.8  million  loss  in  1996. 

Although  Brazilians  wony  about 
ing  unemployment  as  companies 
structure,  the  working  poor  ai"e  art 
the  greatest  believer-s  in  the  chai 
that  have  come  to  the  coimtry.  An 
mated  30  million  people  have  ent< 
the  consumer  class  in  recent  years, 
is  Severnno  Joaquim  da  Silva,  who  e 
$550  a  month  wor'king  at  a  Sao  P 
bakery.  Befor-e,  "you  left  most  of 
salary  in  the  supermarket,"  he  i 
But  in  the  past  few  years,  he 
bought  a  used  car,  stereo,  TV,  r-efrij 
tor,  and  ftir-nitm-e  on  payment  plar 
up  to  15  months. 

Da  Silva  is  emblematic  of  Br-azi] 
new  outlook.  He's  determined  and 
ing  to  work  hard  because  he  beli 
he's  on  cowse  toward  a  better  life 
da  Silva  and  many  other  Brazil 
there's  no  looking  back. 

By  Ian  Katz  in  Sao  i 
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JAPAN 


SUDDENLY,  MICROSOFT 
IS  AN  UGLY  AMERICAN 

Windows  swamps  a  Japanese  rival,  sparking  an  angry  backlash 


The  last  hope.  That's  how  many 
Japanese  have  viewed  Justsystem 
Corp.,  the  PC  software  developer 
based  in  Tokushima.  Microsoft  Japan 
has  swept  away  all  local  operating  sys- 
tems and  then-  suppoiting  softwai'e  with 
its  Japanese-language  version  of  Win- 
dows. But  in  applications,  Justsystem 
has  held  out,  thanks  to  a  supenor  word- 


Word,  released  in  March,  that  irons  out 
the  kinks  of  earlier  versions.  Word  98 
nosed  out  Ichitaro  for  the  top  spot  in 
the  category.  "Justsystem  used  to  have 
the  superior  product,  but  now  we've 
got  the  edge,"  says  Hirohisa  Ohura,  a 
managing  director  of  Microsoft  Japan. 

So  much  of  an  edge,  in  fact,  that 
some  Japanese  ai'e  getting  very  upset  at 


g-^rffiOfficen-tf-tc^o^at 
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Word  98 


Icrosoft 


V 


GOLIATH  WINS 


'(  to  ^07c  in  just  a  year 


processing  product,  Ichitaro.  Just  six 
months  ago,  as  it  was  going  public  on 
the  over-the-counter  market  in  Tokyo, 
Justsystem  confidently  predicted  an  op- 
erating profit  of  .$28  million  and  an  an- 
nual sales  gain  of  27%,  to  $300  million, 
for  its  fiscal  1997. 

It  was  David  vs.  Goliath — only  now, 
the  giant  is  winning.  In  the  past  12 
months,  Justsystem  has  seen  its  overall 
market  share  for  Ichitaro  tumble  ft'om 
74%  to  40%',  with  the  shaipest  drop  com- 
ing since  Februaiy.  In  January,  the  com- 
pany had  to  revise  its  earnings  forecast 
to  an  exjiected  loss  of  million  on  sales 
of  $185  milhon  in  1997.  Justsystem's 
shares  have  slid  fi-om  the  initial  offering 
price  of  20  to  under  5. 

The  cause  of  this  reversal:  Microsoft's 
years  of  dogged  effort,  and  a  new 
Japanese-language  version  of  Microsoft 


Microsoft,  which  12  years  after  setting 
up  its  subsidiary  in  Japan  has  about 
$1.1  billion  in  local  sales  (chart).  "Mi- 
crosoft is  seen  as  a  foreign  company 
with  a  different  culture  and  language 
coming  in  and  dominating  us,"  says 
Kousuke  Aoki,  director  of  think  tank 
Multimedia  Reseaix-h  In- 
stitute. Windows  has 
been  popular,  but  the 
threat  to  Ichitaro  has 
hit  a  nerve.  Local  pa- 
pere  are  calling  for  steps 
to  save  Justsystem. 

The  government  has 
taken  notice,  too.  In 
January,  as  Justsystem's 
troubles  began  to  sur- 
face, the  Japanese  Fair 
Tr-ade  Commission  raid- 
ed Microsoft  Japan's  of- 
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fices.  The  ftc  suspects  that  long  befo: 
Word  98  debuted,  Microsoft  was  forcir 
Japanese  PC  makers  to  install  Word  i 
by  threatening  to  deny  them  the  rig] 
to  install  its  popular  Excel  spreadshe 
program.  "Because  it  controls  the  ope 
ating  system  market,  Microsoft  is  u 
ing  its  influence  to  push  Word  and  E 
eel,"  maintains  Ryuhei  Tsuyama, 
Tokyo-based  executive  for  Justsystei 
The  company  says  Ichitai'o  has  trac 
tionally  outsold  Microsoft  2  to  1 
stores.  But  in  the  preinstalled  busines 
Word  has  pulled  out  in  fi-ont. 

Ohui'a  slirugs  off  the  allegations:  "Tl 
FTC  is  now  studying  the  matter,  but  v 
believe  that  we  have  conducted  o 
business  with  the  right  philosophy."  A 
alysts  speculate  that  the  probe's  oi 
come  may  depend  on  what  cour 
U.  S.  regulators  take  ■with  th( 
own  investigation  of  Microso 
The  FTC  declines  to  comment. 
DOMINATION.  If  the  Japanese 
vestigation  does  not  deal  a  seric 
blow  to  Microsoft,  and  if  the  me 
outcry  dies  down,  Microsoft 
soon  own  most  of  Japan's  $4  bill 
packaged-applications  softw; 
market.  It  already  controls  an 
timated  40%,  and  a  success 
word  processing  was  all  it  lack 
Microsoft  is  betting  that  Windc 
98,  which  comes  out  in  Japan 
July,  will  trigger  a  recovery  in 
PC  hai'dware  market,  which  s 
shipments  decline  7%'  last  y 
"The  way  things  are  going, 
crosoft  wiU  dominate  the  soft 
mar'ket  here  for  as  long  as  t 
ar-e  desktop  PCs,"  says  Shinic 
Wakahar'a,  a  softwai'e  industry 
alyst  with  Gartner  Gr-oup 
Japan. 

Meanwhile,  Justsystem  ex 
fives  admit  they  spent  too  much  on 
search  and  development  in  a  vain 
tempt  to  match  Microsoft.  The  comj 
is  cutting  600  jobs  as  part  of  a  pi; 
save  $60  million,  but  it's  unclear  if 
will  suffice.  "Someone  has  to  buy 
company,"  says  Mahendra  Negi,  an 
alyst  at  Mennll  Lyn^ 
Co.  in  Tokyo.  "Just 
tem  has  a  whole  lii 
products,  good 
neer's,  and  a  good  n 
But  they  were  unf( 
nate  in  that  they 
in  Microsoft's 
Japan  is  a  closed 
ket  to  many  comp: 
To  Microsoft,  it 
colony. 

By  Irene  M 

in  1 
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Jnderneath  its  cold,  wicked  exterior 
lies  the  heart  of  a  prudent  engineer. 


International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


RUSSIA:  THE  RAGE 

THAT  GOULD  LAUNGH  LEBED 


M 


Iovie  actor  Alain  Delon  is  there.  So  is  Moscow's  Mayor, 
Yui-i  Luzkhov.  The  odd  couple  are  campaigning  for  rival 
candidates  in  a  close-inn  Apr.  26  race  for  the  gover- 
norship of  Russia's  huge  and  resoiu'ce-rich  Krasnoyai'sk  region 
in  Sibeiia.  The  French  heaitthi'ob  backs  Alexander  I.  Lebed, 
Russia's  fornner  national  seciuity  chief,  whom  he  met  in  Paiis 
in  1996.  Luzhkov  is  rooting  for  incumbent  Valeiy  M.  Zubov. 

The  contest  has  brought  out  Russia's  Moscow-based  oh- 
garchs  in  droves,  too.  Boris  A.  Berezovsky,  a  mogul  with  a 
penchant  for  political  intrigue,  is  bankrolling 
Lebed.  Berezovsky's  archrival,  Vladimir  0. 
Potanin,  head  of  Oneximbank's  Inten-os  holding 
company,  favors  Zubov.  They  and  other  mogTils 
helped  President  Boris  N.  Yeltsin  to  win  his 
naiTow  reelection  in  1996. 

Heavy  hitters  are  flocking  to  the  contest 
because  it's  a  di"ess  reheai'sal  for  the  2000  pres- 
idential elections.  If  Lebed  wins,  he  will  get  a 
seat  in  the  Federation  Council,  Russia's  upper 
house,  access  to  cash  from  the  region's  alu- 
minum and  nickel  resources,  and  the  base  he 
needs  to  build  support  in  Russia's  lowei'  house, 
the  State  Duma.  Thus,  victoiy  would  give  him 
a  powerful  launchpad  for  a  mn  at  the  presi- 
dency. Failure  would  make  him  political  road- 
kill.  That's  why  Luzhkov,  also  a  presidential 
hopeful,  is  championing  Zubov. 
HUGE  STAKES.  The  oligarchs  are  playing  a  de- 
vious  game  in  Krasnoyarsk.  Although  Berezovsky  is  backing 
Lebed,  for  example,  he  says  he  doesn't  want  him  to  be  Pres- 
ident. Instead,  he  wants  to  stop  Luzhkov  from  scooping  up 
Russian  nationahst  voters,  who  also  like  Lebed,  because  he 
doesn't  want  the  Moscow  mayor  in  the  Ki'emlin  either.  "We 
are  playing  a  complex  political  game,"  admits  Berezovsky. 

But  whatever  the  outcome,  the  moguls  are  here  to  stay  in 
provincial  politics.  They  have  huge  financial  stakes  in  the 
regions — and  want  officials  in  place  who  can  protect  them  or 


LEBED:  A  power  base? 


render  services  such  as  facilitating  permits  and  govemmeJ 
contracts.  "They  [work  to]  elect  goveniors  who  can  represe: 
the  interests  of  the  local  elite  and  business  groups,"  sa; 
Sergei  N.  Samoilov,  Yeltsin's  liaison  with  the  regions. 

Krasnoyarsk  is  a  case  in  point.  The  region  is  the  home 
Norilsk  Nickel,  the  world's  largest  nickel  producer,  controlli 
by  Oneximbank.  Krasnoyarsk  Aluminmn,  in  the  south,  is  t 
world's  second-lai'gest  aluminum  plant,  controlled  by  Mosco\ 
Rossisky  Ki-edit  bank.  Meanwhile,  Yuksi,  a  huge  new  coi 
pany  controOed  by  Berezovsky  and  fellow  bar 
ing  baron  Mikhail  Kliodorkovsky,  has  licens 
for  oil  and  gas  fields  there. 

When  thwarted,  the  moguls  wi'eak  their  i 
venge.  Governor  Mikliail  Nai'olin  was  beaten 
an  Api'.  12  election  in  the  Lipetsk  region  afl 
Oneximbank  gave  heavy  support  to  his  op] 
nents.  Narolin  had  failed  to  help  Oneximbs 
get  board  seats  on  the  Novohpetsk  Metallm 
Plant  in  which  it  has  a  big  stake.  "If  t 
mogiils  can't  get  what  they  want,  as  in  Lipet 
they  replace  people,"  says  Carnegie  Mose 
Center  political  analyst  Nikolai  Petrov. 

Local  business  elites  remain  key  playj 
The  Ki'asnoyarsk  Aluminum  Factoiy,  for 
ample,  originally  invited  Lebed  to  run  for  g 
ernor  But  in  small  regions,  Moscow-based 
ants  can  decide  the  outcome  of  elections.  In 
area  where  Gazprom  is  active,  says  Yell 
aide  Samoilov,  company  officials  meet  to  discuss  whether 
cal  leaders  are  helpful  enough  to  keep.  "The  results  are 
determined,"  he  says. 

Today's  Russia  is  a  long  way  fi'om  being  a  Western-s 
democracy.  Business  elites  have  growing  clout  in  local  ( 
tions.  Yeltsin's  administration  supi)orts  the  trend  as  the 
way  to  attract  foreign  investors.  But  Yeltsin  may  soon 
that  the  oligai'chs  can  thumb  their  noses  at  him,  too. 

By  Patricia  Kranz  in  Mos 


GLOBAL  WRAPUF 


ISRAELI  EDGE  FOR  SOUTHERN? 

►  Southern  Energy  Inc.,  a  unit  of 
Atlanta-based  Southern  Co.,  has 
teamed  up  with  an  Israeli  labor  union 
to  acquire  a  big  stake  in  state-owned 
Israel  Electric  Corp.,  says  lEC  union 
leader  Yoram  Oberkovitz.  Prime  Min- 
ister Benjamin  Netanyahu's  office 
announced  plans  to  sell  49%  of  the 
company.  Analysts  figure  lEC  may  be 
worth  .$13  billion,  making  it  Israel's 
biggest  privatization. 

Under  a  one-year  agreement,  South- 
em  and  the  union  would  negotiate  to 


buy  control  of  lEC.  The  union  picked 
Southern  after  nmning  a  beauty  con- 
test with  possible  partners.  Southern 
may  have  had  the  edge,  say  industry 
sources,  because  it  is  represented  lo- 
cally by  lawyer  David  Shimron,  a  Ne- 
tanyahu confidant. 

A  BRITISH  HIGHFLIER  FALTERS 

►  Bad  news  continues  to  plague  erst- 
while highflier  British  Biotech  PLC, 
which  has  a  promising  broad- 
spectrum  cancer  drug,  Marimastat. 
On  Apr.  20,  it  fired  Andrew  Millar, 
director  of  clinical  research,  for 


allegedly  disclosing  confidential  dat 
to  shareholders.  Its  shares  have  fal 
to  89(?  from  a  high  of  around  $5  in 
May,  1996.  The  company  also  said  tl 
U.  S.  Securities  &  Exchange  Comm 
sion  is  investigating  press  releases 
issued  in  1995  and  1996. 

Millar  could  not  be  I'eached  for  cc 
ment.  The  company  claims  he  told 
siders  the  company  was  holding  int( 
nal  debates  over  whether  to  seek 
partners.  Analysts  said  they  believe 
Millar  passed  the  info  to  Henley-bai 
fund  manager  Perpetual  PLC,  owner 
about  9%  of  British  Biotech  stock 


66  BUSINESS  WEEK  /  MAY  4,  1998 


You 

SHOULD 
KNOW 
WHAT 

INVESCO 

knows: 


In  the  financial  world,  knowledge  is  king.  And  ■ 
;  the  trick  is  knowing  where  to  get  it  and  how  to  use  ■■ 
it.  At  INVESCO,  we've  been  managing  money  in< 
every  kind  of  market  in  every  kind  of  economy  i 
for  65  years.  Our  58  no-load  funds,  including  U  sec-i 
tor  funds,  provide  a  wide  range  of  international,; 
growth,  value,  income,  total  return,  tax-free  and;! 
money  market  options.  You  can  experience  our  . 


wealth  of  knowledge  and  global  perspective 
firsthand  through  your  financial  advisor,  your 
retirement  plan  at  work,  or  by  contacting  us 
direct  at  www.invesco.com  or  1-800-2 -INVESCO. 
We'll  send  you  a  prospectus  on  any  of  our  funds 
with  information  regarding  management  fees, 
risks  and  expenses  Please  read  it  carefully  before 
you  invest  or  send  any  money,  Then  you'll  know 


o 

INVESCO 


INVESCO  Distributors,  Inc.,  Distributor 


m 


How  to  get  a  10,000-persoii 
organization  acting  like  a  small 
hungry  band  of  entrepreneurs. 


Technology  has  the  ability  to  become  the  great  equalizer. 

Small  businesses  can  seem  like  much  larger  ones.  And  perhaps  more 
incredibly,  large  businesses  can  actually  be  as  fast  and  nimble  as  much 
smaller  ones. 

An  ^v^«vir»i    Your  customer  asks  if  you  can  ship  next  week  instead  of  next 
month.  Can  you?  Is  it  possible  to  book  the  extra  cargo  flights?  Can  your 
vendors  comply  with  the  new  schedule?  Does  Sales  need  to  adjust  the 
price  to  cover  the  changes?  Can  your  customer  absorb  the  overages  within 
your  current  contract?  How  did  the  Southeast  Asia  sub  handle  it  when  they 
had  a  similar  situation  last  year? 

You'll  need  to  know  all  these  things,  right  now. 

A  Digital_Nervous_System  can  help. 


©1998  Mirrosofl  Corporation,  All  rights  reserved  Microsoft.  BackOffice.  Where  do  you  want  to  go  today?  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  m  the  United  States  and/or  othf 


A  Digital_Nervous_Syster 
to  make  information  flow 
act  faster  and  close  the  g 

It's  not  something  that  comes  in  a  box. 

You  build  your  own  Digital_Nervous_System,  over  time,  to  meet  the  unique 
and  changing  needs  of  your  company. 

The  foundation  of  any  Digital_Nervous_System  is  software  that  acts  alike, 
works  alike,  thinks  alike.  Microsoft'  Windows;  Office  and  BackOffice' 
provide  an  ideal  foundation  for  a  Digital_Nervous_System  because  we  built 
them  from  the  ground  up  to  work  with  each  other,  as  well  as  with  an 
industry's  worth  of  applications. 

With  a  Digital_Nervous_System,  you  act  like  a  small  business  because  all 
the  critical  decisions  can  be  made  as  if  you're  all  in  the  same  room. 

Yet  you  still  have  all  the  resources  of  a  bigger  business. 

Everyone  on  the  same  page.  Everyone  hungry.  Things  just  work. 


Microsoft 


Where  do 

www.microsoft.com/digital_nervous_system/ 


How  electronic  commerce 
could  create  the  most  efficient 
market  of  them  all 

GOOD-BYE  TO 

FIXED 
PRICING? 

oca-Cola  Co.  has  a  bold  idea:  Why  should  the  price 
tKBl  of  a  can  of  Coke  be  the  same  all  the  time?  Would 

people  pay  more  for  a  cola  fix  on  a  sweltering  sum- 

mer  day  than  they  would  on  a  cold,  rainy  one? 

The  beverage  giant  may  soon  find  out  when  it  be- 

gins  experimenting  with  "smart"  vending  machines 
hook  up  to  Coke's  internal  computer  network,  letting  the 
)any  monitor  inventoiy  in  distant  locales — and  change 
s  on  the  fly. 

Te,  consumers  might  balk  if  Coke's  prices  were  sudden- 
ised.  But  they  also  might  be  persuaded  to  buy  a  cold 
on  a  chilly  day  if  the  vending  macliine  flashed  a  special 
otion,  say  20(2  off — the  digital  equivalent  of  the  blue-light 
al.  Says  Sameer  Dholarka,  du-ector  of  pricing  solutions  for 
in-based  software  maker  Tiilogy  Systems:  "List  pricing 
sically  in-elevant." 

irget  sticker  prices.  Forget  sales  clerks,  too.  There's  a 
ution  brewing  in  pricing  that  promises  to  profoundly 

the  way  goods  are  mai"keted  and  sold.  In  the  future, 
eters  will  offer  special  deals — tailored  just  for  you,  just 
le  moment — on  eveiything  from  theater  tickets  to  bank 

to  camcorders. 

hind  this  sweeping  change  is  the  wiring  of  the  economy. 
Internet,  corporate  networks,  and  wireless  setups  are 
ig  people,  machines,  and  companies  around  the  globe — 
•onnecting  sellers  and  buyers  as  never  before.  This  is  en- 
g  buyers  to  quickly  and  easily  compare  products  and 
s,  putting  them  in  a  better  bargaining  position.  At  the 

time,  the  technology  allows  sellers  to  collect  detailed 

about  customers'  buying  habits,  preferences — even 
ling  hmits — so  they  can  tailor  then-  products  and  prices, 
raises  hopes  of  a  more  eflicient  marketplace, 
day,  the  fii-st  signs  of  tliis  new  fluid  pricing  can  be  found 
!y  on  the  Internet.  Online  auctions  allow  cybershoppers 
d  on  everything  from  collectibles  to  treadmills.  Elec- 


tronic exchanges,  on  the  other  hand,  act  as  middlemen,  rep- 
resenting a  group  of  sellers  of  one  tyi^e  of  product  or  ser- 
vice— say,  long-distance  service — that  is  matched  with  buyers. 

The  pricing  revolution,  though,  goes  beyond  the  Net.  Com- 
panies also  are  creating  private  networks,  or  "extranets," 
that  link  them  with  their  suppliers  and  customers.  These 
systems  make  it  possible  to  get  a  precise  handle  on  invento- 
ry, costs,  and  demand  at  any  given  moment — and  adjust 
prices  instantly.  In  the  past,  there  was  a  significant  cost  as- 
sociated with  changing  piices,  known  as  the  "menu  cost."  For 
a  company  with  a  large  product  line,  it  could  take  months  for 
price  adjustments  to  filter  down  to  distributors,  retailers, 
and  salespeople.  Streamlined  networks  reduce  menu  cost 
and  time  to  near  zero. 

This  will  clearly  benefit  consumers.  Already,  many  are 
finding  bargains  at  the  hundreds  of  online  auction  sites 
that  have  cropped  up.  And  on  the  Net,  it's  a  cinch  to  check 
out  product  information  and  compare  prices — thanks  to  a 
growing  anny 
of  shopping 
helpers  called 

"bots"  (page   

84).  That, 

says  Erik  Biynjolfsson,  a  management-science  professor  at 
Massachusetts  Institute  of  Technology,  "sliifts  bargaining  pow- 
er to  consumers." 

But  that  doesn't  mean  sellers  get  a  raw  deal.  Businesses 
can  gather  more  detailed  information  than  ever  before  about 
then-  customers  and  mn  it  tlii'ough  poweiful  database  systems 
to  glean  insights  into  buying  behavior.  Wliile  the  concept  of 
point-of-sale  promotions,  such  as  Coke's,  is  not  new,  in  a 
wired  world,  it  takes  on  a  whole  new  dimension.  Suddenly, 
marketers  can  communicate  du-ectly  with  prospective  buyers, 
offering  them  targeted  promotions  on  an  individual  basis. 
Says  Yanni  Bakos,  a  visiting  professor  at  mix's  Sloan  School  of 


Special  Report 


PLAYING  THE  PRICE  IS  RIGHl 

Internet  bidding  exchanges  are  flourishing  for  a  wide 
array  of  products — and  more  are  sure  to  come 


AUCNET  (aucnet.com) 
WTiolesalers  flock  to  this 
used-car  auction.  A  big 
draw:  AucNet's  rating 
system,  which  helps 
buyers  judge  the 
quality  of  the  cars 


NARR0WLINE.COM  (narrowline.com) 
An  electronic  exchange  for  Net 
advertising  that  brings  together 
media  buyers  with  W'eb  sites 
looking  to  sell  available  ad  space 


^Management:  "It's  like  an  anns  race,  wliere  you  give  a  more 
poweiful  weapon  to  both  sides." 

As  buyei-s  and  sellers  do  battle  in  the  electronic  world,  the 
struggle  should  result  in  prices  that  more  closely  reflect 
theu'  tiiie  market  value.  "The  futm-e  of  electronic  commerce 
is  an  imphcit  one-to-one  negotiation  between  buyer  and  sell- 
er," says  .Jeny  Kaplan,  founder  of  Onsale  Inc..  a  Net  auction 
site.  "You  \\-\\\  get  an  individual  spot  price  on  eventhing." 

The  notion  of  fixed  costs  is  a  relatively  recent  development. 
A  couple  of  hundred  years  ago,  when  a  person  went  to  the 
cobbler  to  order  a  pan*  of  shoes,  they  negotiated  the  price 
face-to-face.  It  wasn't  until  the  aiTival  of  railroads  and  canal 
systems,  which  allowed  products  to  be  distributed  widely, 
that  unifonn  prices  came  into  being. 

The  Net  biings  us  full  circle.  "We've  suddenly  made  the  in- 
teraction cost  so  cheap,  there's  no  pragmatic  reason  not  to 
have  competitive  bidding  on  evei-jthing,"  says  Stuait  I.  Feld- 
man,  director  of  IBM's  Institute  for  Advanced  Commerce 
based  in  Hawthome,  N.  Y.  Someday,  you  might  haggle  over 
the  price  of  just  about  an\t!iing.  the  way  you  would  negotiate 
the  price  of  a  caipet  in  a  Tui'kish  bazaai'.  Except  it's  hkely  to 
take  place  on  an  electronic  exchange,  and  it  may  be  a  com- 
puter bidding  against  another  computer  on  youi-  behalf. 
WIN-WIN.  For  a  pre\iew  of  what's  to  come,  just  look  to  the  fi- 
nancial markets.  Take  the  xa.sd.-\q  stock  mai'ket,  or  Instinet's 
even  more  automated  system,  after  which  many  Net  entre- 
preneiu's  ai'e  modeling  their  businesses,  xasdaq,  for  example, 
uses  a  system  of  dealers,  or  market  makers,  who  trade 
shares  of  stock  for  brokers  or  individuals.  The  dealers  are 
linked  by  an  electronic  netwoi-k  that  matches  buy  orders 
\\ith  sell  orders,  aiTi\ing  at  the  value  of  a  stock  for  that  mo- 
ment in  time. 

Like  N'ASDAQ  dealers,  the  new  Internet  market  makers 
must  set  up  mechanisms  for  clearing  transactions  and  for 
making  sui-e  that  both  buyers  and  sellers  are  satisfied.  As 
electronic  exchanges  are  established  to  trade  everything 


EWORLDAUCTION 

(eworldauction.com) 
This  site  holds  month- 
ly online  auctions  of 
old  books,  maps, 
and  medieval 
manuscripts 


fi'om  advertising  space  to  spare  pails,  the  tine  mai'ket 
of  products  \rill  emerge.  "All  of  this  brings  you  closer 
closer  to  the  efficient  market,"  says  Robert  MacAvoy,  pr  ;■ 
dent  of  Eastman  Consulting  in  Stamford,  Conn. 

The  most  widely  used  fomi  of  tliis  today  is  online  aucti  [ 
In  the  world  of  \ii1:ual  gavels,  Kaplan's  Onsale  is  the  king 
The  Web  site  nms  seven  live  auctions  a  week  where  pe 
outbid  one  another  for  computer  gear,  electronics  equipm  t- 
even  steaks.  Onsale  buys  smi^lus  or  distressed  goods 
companies  at  fire-sale  prices  so  they  can  weather  low  1  ; 
And  customer  love  it.  Grant  Crowley,  president  of  Ci 
le/s  Yacht  Yai-d  Inc.  in  Cliicago,  bought  14  old-model  des 
PCS  for  his  business  via  Onsale.  He  figui'es  he  saved  40% 
what  he  would  have  paid  in  a  store.  "It's  a  gi'eat  deal  for 
pie  in  small  businesses  like  mine."  Crowley  says. 

So  far,  the  lure  of  a  bargain  has  proved  powerful:  I 
than  4  milhon  bids  have  been  placed  since  Onsale  opene 
dooi-s  tlu-ee  yeai-s  ago.  It  sold  .S11.5  miUion  worth  of  goods 
yeai",  up  neaiiy  300%  fi-om  1996.  "Suddenly,  consumei-s  arl 
tive  participants  in  price-setting,"  says  Onsale  founder  Ka| 
"It's  infinite  economic  democracy." 

For  every  couple  dozen  online  auctions,  though,  there 


MARKET  (netmarket.com) 
$69  a  year,  subscribers  to 
idant's  Web  site  can  shop 
a  wide  range  of  products- 
3s,  books,  music,  and 
'e-at  the  guaranteed 
est  price.  If  Netmarket's 
rch  agent  finds  a  lower 
;e  elsewhere,  it  will 
antly  drop 
)rice 


PRiCELINE  (priceline.com) 
Mortgages,  cars,  and 
airline  tickets:  Name  your 
price  and  terms — and 
Priceline,  anewWeb 
service,  will  try  to  find  you 
a  willing  seller 


ENERGYMARKET 

(energymarket.com) 
This  exchange, 
launched  last  fall  by 
Southern  California 
Gas,  lets  suppliers  of 
natural  gas-and  soon, 
electricity-compete 
for  the 
business 

of  big   

corporate 
energy 
users 


1 1 

a 


preneur  applying  the  new  Net  economics  in  ways  that 
iltimately  transform  entire  industries — from  telecom- 
;ations  to  energy.  These  companies  are  setting  up  ex- 
jes  for  trading  things  such  as  phone  minutes,  gas  sup- 
and  electronic  components,  a  mai'ket  FoiTester  Reseai'ch 
cts  will  gi'ow  to  $52  billion  by  2002.  Their  approach  is 
a  departure  from  the  past  that  analyst  Vernon  Keenan 
na  Research  Inc.  says  they  represent  the  "third  wave" 
mmerce  on  the  Net — companies  that  are  moving  be- 
simple  mai'keting  and  online  order-taking  to  creating  en- 
new  electronic  marketplaces. 

L  FOOTING.  Who  are  these  trailblazers?  Some  are  es- 
hed  companies,  while  others  are  born  of  the  Net.  But 
all  share  a  radical  new  vision  of  electronic  commerce, 
is  the  model  of  the  futiu'e,"  says  Eric  Baty,  business-in- 
,tion  manager  at  Southern  California  Gas  Co. 
1  might  not  think  of  a  stodgy  utility  as  being  in  the  van- 
of  cyberspace,  but  that's  exactly  where  Southern  Cal- 
i  Gas  is.  A  couple  of  yeai's  ago,  it  saw  an  opportunity  in 
Dvetailing  of  two  sweeping  trends — the  deregulation  of 
nergy  industiy,  which  lets  customers  shop  for  energy 
ers  the  way  they  shop  for  long-distance  phone  service, 
le  rise  of  the  Web.  So,  last  fall,  it  launched  Energy  Mai-- 
ice,  a  Web-based  exchange  that  lets  customers  shop 
e  best  gas  prices. 

;  system  has  sometliing  for  eveiyone.  Small  and  midsize 
roviders  list  their  prices  on  the  exchange.  That  lowers 
marketing  costs  and  gives  them  access  to  a  broader 
it — putting  them  on  equal  footing  with  big  energy  sup- 
Customers,  mostly  businesses,  save  money  by  shopping 
e  best  price,  or  locking  in  long-term  deals  when  prices 
-w.  And  Southern  Califomia  Gas,  as  a  distributor,  in- 
is  its  volume  of  business  and  collects  a  subscription 
om  gas  providers  that  use  the  exchange.  In  coming 
IS,  SoCalGas  will  offer  residential  customers  the  same 
tunity  and  expand  the  sei-vice  to  include  electricity. 


Does  it  work?  Using  Energy  Market- 
place, Sumiden  Wire  Products  Corp.  in 
Stockton,  Calif.,  found  a  new  supplier,  In- 
termarket  Trading  Co.,  and  now  saves  $500  a 
month — about  20%  of  its  $3,000  a  month  energy 
bill.  "They're  cheaper  than  tlie  other  guys,"  says  Wayne 
Manna,  plant  manager  at  Sumiden.  "It's  much  simpler  and 
easier  than  before." 

Energy  Marketplace  is  typical  of  the  early  electronic 
bazaars.  Like  the  pork  bellies  or  wheat  traded  in  the  financial 
markets,  the  fii'st  goods  to  be  bartered  in  the  new  electronic 
markets  are  commodities.  Whether  No.  2  steel  or  No.  2  pen- 
cils, price — not  featui-es  or  how  something  looks,  feels,  or 
fits — is  the  determining  factor  in  a  sale.  And  if  the  commod- 
ity happens  to  be  perishable — such  as  airline  seats,  oranges, 
or  electricity — the  Net  is  even  more  compelling:  Suppliers 
have  to  get  rid  of  their  inventoiy  fast  or  lose  the  sale. 

Alex  Mashinsky  sees  similai-  qualities  in  long-distance  phone 
minutes.  A  former  commodities  trader,  Mashinsky's  New 
Yoi'k-based  Ai'biNet  (short  for  Ai-bitrage  Networks)  is  build- 
ing an  exchange  for 
routing  phone  calls 
over  the  lowest-cost 
networks — on  the  fly. 

Most  telecommunications  earners  have  built  massive  net- 
works to  handle  peak  loads.  The  jiroblem  is,  much  of  the  ca- 
pacity goes  unused,  at&t,  for  example,  tyiaically  uses  just  20% 
of  its  global  network  capacity.  In  a  fiercely  competitive  market 
that  has  seen  margins  ei'ode,  "that  excess  capacity  is  becoming 
extremely  sensitive,"  says  Mashinsky.  "It  can  be  the  difference 
between  making  money  and  losing  money."  ArbiNet's  ex- 
change lets  canners  optimize  theii'  capacity  by  accepting  lower- 
cost  calls  over  then-  networivs  during  off-peak  houi's.  There  ai'e 
other  companies  that  broker  long-distance  minutes.  But  Arbi- 
Net  is  the  only  one  attempting  it  in  real  time. 

The  ArbiNet  Clearing  Network  works  this  way:  Net- 
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SIEMENS 


Auiomalion  •  Automotive  Electronics  •  Computer  Systems  •  Energy  •  Lighting  •  Medical  Systems  •  Microelectronics  •  Power  Generation  •  Telecommunications 


Even  the  simplest  products — a  soft  drink,  a  newspaper, 
a  chocolate  bar — have  a  lot  of  technology  behind 
their  manufacture.  As  competition  intensifies,  the 
pressure  to  streamline  manufacturing  processes 
intensifies  accordingly.  As  a  global  leader  in  industrial 
automation,  we  create  intelligent,  flexible  systems 
that  can  reduce  production  times  even  as  they 


improve  quality  and  productivity.  From  drive  systems 
to  complete  building  installations,  from  power 
distribution  systems  to  turnkey  assembly  lines,  we 
can  provide  any  manufacturer  with  a  stand-alone 
component  or  with  a  fully  integrated  solution.  So 
whether  you  need  the  whole  or  the  sum  of  its  parts, 
talk  to  the  people  who  are  equally  adept  at  both. 

We're  Siemens.  We  can  do  that.  ^ 


vvwvv  sitmeiis  cuiii    ^SieiiieriS  LurpoiduOn  1998 


f^our  Business  Is  Growing.  Congratulations.  I 
l^ho's  Going  To  Do  All  The  Work?  j 


Your  business  is  doing  so 
well,  you  have  a  pleasant 
problem  -  you  need  more 
help.  Take-charge  people 
who  are  as  good  as  the 
people  you  already  have 
That's  where  we  come 
in.  We're  Management 
Recruiters  International, 
your  staffing  partner. 
The  leader  in  permanent, 


flexible,  and  right-fit 
staffing  solutions.  With 
over  700  offices  and  3,000 
recruiters  worldwide,  our 
comprehensive  network 
is  poised  to  fulfill  your 
staffing  needs.  From  sales 
professionals,  technical 
specialists,  and  office 
support  to  a  key  senior 
manager,  MRI  has  more 


search  specialists  in  place 
for  more  industries  than 
anyone. 

At  MRI,  we're  here  to 
help  you  grow.  Especially 
when  you're  already 
growing. 

For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com. 


Sales  Consultants* 

Management 
Recruiters" 

CompuSearch" 

OfliceMatesS" 


M^l  Intelligent  Staffing  Solutions. 

www  mnnet  com 


\  / 


DIARY  OF  A  DIGITAL  SALE 

FastParts  matches  buyers  and  sellers  of  computer  electronics 


1  A  COMPUTER 
MAKER  finds  itself 
with  a  shortage  of 
a  memory  chip 
needed  to  assem- 
ble a  circuit  board. 
It  needs  to  buy 
000  chips— fast. 


PURCHASING  EXEC 

on  to  FastParts, 
nternet  trading 
lange,  and 
;rs  information 
jt  the  chip 
seeking, 
system 
rns  a  list  of 
lable  lots,  wi 
9,  quantity,  and 
'X  details.  One  lot 
s  like  it  fits  the  bill:  20 
lable  at  360  a  piece. 


,000  of  the  needed  chips  are 


3  THE  BUYER  puts  in  a  lower 
bid:  290  apiece.  The  supplier 
and  other  buyers  interested  in 
the  same  part  are  notified  of  the 
bid  by  E-mail. 

//^ 

^  4  THE  SELLER  lowers  the  price  to  330. 
The  computer  maker  is  alerted  by  E-mai 
It's  a  good  price,  and 
he  accepts. 

/  \\ 

5  FASTPARTS  confirms 
the  details  of  the  sale, 
and  the  payment  is  held 
in  a  special  escrow 
bank  account.  Once 
the  buyer  receives 
the  chips,  he  has 
five  days  to  inspect 
and  accept  them. 
After  five  days, 
the  payment  is 
released  to  the  se 


carriers,  such  as  AT&T,  supply  information  about  their 
irk  availabihty  and  price  at  a  given  time.  Carrier  cus- 
s  send  calls  through  ArbiNet's  clearinghouse — say,  a 
call  from  New  York  to  Hong  Kong  that  must  travel 
!ecure  lines.  ArbiNet's  powerful  computers  and  phone 
les  match  the  request  with  the  lowest-cost  carrier  for 
)articular  call,  check  to  make  sure  the  capacity  is  in 
vailable,  and  route  the  call — all  in  a  millisecond.  "We 
age  the  capacity  available  at  any  given  time,"  says 
nsky. 

)iNet's  focus  today  is  on  the  wholesale,  or  carrier- 
rier,  business.  But  Mashinsky  thinks  that  two  years 
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from  now,  the  market  will  be  ripe  for  consumers.  A 
"smart"  phone,  for  example,  could  automatically  check  for 
the  lowest  canier  on  each  call  that  is  placed.  Such  a  scenario 
could  be  unnerving  to  the  giant  phone  companies.  "The  big 
carriers  don't  want  to  do  this,"  says  Mashinsky.  "It  would 
undercut  their  prices." 

Indeed,  big  busi- 
nesses are  sensitive 
about  falling  prices. 
Some  entrenched  companies  already  are  fighting  the  idea  of 
electronic  markets  that  make  it  easy  for  customers  to  com- 
pare products  and  prices.  Houston-based  energy  giant  Em-on 
Corp.,  for  example,  last  month  filed  suit  against  SoCalGas  and 
its  Energy  Mai'ketplace.  Enron,  which  plans  to  enter  the  Cal- 
ifornia market,  alleges  that  Energy  Marketplace  unfairly 
favors  local  suppliers  that  are  better  known.  SoCalGas  calls 
the  suit  a  blocking  tactic. 

BEYOND  SURPLUS.  Other  big  players  are  embracing  the  Net, 
but  half-heartedly — using  it  to  dispose  of  suii^lus  goods  while 
protecting  mai'gins  on  their-  core  products.  Not  that  smplus  in- 
ventoiy  is  anything  to  sneeze  at.  Chicago-based  P^astPaits  Inc. 
and  FairMai'ket  Inc.  in  Wobm-n,  Mass.,  operate  tliriving  ex- 
changes where  computer  electronics  companies  swap  excess 
parts.  All  told,  U.  S.  industries  generate  some  $18  billion  in  ex- 
cess inventory  a  yeai" — around 
10%  of  all  finished  goods,  says 
Anne  Perlman,  ceo  of  Moai 
Technologies  Inc.,  a  Net  staitup 
that  makes  softwai'e  for  cr-eating 
online  barler-ing  sites.  "Excess 
and  obsolete  equipment  is  a  big 
and  painful  pr-oblem,"  she  says. 

Or  a  huge  opportunity.  Pei"l- 
man  knows  fii'sthand  about  sur- 
plus goods.  Before  joining  Moai, 
r»         f  o  n  1  n  ^^"^  Tandem  Computer 

DRiy  01  0003.1  (j3S        Inc.'s  personal  computer  busi- 


TRAILBUZER 

Finding  new  ways 
to  connect  buyers 
and  sellers  is  the 
common  vision. 
"This  is  the  model 
for  the  future,"  says 
of  SoCal  Gas 


REAL-TIME  CONDUCTOR 

Mashinsky's 
ArbiNet  will  route 
phone  calls  to  the 
network  that  is 
lowest-cost  at  that 
exact  moment 


ness.  When  Intel  Corp.'s  386 
microprocessor  came  out,  she 
found  herself  with  a  boatload 
of  earlier-generation  286  chips 
that  were  instantly  obsolete. 
Afraid  that  she  might  have  to 
write  off  the  inventory  as  a 
loss,  Perlman  made  some  calls 
and  found  a  customer  willing 
to  buy  the  stock — though  she 
was  left  with  the  nagging  feel- 
ing that  she  could  have  gotten 

a  better  price.  Now,  at  Moai,  along  with  co-founders  Deva 
Hazarika  and  Frank  Kang,  she  sells  a  $100,000-plus  package 
to  companies  that  want  to  ran  their  own  auctions  to  generate 
revenue  from  aging  merchandise. 

Most  of  the  Net  pioneei's  had  to  build  their  own  sys- 
tems— a  time-consuming  and  costly  task.  The  availability  of 
off-the-shelf  software  packages  from  Moai  and  others  should 
help  jumi>start  more  electronic  exchanges. 
"THIRD  WAVE."  That  could  pave  the  way  for  fluid  piicing  to 
reach  beyond  commodity  products  and  surj^lus  goods  to  pop- 
ular, even  premium-priced  items.  Electronic  mai'kets  could  be 
just  as  effective  selling  unique  items,  such  as  a  Van  Gogh 
painting  or  a  company's  core  product  line.  "The  move  away 
from  suiplus  goods  to  piimaiy  goods  will  be  the  real  thiiist  of 
the  thu'd  wave,"  says  Zona's  Keenan. 

There's  just  one  snag:  Wlien  anyone  on  the  Net  can  easily 
compare  prices  and  features,  some  high-margin  products 
could  fall  in  price.  And  a  strong  brand  name  alone  may  not  be 
enough  to  make  a  premium  price  tag  stick.  Some  branded 
products  may  even  prove  to  be  interchangeable.  You  might 
not  trast  youi'  phone  service  to  an  outfit  you  have  never 
heai'd  of  on  the  basis  of  price  alone.  But  you  might  be  vrilling 

  to  swap  among  at&t, 

MCI,  or  Sprint  for  a 
better  deal.  And  do 
you  really  care  if  yoiu' 
credit  card  is  ft-om  MasterCai'd  or  Visa?  "There's  a  com- 
moditization  at  the  top  level  of  brands,"  contends  Jay  Walk- 
er, CEO  of  Priceline,  a  new  Web  service  that  lets  consumers 
name  their  price. 

One  way  companies  can  respond  is  by  cooldng  up  cre- 
ative ploys  to  distinguish  their  products.  That  could  include 
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personalizing  products  or  offering  loyalty  progi-ams  that 
ward  frequent  customers.  "Inventiveness  in  marketing  is 
ing  to  be  very  impoitant  in  this  world  where  people  car 
out  and  compete  on  price,"  says  IBM's  Feldman.  That's 
pening  in  online  broker-age  ser"vices,  a  cutthr'oat  mar 
Tlranks  to  Interiret  br'oker"s,  tr'ading  fees  ar'e  ah'eady  rock 
tom.  Now,  companies  such  as  E*tr'ade  ar"e  mulling  loyalty 
gr-ams  that  r-ewar-d  frequent  tr-aders. 

Ther-e  are  other  ways  to  sidestep  the  effects  of  the  ultn 
frcient  Net  market.  Just  look  at  the  airline  industry.  It 
one  of  the  ftrst  industries  to  go  online,  starting  with  Amer 
Aiiiines  Inc.'s  Sabre  automated-reser-vation  system  in 
1960s.  When  other*  airiines  followed  suit,  American  ir 
duced  the  ft-equent-flier-  pr*ogr'am  to  keep  customers  loy 
Three  decades  after-  Sabr-e,  airlines  still  manage  to 
many  passengers  to  pay  rich  fares.  The  secret:  kno\ 
whom  to  gouge — in  this  case,  the  business  customer 
has  to  get  somewhere  and  is  less  price-sensitive.  Air 
also  have  perfected  the  science  of  yield  management, 
coding  complicated  pricing  schemes  that  defy  comparison, 
price  for  an  airiine  seat  can  change  several  times  an 
making  it  virtually  certain  that  the  person  sitting  next  to 
paid  a  different  far-e.  "Airiines  are  using  the  Intern 
raise  the  aver-age  price  of  a  fare,"  says  Ken  Orton,  CJ 
Preview  Travel,  an  online  ticketing  site. 

Now,  airiines  ar'e  tapping  into  the  Net — but  mainly 
way  to  sell  unfilled  seats.  They  routinely  send  out  El- 
alerts  of  last-minute  fare  specials.  And  sever-al  major-  ah* 
have  signed  up  with  Priceline,  which  lets  consumers  sp 
when  and  where  they  want  to  travel,  and  name  t 

price.  Priceline  then  forw 


SEEDING  THE  NET 

Hazarika,  Perlman, 
and  Kang  of  Moai 
Technologies, 
which  makes 
software  for 
creating  online 
bartering  sites 


the  bids  to  participating 
lines,  which  can  choose  t( 
cept  the  request  or  not. 
company  makes  its  mone 
the  spread  between  the 
and  the  lower  airline  prict 
empowers  the  buyer," 
Walker,  "but  also  the  si 
They  can  plug  in  demar 
empty  flights." 

As  long  as  Priceline  is  ( 
ly  tar-geted  at  the  leisure- 


Introducing  a  streamlined 


way  of  doing  business  on  the 

Web 


that  lets  you  concentrate  on 


—  of  all  things  — 

business 


Web  sho 


Whether  you  are 
a  basic  marketing  Web  site, 
or  need  to  conduct  large- 
scale  e-commerce  transac- 
tions, GTE  Internetworking  has  vour  solution. 

For  example,  we've  developed  Re@ch 
Enterprise, '  a  comprehensive  suite  of  value- 
added  Web-based  applications  and  integration 
services.  And  thanks  to  Hopscotch.'"  which 
seamlessly  routes  traffic  to  the  most  available 
server,  your  site  will  be  open  for  business 


ported  by  12  secure 
centers  strategically 
ted  at  key  Internet 
change  points  around 
the  globe.  These  are 
just  a  few  examples  of 
our  many  high-performance,  reliable  and 
scalable  Web  hosting  services. 

We've  been  pioneering  Internet-related 
technology  for  over  28  years.  To  find  out  how 
we  can  put  our  experience  to  work  for  you, 
call  us  at  800.472,4565,  or  visit  our  Web  site 
at  www.internetworking.gte.com. 
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YOU'VE  GOT  TO  SEE  IT  IN 


COLOR. 


This  decoy  could  fool  a  real  duck.  It  may  even  have  fooled  you.  But  it  didn't 
fool  our  printer.  See  the  brush  strokes  on  the  chest?  The  way  the  water  drop 
beads  on  the  neck:'  The  amazing  EPSON  Stylus®  Color  printers  picked  up 
every  telling  detail.  Because  they're  designed  with  our  exclusive  PerfectPicture™ 
Imaging  System,  1440x720  dpi  for  incredible  detail.  Micro  Piezo™ 
Technology  for  a  clean,  consistent  dot.  And  Photo  Quality  color  with  laser-sharp 
black  text-tor  print  quality  that's  already  won  62  major  awards,  including 
PC  Magazine's  Editor's  Choice.  You'll  get  overall  print  speeds  faster  than  the 
leading  competitor's.  PC/Mac  compatibility.  Plus  a  two-year  warranty 
For  more  information,  call  1-800-GO-EPSON  (ask  for  Operator  3100) 
or  visit  us  at  www.epson.com.  Just  tell  them  a  little  bird  told  you. 


PRESENTING  THE  WORLD'S  FIRST  1440  DPI 
COLOR  INK  JET  PRINTERS. 


i 


$299 


EPSON  Stylus'  Color  800,  The  best  printer  for  business. 
EPSON  Stylus'  Color  5oo.  The  best  printer  for  small  offices. 


the  business — traveler,  airlines  are  willing  to  go  along.  "It's 
not  for  fi'equent  fliei-s  but  to  get  people  out  of  cai-s  without  af- 
fecting the  airlines'  retail  piice  stincture,"  says  Walker. 
In  the  end,  such  tactics  may  simply  delay  the  inevitable 

march  of  the  Internet. 
And  the  ti-uth  is,  Net- 
based  markets  may 
not  be  such  a  bad 
thing  for  sellers.  They  produce  a  price  that  faiiiy  reflects  de- 
mand. Some  companies  may  be  surprised  by  the  results. 

Look  at  AucXet,  an  online  auction  for  used  cars.  Dealers 
and  wholesalers  flock  to  AucNet's  Web  site  to  buy  and  sell 
some  6.000  cars  a  month.  Sui-prisingly,  sellers  fetch  more 
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for  their  used  cars  than  they  might  on  a  physical  lot.  1 
paitly  because  of  the  larger  audience  they  get  on  the 
But  dealers  also  have  come  to  tnist  the  cjuahty  ratings 
AucNet  inspectors  assign  to  each  car  after  physically 
ining  them,  and  they  ai-e  willing  to  pay  more  for  that  s< 
approval.  Moai's  Perlman  has  seen  similar  results  in  othe 
line  mai'ketplaces.  Most  of  the  time,  she  says,  'the  mai'ke 
bid  a  better  price  than  the  vendor  w^as  expecting." 
Or  at  least,  the  right  price.  So  wiiy  fight  the  perfect  ma 
By  Amy  E.  Cortese.  with  Marcia  Stepanek  in  New 


For  customized  reprints  of  this  Special  Report,  cal 
5494  (minimum  order  500). 
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A  GYBERSHOPPER'S  BEST  FRIEND 


Amy  Rommel  uses  the  Web  a  lot 
at  work.  But  the  25-yeai"-old 
public-relations  du'ector  doesn't 
have  time  to  compare  prices  when 
bu\ing  CDS  online.  Not,  that  is,  until 
she  discovered  Lycos  Inc.'s  shopping 
service.  Using  the  search  engine's 
technology'  to  scorn*  the  Web, 
Rommel  found  a  way  to  come 
up  with  deals  at  the  click  of  a 
mouse  button.  "I  knew  there 
were  other  music  sites,  but 
the  Web  is  so  big,  it's  hard  to 
keep  up,"  she  says. 

Shopping  sei-\ices.  which  in- 
clude helpers,  or  "bots,"  are 
popping  up  all  over  the  Web. 
They  range  from  ti-ue  bots — 
such  as  the  one  Lycos  uses — 
that  comb  sites  for  prices  each 
time  a  rec{uest  is  made,  to  hy- 
brids, such  as  Compai'e.Net,  a 
Web  site  that  lists  compara- 
tive product  infomiation. 

These  clever  progi'ams 
promise  plenty  of  bai'gains  for 
consumers — and  headaches  for 
merchants.  Early  online  mer- 
chants often  charged  higher 
prices  than  physical  stores  be- 
cause customers  would  pay 
for  convenience.  But  bots  un- 
dercut the  convenience  premi- 
um. A  recent  Ernst  &  Young 
study  found  that  87%  of  the 
30  consumer  products  tracked 
could  be  bought  online  at  the 
same  price  or  cheaper  than  in 
retail  stores.  "Margins  are  go- 
ing to  be  pushed  down  and 
dowTi,"  says  Walter  A.  Forbes, 
chairman  of  Cendant  Coi-p.,  w'hich 
runs  an  onhne  shopping  club. 

The  timing  is  right.  Web  shopping 
is  on  the  rise — 10.3  million  people 
bought  online  last  year,  up  fi"om  6.3 
milhon  in  1996,  according  to  Jupiter 
Communications  Co.  That's  prompt- 
ing Web  sites  to  add  bots  to  their 


hneups.  Search  engines  Yahool  and 
Lycos  offer  shopping  bots  thi'ough 
pailnerships  with  Junglee  and  Info- 
Space. Last  fall.  Excite  Inc.  accjuired 
shopping  sei'vice  Netbot.  And  tliis 
month,  Microsoft  Corp.  bought  Fu-e- 
fly,  which  recommends  products 


WHERE  THE  BOTS  ARE 

In  Web  parlance,  "bots"  are  software  "robots"  that 
do  your  bidding.  Among  the  more  sophisticated 
are  digital  bargain-hunters. 

JUNGLEE  Searches 
databases  and  Web  sites, 
including  job  listings  from  450 
employers,  such  as  AT&T  and 
IBM.  Also  lists  prices  and 
products  from  70  merchants. 
Partners  Yahoo!  and  America 
Online  offer  the  service  for  free 
and  share  with  Junglee  a 
percentage  of  the  revenue 
they  get  from  merchants. 


EXCITE'S  SHOPPING 
SEARCH  Available  on  Excite's 
site,  the  free  service  seeks  out 
products,  prices,  and  reviews 
from  500  merchants.  The 
technology  is  Netbot's  Jango,  which 
Excite  bought  for  $35  million  last  October. 

AGENTSOFT  Develops  software  that  lets 
companies  build  their  own  agents  for 
comparison  shopping  of  suppliers  and 
subcontractors.  It  has  four  test  services  on 
the  Web,  including  book  shopping  on  the 
Amazon.com  and  Barnes  &  Noble  sites. 


based  on  a  consumers'  tastes. 

How  do  they  work?  Once  a  re- 
quest is  made,  the  agents  hunt  down 
product  infoiTnation  as  well  as  prices 
and  reviews.  Excite,  for  example, 
tracks  products  ft-om  500  merchants. 
Consumers  visiting  the  Excite  shop- 
ping area  type  in  the  name  of  a  spe- 


cific product.  The  service  then  goes 
to  different  merchants'  sites  and 
hunts  for  cm'rent  data  and  prices. 

Yet  bots  have  flaws.  These  fh'st- 
generation  agents  can  sometimes 
misidentifv  data  on  retailers'  sites, 
search  for  a  Tickle  Me  Elmo  doll  o: 
Yahoo!  Inc.  brought  back  in- 
formation on  that  toy — as  wi 
as  Elmo  sheets,  Bai'bie  dollsi 
and  Tickle  Me  Cookie  Monsti 
Accm'acy  will  improve  in  th(g 
coming  months  with  a  new 
language  called  xml,  which 
lets  site  designei-s  create 
tags"  to  define  data  oi 
a  site,  making  it  easiU 
for  bots  to  pick  out| 
the  right  infonnatii 
And  there's  a  n<i 
generation  of  botsi 
the  woi'ks.  Massas 
chusetts  InstituttI 
of  Technolog>''s  ■ 
Kasbah  can  negoli 
ate  based  on  prices 
and  time  constraini 
that  it  is  given.  Anc 
companies  such  as 
AgentSoft  Ltd.  create 
software  that  lets  coi^pora- 
tions  build  theu'  own  bots. 

So  what  will  happen  whe: 
bots  ai'e  really  let  loose  on 
Net?  Siu'e,  there  will  be  bai 
gains.  But  in  computer  simu 
tions  at  IBM's  Institute  for  2 
vanced  Commerce,  bots  set 
price  wars.  Some  concerned 
companies  already  are  block 
bots'  access  to  then-  sites.  B 
experts  say  the  best  solution  is  pr 
uct  differentiation  and  bots  that  t; 
into  account  more  than  price.  If  tl 
doesn't  work  well,  bots  may  just 
ttuTi  out  to  be  too  much  of  a  good 
thing. 

By  Heather  Green  in  New  i 
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Reliable 

The  SAS®  Data  Warehousing  Solution 


Data  Warehousing 
Product  of  the  Year 


Maximum  Return 
on  Investment 


Information  Integrity 
and  Quality 


Integrate  Diverse 
Business  Entities 


Web  Enabled 

Year  2000  Compliant 


So  much  business  mfomiation.  Scattered  m 
so  many  places  throughout  your  company 
Is  It  any  wonder  you  find  it  difficult  to  get 
your  hands  on  ]ust  the  right  facts  to  fuel 
effective  decisions? 

The  SAS  DaLa  Warehousing  Solution — from 
the  leading  decision  support  provider — 
delivers  consistent,  reliable,  and  timely  infor- 
mation right  when  you  need  it.  Infonnation 
you  can  bank  on.  Infomiation  you  am  build 
on.  Infomiation  you  can  explore  from  every 
angle  and  present  m  any  fomiat. 

Fmd  out  why  more  than  3.5  miUion  decision 
makers  m  every  comer  of  the  wodd  rely  on 
a  single  software  for  infomiation  delivery 
and  discovery  Visit  us  at  www.sas.com/dwb 
for  more  details  and  to  request  a  free  SAS 
Data  Warehousing  mouse  pad. 


Turning  Data 
Into  the  Right 
Information... 
To  Help  You 
Reach  The 
Right  Decisions 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  Making 


www.sas.com/dwb   E-mail:  bw@sas.com   Phone  91 9.677. 820Q^ 
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Health  and  nutrition  are  predominant  concerns  of  the  future  in  which  biotechnology  holds  the  key  to  innovation.  Hoechst  Marion  Rous 
our  pharmaceutical  company,  is  utilizing  biotechnology  to  develop  highly  effective  drugs  in  the  fight  against  currently  incurable  diseaj 
Our  agribusiness,  Hoechst  Schering  AgrEvo,  is  ensuring  nutrition  for  the  world's  growing  population  through  integrated  crop  productior 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  m  Life  Sciences,  including  Hoechst  Marion  Roussel  i 


The  Future  in  Life  Sciences 
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SiOcM  Issues 


URBAN  AFFAIRS 


BRIGHTER  LIGHTS 
FOR  BIG  CITIES 

The  New  Economy  needs  talent  and  wiring.  Metropolis  has  lots  of  both 


Publicis  Technologj-'  Ltd.,  a  creator 
of  interactive  Internet  advertis- 
ing, is  a  hot  company  on  the  fron- 
tier of  the  information  economy. 
But  its  offices  ai'en't  in  Silicon  Valley  or 
Redmond,  Wash.  Only  in  downtown  San 
Francisco,  says  Executive  Vice-Presi- 
dent Andrew  Hayman,  can  Publicis  find 
the  skilled,  innovative  workers  it  thiives 
on.  "The  lifestyle  that  the  city  provides 
for  us,  the  input  that  spawTis  creative 
energy,  is  eveiy\vhere,"  he  says.  In  San 
Francisco,  "we  are  at  the  center  of  the 
universe  for  new  media  in  advertising." 

On  the  other  side  of  the  continent, 
Meirill  Lynch  &  Co.  is  uTestling  with 
internal  telecommimications  demand  that 
has  soared  300'7(  since  199-5.  Its  voice 
and  data  networks  link  .57.000  employees 
in  700  U.  S.  offices  and  dozens  overseas, 
and  provide  online  sei^vices  to  millions  of 
customers.  In  New  York  City,  where 
telecom  suppliers  are  installing  vast 
fiber-optic  networks,  Merrill  gets  plenty 
of  capacity — and  lower  costs.  "Telecom- 
munications is  the  lifeline  of  oiu-  busi- 
ness, and  our  enabling  technology  glob- 
ally," says  Howard  A.  Shallcross, 
MeiTill's  chief  technology'  officer  "Com- 
munications costs  are  becoming  more 
important  than  real  estate,  and  where 


you  get  the  economies  is  going  to  be 
in  the  large  metro  areas." 

These  are  tales  of  the  remarkably 
changed  fortimes  of  America's  big  cities. 
Written  off  as  economic  dinosaurs  only 
recently,  cities  have  rediscovered  in  the 
Infomiation  Age  many  of  the  attributes 
that  gave  them  a  competitive  advan- 
tage for  centuries,  at  least  as  far  back 
as  the  booming  city-states  of  noithem 
Italy  dming  the  Renaissance.  Today,  big 
cities  are  developing  into  idea  facto- 
ries— tightly  integrated  combines  that 
generate  the  information,  the  conversa- 
tions, and  the  spontaneous  innovations 
that  are  the  lifeblood  of  a  knowledge- 
based  economy.  They  are  epicenters  of 
"creative  destniction,"  to  use  economist 
•Joseph  Schumpeter's  memorable  plii'ase. 
CORE  STRENGTH.  Knowledge-based  in- 
dustries such  as  finance,  entertainment, 
communications,  and  health  care  in- 
creasingly are  clustered  in  cities.  They 
depend  on  dense,  capital-intensive  in- 
formation technologies  located  in  geo- 
gi'aphically  concentrated  markets.  They 
need  access  to  the  skilled  workers,  cus- 
tomers, partners,  and  investors,  as  well 
as  the  universities  and  cultural  institu- 
tions, that  abound  in  urban  areas. 
"Cities  ai'e  about  infomiation  and  skills. 


so  it  shouldn't  be  a 
surprise  that  cities  are 
getting  more  valu- 
able," says  Edward  L. 
Glaeser,  economist  at 
Harvard  University. 
Adds  Michael  Porter, 
professor  at  the  Har- 
vard business  school; 
"Cities  are  aligned 
with  the  nature  of 
modern  competition, 
with  its  emphasis  on 
fluidity,  information 
flow,  and  innovation." 

In  many  ways,  it  is 
a  stunning  revival.  In 
the  years  following 
World  War  II,  compa- 
nies abandoned  their 
urban  digs  for  cheaper  space  outsid 
town.  Those  with  means  followed 
jobs.  The  poor  stayed  behind  and,  1; 
ing  work,  gi-ew'  poorer.  As  the  tax  i 
tliinned,  city  senices  ciaimbled.  Ci 
soared  and  retailing  som'ed.  Highw| 
followed  the  people,  and  ever  more  bl 
ness  followed  the  highways.  Cities  [ 
came  forgotten  islands. 

No  more.  The  emergence  of  ciJ 
as  centers  of  commerce  in  knowlel 


NEW  LIFE  IN  AMERICA'S  CITIES 
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entertainment  has  coincided  with 
best  economic  environment  in 
ides  (charts).  With  labor  markets 
t  across  the  country,  businesses  are 
ing  to  cities  for  the  workers  they 
i  to  grow.  Big-city  offices  are  in 
ae  as  suburban  space  fills  up.  Re- 
irs,  leery  of  putting  up  yet  another 
et  in  crowded  suburban  markets, 
seeking  new  oppoilunities  in  the  in- 
city.  A  continuing  flood  of  immi- 
its  is  providing  cities  with  new 
kers,  consumers,  business  owners, 
taxpayers. 

PS  AND  LOFTS.  As  a  result,  em- 
ment  in  the  nation's  50  largest  ur- 
areas  rose  at  a  1.9%  annual  rate 
1  1994  to  1997,  up  from  flat  growth 
le  previous  three  years  and  closing 
n  the  national  average  of  2.7%. 
5S  domestic  product  for  the  same 
s  rose  at  a  2.2%'  rate,  up  fi-om  1.9%. 
3s'  average  unemployment  rate 
•ped  ft-om  8.9%  in  1992* to  6.4%  last 
,  the  lowest  in  decades, 
ihe  signs  of  vibrancy  are  unmistak- 
.  Stroll  around  New  York,  where 
ralks  teem  and  subway  ridership  is 
ecord  levels.  Chicago  bursts  with 


commerce  and  tourism, 
and  unemployment  is  at 
its  lowest  level  in  more 
than  two  decades. 
Louisville,  hollowed  by 
a  business  exodus  in  the 
1970s,  now  offers  a  rich 
menu  of  theater,  muse- 
ums, sports,  and  other 
entertainment.  Denver's 
LoDo  district,  once  a 
skid  row,  has  been 
transformed  into  a 
bustling  area  full  of 
shops,  sports  bars,  and 
residential  lofts. 

Cities  ai'e  fai"  fi'om  re- 
gaining the  glory  of  then-  manufacturing 
heyday,  of  course.  Many  are  still  los- 
ing population,  and  joblessness  and 
poverty  well  exceed  national  rates.  The 
next  national  economic  dowTitmii,  more- 
over, will  have  an  outsized  effect  on 
urban  areas.  But  cities  should  survive 
the  challenge,  because  they  are  com- 
peting in  an  economy  that  works  to 
their  advantage.  "The  prospects  for 
cities  are  better  than  they  have  been 
any  time  in  the  post-World  War  II  era," 


NEW  YORK  CITY 

U! 


UNEMPLOYMENT*** 


1994    9.3%    1998  8.4% 


►  Financial  services  and  me- 
dia drive  job  growth;  outside 
Manhattan,  though,  jobless- 
ness persists. 

WIRED:  FI8ER-0PTIC  CABLE 
VAULT  AT  BELL  ATLANTIC 
OFFJCES  IN  NEW  YORK 


says  Mark  M.  Zandi, 
economist  at  Regional 
Financial  Associates. 

Ironically,  the  Infor- 
mation Age  was  sup- 
posed to  be  the  final  nail 
in  urban  America's  cof- 
fin. Just  as  lower  trans- 
portation and  property 
costs  induced  manufac- 
turers to  move  to  the 
suburbs  decades  earlier, 
advances  in  communica- 
tions technology,  begin- 
ning in  the  1970s,  let 
companies  locate  back- 
office  operations  far 
from  corporate  headquarters.  Little 
wonder  Alvin  Toffler,  Roger  Naisbitt, 
and  other  seers  in  the  1980s  predicted 
that  fax  machines,  the  Internet,  mobile 
phones,  and  similar  high-tech  gear 
would  eliminate  the  need  for  the  face- 
to-face  interaction  inherent  in  cities. 

It  turned  out,  though,  that  knowl- 
edge-based services  thrive  in  cities, 
much  as  manufactui-ing  once  did.  Cities 
offer  first-rate  telecommunications  in- 
fi-astnictures,  because  the  geogi-aphical 
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Social  Issues 


Not  only  are  knowledge-based  industries  thriving 
in  cities  but  manufacturing  is  also  making  a  comeback 


concentration  of  customers  allows  ven- 
dors to  invest  more  in  fiber  optics  and 
other  equipment.  New  York  City  is  a 
compelling  case  in  point.  A  leading  cen- 
ter for  banking,  sectirities,  accounting, 
and  advertising,  Manhattan  has  more 
fiber-optic  cable  linking  buildings  than 
any  other  city  in  the  world. 

New  York's  city  government  is  try- 
ing to  capitalize  on  that  infrastnicttu'e 
to  encourage  a  thriving  high-tech  in- 
dustry and  revitalize  lower  Manhattan. 
It  helped  establish  the 
S42..5  million  Discoveiy 
Fund,  which  has  invest- 
ed in  nine  "Silicon  Al- 
ley" startups  and  has 
set  up  "smart"  btiildings 
wired  with  high-speed 
communications  lines 
and  other  digital  ameni- 
ties rare  in  older  New 
York  btiildings. 

Similarly  focused  in- 
vestments in  technology' 
ai-e  dri\'ing  business  for- 
mation in  other  cities. 
Media  One  is  building  a 
S250  million  fiber-optic 
system  to  support  Los  Angeles'  enter- 
tainment, health-care,  financial-sei'v'ices, 
and  infoiTiiation  industnes.  The  Univer- 
sity City  Science  Center,  a  consortium 
owned  by  29  universities,  will  break 
gi-ound  this  fall  on  a  $:30  million,  200,000- 
squai'e-foot  facihty  in  west  Philadelpliia 
aimed  at  incubating  fledgling  infoiTna- 
tion-technolog^"  companies. 
BUS  STOPS.  In  fact,  most  Internet  ac- 
tixity  is  concentrated  in  the  nation's  ma- 
jor tu'ban  centers,  according  to  a  study 
by  Mitchell  L.  Moss,  director  of  the 
Taub  Urban  Research  Center  at  New 
York  Univei-sity.  "Tlie  lai-gest  amotmt  of 
fiber  optics  is  in  densely  populated  city 
en\ii-onments,"  says  LawTence  T.  Babbio 
.Jr..  president  and  chief  executive  of  the 
network  group  at  Bell  Atlantic  Coi"p. 
"Cities  have  the  most  modern  equip- 
ment that  we  have." 

Cities  also  have  dense  populations  of 
potential  workei-s,  di-awing  in  employers 
at  a  time  of  widespread  worker  short- 
ages. Yes.  city  schools  still  underper- 
form  national  averages,  and  many  lu-ban 
residents  lack  education  and  skills  as  a 
result.  For  many  companies,  though, 
there's  no  alternative.  And  relocating 
an  office  to  the  inner  city  often  is  easier 
than  negotiating  subui-ban  public  trans- 


LOLISMLLE 


JOBS**  +2.3% 


UNEMPLOYNENT*** 


1994    4.8%    1998  3.4% 


►  Health  care  and  diverse 
manufacturing  base  rentalize 
cit>'  and  emlrons;  140  new 
employers  since  1989. 

BACK  TO  MAIN  STREET: 
HILLERICH  &  BRADSBY'S 
BAT  PLANT  IN  LOUISVILLE 


portation  systems  to  get  workei-s  to  fai- 
fltmg  offices. 

USA  Group  Inc.  moved  fi'om  Fishers, 
Ind..  20  miles  north  of  Indianapohs,  to 
downtown  Indianapohs  a  yeai*  ago.  The 
nonprofit  company,  which  offers  educa- 
tion and  financial  products  and  senices, 
consolidated  several  scattered  opera- 
tions. That  way,  it  could  Itu'e  employees 
fi'om  a  wider  geographic  area,  all  of 
whom  cotild  link  up  with  the  cit\'^^ide 
bus  system.  Felicia  Moore,  a  26-year- 
old  mother  of  seven,  was 
one.  "I've  had  other 
prospects  for  work  be- 
fore this,  but  I  couldn't 
take  public  transporta- 
tion," says  Moore,  whose 
job  at  USA  w^as  her  first 
in  10  years.  "Because 
USA  Group  is  downtown, 
I  can  take  a  bus  to 
work.  It's  Si  each  way, 
and  drops  me  two  hous- 
es fi'om  my  house." 

Labor  availability  is 
also  why  Triton  Indus- 
tries Inc.,  a  privately 
held  metal  stamper,  fab- 


ricator, and  assembler,  has  stayed 
downtown  Chicago.  President  Bre 
Wortell  says  it's  difficult  to  get  die-s(. 
ters,  tool  and  die  makers,  prototy 
model  makei-s,  and  other  skilled  worke 
in  the  subui'bs.  Besides,  Chicago  i| 
mains  a  big  tnicking  and  rail  hub,  lo 
eiing  Triton's  cost  of  shipping  to  Mex 
and  the  Southeast. 
WEALTH  EFFECT.  Indeed,  manufacturi 
is  making  sometliing  of  an  ui'ban  con 
back,  mostly  in  the  form  of  small  a 
midsize  companies  with  high-tech  equ 
ment  and  processes.  Computer-bas 
systems  for  the  design,  control,  a 
tracking  of  production  processes  ha 
sharply  reduced  the  amoimt  of  phy 
cal  space  required  for  many  manuf 
turers,  says  New  York  Universit 
Moss.  Hillerich  &  Bradsby,  maker 
the  famed  Louis\ille  Slugger  base!: 
bats,  returned  to  Louisville's  M; 
Street  in  1996.  22  years  afi;er  it  lefi: 
the  Indiana  subtu'bs.  Lower  demand 
its  wooden  bats,  combined  with  n 
materials  and  just-in-time  delivery, 
lows  it  to  do  in  .50,000  squai'e  feet  w 
once  requii-ed  300,000  square  feet. 
WTien  employe!'-     ■  -  •     ,  ^he  ga 


will  have  his  suit  pressed. 

will  have  his  car  waiting. 

will  only  have  to  push  one  button. 

who  is  he  sleeping  with? 


HOW  TO  HANDLE  FIFTY  MILLION 
UNEXPECTED  GUESTS. 

The  only  thing  faster  than  word-ol-tiioiitli  advertising  is  wonl-ol-c-niail 
advertising.  A  positive  reputation  in  cyberspace  can  bring  you  niiUions  ol  new 
customers;  a  bad  rap  spreads  ill  will  at  the  speed  oi  light. 

When  you  start  sending  millions  of  customers  at  a  time  to  your  Web  site  to 
do  more  than  browse,  you  have  to  be  concerned  aijout  the  (|uality  ol  tln'ir  experience. 
Too  much  demand,  and  the  performance  of  your  Web  site  can  slow  to  an  annoying 
crawl  (this  is  bad).  Way  too  much  demand,  and  users  wont  be  able  to  connect  at  all 
(this  is  terrible),  e-business,  after  all,  is  about  interactivity  -  buying,  selling,  customer 
service,  etc.  -  and  il  customers  cant  get  through,  they  cant  interact. 

This  is  why  scalability  is  a  major  issue  for  any  business  thinking  seriously 
about  becoming  an  e-business.  Scalability  is  simply  the  ability  to  easily  increase  the 
capacity  of  your  Web  sit<'  -  to  handle  more  visitors  or  unexpected  s[)ikes  in  volume. 

IBM  designs  scalability  into  all  our  Web  technology  -  hardware  and  software. 
So  if  your  site  gets  100  million  hits  when  you  expected  only  50  million,  you  can  ada[)t 
quicldy.  As  we've  done  with  some  ol  history's  most  heavily  trafficked  Web  sites:  the 
1996  Atlanta  Olympic  Games  (189  million  hits/17  days):  the  I  .S.  Open  Tennis 
Championships  (70  million  hits/14  days)  and  Deep  Blue"  (74  million  hits/9  days). 

Scalability  is  just  one  e-business  problem  we  can  helj)  you  solve.  We've 
helped  thousands  of  businesses  move  their  core  processes  to  the  Web  to  lower  costs, 
improve  customer  service  and  actually  sell  things.  To  keep  u|)  with  the  latest  IBVI 
solutions,  bookmark  www.ibm.com/e-business.  Or  call  us  at  1  800  IBM  7080.  ext.  INC33. 


Solutions  for  a  small  planet 


A  Spirited  Asset 
in  the  Fortune  Brands  Portfolio 


Fortune  Brands  is  keeping  shareholders  in  high  spirits  with  great 
distilled  spirits  brands  like  Jim  Beam.  A  market  winner.  The  world's 
#1  Bourbon,  The  recipe  for  our  growth''  Two  parts  great  brands. 
One  part  new  products  that  tap  into  new  trends,  A  twist  of  innovative 
marketing  And  a  thirst  for  success.  Investors  are  refreshed  by  the 
strength  and  taste  of  Fortune  Brands  ("FO"  on  the  NYSE).  No  wonder 
we're  the  toast  of  Wall  Street.  Fortune  Brands  is  the  perfect  mix: 
great  people  and  a  portfolio  of  premier  consumer  brands  that  also 
includes  Knob  Creek,  Ttleist,  Cobra,  FootJoy,  Moen,  Master  Lock, 
Day-Timer,  Swingline  and  Kensington. 


www. fortunehrunds.com  or  call  800  310-5960. 


FORTUNE 

BRANDS 


www.jimbeam  .(om 


Building  a  Fnrtu 
the  World. 


ial  Issues 


own  tlu-ougliout  the  lu'ban  econ- 
'ery  manufacturer,  every  finan- 
ices  colossus,  and  each  tiny  mul- 
outfit  supports  a  dense  network 
liers  and  specialized  services 
out  the  city  and  its  surround- 
tropolitan  area — from  banks, 
,  and  consultants  to  transporta- 
;ts,  cleaning  services,  and  tem- 
kvorkers.  Employment  rises,  in- 
amp,  and  poverty  ebbs, 
lew  wealth  helps  drive  home- 
up,  which  solid- 
nmunities.  The 
on  of  all  house- 
hat  own  their 
ime  has  risen 
jhtly  in  central 
from  48.4%  in 

49.9%  in  the 
larter  of  this 
it  that  measure 

a  broad  im- 
mt  in  the  quali- 
'ailable  housing 
increase  in  the 

of  middle-  and 
acome  families 
e  making  their 

in  inner-city 
rhoods. 

The  Abyssinian 
Dment  Corp.,  a 
profit  community  organization 
i  by  the  famed  Abyssinian  Bap- 
rch  in  New  York  City's  Harlem, 
y  funds  from  the  Enterprise 
tion  to  convert  49  abandoned 
tones  into  moderate-income 
all  of  them  contracted  to  sell  for 
0  to  $238,000.  It's  also  set  to 
arket-rate  homes,  priced  up  to 
),  later  this  year;  initial  news- 
ds  have  drawn  2,000  inquiries, 
le  demographics  turn  upward, 
ite  America  appears  to  be  re- 
ing  the  long-neglected  commer- 
ver  of  urban  areas.  Harvard's 


SAN  FRANCISCO 


POPULATION*  +0.4%^ 


JOBS**  +2.9%' 


UNEMPLOYMENT***  3 


1994    5.9%    1998  3.1% 


►Technology  and  media  sec- 
tors, as  well  as  financial  ser- 
vices, produce  net  migration 
to  city. 

CREATIVE  ENERGY: 
PUBLICiS  EXECUTIVE  V-P 
HAYMAN  (IN  BLACK)  AND 
STAFF  IN  THE  COMPANY'S 
SAN  FRANCISCO  OFFICES 


Porter  estimates  that  households  in 
America's  inner  cities  have  more  than 
$85  billion  a  year  in  retail  spending  pow- 
er. And  community  capitalism  is  thi-iving 
in  many  areas  as  major  banks,  founda- 
tions, local  activists,  and  governments 
learn  to  work  with  one  another  to  cre- 
ate housing  and  rebuild  commerce.  "Ten 
years  ago,  everything  was  tremendous- 
ly fragmented  and  balkanized,"  says 
Bruce  Katz,  director  of  the  Brookings 
Institution  Center  on  Urban  &  Metro- 


CHICAGO 


POPULATION*  -0.5% 


UNEMPLOYMENT***  I 


1994    6.6%    1998  4.9% 


►Immigrants  boost  entrepre- 
neurship,  and  rebirth  of  man- 
ufacturing abates  poverty. 

DATA  LABOR  DEPT  ,  CENSUS  BUREAU, 
BUSINESS  WEEK 

^AVERAGE  ANNUAL  RATE,  1994-1996,  SEASON- 
ALLY UNADJUSTED    "AVERAGE  ANNUAL  RATE, 
1994-1997,  SEASONALLY  UNADJUSTED 
***EEBRUARY  DATA,  SEASONALLY  UNADJUSTED 

TALENT  POOL:  MAKING 
SIGNS  AT  TRITON 
INDUSTRIES  IN  CHICAGO 


poHtan  Policy.  "Now,  people  have  been 
at  it  for  a  while,  they  have  been  inno- 
vating, and  they  tend  to  collaborate." 

Immigrants  are  rebuilding  communi- 
ties, too.  Some  13.4  million  newcomers 
have  arrived  in  this  country  between 
1981  and  1996 — the  greatest  influx  since 
the  turn  of  the  century.  Concentrating 
in  "gateway"  cities  such  as  Boston,  New 
York,  and  Miami,  they  are  sinking  deep 
roots  in  neighborhoods  by  buying 
homes,  shopping  at  the  local  grocery 
store,  and,  perhaps  most  importantly, 
setting  up  their  own  businesses.  "Im- 
migi'ants  are  the  steroids  of  economic 


gi'owth,"  says  Glerm  Yago 
of  the  Milken  Institute  in 
Santa  Monica,  Calif.  Adds 
Edward  G.  Rendell,  may- 
or of  Philadelphia:  "We 
have  small  businesses  in 
neighborhoods  of  the  city 
that  would  have  no  busi- 
nesses" without  immi- 
gi'ants. 

Surely,  the  urban  re- 
vival remains  a  fragile 
one.  In  some  sections  of 
Chicago  and  New  York, 
unemployment  rates  are 
at  Great  Depression  lev- 
els. Racial  tensions  and 
divisions  remain  high  in 
some  cities,  such  as  Miami.  Welfare  re- 
form could  prove  an  enormous  fiscal 
drain  on  local  governments  that  already 
are  underfuncling  inferior  school  sys- 
tems. Gangs  and  drugs  plague  urban 
America,  despite  a  remai'kable  20%  di'op 
in  violent  crimes  in  the  nation's  10 
largest  cities  from  1990  through  1995. 

While  a  generation  of  pragmatic  may- 
ors, such  as  Rudy  Abramson  in 
Louisville  and  Stephen  Goldsmith  of  In- 
dianapolis, have  been  lauded  for  reining 
in  municipal  budgets  and 
improving  city  services, 
damaging  urban  politics 
persist.  Dense  govern- 
ment regulations,  hide- 
bound union  agi'eements, 
periodic  corniption  scan- 
dals, and  patchwork  tax 
systems  continue  to  dis- 
courage investment  and 
slow  recovery. 

The  durability  of 
cities'  key  role  in  the  in- 
formation economy  is 
crucial.  If  urban  areas 
flouiish,  they  create  pow- 
erful, efficient  engines  of 
gi'owth.  Jane  Jacobs,  the 
iconoclastic  lU'ban  thinker 
of  the  postwar  genera- 
tion, captured  it  best: 
"Wlienever  and  wherever  societies  have 
flourished  and  prospered  rather  than 
stagnated  and  decayed,  creative  and 
workable  cities  have  been  at  the  core  of 
the  phenomenon;  they  have  pulled  their 
weight  and  more.  Decaying  cities,  de- 
clining economies,  and  mounting  social 
troubles  tr-avel  together  The  combina- 
tion is  not  coincidental."  When  cities 
win,  the  nation  does,  too. 

By  Christopher  Farrell  in  St.  Paul, 
with  Peter  Galuszka  in  Louisville,  Ann 
Therese  Palmer  in  Chicago,  Amy  Bar- 
rett in  Philadelphia,  and  bureau 
reports 
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The  plumbing  fixtures  king 
wants  to  buy  out  dissident 
shareholders-at  a  price 
they  consider  absurdly  low 

The  village  of  Kohler,  Wis.  (pop. 
1.900).  seems  like  a  community 
n-ozen  in  a  peaceful  pa-t.  You  see 
it  in  the  immaculate,  tree-lined 
streets  and  the  aging  founchy  and  pot- 
tery.  where  Kohler  Co.'s  workers  have 
ttuTied  out  toilets  and  bathtubs  since 
the  tiuTi  of  the  centuiy.  Aside  fi'om  the 
introduction  of  robots  into  the  factoiy  in 
the  1970s  and  the  ti-ansfomiation  of  a 
fonner  workei*s"  donnitoiy  into  a  hotel, 
little  appears  to  have  changed  since 
1916,  when  -John  Michael  Kohler  moved 
his  operations  up  the  road  fi'om  She- 
boygan to  create  a  company  town  amid 


rolling  faiTnland  about 
west  of  Milwaukee. 

Yet  some  thorny  modern  problems  ai-e 
intruding  on  this  placid  landscape.  Close- 
ly held  Kohler.  with  i*ecoi"d  1997  sales  of 
S2.2  bfllion  and  eaiTiin^  of  S88  miUion,  is 
mired  in  a  messy  ownership  squabble. 
On  one  side  is  Herbert  V.  Kohler  Jr..  59, 
the  visionaiy  company  chainnan  and 
gi^andson  of  the  founder,  and  his  imme- 
diate family,  who  control  an  ovenvhehn- 
ing  majority  of  Kohlers  shai'^.  Opposing 
them  ai-e  some  dissident  family  mem- 
heis  and  an  angiy  gi'oup  of  outside  in- 
vestoi-s,  including  one  big  ftmd  manager 
who  holds  a  few  of  the  thinly  ti-aded  and 
richly  priced  shai-es  (page  102). 

Herbert's  success  in  buying  out  those 
other  shareholders— at  an  oflfeiing  price 
they  consider  absurdly  low — will  deter- 
mine how  one  of  the  lai-gest  and  most  in- 
novative family-inn  companies  entei"s  the 


KOHLER:  The  chairrm 


may  ha  ve  to  take  on 
to  fina  nce  his  pla  n 


21st  centuiy.  The  buyl 
plan  calls  for  cashing 
the  170  or  so  nonfai 
shai*eholders,  who  coi 
of  the  stock,  for  $5 
a  shai-e — ^neai'ly  a  oO^f 
count  to  the  -SI  00 
apiece  that  was  fetche( 
a  sale  of  30  shares  by 
of  Herbert's  cousins  to 
siders  just  days  befon 
set  the  buyback  terms 
About  20  other  fa: 
members  will  be  off( 
the  option  of  taking 
or  a  mix  of  voting  and 
voting  shai'es;  if  they 
on  and  later  want  to 
shares,  they  would  ha\ 
sell  them  back  to  the 
pany.  The  end  i*esult  w 
be  to  keep  the  com{ 
fuTTily  in  the  hands  of '. 
bert,  his  sister.  Ruth 
Young  Kohler,  and  a  co 
John  Michael  Kohlei 
Herbert  and  Ruth  coi 
about  l^'yc  of  the  share 
rectly  and  thi-ough  e; 
trasts,  including  tha 
their-  recently  dec& 
brother,  and  throug 
charitable  foundation. 

\\'ith  such  control, 
triggei-ed  the  buyback 
posal?  Herbert  say- 
plan  has  been  in  the  w 
for  sevei"al  years.  In 
the  lower  stock  price 
hold  down  estate  u 
But  ins  piimaiy  concent  was  a  loi 
privacy.  He  feared  that  the  sale 
last  year  of  sevei-al  blocks  of  shan 
eye-popping  prices  would  induce 
relatives  to  sell  to  outsiders.  By 
ing  the  number  of  shareholders.  K 
can  continue  to  avoid  federal  repo 
reqmrements.  And  remaining  pri 
Herbert  argues,  allows  Kohler  to 
long-teiTn  investment  positions;  o 
wise,  "we  would  be  focused  on  wha< 
was  needed  to  keep  quarterly  ean 
mo\ing." 

SOGEN  surr.  The  plan  is  so  controv« 
that  even  Herbert  anticipated  thai 
tually  all  holders  outside  his  imme 
family  c-ould  vote  "'no"  at  a  special  i 
ing  scheduled  for  Apr.  24.  Under 
consin  law.  they  are  allowed  to 
second  appi-aisal  of  the  shai-es'  valm 
to  ask  for  a  couit-appointed  arbitr 
if  there's  a  big  discrepancy  beti 


Another  Deloitte  Consulting  Difference 


DELOITTE 
CONSULTING: 

Number  one  in  overall 
customer  satisfaction. 


Among  "Big  Six"  Systems  Integrators,  Computerworld,  July  28,  1997 


At  Deloitte  Consulting,  we're  known  more  for  our  working  style 
than  our  size.  And  that's  fine  with  us.  More  importantly, 
it's  fme  with  our  clients.  Because  they've  seen 
firsthand  that  our  style  delivers  substance. 

Being  flexible  and  collaborative,  as  opposed  to  rigid  and  arrogant, 
gives  us  the  ability  to  generate  a  tremendous  degree 
of  employee  buy-in  to  changes  at  hana. 

Which  helps  us  transfer  the  knowledge  and  skills  your  people 
will  need  to  get  the  best  possible  returns  from  an^  new 
strategy  or  technology.  And  to  keep  those  improvements 
from  unraveling  after  we  leave. 


A  very  different  approach.  For  very  different  results. 


There  are  many  ways  to  measure  success. 
The  strength  of  your  bottom  line  is  one; 
the  strength  of  your  relationships  is  another. 


For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


Deloitte  &  louche  Consulting 

Group 


www.dtcg.com 


Processing  Information 


E-cd|»merce  is  booming.  And  card-swiping  customer  demand  is  expleding.  To  stay  competitive,  your  network  has  to  pro 
more  quickly  than  ever  before.  Enter,  our  Cheetah*  disc  drive.  At  1 0,000  RPM,  it's  the  vvorld's  fastest.  In  fact,  it's  40%  faster  t 
almost^dnything  else  out  there.  Which  means  your  customers  can  transact  at  record-breaking  speeds,  while  your  netwoi 
poisec^to  handle  whatever's  around  the  next  curve.  It's  just  one  of  the  ways  Seagate  hardware  and  software  can  help  proc 
analyze  artd  j^i^^tlpct  your  information.  So  you'll  have  it,  the  way  you  want  it.  To  find  out  more,*visit  us  at  www.seagate.eom/b 


Seagate,  the  Seagate  lo^,  the  tagline.  Seagate  Backup  Exec  and  Sidewinder  are  registered  trademarl<s  or  trademarl<s  of  Seagate  Technology.  Inc. 
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The  buyback  offer:  $52,700  apiece  for  shares  that  > 
-just  days  earlier-were  selling  for  $100,000 


that  value  and  the  company's  figures. 

One  holder,  SoGen  Intemational  Fund 
Inc.,  a  longtime  investor  in  closely  held 
companies,  has  filed  suit  in  federal  comt 
in  Milwaukee  to  block  the  plan.  "This  is 
outrageous,"  snaps  Elizabeth  Tobin,  as- 
sociate portfolio  manager  of  New  York- 
based  SoGen,  which  bought  63  of  its  80 
shares  in  early  March  from  a  Kohler 
family  member  at  $103,600  apiece.  So- 
Gen complains  that  it  is  being  disenfran- 
chised by  the  cash-out  reciuii*ement. 

Julilly  Kohler,  one  of  Herbert's  cousins, 
who  controls  330  shai'es  with  her  sister, 
says  she'll  fight  the  buyback — and  insists 
it  needn't  have  come  to  this.  "If  they 
had  paid  decent  dividends" — the  shares 
tytDically  yield  less  than  1%  of  market 
price — "or  made  reasonable  buyback  of- 
fers, it  would  have  gone  a  long  way  to 
keep  people  on  board." 

The  plan  could  prove  costly  for  Kohler. 
If,  say,  900  shares  are  bought  back  at 
the  offei'  price,  it  would  cost  $47  million, 
which  Kohler  can  easily  afford.  If  the 
value  on  the  shares  is  deemed  too  low, 
however,  Kohler  will  have  to  ante  up 
much  more,  take  on  more  debt,  and,  per- 
haps, defer  capital  spending  on  some  pro- 
jects. It  might  also,  outside  lawyers  say, 
increase  the  valuation  of  stock  held  in 
the  chaiitable  foundation,  which  would 
force  it  to  increase  donation  levels.  Could 
that  lead  to  a  public  offemg?  "It  ain't  go- 
ing to  happen,"  insists  Herbert. 
"GREAT  MARKETER."  To  understand  the 
Kohlei-  squabble,  one  must  fii'st  under- 
stand how  the  company  got  where  it  is. 
Kohler  owes  much  to  its  hard-driven 
chairman.  A  stout  and  cheerful  man,  Her- 
bert took  over  fi-om  his  father  in  1972 
and  soon  faced  a  key  decision.  With  an- 
nual sales  of  around  $;iOO  million,  Herbert 
gambled  on  a  $10  million  investment  in 
an  all-cast-ii-on-mokling  line.  The  resulting 
leap  in  quality  vaulted  Kohler  into  the 
No.  1  position  in  U.  S.  kitchen  and  bath- 
room plumbing  fixtures,  with  a  25%  mar- 
ket shai'e  in  North  America. 

Kohler's  products  include  the  $4,100 
Body  Spa — a  combination  shower/water- 
fall/foot bath — and  an  Artists  Editions 
line  of  high-style  bathroom  products.  Her- 
bert's bold  use  of  colors  and  innovations 
in  toilets  and  showers  have  brought  ca- 
chet to  the  entire  industry.  "He's  a  gi-eat 
mai'keter  w  lo  has  created  a  very  strong 
image  at  the  top  end,"  says  Emmanuel 
A.  Kampouris,  chairman  of  American 
Standard,  Kohler's  chief  rival. 

But  Herbert  has  taken  Kohler  way 


beyond  plumbing.  The  company  is  a  lead- 
ing supplier  of  high-end  furniture, 
through  its  Baker  line.  An  avid  out- 
doorsman  and  golfer,  Herbert  is  eagerly 
awaiting  the  July  opening  of  his  latest 
big  project:  a  Pete  Dye-designed  golf 
course  stretching  along  two  miles  of  Lake 
Michigan  shoreline,  near  his  American 
Club  luxury  hotel.  Herbert  says  all 
Kohler's  products  are  designed  with  a 
certain  aesthetic  in  mind — to  "improve 
yoiu"  sense  of  gi'acious  Uving." 

There  seems  little  doubt  that  Kohler's 
strategy  has  not  been  to  maximize  short- 
term  earnings.  Heavy  investments  in 
products  and  locations — it  has  spent  $70 
million  over  the  past  three  years  on  fac- 


tories and  joint  ventures  in  China -a 
conservative  accounting  have  kept  ]> 
ating  mai'gins  in  single  digits.  Tlia 
low  those  of  competitors  American 
dard  and  Masco. 

This  isn't  the  first  time  Herbe 
moved  to  stem  the  dilution  of  I 
ownership.  Twenty  years  ago,  he  i 
ed  a  l-for-20  share  split  and  offt 
$8,200-per-share  cashout.  Thos( 
stayed  in,  Herbert  notes,  have  enji 
10.1%  compounded  annual  return 
then — slightly  below  the  overall 
ket — at  the  new  offer  of  neai'ly  $•" 
But,  of  course,  they'd  be  doing  mu( 
ter  at  $100,000  a  shai-e. 

By  Rkimrd  A  Melcher  in  Kohlr 


ONE  FAT  SHARE, 
ONE  FAT  HEADACHE 


KOHLER  CO. 
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It's  hardly  a  stock  for  the  casual 
investor.  Shares  in  Kohler  Co. 
have  traded  at  more  than 
$100,000  apiece  in  recent  years 
among  just  a  handful  of  players — 
hardly  a  liquid  market — and  they 
pay  a  scant  dividend  of  less  than 
1%.  So  what's  the  attraction? 

Investors  outside  the  family  who 
have  snapped  up  some  of  the  shares 
as  they've  quietly  come  onto  the 
market  are  mostly  betting  on  long- 
term  price  appreciation,  reflecting 
enthusiasm  for  Kohler's  strong  posi- 
tions in  the  plumbing  and  furniture 
industries. 

But  now  those  investors  are  wit- 
nessing the  perils  of  scooping  up 
thinly  traded  shares,  as  Herbert  V. 


Kohler  Jr.  seeki 
cash  them  out  '< 
$52,700.  Over  tl 
past  two  decadi 
Kohler  family 
shares  have  oft 
been  offered  ba 
to  the  company 
then  gone  onto 
market.  To  buy 
them,  you  go 
through  one  of 
market  makers 
across  the  U.  S 
Prices  are  post 
on  an  electroni( 
bulletin  board  with  those  of  othe 
thinly  traded  companies.  Until  a 
flurry  of  trades  this  year,  just  2£ 
Kohler  shares  had  changed  hand 
over  five  years. 

Chicago  investor  Patrick  A. 
Martin,  whose  family  has  bought 
into  once-private  companies  such 
as  Fort  Howard  Paper  Corp.,  ho 
18  shares,  the  most  recent  pur- 
chased in  1981.  "Six  months  ago 
we  were  very  happy  shareholdei 
he  says.  With  the  bulletin  board 
now  listing  Kohler  shares  at  abo 
$54,000,  Martin  and  most  non- 
family  holders  are  anything  but 
content. 

By  Richard  A.  Mel 
in  Kohler, 


National. 
Global. 


Xceptional. 


IXC's  coast-to-coast 
fiber  optic  network. 
The  first  in  a  decade, 
the  most  advanced 
in  the  world. 

Leave  it  to  IXC  Communications, 
Inc.  to  do  what  no  company  has 
achieved  in  the  last  lo  years: 
deliver  a  fiber  optic  link  across  the 
entire  United  States.  Completing 
this  segment  of  IXC's  technologically 
advanced,  digital  network  is  a 
feat  worth  celebrating.  But  the 
significance  of  this  historic  event 
doesn't  stop  there. 

Extending  our  nationwide 
digital  network  with  this 

'8  IXC  Communications,  Inc.  All  rights  reserved. 


advanced,  coast-to-coast 
fiber  optic  route  between 
Los  Angeles  and  New  York  means 
IXC  is  firmly  positioned  as  the 
premier  information  delivery 
solutions  provider  for  the  global 
communications  market.  With 
superior  network  management 
and  engineering  expertise,  and 
the  latest  in  fiber  and  optical 
transmission  technologies 
supporting  all  packetized 
applications,  IXC  is  now 
positioned  to  take  its  customers 
into  the  next  century. 

Using  a  state-of-the-art  SONET/ 
Dense  Wave  Division  Multiplexing 
transport  architecture,  supporting 
ATM,  frame  relay  and  Internet 
applications,  the  IXC  network 
delivers  high  quality,  cutting 


edge  innovations 
today  that  others  talk 
about  for  tomorrow. 

The  service  behind  IXC's 
unprecedented  communications 
technology  is  world  class,  as  well: 
exceptional  provisioning  and 
back-office  support,  24-hour 
monitoring,  continuous  self 
diagnosis,  and  warning  systems 
to  protect  transmission  integrity 
around-the-clock. 

Want  to  know  more?  Call  your 
local  IXC  representative  or  visit  our 
website  at  www.ixc-comm.com 
or  call  1-800-984-9253. 

Across  the  country,  the 
advanced  network  you  need. 


COMMUNICATIONS  INC. 


'Connect  time  charges  may  apply. 

©1998  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Outlook  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks 
of  Microsoft  Corporation  in  the  Unrted  States  and/or  other  countnes. 


Work  is  easy. 


right  information 

to  the  riglit  peopie 
at  the  rigilt  time. 


From:  Microsoft  Office  97 
Sent:  Tine  right  time 
To:  The  right  people 
Subject:  The  rest  is  up  to  you. 


Microsoft  Office  97  contains  all  the  tools  for  you  to  work  more  effectively  with  everyone  in  your  organization. 
Go  ahead  and  open  up  your  Outlook  "  e-mail  and  drop  in  any  Office  document.  Include  a  link  to  a  Web  site  or  to 
another  document.  Then  add  your  comments,  and  send  it  off  to  the  team.  Now.  anyone  who  gets  your  message 
can  instantly  scan  the  first  three  lines  without  opening  it— so  there's  incentive  to  get  to  the  point.  Or  you  can 
simply  post  your  information  to  the  corporate  intranet  where  all  concerned  parties  can  look  at  it,  comment  on  it, 
add  to  it— just  a  couple  of  clicks  and  Office  makes  your  document  ready  for  the  Web.  And,  since  nothing  beats 
face-to-face  interaction.  Office  can  help  you  pull  meetings  together  by  comparing  everyone's  schedule  and  auto- 
matically finding  the  first  available  time.  So  no  matter  how  you're  working  or  who  you're  working  with.  Office  97 
helps  you  do  it  more  effectively.  For  more  help,  and  to  find  out  about  the  free*  online  product  enhancements 
and  assistance  available  through  Microsoft  Office  Update,  visit  osoit.conyo! 


Microsoft 
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microsoft. COP' 
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EDUCATION 


SCHOOL  FOR 
SCANDAL? 


Computer  Learning  Centers  may  be  fiddling  around  with  the  math 


Vocational  schools  don't  nor- 
mally quicken  investors' 
pulses.  But  over  the  past 
year,  eager  buyers — includ- 
ing f^idelity  Investments — couldn't 
get  enough  of  the  shares  of  Com- 
puter Learning  Centers  (CLC),  a 
chain  of  25  schools  that  relies  al- 
most exclusively  on  government 
funding  in  the  form  of  studeni 
aid. 

CLC  has  been  gi'owing  rapidl\  : 
Enrollment  has  more  than  dou- 
bled since  1996,  to  over  10,000 
students.  Since  its  initial  public 
offering  in  July,  1995,  the  stock 
soared — from  a  split-adjusted 
$2.67  to  ?m  on  Mai-.  10.  Last  yeai-. 
t^LC  reported  revenues  of  $97  mil- 
lion and  earnings  north  of  $9  mil- 
lion— making  for  a  price-earnings 
ratio  of  70. 

IN  THE  SPOTLIGHT.  Now,  CLC  has   

abruptly  dropped  back  to  earth.  The 
Illinois  attorney  general  filed  a  fraud 
suit  on  Mar.  10,  alleging  that  CLC  mis- 
I'epresented  the  quality  of  its  education, 
placement  rates,  promises  of  high  earn- 
ings, and  starting  salaiies  at  its  Schaiun- 
burg  (111.)  campus.  State  officials  then 
ordered  the  school  to  suspend  its  mar- 
keting and  enrollment  for  30  days.  Sev- 
eral other  state  attorneys  general  are 
also  taking  a  close  look  at  clc's  business 
pi'actices.  Three  weeks  after  the  Illinois 
action,  the   U.  S.   Education  Dept., 


SPRING  BREAKS:  A  former  employee  says  CLC 
admitted  unqualified  students  to  boost  enrollment 


accoi'ding  to  a  letter  sent  to  the  compa- 
ny, questioned  CLC's  student  data  and 
put  it  on  "heightened  cash-monitoiing 
status."  That  means  clc  will  continue  to 
receive  government  funds — but  only  af- 
ter providing  evidence  that  those  fimds 
have  indeed  been  credited  to  students' 
accounts,  clc's  stock,  meanwhile,  has 
been  hovering  around  12.  Luckily  for 
Chairman  Harrv  H.  Gaines  and  CEO 


CLC: 

FAST 

RIDE, 

FAST 

SLIDE 


40 


30 


JULY,  1995 

CLC  goes 
public,  seihng  2.2 
million  shares  at 
$2.67. 


JANUARY,  1998  CLC  expands 
rapidly,  buying  three  schools  in  the 
past  three  years.  Student  body  more 
than  doubles  in  two  years,  to  10,000. 


Reid  R.  Bechtle,  they  have  s( 
major  portion  of  theii'  stock 
the  past  two  years. 

"We  don't  believe  anyone  ii 
company  has  done  anything 
lawful,"  says  Bechtle.  "Anc 
stand  by  the  fact  we  provid 
cellent  training  to  the  stud 
that  attend  oui'  schools,  anc 
cellent  job  placement  to  our 
uates."  After  responding  to 
eral  questions  from  busi 
WEEK,  Bechtle  declined  to  am 
additional  questions. 
MORE  DEFAULTS.  Vocational-S( 
abuses  have  been  a  recur 
Ijroblem.  In  the  late  1980s,  a 
(jf  trouble  spurred  a  crack 
by  the  Education  Dept.  But 
lems  continue.  In  1996,  a  $2.6 
lion  verdict  in  San  Diego  wa 
tered  against  ITT  Educat 
Services  Inc.,  which  was  foui 
able  for  deceptive  marketing  and 
tactics.  The  case  is 
being  appealed. 

Even  though 
taxpayers  must 
pick  up  the  tab  for 
students  who  de- 
fault on  their 
loans,  oversight 
and  enforcement 
by  the  Education 
Dept.  and  the  Ac- 


crediting Council 


IMARCH,  199 

An  Illinois  ca 
is  sued  for  cc 
sumer  fraud 
Illinois  Attorr 
General,  alle{ 
misrepresent! 
the  quality  of 
education.  It 
tions  CLC's  p 
dures.  Stock 
by  68%,  to 


CLC 
STOCK  PRICE 


MARCH,  1998  Stock,  after  two  splits,  hits  a  high 
of  39%.  Market  capitalization  peaks  at  $630  mil- 
lion, with  a  p-e  multiple  of  70. 


'97 
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somewhere  between  steel  strings  and  skins 
there's  brass. 


over  brass  and  ivory  lingers 

a  cinder-gray  haze. 


The  Corporation 


for  Independent  Colleges  &  Schools 
(acics)  is  veiy  weak,  says  one  educa- 
tional consultant,  adding:  "Most  states 
don't  have  the  manpower  or  resources 
to  adequately  monitor  the  educational 
quality  of  schools  they  Hcense."  Educa- 
tion Dept.  officials  claim  they  maintain 
the  appropriate  oversight. 

By  all  appearances,  CLC's  prime 
strategy  has  been  rapid  gi-owth.  Ac- 
cording to  former  employees, 
CLC  executives  are  zealous  in 
enrolling  new  students.  In 
sworn  testimony  in  a  private 
lawsuit  for  wrongful  termination 
against  CLC  in  1996,  the  school 
director  for  clc's  San  Francisco 
school,  Jo  Ann  Meron,  said 
there  were  several  months 
when  the  school  enrolled  stu- 
dents who  hadn't  completed 
their  required  General  Equiva- 
lency Diploma  (ged)  exams,  in 
appai'ent  violation  of  federal  law. 
That  same  year,  John  Rogers 
Educational  Consulting  Services, 
which  was  asked  to  examine 
clc's  Alexandria  (Va.)  school, 
wrote  in  a  report  that  "the  cam- 
pus does  not  adhere  to  its  ad- 
mission standards,  often  waiv- 
ing these  standards  for  students 
who  fail  to  meet  them." 
"MISLEADING."  It  appears  that 
this  practice  might  be  continu- 
ing. Last  September,  an  evalua- 
tion of  clc's  Laurel  (Md.)  cam- 
pus by  the  acics  noted  that 
several  CLC  students  did  not 
have  high  school  diplomas  or 
General  Equivalency  Diplomas 
on  file.  Several  students  at  Lau- 
rel confiiTn  these  pohcies:  "The 
admissions  process  was  slightly  mis- 
leading," says  one  student  who  asked 
not  to  be  named.  "It  was  a  sales  pitch, 
not  a  screening.  I've  seen  people  ad- 
mitted here  who  can't  tie  their  shoes." 
Says  Bechtle:  "As  far  as  I  know,  we 
have  received  no  complaints  from  stu- 
dents in  the  state  of  Maryland." 

The  Education  Dept.  recently  sent  a 
letter  to  the  company  saying  it  was 
scrutinizing  CLC's  dropout  rates  as  well. 
It  requested  that  CLC  submit  the  names 
of  students  who  dropped  out  of  school  in 
the  past  two  years,  including  their  So- 
cial Security  numbers,  and  detailed  re- 
ports of  these  students'  attendance 
dates.  Education's  inquiry  into  CLC's 
dropout  rates  may  indicate  that  it  sus- 
pects CLC  may  be  delaying  tuition  re- 
funds to  students  who  drop  out.  Audit- 
ing reports  dating  back  to  1994  have 
noted  instances  of  late  refunds  at  sev- 
eral different  campuses.  The  acics'  eval- 


uation of  clc's  Laurel  campus  recently 
noted  that  when  some  of  these  students 
dropped  out  of  school,  the  company  re- 
funded only  part  of  theii"  tuition.  Ac- 
cording to  the  ACICS,  all  of  the  tuition 
should  have  been  refunded,  since  some 
of  the  students — those  who  had  no 
GEDs — ^shouldn't  have  been  admitted  in 
the  first  place. 

Tf  tfut',  this  rniild  ai-tificiallv  inflate 


TEXTBOOK  CASE:  Former  executive  Francis  says  CLC 
sold  photocopied,  typo-ridden  manuals  for  $750. 


revenues,  suggests  Abe  Mastbaum,  chief 
financial  olScer  of  American  Seciuities  in 
New  York  and  a  certified  public  ac- 
countant who  has  examined  a  number 
of  clc's  books.  He  says  that  "deferred 
revenues" — unearned  tuition  on  clc's 
books  due  to  the  industry  practice  of 
booking  revenues  up  front — "is  higher 
than  those  of  its  peers."  Adds  Mast- 

Regulators  have  been 
looking  into  instances 
of  delayed  or  partial 

tuition  refunds 
owed  to  students  who 
dropped  out 


baum,  "That  leaves  one  looking 
corresponding  asset  on  the  li< 
sheet.  It  is  not  readily  apparent  h 
or  what  that  asset  is." 

CLC  execs  deny  this  is  a  prolt 
Chief  Financial  Officer  Charles  Co:ti 
told  analysts  in  November  'We  ha? 
a  school  today  in  which  we  woulck 
any  doUai-s  that  would  go  beyond  [ip 

quired  time  period  for  refunds]  

single  situation  today." 

There  are  questions  aboi 
er  aspects  of  clc's  revenut 
cording  to  publicly  availah; 
diting  reports,  infomiatiorft 
former  clc  employees  am  c 
rent  students,  and  internal!" 
ments,  CLC  may  be  sei- 
overcharging  students  on 
prices.  Fedei-al  and  state 
including  Cahfoma's  Maxii 
ters  RefoiTn  &  Student  I  . 
tion  Act,  seek  to  protect  st 
fi-om  "fi-audulent"  practice 
California  act  states  that 
amount  charged  for  each 
shall  not  exceed  the  [book 
market  value." 
TEXTBOOK  CASE.  Yet  accon 
Les  A.  Francis  Jr.,  former 
tant  school  director  and  edi 
director  at  CLC,  the  school  c 
students  $750  for  photocopi 
manuals  for  its  compute 
working  classes.  "This  is 
manual  poorly  written  and 
typographical  errors. . . . 
open  market,  a  book  lik( 
might   sell   at  Compus 
.$49.95,"  he  says.  "But  the 
is  such  I  don't  think  even 
USA  would  sell  it." 

Federal  and  state  law 
stipulate  that  book  pi-ices  must  be 
ized,  so  students  know  exactly  wh£ 
are  pajang.  A  student  who  re 
signed  up  at  CLC's  San  Francisco  « 
and  who  asked  that  her  name 
used,  provided  docimfients  to  BUi 
WEEK  showing  a  signed  contrae 
the  school.  The  space  for  book 
had  been  left  blank. 

Bechtle  maintains  that  the  schc 
never  chai-ged  more  than  $110  for 
temally  produced  book.  But  he  dc 
mit  that  several  clc  schools  i 
break  out  book  prices  in  their 
costs. 

Cosgrove's — and  Bechtle's — d 
notwithstanding,  the  stock  mark 
already  rendered  a  harsh  verd 
CLC  Now,  it  will  be  up  to  the  coi 
to  demonstrate  that  it  isn't  just  a: 
tarnished  vocational  school  thai 
profits  ahead  of  education. 

By  Debra  Sparks  in  Nev 
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w  Clarify  is  helping  Toyota  use  customer  service 
to  rev  up  sales. 


Carole  Pedriana,  National  Manager,  New  Era  Business  Project 


Toijota  and  Lexus  vehicles  cur. 
renowned  for  their  quality.  Carole 
Pcdriana's  charge  is  to  ensure  that 
the  same  level  of  qualitij  is  hidlt 
into  each  call  center  interaction. 
"Our  call  centers  are  a  very 
special  touch  point.  Clarify  lets 
us  provide;  personalized  service 
from  tlie  first  inquiry  through 
purchase,  delivery  and  ongoing 
vehicle  service.  Taking  good 
care  of  our  customers  niakes 
them,  advocates  for  life.  Service 
leads  to  loyalty.  And  loyalty 
translates  to  sales.  That  made 
Clarify  a  wise  investment  for  us. 
They  "believe  in  building  long- 
term  relationships  just  like  we 
do.  And  they're  also  absokitely- 
passionate  about  quality. 
That!s  talking  our  language." 


^CLARIFY 

S,i1p.s;iiu1  Service  .Solulitm?!  tiial  \V(ji  k.  " 


y's  front  office  solutions  automate  processes  in  sales  and  marketing, 
ner  service,  field  service  and  logistics,  qualitv  assurance  and  heljp  desks. 


1-888  CLARIFY^'^ 
www.clarify.corn 


THESE  APPOINTMENTS  CAN  GO 
WHERE  THERE  ARE  NO  SCHEDULES. 


•  New  standard  'eather- wrapped  steering  wheel  with  integiated  audio/ 
climate  controls  •  Y  eated  exterior  mirrors  with  new  integrated  puddle  lamps 
•  MACH™AM/'  M  CD/cassette  audio  system  •  Standard  SOHC  V-6 
or  optional  V-S  •  Standard  Second  Generation  dual  airbags* 
•  New  ea  V -open  liftgate  •  SecuriLock™  anti-theft  system 


]  FORD  EXPLC   lER  LIMITED 


'Alw  ays  wear  your  safety  oelt  and  seen     t  hildren  m  rear  seat 


1-800-258-FORD  or  www.ford 


e  Corporation 


UTiVE  COMPENSATION 


ICE  OPTION 

YOU  CAN  GET  IT 

"reloads"  work-and  why  they  have  their  critics 


s/re  the  gifts  that  keep  on  giving. 
Reload,"  or  "restoration,"  stock 
jtions  are  gaining  favor  as  a  way 
ir  companies  to  boost  executive 
iwnership.  Another  likely  reason 
hot:  The  best-known  recipient  of 
— Sanford  I.  Weill,  ceo  of  Ti-avel- 
oup  Inc. — is  one  of  Corporate 
:a's  wealthiest  CEOs.  In  1997,  he 
BUSINESS  week's  Executive  Pay 
with  compensation  of  $230.7  mil- 
)me  $220  million  of  which  came 
le  exercise  of  reload  options.  Weill 
in  one  of  business  week's  10  best- 
cos  since  1992.  "I  love  reload  op- 
exults  Weill. 


What,  exactly,  is  a  reload,  and  how 
does  it  differ  ft'om  a  regulai*  stock  option? 
A  nonnal  option  disappears  when  it  is 
exercised,  or  tui'ned  in  for  stock.  But  a 
reload,  in  its  simplest  form,  is  a  bonus  of 
stock  options  that  a  company  gives  its 
executives  when  they  convert  existing 
options  into  shai'es.  Tlie  goal  is  to  get  ex- 
ecutives to  exercise  options  early  and 
hold  them  as  shai-es  so  that  their  wealth 
is  more  tightly  linked  with  that  of  stock- 
holders. Used  as  a  reward,  reloads  ef- 
fectively give  executives  an  automatic 
refill  fi'om  the  options  piggy  bank. 

While  a  good  idea  in  theoiy,  in  reaUty 
I'eloads — Mke  many  other  quii'ky  elements 


While  a  good  idea  in  theory, 
reloads  are  wide  open  to 
abuse,  allowing 
executives  a  hedge  that 
shareholders  don't  get 


of  executive  pay — are  wide  open  to 
abuse.  By  encouraging  an  executive  to 
lock  in  profits  earlier  than  he  or  she 
might  have  done  othei^wise,  reloads  take 
some  risk  out  of  the  pay  process — the 
risk  that  stock-based  pay  was  supposed 
to  create  in  the  fii-st  place.  Although  the 
reload  is  always  for  fewer  options  than 
the  original  gi-ant — and  executives  must 
"buy"  those  options  by  tendei-ing  shares 
they  own — it  allows  them  a  hedge  that 
shareholders  don't  get. 
EXECUTIVE  PRIVILEGE.  Wliat's  more,  re- 
load decisions  occm-  without  the  input  of 
the  compensation  committee  on  the  board 
of  directoi*s.  Unlike  regiilai'  option  gi-ants, 
which  ai'e  awarded  by  the  boaixl  eveiy 
yeai"  or  two  to  rewai'd  a  job  well  done  or 
provide  incentive  to  improve  perfor- 
mance, with  reloads,  the  board  only 
makes  a  decision  once — at  the  original 
gi-ant.  The  reloads  happen  whenever  the 
executive  thinks  they  are  appropriate. 
"Fundamentally,  you  are  depriving  the 
compensation  committee  of  discretion," 
says  James  E.  McKinney  of  pay  consul- 
tant Hirschfeld,  Stem,  Moyer  &  Ross 
Inc. 

As  a  result,  reloads  are  controvei'sial. 
"The  gi'eatest  thing  to  happen  to  stock 
options  since  they  were  invented  is  the 
reload,"  says  Frederic  W.  Cook,  presi- 
dent of  pay  consultant  Frederic  W.  Cook 
&  Co.  Counters  AJan  M.  Jolinson,  man- 
aging director  at  Johnson  Associates: 
"They're  honible." 

Fh-st  used  by  Noi-west  Cor-p.  in  1988, 
reloads  were  included  in  17%  of  new 
stock  option  plans  m  1997,  up  fi-om  14% 
in  1996,  according  to  the  Investor  Re- 
sponsibility Research  Center  (irrc).  Be- 
sides Travelers,  companies  such  as  Bell 
Atlantic,  Toys  'R'  Us,  Sara  Lee,  and  The 
McGraw-Hili  Companies,  pai'ent  company 
of  BUSINESS  WEEK,  have  added  them  to 
theii"  executive  pay  ai'senal. 

Unto  now,  reloads  haven't  been  the 
focus  of  mucti  investor  outciy.  But  that 
could  changf :  \  1996  survey  by  the  irrc 
showed  thM'  nearly  50%  of  institutional 
investors  f  '1  they  might  oppose  a  plan. 
"We're  ge  ■  rally  not  in  favor  of  them," 
says  Mich  1  P.  McCauley,  corjDorate  af- 
fairs man   er  at  the  Florida  State  Boai'd 
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Compaq  ProLiant  7000       Sun  Ultra  Enterprise  450 


Price/Performance  $39.25/tpmC 
Total  System  Cost       $485,6 1 8.  OOi-, 


$56.60/tpmC 


$654,330.46 


TPC-C  Throughput 
Operating  System 
Database  Manager 


1 1,055  tpmC 

Windows  NT  Server 
4.0,  Enterprise  Edition 

Microsoft  SQL  Server 
6.5,  Enterprise  EditiQii^ 


11,559  tpmC 


Solaris  2.6 


Sybase  Adaptive  Server 
Enterprise  11.5.0.1 


ALIGN  YOURSELF  WITH  WHAT'S  BEHIND? 


i  clear.  It's  out  there.  It's  visible  to  the  naked  eye.  The  future  of  enterprise  computing 
is  not  just  in  scalability,  manageability  and  reliability,  but  also  in  a  dramatically  lower 
)st  of  ownership,  A  reality  no  one  understands  better  than  Compaq  and  Microsoft? 

)u  can  see  it  in  the  chart,  which  shows  what  a  Compaq  server  running  Windows  NT® 
>h  do.  At  a  price/performance  up  to  31%  less  than  the  Sun  Solaris  UNIX  system.  And 
I  while  providing  built-in  underlying  services  today's  distributed  applications  require; 

ist  year,  shipments  of  Windows  NT  Server  increased  by  over  80%.  And  Compaq, 
e  reference  development  platform  for  Windows  NT,  accelerated  its  lead  as  the 
Grid's  #1  server  provider. 


rterprise  computing  is  your  lifeblood.  Live  long  and  prosper.  For  complete  details  on 
ompaq  and  Windpws  NT  visit  wv^.compaq.com/products/serversolutions/ 


HUcrosolt 


COMP^ 


q  Computer  Corporation.  All  rights  reserved.  Compaq  registered  U.S.  Patent  and  Trademark  Office.  ProLiant  is  a  registered  trademark  of  Compaq  Computer 
porotion.  Microsoft  and  Windows  NT  are  trademarks  of  Microsoft  Corporation.  Putlislied  TPC-C  results  as  of  2/23/98.  TPC  and  TPC-C  ore  registered  trademarks  of  Transaction 
cessing  Council.  All  other  products  are  trademarks  or  registered  trademarks  of  tfieir  respective  companies.  •         '  . 
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I  -800-LUNG-USA 

Because..  . When  you  can't  breathe, 
nothing  else  matters.* 


AMERICAN 
LUNG 

ASSOCIATION. 

www  lungusa  orq 


of  Administration,  a  $74  billion  pension 
fund.  Reloads  "convolute  the  whole  [pay] 
plan,  and  there  ai-e  no  restrictions." 

Here's  how  it  works.  Say  an  execu- 
tive owns  1,000  shai-es  and'  holds  1,000 
options  gi'anted  at  $10,  with  a  10-yeai' 
life.  Five  yeai's  later,  the  stock  has  risen 
to  $20.  So  the  options  have  a  gain  of 
$10,000.  Now,  a  thi'ee-step  transaction 
occurs:  The  executive  uses  500  of  his 
1,000  shai'es — also  W'Orth 
$10,000— to  exercise  the 
1,000  options.  Those  are 
then  converted  back  into 
1,000  shares.  His  rewai'd 
for  changing  all  his  old 
options  into  stock  is  500 
new  options  set  at  the 
new  mai'ket  price  of  $20 
with  a  flve-veai'  temn 


WHY  EXECUTIVES 
LOVE  RELOADS 


VOLATILITY  HEDGE 

The  ability  to  lock  in 
gains  from  a  volatile 
stock  while  preserving 
the  upside  should  the 


the  original  options  were  exercise( 
rather  than  expiiing  in  1996,  the  ten 
Ms  options  last  until  2002  and  2003. 
a  Ti-avelers  spokeswoman:  "[IVeill 
fu-m  behever  that  we  should  all 
lai'ge  owners  as  we  can  be." 

There  is  an  end  in  sight.  Trav 
changed  its  policy  in  1995,  so  the 
Weill's  reload  options  is  set  to  exp: 
2003.  Unlike  many  executives,  how 
Weill  is  not  able  to 
the  money  and  rur 
nior  management  an 
board  have  agreed 
"blood  oath"  in 
they  promise  not 
any  stock  until  they 
the  company, 
does  eat  his  owti 


mg,   says  compens 


Nows   the   executive    expert  Graef  S.  Cr 


holds  1,500  shares  and 
500  new  options  instead 
of  1,000  shai-es  and  1,000 
options.  If  the  stock  price 
falls  back  down — to  $10, 
for  example,  putting  the 
options  under  water — the 
1,500  shares  are  still 
worth  $15,000,  vs.  the 


NEW  OPTIONS  WITH- 
OUT BOARD  APPROVAL 

Although  the  board  must 
approve  the  initial  options 
grant,  the  executive  can 
reload  whenever  he  likes, 
stripping  the  board  of  its 
power  to  grant — or  not 
grant — options. 


"I  just  wish  he 
stop  placing  so  man 
load]  games."  At 
companies,  however, 
ing  the  stock  isn't 
quii'ement.  So  the 
lets  the  exec  casi 
whenever  he  or  she 
and  still  have  the 


$10,000  without  reloads.    ^L^Jl^.T-r!   to  make  money  if  1 


"He  has  dividends  and 
voting  rights,"  says  Cook, 
"and  he  has  insulated 
himself  a  httle  bit  to  a 
stock  price  decline."  Also, 
he  still  has  options  to 
capture  futiu'e  jiunps. 
Reloads  give  execu- 


TAX  ADVANTAGE  When 
reload  options  are  con- 
verted to  stock,  future 
profits  are  taxed  at  the 
lower  capital-gains  rate. 
The  more  executives  use 
reloads,  the  more  they 
benefit 


miprove. 

^Vhile  not  eveiy 
utive  can  pei-petua! 
load  his  or  her  oj; 
all  can  use  them  to 
volatility.  Johnson 
the  biggest  pot 
abuse  comes  when 


tives  the  same  tax  ad-   '   pany's  stock  jum 


vantage  that  they  get 
fi"om  converting  normal 
options  into  shai'es.  Although  they  must 
pay  ordinaiy  income  tax  on  the  original 
options  profit,  once  the  options  become 
shares,  any  ftitm-e  appreciation  will  be 
taxed  at  the  much  lower  capital-gains 
rate.  The  1997  lowering  of  that  rate 
means  that  if  the  shares  are  held  for  at 
least  18  months,  the  taxes  could  be  19 
j)ercentage  points  lower. 
BLOOD  OATH.  The  complexity  of  reloads 
makes  them  vulnerable  to  different  iii- 
tei-pretations.  The  Financial  Accounting 
Standards  Boaixl,  for  example,  considers 
reloafls  new  options.  But  Travelei-s  Group 
says  that  all  of  Weill's  7.1  million  existing 
reload  options — and  many  of  his  14.8  mil- 
lion shares — have  come  from  one  original 
gi-ant  of  3.6  million  options  in  1986.  The 
stock  has  split  sLx  times.  But  how  can  the 
options  still  exist,  since  the  original  tenn 
was  for  10  years?  As  Weill  exercised  liis 
options,  many  of  his  reloads  magically 
gained  a  new  lease  on  life:  Then-  terms 
were  extended  for  another  10  vears  when 
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post  any  gains  ov( 
option's  life.  Reloads  let  executive 
vert  to  stock  when  the  price  is  u] 
then  do  so  again  on  subsequent  bo 
A  nonnal  options  holder  could  ca; 
once,  but  he  would  lose  the  chai 
profit  from  future  upticks.  "They  cz 
tiu'e  a  temporaiy  gain  and  still  ha 
options  m  place,"  says  Jolmson.  M 
transactions  let  execs  do  this  w 
losing  any  money. 

Ironically,  reloads — marketed  as 
to  get  executives  to  hold  stock — ^aii 
ing  populaiity  at  a  time  when  CEO 
of  stock  owiiership  are  already  ris 
record  levels,  thivnks  to  the  genera 
in  stock-based  pay.  "If  all  these 
tives  already  have  [liigh  ownersh 
els],"  says  Eiic  R  Mai-quardt,  senic 
president  of  pay  consultant  Compel 
Resource  Group,  "what  is  it  th 
company  is  promoting  by  doing 
Good  question. 

By  Jennifer  Reingold,  with 
Nathans  Spiro,  in  New  York 


1998  RACE  SCHEDULE 


St  year  164,000  men  and  women  representing  nearly  6,000  companies  participated  in  the  largest 
ad  racing  series  of  its  kind.  Each  year  the  3.5  mile  races  attract  runners  from  small,  emerging  growth 
mpanies  to  global  corporate  giants.  Competing  in  cities  around  the  world,  these  ^oRArf 
hietes  run  for  fitness,  fun  and  the  privilege  of  representing  their  companies. 


e  Chase  Corporate  Challenge'  is  open  to  employees  of  corporations,  businesses 
id  financial  institutions.  Teams  compete  in  the  Men's,  Women's  and  Coed  divisions. 

ay  fit.  Have  fun.  Run  in  the  Chase  Corporate  Challenge.  For  entry  information  write  or  fax: 
le  Chase  Manhattan  Bank,  Sports  Marketing  Group,  140  East  45th  Street,  16th  floor, 
?wYork,  NY  10017.  Fax:  (212)  557  3799 


The  right  relationship  is  everything/ 
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IT  R  A   I    L   •   G  U   I   D  E 


IT  CHARMS  ITS  PREY 
STRIKES  QUICKLY 
AND  DISAPPEARS. 

IT  S  YOUR 
TYPICAL  DUSINESS 
SOFTWARE  COMPANY 


(Smoothus  Talkus  Reptilius) 


:  make  any  sudden  moves.  Keep  your 
)pen.  And  trust  your  instincts.  That's 
sst  advice  we  can  give  to 
one  looking  for  ■  *^f^- 
'  business  manage- 
system.  At  Lawson 
are,  we  encourage 
)  take  your  time,  ask 
f  questions  and  talk  to 
urrent  customers  of  every 
'are  provider  you're  considering, 
out  whether  those  features  you  saw 
;  demo  are  actually  up  and  running 
?here.  Ask  how  long  their  ■^'V^ 
^mentations  took.  Ask 
t  service  and  support, 
'hat  happened  when  they 
td  an  upgrade.  And,  of 
e,  ask  about  the  product.  Is 
hitecture  capable  of  handling 
;e  volume  of  transactions?  Does  it 


M  1 


require  all  new  desktops  to  do  so?  Are 
the  applications  fully  integrated?  Process 
oriented?  Web  accessible?  The  answers 

may  surprise  you. 
Lawson  Software's 
enterprise  financials, 
human  resources, 
procurement  and  supply 
chain  process  suites  lead  the 
v-^.jl^  industry  m  providing  innovative 
ways  to  gather,  process  and  access 
information.  We  were  the  first  to  utilize 
web  technology,  enabling  our  customers 
to  share  vital  information  more  freely 
and  cost-effectively.  Our  Self-Evident 
Applications'"  practically  eliminate 
training  costs.  And  our  people 
'■^J'J'  ^  known  for  their  accessibility 

and  straightforwardness.  In  other  words, 
we  don't  bite. Visit  Lawson  Software  at 
www. lawson. com/miide  or  call  1-800-477-1357. 


EADING   EDGE   TECHNOLOGY  WITHOUT  THE  ATTITUDE' 


vson  Software 


LAWSON 

Software 


In  the  beginni 
there  was  ligj 

(But  frankly,  it 
wasn't  that  gooc 

ing. 


Upgrade  your  lightir 

Introducing  Bright 


e  quicl<est,  easiest  way 


upgrade  lighting  —  and  save  ene 


People  with  energy." 

www.pgees.com 


PG&E  Energy  Services  is  not  the  same  co 
Pacific  Gas  &  Electric  Company,  the  utili 
Energy  Services  is  not  regulated  by  the  ( 
Public  Utilities  Commission;  and  you  do 
to  buy  PG&E  Energy  Services'  products  ir 
continue  to  receive  quality  regulated  s 
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AL  FUNDS 


HEN  YOU  FOCUS 
i  A  FLOP 

ant  shows  the  risk  of  funds  betting  on  a  few  higlifliers 


news  of  apparently  questionable 
:counting  at  Cendant  Corp. 
ished  its  stock  price  nearly  in 
ilf  on  Apr.  16,  Cendant  share- 
weren't  the  only  ones  sweating, 
rs  in  the  Morgan  Stanley  Insti- 
1   Fund's  Ag- 


s  Equity  Port- 
lich  held  a  lai'ge 
1  in  Cendant, 
ir  holdings  droij 

ant's  plight  un- 
es  the  dangers 
stors  in  highly 
;rated,  or  "fo- 

mutual  funds, 
ire  growing  in 
ity.  Unlike  the 
domestic  stock 
.'hose  bets  are 
among  an  aver- 

135  holdings, 
portfolios  hold 
ily  few  issues, 
nes  as  little  as 
it's  how  many 


roup,  Sequoia 
whose  28-year 
Df  superior  per- 
;e  often  is  Ex- 
in  the  case  for 
rated  portfohos. 
RASH.  The  Mor- 
mley  fund  had 
tions,  according 
"ningstar  Inc., 
:ause  Cendant, 
ly  13.4%  of  the 
0,  was  its  sec- 
gest,  the  effect 
'endant  crashed 
ly.  "It  certainly  points  out  the 
concentration,"  says  MoiTiingstai' 
oind  editor  Russel  Kinnel.  "One 
rguments  for  concentrated  funds 
it  allows  [fund]  managers  to  fol- 
ir  picks  more  carefully.  Obvious- 
doesn't  always  work  out." 
this  mean  investors  should  steer 
'  focused  funds?  Not  necessarily, 


particularly  if  a  focused  fund  is  only 
pait  of  a  typical  fund  investor's  portfolio. 
"If  you  avoid  flaky  companies,  it  doesn't 
become  a  problem,"  says  Thomas  F. 
Marsico,  manager  of  Marsico  Focus 
Fund,  whose  25  or  so  stocks  have 

Where  Some  Funds 
Are  Concentrated 

Momingstar's  Principia  Plus  database  found  20  funds  with  25  or 
fewer  holdings.  Most  popular:  Berkshire  Hathaway 


STOCK 

AMOUNT  HELD* 

FUNDS  HOLDING  STOCK 

BERKSHIRE 
HATHAWAY  CL.  A 

$999.80 

Milliard  Lyons  Growth, 
Oak  Value,  Sequoia 

FREDDIE  MAC 

582.30 

Clipper,  Milliard  Lyons  Growth, 
Oak  Value,  Sequoia,  Vontobel 
U.S.  Value 

U  S  WEST 
MEDIA  GROUP 

566.67 

Longleaf  Partners,  Oakmark 
Select 

PROGRESSIVE 

387.10 

Oak  Value,  Sequoia 

KNIGHT-RIDDER 

381.50 

Longleaf  Partners 

PHILIPS  ELECTRONICS 

247.44 

Longleaf  Partners,  New 
England  Growth 

FEDERAL  EXPRESS 

238.40 

Longleaf  Partners 

FIFTH  THIRD  BANCORP 

227.66 

Milliard  Lyons  Growth,  Sequoia 

JOHNSON  &  JOHNSON 

207.00 

Clipper,  Milliard  Lyons  Growth, 
Sequoia,  Vontobel 
U.S.  Value 

WALT  DISNEY 

195.65 

Oak  Value, 

Sequoia, 
Vontobel 
U.S.  Value 
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chmbed  29.5%  in  value  so  far 
this  year. 

Just  the  same,  investors  in 
focused  funds  need  to  keep  a  sharp  eye 
peeled  on  whei"e  portfolio  managers  are 
placing  their  bets.  Ai'e  big  chunks  of 
the  portfolios  deployed  in  low-risk  "val- 
ue" plays?  Or  are  they  riding  on  anoth- 
er high-flying  Cendant? 


To  shed  some  light  on  that,  business 
WEEK  studied  Morningstar's  Principia 
Plus  database  of  more  than  9,000  funds. 
The  list  was  whittled  down  first  by  look- 
ing only  at  general  domestic  stock  ftmds 
of  at  least  $25  million  in  size  and  with 
minimum  initial  investments  of  no  more 
than  $10,000.  Next,  the  hst  was  win- 
nowed to  portfolios  with  25  or  fewer 
holdings.  That  left  just  20  funds,  in- 
cluding Sequoia  and  other  renowned 
names  such  as  Longleaf  Paitners,  Clip- 
per Fund,  and  G.  Kenneth  Heebner's 
New  England  Growth  Fund. 

From  there,  using  Pi"incipia,  BW  com- 
piled a  list  of  all  the  stocks  held  by  the 
20  funds  (table).  Far  and  away  these 
focused  funds'  biggest  exposiu'e  was  to 
WaiTen  Buffett  and  liis  Berkshire  Hath- 
away Inc.  Three  funds  hold  a  total  of 
nearly  $1  billion  worth 
of  Berkshire  (specifical- 
ly, the  Class  A  shares; 
one  also  holds  Class  B 
shares).  Nearly  all  of 
that,  however,  is  held 
by  Sequoia,  which  at 
last  report  had  more 
than  31%  of  its  chips 
on  BLiffett. 

One  cmiosity:  Of  the 
321  stocks  held  by 
these  20  ftmds,  most  of 
them — 266 — are  held 
by  just  one.  This  is  a 
crowd  with  a  broad 
range  of  tastes:  No 
stock  is  held  by  more 
than  five  funds.  Those 
held  by  five  include:  in- 
SLU"er  American  Inter- 
national Group,  com- 
puter networker  Cisco 
Systems,  PC  maker 
Compaq  Computer,  and 
mortgage  packager 
Freddie  Mac. 

Where  are  the  out- 
liers? The  contrarians 
Mason  Hawkins  and 

As  Cendant's 
stock  crashed,  the 
value  of  one  Morgan 
Stanley  fund  dropped  6.7% 


Staley  Cates,  who  run  Memphis-based 
Longleaf,  are  happy  to  invest  heavily 
in  some  lonely  spots.  They  are  by  far 
the  biggest  mutual-fund  investor  in 
Knight-Ridder  Inc.,  vrith  nearly  13%  of 
Longleaf  devoted  to  the  company.  With 
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7.6%  of  assets  in  fdx  Corp.,  Longleaf 
also  is  highly  exposed  to  the  parent  of 
Fedei-al  Express. 

Longleaf  is  one  of  Momingstars  high- 
est-rated, five-star  funds.  Nonetheless, 
with  its  high  concentration  of  asset*  in  a 
few  stocks,  if  one  were  to  crater  a  la 
Cendant,  fund  holders  would  suffer 
much  as  Morgan  Stanley's  did.  As  it 
happens,  the  Morgan  Stanley  fund's 


manager,  Kui't  Feuennan,  also  has 
earned  five  stars  from  Momingstar  for 
two  similar,  older  funds  that  he  nins. 
FeueiTnan  defiantly  points  out  that  be- 
fore Cendant,  his  fund  was  ahead  more 
than  20%  this  year.  It  remains  up  13.4% 
yeai--to-date.  and  ha*  gained  201%  since 
its  March,  1995.  inception — twice  the 
gain  in  the  average  capital  appreciation 
fund  over  that  stretch,  as  followed  by 


Lipper  Analytical  Senices  Inc.  "De 
this  hit,"  Feuennan  says,  "the  f 
long-term  record  is  spectacular." 

Is  Feuerman  planning  to  chang 
ways?  Only,  he  insists,  by  '"putting 
of  my  own  money  in  the  fund.' 
vestors  who  follow  suit  should  i 
sm-e  their  dispositions  can  deal  wit 
potential  agonies. 

By  Robert  Bi 


COMMENTARY 

By  Paula  Dwyer 


SEC  REGULATION  THAT  DOESN'T  CHOKE  INNOVATION 


With  little  fanfare,  the  Securities 
&  Exchange  Commission  on 
Apr  20  unfurled  a  new  propos- 
al that  c-ould  revolutionize  stock 
trading.  The  agency  that  stifled 
expeiimentation  for  decades 
with  its  \Tselike  grip  on  mar- 
kets voted  4  to  0  to  get  out  of 
the  way  of  new  electronic 
trading  systems.  The  sec  will 
allow  the  systems  to  exist  with 
minimal  ovei"sight,  and  will  let 
the  market  decide  which  ones 
do  the  best  job  of  matching 
buyers  and  sellers  at  the  low- 
est cost.  That  took  soul- 
searching,  but  with  this  rule, 
the  agency  has  found  the  right 
mix  of  regulation  to  protect  in- 
vestors on  the  one  hand,  and  en 
c-ourage  innovation  on  the  other. 

The  SEC  is  proposing  that  alterna- 
tive trading  systems  can  choose  to  be 
regulated  either  as  an  exchange  or  a 
broker-dealer  Among  them,  Reutere 
Holdings  PLC's  Instinet  is  the  oldest 
and  lai-gest,  but  Bloomberg's  Trade- 
book  and  48  others  now  compete 
against  it.  The  rule  means  that  Bill 
Gates,  for  example,  could  forsake  the 
N".\.SDAQ  stock  market  and  opt  to  use 
his  own  network  to  trade  Microsoft 
Coi-p.  shares  as  long  as  he  pays  a  self- 
regulatoiy  organization,  such  as  the 
National  Association  of  Securities 
Dealers,  to  monitor  his  market  to  pre- 
vent investor  fraud.  He  also  must 
maintain  an  audit  trail  so  regulators 
can  re\iew  indi\4dual  trades  that  look 
suspicious. 

Expeits  say  that,  in  many  cases, 
new  systems  could  be  up  and  running 
wthin  24  houi"s.  Already,  the  50  alter- 
nate systems  operating  today  are  dou- 
ble the  number  of  a  year  ago.  They 
account  for  20%  of  NASDAQ  and  5%  of 


New  York  Stock  Ex- 
chaj-j.^  :rades.  "This  is  a  verj-  dramat- 
ic change  for  the  SEC,"  says  Richard 
R.  Lindsey,  director  of  the  agency's 
market  regulation  di\"ision.  "We  are 
encouraging  innovation,  which  will  in- 
crease competition.  And  if  there's 
more  competition,  we  don't  really 
need  to  regulate  as  much.'"  He  pre- 
\iews  new  trading  systems  at  least 
once  a  week. 

OVERNKHT  OJt  But  the  SEC  is  not 

letting  go  entii-ely.  To  guai'd  against 
fi^agmentation  of  the  national  mai-ket 
system,  an  electronic  trading  system 
handling  10%  of  the  volume  of  a  stock 
must  display  its  orders  for  that  stock 
on  a  traditional  exchange,  such  as 
NASDAQ  or  the  N^'SE.  And  to  protect 
the  ovei-all  mai'ket  from  disruptions 
that  may  be  caused  by  one  large  elec- 
tronic system's  outage,  large-volume 
electronic  exchanges  must  meet  cer- 
tain standaitls  for  capacity-  and  sys- 
tem failure. 

There's  even  something  for  tradi- 


tional exchanges  in  the  proposal.  Th 
SEC  is  gi\'ing  the  N"i'SE,  nasdaq, 
and  other  traditional  exchanges 
two-year  exemption  from  certa 
fifing  rules.  That  gives  them  tl 
freedom  to  experiment — \\ithoi 
tipping  off  theu*  c-ompetitors  to 
their  new  mousetraps. 

The  entrepreneurs  creating  the 
electronic  exchanges  are  elated. 
Fredric  Rittereiser  chief  exect 
tive  of  Philadelphia-based  Ash 
ton  Technology  Group  Inc.,  sa 
that  the  rules  "wiU  accelerate 
the  trading  systems  on  our 
drawing  board."  including  one 
that  wiU  electronically  trade  equ 
options.  Under  the  old  regulatory 
fi-amework,  Ashton  is  awaiting  sec 
approval  to  operate  a  new  trading 
system  for  index  funds  as  an  affiliai 
of  the  Philadelphia  Stock  Exchange 
Says  Rittereiser  "I  c-ould  apply  to 
SEC  and  get  an  0.  K  overnight." 

Until  now,  most  new  electronic  s 
tems  failed  even  before  they  left  th 
drawing  l)oai-d.  but  not  because  the 
weren't  designed  properly.  They 
lacked  that  essential  ingredient — ^fic 
uiditj- — which  is  the  measure  of  Iw 
much  bming  and  selling  interest 
there  is  in  a  stock.  By  encouraging 
new  trading  systems  that  threaten 
the  business  of  established  exchang 
and  Wall  Street  investment  banks, 
but  at  the  same  time  reqtfiring  eve 
one  to  display  their  orders  in  one 
place,  "the  commission  is  sajing  th; 
liquidity  belongs  to  the  public,"  say 
Ke\"in  Foley,  manager  of  electronic 
trading  at  Bloomberg.  That's  a  bole 
statement  for  what  was  once  a  hid< 
boimd  agency. 

Paula  Dwyer  covers  securities 
sues  from  Washington. 
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As  those  storm  clouds  start  to  roll  in,  so  do  the  hits  on 
www.weather.com,  one  of  the  ten  most  visited  sites  on  the 
Internet.  During  periods  of  extreme  weather,  the  site 
experiences  hea\7  bursts  of  traffic — up  to  25  million  hits  — 
as  people  check  in  for  up-to-the-minute  weather  conditions. 
Fortunately,  as  the  site's  web  host,  MCI  offers  a  high-speed 
network,  bandwidth-on-demand  and  proactive  monitoring 
to  ensure  the  site  can  handle  peak  volume  periods.  After 
The  Weather  Channel  wouldn't  want  anyone  to  be  left  out 
the  cold.  To  find  out  how  MCI  can  help  manage  your  int' 
and  data  needs,  visit  u'ww.mci. com/data. 


internet 


MCI 


While  you  can't 
jnt  on  the  weather, 
MCI  makes  sure 
^bu  can  count  on 
e  Weather  Channel' 
web  site. 
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BY  GENE  G.  MARCIAL 

INTERNET  ENGINES 
THAT  COULD  FAIL 

Short  the  Internet!  That's  the  advice 
of  investment  adviser  Mike  Mmphy, 
who  is  not  unfamiliai-  with  Net  stocks, 
which  have  been  on  fire.  What's  Miu- 
phy's  beef?  Plenty,  says  the  editor  of 
the  Overpriced  Stock  Service  and  Cali- 
fomia  Technology  Stock  Letter. 

The  simplest  way  to  evaluate  Inter- 
net stocks  is  using  a  ratio  of  market 
capitalization  to  12-month  sales,  which 
Mui'phy  argues  is  a  measure  of  how 
much  hot  ail'  there  is  in  the  piice.  An- 
other measui'e:  the  ratio  of  price  to  pro- 
jected 1999  earnings — a  measui'e  of 
"overvaluation  even  in  the  absence  of 
hot  ail","  explains  Muiphy.  Almost  all 
Internet  stocks  fail  miserably  when  put 


Murphy's  Shorts 
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to  these  tests,  insists  Murphy — from 
Yahoo!  to  Amazon.com.  "There  is  a 
tremendous  amoimt  of  money  to  made 
here  on  the  downside,"  he  says. 

But  which  Internet  stocks  deserve 
"priority"  shorting?  Certain  "seai'ch-en- 
gine"  companies — providers  of  an  In- 
ternet index  or  du'ectoiy— ai*e  Muiph/s 
top  bets  :  He  doesn't  see  them  catching 
up  with  the  Internet's  No.  1  directoiy, 
Yahoo!  Tlie  also-rans,  says  Mmphy,  ai"e 
Lycos  (Lcos),  Infoseek  (seek),  and  Ex- 
cite (X("IT).  He  argues  that  with  Yahoo!, 
the  800-pound  gorilla  in  the  business, 
the  lesser  lights  face  dim  prospects. 
"For  the  basic  seai'ch-engine  companies, 
the  fo-st  round  is  over,  and  Yahoo!  won," 
notes  Murphy.  Nevertheless,  their 
shares  have  soai-ed,  although  they  have 
not  yet  made  money. 

Lycos  zoomed  fi"om  11  in  .June,  1997, 
to  61/  on  Apr.  22,  with  a  $1  billion  mar- 
ket capitalization.  When  the  bubble 
pops,  Lycos — now  in  fourth  place — 
should  drop  to  a  market  cap  of  $500 
miUion,  or  32  a  shai"e,  says  Murjahy.  Ex- 
pected 1999  earnings:  17c  a  shai*e. 

Infoseek  is  a  third-tier  search  engine 
that's  losing  even  more  money  per  share 
than  Lycos,  notes  Mmphy.  He  recom- 


mends shorting  the  stock — now  at  32X — 
anywhere  above  20,  for  a  tai'get  of  14. 
He  expects  it  will  earn  28c  in  1999. 

Wliy  does  Mmphy  pick  on  No.  2  Ex- 
cite, whose  mai'ket  cap  is  $1.6  billion?  It 
has  lost  even  more  than  Lycos  in  the 
past  yeai'.  So  Mmphy  tliinks  when  Ly- 
cos drops  to  a  $500  million  market  cap, 
Excite's  wiW  fall  to  $700  million— a 
plunge  from  65V-  to  34  a  share.  He's 
shorting  Excite  over  56.  "We  ai'e  being 
generous,"  he  says.  Lycos  CEO  Bob 
Davis  says  past  quartei-s  showed  record 
(sales)  grovrth.  And  12  analysts  rate  Ly- 
cos a  buy,  adds  Davis.  Infoseek  and  Ex- 
cite officials  couldn't  be  reached. 

WATCHING  SUNRISE 
FOR  GOLDEN  RAYS 

Shai'es  of  Sumise  Medical  (smd)  ai'e 
just  what  money  managers  Mark 
Fife  and  Gregg  Hymowitz  hanker  for: 
The  company  is  in  the  midst  of  a  re- 
structuring, after  disappointing  the 
Street  for  two  years.  Its  stock,  trading 
at  36  in  early  1995,  tumbled  to  13  in 
January,  1998.  That's  when  Fife  and  Hy- 
mowitz, tlu-ough  their  Entrust  Capital, 
started  buying  in.  Why? 

Value  investors  Fife  and  Hymowitz 
find  Sumise  attractive  partly  because 
they  figiu'e  the  company,  which  makes 
wheelchairs  and  power-lift  chairs,  has 
seen  its  worst  and  is  heading  towaixl 
broadening  mai'gins  and  recouping  lost 
earnings.  After  losing  $40  million,  or 
$2.17  a  shai'e,  in  1996,  Simiise  earned 
$10  million,  or  55e,  last  year.  Fife  sees 
earnings  of  $1.10  in  the  year  ending 
Jime  30,  1999  and  $1.35  in  2000. 

So  Entrust 


A  DISAPPOINTMENT 
TO  THE  STREET 


Capital  upped  its 
stake  to  11%  by 
mid-April.  The 
stock  has  since 
edged  up  to  14. 
Fife  expects  the 
price  to  double  in 
two  years. 

Entrust  has 
urged  Sunrise  to 
consider  strategic 
alliances  and  to 
add  outside  direc- 
tors— "steps  all 
aimed  at  maximiz- 
ing shareholder 
value,"  says  Hy- 
mowitz. One  possible  move:  sell  some 
assets,  such  as  its  unit  that  makes  bath- 
safety  fixtm-es,  and  do  acquisitions  of 
high-margin  businesses.  In  Apiil,  Sun- 
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rise  acquired  Sentient  Systems 
nology,  a  leader  in  making  devices 
help  persons  with  speech  disabUiti 

TECH  STOCKS  THA 
ARE  PLUGGED  IN 

Hooray  for  the  mid-cap  techn 
stocks — they're  catching  up. 
have  helped  boost  the  nasdaq  1 
"It's  just  the  first  leg  of  a  long 
says  Gimntal's  tech  gm-u  Vivek  Rao 
the  sector  to  seek  imdiscovered  c( 
nies  with  solid  track  records  in 
gi'owing  markets — and  low  valuat 
Three  such  stocks:  Crystal  Syi 
Solutions  (crysf),  Mapics  (mapx) 
MRV  Commimications  (mrv).  The; 
still  cheap,  he  argues,  because 
1998-99  piice-eai'nings  ratios  are 
below  theii'  long-term  eaiTiings-gi 
rates.  For  instance.  Crystal's  p-e 
on  estimated  1999  earnings  is  18, 
its  annual  earnings-gi'owth  rate  i 
least  30%.  Ditto  for  mrv  and  Map! 

Ciystal,  trading  at  18,  is  a  "pur^ 
in  Year-2000  and  em'o-currency-co 
sion  services," 
says  Rao,  for 
which  it  has  de- 
veloped sophis- 
ticated softwai'e. 
He  expects 
Ciystal  to  eai'n 
76c  a  share  in 
1998  and  $1  in 
1999,  up  from 
44c  in  1997.  His 
tai'get  price:  38. 

Mapics  is  a 
major  provider 
of  enteipiise  re- 
somxe  planning 
(ERP)  softwai-e  that  combines  da 
manufactm-ers  on  financials,  inven 
labor,  and  purchases  in  one  pa( 
Mapics  is  benefiting  fi'om  the  lisit 
mand  for  erp  solutions,  says  R< 
targeting  the  450  companies  tha 
IBM  As/400  systems— such  as  B 
Myers  Squibb  and  Philips  Electr 
Rao,  who  expects  earnings  of  1 
1998  and  98c  in  1999,  says  the 
now  at  18,  is  worth  26,  at  least. 

MRV  is  major  player  in  high- 
networking  and  fiber-optics — m 
products  that  improve  the  peifon 
of  data  and  telecom  networks.  A 
its  big-time  customer  ai-e  Intel,  F 
and  Digital  Equipment.  Rao  e> 
MRV  to  eai-n  $1.23  in  1998  and 
1999.  Now  at  28,  the  stock  should 
in  a  yeai\  he  says. 


RAO:  He  likes  A 
Crystal,  and  M 
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ur.  time  is  as  valuable  as  your  money.  That's  why  OLDE  offers  professional  investment  advice  with  commission 
zings.  Most  discount  brokerage  firms  don't  provide  advice:  OLDE  does.  And  unlike  fuU-service/f uU-cost  brokerage 
y^^^  firms,  OLDE  also  offers  significant  cost  savings.  This  rare  combination  of  advice  with  discount 
commissions  gives  OLDE  the  unique  ability  to  help  you  save  time  and  money  ~  a  combination  no  other 


major  national  brokerage  firm  provides.. 


With  OLDE,  your  investment  needs  can  be  met  with  one  brokerage  firm.  You'll  receive  more  than 


With  OLDE,  your  investment  needs  can  be  met  with  one  brokerage  firm.  You'll  receive  more  than 
advice  or  commission  savings  alone;  you'll  receive  both.  Whether  you  are  looking  to  save  for  a  new 
home,  start  a  business,  invest  for  your  children's  education  or  secure  your  retirement,  OLDE  can  help 
with  an  extensive  selection  of  investment  choices  and  innovative  services  that  include: 
•  Money  market  funds 

*  Stocks,  bonds,  mutual  funds  and  unit  investment  trusts 
^  •  Securedclientaccesstoaccountinformationviawww.OLDE.com 

■  Sii\  L  ^  P    ^^Vn  'No  annual  fee  traditional.  Roth  and  Education  IRAs 

^^^SKKt^^^^^^^^^jiLf/^  •  Small  business  retirement  plans 


5?. 


Tax-free  and  government  securities 
•  Account  protection  up  to  $25  million 
•  Investment  research 


Savings 


f  ^OLDE  i 

America's  Full  Service  Discount  Broker"  | 

Member  NYSE  &SIPC  j 
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They're  gutsv.  they're  sa\T 


AdepTitj"  sheriff  in  Oregou-  A  softsrare  . 
Lant  in  Atlanta.  A  retiree  in  Florida.  - 
trepreneur  in  California.  Far  from  t:. 
Crete  canyons  and  electronic-  ticker  :ae 
Wall  Street,  these  are  Americas  ne^r  k 
traders.  Their  tra.ding  posts:  llie  eomp'-ji 
the  extra  bedroom  or  iheir  desks  a: 
With  an  ever-expanding  array  of  re. 
r.rv.'i  ;.er."^c-es  and  inereasingiv  poTrernil  analrtieal  s  ' 
available  on  low-c-osi  Web  sites,  these  populist  iradT. 
mimic  the  big  guns  and  trade  at  the  click  of  a  mouse 

Certainly,  the  new  indiTidual  investors  emerging  fro 
16-year  bull  market  are  not  forsaking  sy:»cks  as  long-tei 
vestments.  But  they  are  vraMng  up  to  the  shorter-ter 
porrtmities  in  the  market.  For  the  most  part,  they 
have  the  time  or  the  desire  to  be  rapid-fire  day  ti 
ghied  to  their  oomptrter  screens  aH  day  long.  But  the 
'  mation  and  trading  tools  at  their  fingertips  are  enoc  v 
them  to  explore  an  array  of  short-term  investment  si: 

Bruce  Ogilme.  lo.  ir\ine.  C\uf. 

■  In         after  seliirig  his  business.  Brjc-e  A.  C^Tie  i 
-mseli  "Kith  a  lot  of  cash_  So  he  Jet  m.oney  managers  hi 
'- — vrmle  he  paid  close  attention.  "As  Fve  learned  more 
'  -Jsen  more  c-ontn:!  of  m.y  money  and  more  risk."  he  5a;v 
Ogil%ie.  no-?r  chief  finandai  officer  of  C'Ontour  Etesign 
Santa  Ana,  Cani.  spends  a  fevr  hours  a  day  managin 
money.  He  focuses  on  niufoal  funds,  trades  them  freque 
but  wont  say  just  how  often.  "1  supt^jse  there's  some  n 
'■0  buy  and  hold."  he  says.  "But  Tm  l>emg  more  aggress 
Ogil"sie  does  a  daily  son  to  see  what  areas  of  the  ma 
are  hot.  then  finds  m.utuaj  funds  correlated  to  th.ose  are 
anaj;i"ze  the  funds  mjore  closely,  he  gets  net  asset  %-aiues 
ever;.-  night  %ia  Monocle  II,  a  software  prc'gram  trackin; 

funds.  He's  up  mK>re  than  20^  this  year.  "No  dout 
returns  on  indi%idi^  stocks  would  be  greater,"  he  says 
:he  research,  the  work,  the  headaches  would  be  too  m 
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on't  need  a  broker 


ley  hope,  will  complement  theii"  long-term  holdings.  If 
I  money  in  stock-index  mutual  fimds  produces  double- 
jturns,  they  figure,  why  not  take  advantage  of  all  the 
formation  and  analytics  on  the  Net  to  do  even  better? 
CONFIDENCE?  Never  before  have  individual  investors 
0  empowered,  and  never  before  has  managing  their 
oney  been  so  easy  and  so  appealing  for  such  a  broad 
of  people.  The  phenomenon  of  more  active  trading 
les  from  compulsive  traders  making  dozens  of  trades 

0  a  far  greater  community  of  people  trading  a  few 

1  month.  Forrester  Research  Inc.  senior  analyst  Cliff 
1  says  the  number  of  onhne  investing  accounts  has 
J  to  more  than  3  milhon  today,  up  from  1.5  million  in 
97.  That's  just  pait  of  the  story.  Add  in  people  without 
accounts  who  are  trading  via  the  telephone,  and  esti- 
for  the  total  number  of  individuals  trading  two  or 
imes  a  month  go  as  high  as  5  million.  According  to 
%  there  could  be  14  million  online  accounts  by  2002. 

impact  of  these  new  traders  on  the  mai'ket  is  not 

r  Taylor,  n  Naples,  Fla. 

e  Internet  is  the  eighth  wonder  of  the  world,"  says  7 
d  Milt  Taylor.  "It  lets  me  learn  more  than  I  ever 
3d  of." 

Sunday  afternoons,  Taylor,  who  owns  10  car  franchise- 
3  and  winters  in  Florida,  retires  to  his  back  porch, 
he  maps  out  next  week's  trades.  "In  an  hour,  I've 
d  my  week's  trades  into  my  laptop,"  he  says.  "It's  so 
:o  not  have  to  woiry  about  finding  someone  at  the 
age  office."  Plus,  he  says,  "I  like  to  make  my  own  mi 
ind  have  no  one  to  blame  but  me." 
lor,  who  trades  about  100  times  a  year,  says  the  low 
'  online  transacting  probably  encoui'ages  him  to  trade 
Some  people  might  trade  too  much  online,  he  says,  but 
ould  just  as  easily  get  spread  too  thin  with  a  full-sei'- 
roker.  "In  my  opinion,  you're  no  more  likely  to  crash  if 
)  it  yourself  than  you  are  with  a  broker,"  he  says. 
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yet  deal'.  Ai"e  they  a  soui'ce  of  added  volatility?  Or.  by  bujing 
on  dips,  do  they  pro\-ide  hquidity  that  dampens  volatility 
and  compresses  mai'ket  cycles?  Nor  is  it  cleai*  whether  in- 
vestors will  profit  in  the  long  nan  if  they  focus  too  much  on 
the  short  run.  These  investoi-s,  many  of  whom  zero  in  on  no- 
toriously volatile  technology'  stocks,  may  be  adding  gi"ieater 
risk  to  theii'  portfolio  at  precisely  the  time  when  the  long  bull 

market  has  made 
them  less  attuned  to 
the  downside  risks  in 
the  market.  If  in- 
vestor develop  a  false  sense  of  confidence  in  theii'  investment 
skills  and  keep  ramping  up  theu*  risk  level,  any  downtrend  in 
the  mai-ket  may  hmt  them  more  than  in  the  past. 

WTiat  is  cleai*  is  that  these  indi\iduals  ai-e  becoming  a  po- 
tent force  in  the  market  and  may  pro\ide  bming  support  that 
keeps  an  aging  bull  looking  spiy.  True,  some  of  them  mistake 
the  pai-ade  of  ticker  s\Tnbols  on  CXBC  for  the  glitteiing  lights 
of  the  Vegas  Strip,  but  most  are  learning  sometimes  painful 
lessons  that  will  make  them  more  educated  and  demanding 
consumei-s  of  financial  senices.  As  a  senice  industiy  spiings 
up  in  pui'suit  of  the  immense  profit  opportunity  represented 
by  these  traders,  competition  for  then*  business  will  drive 
costs  down  and  senices  up — to  a  level  that  puts  institutions 
and  individuals  on  a  more  level  plajong  field. 

These  investors  ai'e  not  just  trading  indi\idual  stocks  but 
also  mutual  funds,  options  contracts — even  then-  401(k)  mon- 
ev.  For  manv,  the  Internet,  with  its  nmiad  low-cost  online 


brokerage  sites,  affords  fi-eedom  and  control  over  thein 
ey  that  they  find  in\igorating.  Since  many  people  trade  i ; 
defended  retu'ement  accounts,  they  don't  woiTy  about 
taxes  on  short-teiTn  gains.  Those  trading  in  taxable  a- 
believe  they  can  earn  returns  big  enough  to  make  it  w 
even  after  paying  the  tax. 

"Online  trading  has  been  the  answer  to  my  prayers 
Milt  Taylor,  a  71-year-old  retii'ee  in  Naples,  Fla.  (pag 
"No  one  gives  you  ad\ice  or  tells  you  not  to  buy 
that  many  shai-es  of  stock,  and  I  love  that.  I  like  to  mj 
own  mistakes  and  have  no  one  to  blame  but  me."  Sa^ 
nifer  Ciekanski,  27,  a  foiTner  progi-ammer  now  baitent 
a  Cleveland  club:  "You  get  into  it  a  lot  more  when  yoi; 
ing  it  yourself,  rather  than  gi\ing  a  broker  your  mon 
POPULAR  OPTIONS.  A  telling  sign  of  the  increasing  s( 
cation  of  investoi-s  is  the  popularity  of  options  tracUi 
tendance  at  educational  seminai's  hosted  by  the  Chicago 
Options  Exchange's  Options  Institute  has  tripled  since  1 
the  number  of  seminars  has  soai'ed  fi"om  32  to  128.  "In' 
ai"e  luiequivocaUy  asking  for  more  inlbnnation  and  infor 
of  a  higher  level  than  in  the  past,"  says  John  R.  Powe 
president  of  the  cboe's  institute.  Sue  E.  Benac,  45,  wh( 
software  consulting  fuTn  in  Atlanta,  b&b  Consulting  Be 
staited  trading  options  after  taking  a  course  last  C 
(below).  "Since  the  class,  I've  been  doing  more  ti-ading,  £ 
results  have  been  profitable,"  she  says. 

As  more  investors  choose  online  investing  over  thi 
traditional  discount  brokerage  route,  their  trading 

Sue  Benac,  45,  atlota 

■  After  Sue  E.  Benac's  tough-to-reach  broker  steered 
into  some  losing  stocks,  she  decided  to  handle  her  mo; 
herself.  "The  costs  have  gone  way  down  and  it's  so  ea 
now,"  says  the  software  consultant. 

Benac  took  a  two-day  options  class  last  year  and  th 
started  trading  long-term  equity  anticipation  secuiitiei 
i.KAPs.  i.KAP?  are  options  that  expire  in  two  to  thi-ee  >a 
Recently,  she  bought  a  lot  of  Home  Depot  i,e.\ps  thai  t 
in  Januaiy,  1999.  Each  one  cost  her  about  S9  a  share,  li 
"within  two  to  three  months  they  go  up  10%  to  209c.  ■'^ 
then  I  sell  them,"  she  says.  "It's  been  pretty  neat  to 
have  to  put  down  the  big  initial  investment." 

Benac  used  to  be  more  of  a  buy-and-hold  investor 
lately  she's  been — while  she  wouldn't  call  it  speculativ 
somewhere  in  between  the  two  extremes.  For  exampl 
bought  software  finri  Siebel  Systems  in  July.  It  rose 
fell,  and  then  recovered.  So  she  sold.  Lately,  when  the 
has  dipped,  she's  been  buying.  "Ti-ansaction  costs  are 
that  if  someone  sits  and  holds,  I'll  probably  make  twic 
monev  thev  did."  she  says. 


44 


/  thought  I  could  do  c 
better  job  of  managing  my  O' 
money  than  my  broker  ha^ 
been.  In  five  months,  Imao 
50%  on  Cisco  options.  ^  i 


126  BUS:\ESS  WEEK  /  MAY  4.  1998 


BIAR  Shah,  23,  new  York  City 

ar  Shah  can't  envision  using  a  full-service  broker, 
ler  did,  however,  and  a  year  ago.  Shah  got  a  chunk 
;y  his  father  had  saved  for  him.  A  consultant  who 
Dnline,  Shah  has  put  his  money  with  Charles  Schwab 
at  least  for  now.  Schwab's  $30  commission  is  starting 
high  to  him.  "There  are  places  whei'e  you  can  trade 
ind  have  as  good  a  trade  as  for  $30,"  he  says, 
wns  a  number  of  big-name  technology  shares,  such 
osoft  and  Cisco  Systems.  Before  he  buys  any  stock, 
ks  out  its  fundamentals,  including  the  historical 
irnings  ratio,  its  business  model,  and  whether  compa- 
it  margins  are  going  up  or  down, 
likes  The  Motley  Fool  Web  site  (www.fool.com),  but 
;  keen  on  stock-screening  software:  "There's  some 
)  it,  but  there's  always  some  other  factor  underlying 
mething  comes  up  high  or  low  in  the  ranking  that 
jen  gives  you,"  he  says. 


W  The  fact  that  I  can  have 
mount  of  dollars  and  get  all 
this  information  and  late- 
iking  news  and  trade  for  $8 
Is  just  a  great  thing.  ^  ^ 

y.  As  a  mle  of  thumb,  Julio  Gomez  of  Boston-based 
Advisors  Inc.,  which  specializes  in  Internet  brokerage, 
tivity  doubles  when  a  discount  brokerage  customer 
i'om  telephone  to  online  trading.  Piper  Jaffi'ay  Inc.  an- 
ill  Bumham  estimates  that  by  yearend,  online  ti-ading 
x'ount  for  30%  of  retail  volume,  up  fi'om  17%  in  1997. 
thi-ee  to  five  years,  he  says,  50%'  of  retail  volume 
ne  from  online  trading. 

number  of  fii-ms  offering  online  trading  has  mush- 
.  Gomez  now  tracks  more  than  60  such  fimis,  up  from 
ar  ago.  The  industiy  leaders  are  Charles  Schwab  & 
!  largest  discount  fii'm,  and  E*Trade  Secuiities  Inc.  A 
attle  for  market  share  is  being  waged,  however,  with 
ach  as  Waterhouse  Seciuities,  Datek  Online,  and  Web 
Secuiities  coming  on  sti'ong. 

[ng  the  surge  in  online  trading  are  plummeting  trans- 
:osts.  "Cost  was  artificially  inhibiting  trading,"  says 
"You  needed  the  stock  to  move  several  percentage 
ust  to  recoup  transaction  costs."  In  1997,  the  average 
ision  charged  by  the  top  10  online  brokers  fell  by 
lan  50%,  from  $34.65  at  the  stait  of  the  year  to  $15.95 
end.  And  cheap  trading  on  the  Web  is  driving  prices 
t  discount  brokerage  and  full-sei-vice  finms  alike, 
market  break  last  October  showed  fu-ms  just  how  ac- 
vestors  could  be.  Many  401(k)  sponsors  saw  more 
move  among  funds  than  expected,  especially  in  funds 
?  company  stock.  In  general,  investors  are  keeping  a 
3ye  on  their  401(k)s,  with  the  average  number  of  an- 
lone  calls  per  participant  for'  plans  administered  by 
;an  Express  Retii-ement  Services  rising  from  1.5  calls 
•ticipant  in  1994  to  6  calls  per  person  in  1997. 


For  bettei'  or  worse,  some  individuals  are  finding  that  the 
cheapest  place  to  make  short-tenn  moves  is  in  their  retir-e- 
ment  account.  Many  401(k)  plans  have  low  fees  or  no  fees  for 
transferring  money  between  funds.  One  investor  makes  bets 
that  foreign  stock  markets  will  generally  follow  the  U.  S. 
market.  If  the  U.  S.  stock  market  looks  like  it  will  close  low- 
er, this  investor  switches  money  out  of  his  401(k)'s  foreign 
funds  just  before  the  market's  close.  The  next  day,  if  the  Dow 
Jones  Industrial  Average  ends  on  an  up  note,  he  moves  mon- 
ey back  into  for-eign  funds  shortly  before  the  closing  bell.  He 
says  his  returns  have  outpaced  the  averages.  Says  another  in- 
vestor trading  a  six-figure  position  in  the  Standard  &  Poor's 
500-stock  index  fund  in  his  401(k):  "It's  the  cheapest  way  to 
play  the  s&p."  A  pension  fund  consultant  tells  of  a  client 
who  has  a  veritable  investment  club  market-timing  their 
401(k)s.  Five  men  check  their  accounts  daily,  call  one  anoth- 
er, and  then  speed-dial  changes  to  the  plan's  800  number. 
MARKET  TIMERS.  The  next  big  trend  among  401(k)  plan 
providers  is  to  make  accoimts  accessible  through  the  Internet. 
By  the  end  of  1998,  clients  of  American  Express  Retire- 
ment Sei-vices  will  be  able  to  go  on  the  Net  and  transfer  bal- 
ances, change  contribution  rates,  and  change  the  percent- 
ages allocated  between  funds.  If  individuals  react  the  way 
they  did  when  introduced  to  online  trading,  they  may  start 
trading  their  401(k)s  more  than  ever  That's  not  necessarily 
bad:  Such  sites  often  oiier  a  lot  of  educational  material  as  well 
as  planning  tools  to  help  investors  allocate  their  money. 

Active  traders  of  mutual  funds  have  long  existed,  but  the 
bull  mai-ket  may  be  egging  them  on.  Bince  A.  Ogil\ie,  cliief  fi- 
nancial officer  at  Santa  Ana  (Calif.)-based  Contour  Design 
Inc.,  which  makes  ergonomically  designed  computer  mice,  used 
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Joseph  Kast,  3i  salem,  ore. 

■  Hunting  and  fisliing  ai'e  favorite  pastimes  for  31-y| 
deputy  sheiiff  Joseph  Kast,  but  lately,  the  Oregon  na 
has  been  consumed  by  a  new  hobby:  trading  stocks, 
when  Kast  saw  how  low  commissions  were  for  tradi 
line,  he  moved  from  investing  in  mutual  funds  to  inv] 
in  indiNidual  stocks.  "In  a  bull  market,  I  thought  I  ct 
as  well  as  anV  mutual  fimd,"  says  Kast. 

After  heai-ing  of  an  intriguing  stock  on  CNX  or  CNi 
Kast  turns  to  his  computer  and  the  20  to  30  financial] 
he  has  bookmarked.  Yahool Finance  is  his  favorite  sit 
he's  young,  Kast  is  willing  to  take  risks  and  looks  fci: 
stocks — "stuff  that  could  balloon  and  be  the  next  Mi^ 
He  trades  about  five  times  a  month,  depending  on  \v 
"This  is  the  hobby  I  enjoy  the  most,"  he  says.  "It  di 
wife  nuts  sometimes.  She  doesn't  undei-stand  how  I 
interested  in  all  these  numbers  flowing  across  the  sc 

Kast,  who  has  never  used  a  broker,  says  he  might 
er  turning  to  one  when  he  approaches  retirement.  "  I 
again,"  he  says,  "they  might  not  want  to  put  in  the  : 
that  I  do." 


My  concern  is  to 
see  a  company  that  is  grown 
and  blossoming.  Fm  young, 
can  take  risks.  I  trade  mo 
often  than  I  should.  ^  ^  I 
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to  own  more  than  20  mutual  fimds  at  once  but  says  that  hurt 
perfoiTnance.  He  has  winnowed  liis  holdings  to  about  10  funds 
(page  124).  On  Oct.  28,  1997.  Ogil\ie.  who  trades  often,  bought 
hea\ily  into  Hong  Kong  mutual  fimds  when  he  saw  the  U.  S. 
mai'ket  staging  a  big  rebound  after  its  554-point  fall  the  day 
prior.  The  ne.xt  day.  he  watched  Hong  Kong's  Hang  Seng  index 
rise  12*^  and  put  in  a  sell  oi'der.  He  says  liis  jjortfolio  is  up 

more  than  20'  f. 

Fund  managers  do 
not  like  "market  tim- 
ers" because  the  rapid 
inflow  and  outflow  of  money  dismpts  theu'  strategies  and 
can  mean  higher  expenses  and  capital-gains  taxes  for  other 
fund  sharehoklei-s.  "I  know  fund  managei-s  complain  about  too 
much  trading,  but  they  do  the  same  thing,"  says  Ogilvie. 
"They  constantly  sell  and  get  out  when  they  want  to." 
FEVERISH  IVIARKETING.  After  the  market  break  in  October, 
the  switcliing  became  such  a  concern  that  the  mutual-ftmd  in- 
dustiy  went  on  the  offensive.  A  number  of  ftmd  famihes  and 
ftmd  supermai'kets  have  added  loads  or  ai'e  re\iewing  how  to 
change  their  fee  stnictui-es  to  discoui-age  mai-ket  timei-s.  But 
as  fimil  families  add  baniei-s  and  fees  to  discom-age  them,  oth- 
er fin'n^  ai'e  creating  funds  expressly  for  such  tradere.  Bethes- 
da  (Md.  -based  Pi-oFunds  launched  a  family  of  funds  last  No- 
vember that  has  no  loads,  fees,  or  restrictions  on  moving 
between  funds.  "Many  market  timei-s  try  to  stay  beneath 
the  radar  of  fund  companies,"  says  Michael  L.  Sapu-,  the 


firm's  chairman.  "However,  especially  recently,  fund  C' 
have  sought  to  both  protect  and  eliminate  investoi*? 
tiTting  to  time  the  mai'ket  with  mutual  funds." 

Sapir  says  that  his  ftmds  keep  transaction  costs  • 
anticipating  lai-ge  swings  of  cash  between  ftmds  and  r 
in  exchange-traded  ftitm-es  and  options  contracts 
cate  the  funds'  benchrnai-ks.  Since  the  futm-es  and  opt : 
tracts  they  buy  ai'e  settled  the  next  day,  "we  can  i 
uidity  on  any  redemption  the  next  day,"  he  says.  Si 
ftmds  have  attracted  SoO  million. 

The  biggest  number  of  new  products  aimed  at  sh' 
traders,  however,  ai-e  making  their  debuts  on  the  Wt 
firms  ai'e  feverishly  altering  pi'oduct  lines  and  busin* 
*o  appeal  to  these  new  tradei's.  The  incentive  for  int- 
;iro\iders  to  offer  accurate,  timely,  value-added  inf^ 
ov  )•  the  Web  and  to  help  people  intei-pret  it  con 
hu^Uv'.  Fii-ms  such  as  PC  Quote  Inc.  and  Telescan  Ini 
havt.  'ong  geai'ed  then-  softwai'e  to  sopliisticated  inve^ 
revamping  theii'  offerings.  "The  Internet  brought  u.- 
a  'comm  n  man'  tj']3e  of  mai'ket."  says  Jem'  Smith,  a 
\ice-pi'e- dent.  "To  remain  customei-s.  people  have  ti 
technok'.iiy  and  make  money  with  it.  So  we've  spent  a 
of  our  time  translating  capabihties  to  the  beginner  1' 
are  admV.g  a  lot  of  educational  materitil."  PC  Quote  cf 
Portei-  -ays  fii-ms  such  as  his  realized  that  'if  we  begi 
power  the  indi\idual  with  the  tools  to  manage  then- 
sets,  t!i!-ii'  motivation  will  afford  them  the  possibility  t- 
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U.S.  Robotics"  V.90  56K* 
standard  modem.  It  con- 
nects up  to  80%  faster 
than  other  28.8  modems, 
giving  you  quicl<er  access 
to  quotes,  charts  and  reports 
than  ever  before.  And  it's 
compatible  with  nine  of  the 
top  ten  Internet  providers 
and  over  1,400  more  around 
the  globe.  No  wonder  U.S. 
Robotics  is  the  world's  best 
selling  modem.  To  learn 
how  you  can  capitalize  on 
more  of  the  action,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56kcentral. 


Cover  Story  ; 


better  than  some  broker  is  going  to  do  for  them,  perhaps."  At  j 
the  least,  he  adds,  "I  think  they'd  like  to  tiy." 

Another  firm  targeting  a  wider  universe  of  traders  is 
Iselin  (XJ.)-based  Datek  Onhne  Holdings  Corp.  The  fii-m 
used  to  cater  just  to  users  of  the  small  order  execution  trad-  | 
ing  system,  or  SOES,  which  allowed  traders  to  pounce  on 
fleeting  pricing  UTeguiaiities  between  bid  and  ask  prices  for 

SASDAq  stocfe.  "Datek 
is  trjing  to  court  a 
broader  audience,  but 
then*  core  is  veiy  ag- 
gi-essive  retail  traders  doing  a  lot  of  voltmie,"  says  BiuTiham. 

Ai-e  the  efforts  of  Datek  and  othei^  to  engage  and  educate 
the  average  investor  in  shoit-teiTn  trading  setting  investors 
up  for  a  faU?  Or  will  such  efforts  help  develop  better  in- 
vestoi-s?  Susanne  D.  Lyons,  who  heads  Schwab's  active  trad- 
er and  affluent  customer  business,  beUeves  the  Internet  is 
making  investors  less  tip-prone.  "People  used  to  buy  on  tips 
they  heai'd  at  cocktail  parties,"  she  says.  And  sure,  there  ai"e 
a  lot  of  tipsters  on  the  Net.  Now,  people  are  "more  likely  to 
go  look  at  a  price  chart  and  make  a  better  infonned  decision 
than  a  tip-oriented  buy,"  says  Lyons.  "People  trade  more 
when  they  start  using  the  Net,  but  they're  not  churning 
and  burning.  The  wealth  of  infonnation  and  news  shows 


them  opportunities  they  didn't  see  before."  Adds  Stc 
Killeen,  a  senior  \ice-pi-esident  at  Fidehtj'  Brokerage  G 
"I'd  be  more  wonied  if  the  infonnation  wasn't  there 
people  were  trading  wiUy-niUy." 

Of  coui'se,  amateui-  and  professional  investors  ahkc 
make  mistakes.  The  difference  now  is  that  more  may 
fi'om  their  mistakes.  As  one  online  trader,  a  -SO-yeaf-old 
hattanite  who  trades  10  or  so  times  a  day  and  did  not 
her  name  used,,  puts  it:  "If  a  broker  recommends  some 
you  buy  and  then  you  lose  money,  a  lot  of  things  go  thi 
youi'  head  about  why  that  happened,  ^^^len  you're  doin 
picking,  you  know  why  it  happened."  The  investor  say 
averages  a  gain  of  Si. 200  a  day  on  a  S50,000  portfolio. 
TRIGGER-HAPPY.  The  new  investors  leam  by  doing.  1! 
Grtien,  oS.  mastered  a  big  lesson  yeai*s  ago:  He  did  not 
a  cai'eer  as  a  day  trader.  Gmen.  of  !Monistown.  X.  .J.,  w 
for  a  major  investment  bank  in  private  client  senices 
retiiing  a  few  years  ago.  About  10  yeai^s  ago,  he  triei 
trading,  chasing  after  eighths  of  a  point,  "and  leaiTK 
expensive  lesson.  I  found  out  I'm  not  veiy  good  at  it." 
has  a  quarter  to  a  third  of  his  portfolio  eaiTnarked  for 
teiTn  trading  and  makes  about  one  big  trade  a  day.  H( 
picks  stocks  based  on  factors  he  thinks  will  affect 
within  two  to  seven  days — such  as  the  market  cven-eact 

K.\THLEE\  Biters  &  Ron  xMilt 

Los  .\lto$,  Calif.  

■  Kathleen  Buyers  and  Ron  Milton  are  the  odd  couple 
investing.  Kathleen  focuses  on  finding  value  plays,  trad 
maybe  40  times  a  year;  her  husband,  Ron,  is  a  moment 
player  and  trades  at  least  200  times  a  year. 

For  these  Silicon  Valley  dwellers,  investing  online  is 
natural.  "If  you're  comfortable  making  your  owti  invest 
decisions  and  comfortable  with  technologj',  it's  a  slam-d 
says  Buyers,  48,  a  sales  manager  for  Sun  Microsystemi 
She  owns  20  stocks,  most  of  them  tech-related,  and  inv 
with  a  time  horizon  of  about  two  years.  "I  don't  believi 
asset  allocation,"  she  says.  That  makes  her  portfolio  vo 
It  plunged  2o9c  last  fall  but  has  since  recovered. 

Milton,  an  engineer  with  Lockheed  Martin  Corp.,  ai 
point  had  80%  of  his  account  in  Ascend  Communicatic 
Inc.,  a  networking  firm.  Milton,  58,  recently  took  somi 
profits  on  Ascend  and  is  up  about  45%.  "This  year  I'n 
ing  to  eliminate  small  speculative  stocks  and  get  into 
stocks  that  have  a  reason  to  move  other  than  rumors 
says  Milton. 

One  day.  Milton  and  Buyers  would  like  to  take  a  Ion 
on  their  sailboat.  "Rather  than  put  money  in  funds,  \v( 
might  put  it  in  Berkshire  Hathaway  stock,"  says  Milto 


This  year  Fm  trying 
to  eliminate  small  speculati 
stocks  and  get  into  value  stoc 
that  have  a  reason  to  movi 
other  than  rumors. 
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Who  hasn't  been  there  when  someone's  started  dealing 
business  cards  as  if  it  were  a  game  of  five  card  stud'?  The  Palm  III" 
connected  organizer  lets  you  dispense  with  that 
ritual  -  without  gambling  with  your  precious 
information  Now  infrared  transfer  makes 
It  possible  to  transfer  your  business  card  and 
other  information  (including  applications)  directly  to  and  from  other  Palm  III 
users  And  HotSync'  technology  lets  you  exchange  data  with  your  PC-great 
for  quick  backups  and  seamless  data  entry  Of  course  Palm  III  still  keeps 
track  of  appointments,  contacts,  to-do  lists,  e-mail  and  expenses-and 
applications  created  by  thousands  of  developers  make  this  orga- 
nizer even  more  powerful  Palm  Computing  products  are  the 
fastest  selling  computer  products  in  history  and  soon  not 
having  one  will  be  like  running  out  of  business  cards- 
a  big  business  faux  pas.  For  a  Palm  III  retailer  near 
you,  visit  www  palm  com  or  call  1-800-861-2529. 


Palm  III 


mm 


t  prices.  PalmPilot  MacPac,  requited  for  Macintosh  connectivity,  sold  separately  for  S14  95  Expense  and  Mail  appfications 
desktop  software  not  supported  on  Macintosh  ©  1998  3Com  Corp  3Com,  the  3Com  logo.  Palm  Computing,  and  HotSync 
Jemarks,  and  PalmPilot,  Palm  III,  Palm,  the  Palm  III  logo,  and  the  Palm  Computing  platform  logo  are  trademarks  of  Palm 
3Com  Corporation  Other  product  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners, 
manufactured  by  Pilot  Corporation  or  Pilot  Corporation  of  America,  manufacturers  and  distributors  of  writing  instruments 


The  connected  organizer. 

PalmPiloi  Professional  -  $299' 

•  Instantly  syncs  with  your  PC 

•  Stores  thousands  of  entries 

•  E-mail  and  Internet  ready 
Palm  III  Organizer  -  $399" 

( Includes  PalmPilot  Professional 
features  fi/ui  ^ 

•  Infrared  Transfer 

•  Twice  the  memory 

•  Applications  available  from 
thousands  of  developers 

•  Links  to  Symantec  ACTi  and 
Microsoft  Outlook  included 


Optional  links  [sold  separately! 
available  for 

•  Ascend  97 

•  ECCO 

•  GoldMine 

•  Lotus  Organizer  and  Notes 

•  Maximizer 

•  and  more 
Palm'"  Mail  compatible  with 

•  Eudora  3  0  3  or  higher 

•  Lotus  cc  Mailv  7  0,  6  0,  2  5 

•  Microsoft  Exchange  4  0  or  higher 

•  Microsoft  Outlook  97 

•  Windows  Messaging  4  0 

•  and  more 


lOW-HOW  What's  it  going  to  take  to  get  the  bandwidth  you  need  (where  &  when  &  as  fast  as 
To  handle  wireless  communications  as  easily  as  wired?  To  get  data  as  reliable  as  voice?  (?????) 
ake  people.  Technology.  Experience.  And  the  ability  to  deliver, 
^e  built,  and  continue  to  build,  the  most  powerful  networks  on 
th.  We've  got  the  largest  service  force  in  the  industry  (already 
service  more  networks  than  anyone  on  the  planet).  And 
'e  got  the  brains  of  Bell  Labs  behind  us.  This  is  the  kind  of 
"ibined  arsenal  it's  going  to  take  to  make  sure  the  network 
start  building  now  is  strong  enough  to  be  your  network  down 

road  We  make  the  things  that  make  communications  work. 


you  need 
It's  going 


'■ucBnt  Technologies 

'■««8-4.iuccnr 


Lucent  Technologies 
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feat's  of  an  acquisition  being  diluiu  e  lu  a  cuinpariy  ^  earnings. 

This  phenomenon  of  more  active  trading  is  not  without  a 
potentially  significant  dowTiside.  "In  this  next  wave,  we  will 
have  people  intoxicated  by  the  convenience,  the  utility,  and 
the  bull  mai'ket,  and  they  may  end  up  making  investment  de- 
cisions they  regi-et,"  says  Bumham.  Robert  J.  FaiTell,  senior 
investment  ad\'iser  at  Memll  LjTich  &  Co,,  wonders  if  the 

  bull  market  is  making 

investors  overconfi- 
dent. "We're  giving 
people  tools  to  convert 
to  a  short-term  point  of  view — now  they  can  even  trade  the 
Dow  Jones  Industrial  Average  on  the  CBOE — and  most  of 
the  pros  aren't  beating  the  averages,"  he  says. 

One  of  the  most  common  mistakes  investoi*s  say  they  make 
is  being  too  trigger-happy.  ^Vhen  baitender  Ciekanski  stalled 
trading,  she'd  buy  and  sell  for  a  quick  gain.  "Lots  of  times,  I'd 
sell  it  real  quick  and  then  two  to  three  months  later  I'd  see  it 
way  up,"  she  says.  "I'm  learning  to  hold  on  to  stocks  longer" 
Joseph  Kast,  a  31-yeai-old  deputy  sheiiff  in  Salem.  Ore.,  can 
s\Tnpathize  (page  128).  After  bu\ing  the  stock  of  E*Trade  in 
the  high  teens  and  selHng  it  in  the  mid-20s,  he  watched  the 
stock  rise  to  47.  "I  made  money,  so  I  can't  complain,  but  still, 
the  company  looked  good  at  the  time  I  sold,"  he  says. 

Other  investoi-s,  however,  say  they  sttimbled  by  hanging  on 
too  long.  Grtien's  results  were  ahead  of  his  expectations  for 
the  fii'st  quarter,  but  he's  off  to  a  rocky  start  in  the  second 
quarter.  "The  damage  w^as  self-inflicted,"  he  says.  "It  re- 
minded me  of  something  I  already  knew — that  when  a  trade 
works  out,  I  should  take  a  profit  and  walk  away  instead  of 
hanging  around  for  more." 


Philip  Da\is,  3i  pensacola,  fla. 

■  Philip  J.  Da\-is'  real  estate  business  takes  a  back  st 
his  true  love:  online  trading.  He  used  to  take  "a  strict 
long-tei-m  buy-and-hold"  approach  but  now  trades  as  r 
as  fotir  to  five  times  a  day. 

Davis  started  trading  actively  in  mid-1996.  He  still 
his  original  capital  but  recently  lost  the  8400,000  that 
made  over  the  past  year.  He  lost  most  of  it  by  day-trs 
shares  of  data-storage  company  Iomega,  although  he 
in  other  tech  stocks.  Since  the  end  of  199^7,  Iomega  is 
about  32%.  "Since  it  was  the  source  of  my  success  I  f( 
hesitant  to  break  away,"  he  says.  In  holding  on,  Da\is 
lated  a  cardinal  rule  of  short-term  trading:  Cut  youi*  1( 

Trading  is  a  family  affair.  "My  sister  is  keeping  an 
Oracle,"  says  Da\is.  "I  feed  her  a  real-time  quote  now- 
then.  She's  a  housewife  with  some  time  on  her  hands 
wants  to  build  a  nest  egg  to  send  her  kids  to  college.' 


People  on  the  Net  ma 
have  an  ax  to  grind.  Due 
diligence  is  a  must.  You  havi 
do  your  own  research.  Inev 
rely  on  Internet  hypes.  ^  % 


It  can  be  less  painful  to  make  mistakes  with  comm 
so  low.  Says  Taylor,  the  Florida  retu-ee:  "With  my  Schv 
cotmt,  I  can  take  a  position  in  a  stock  for,  say,  S30.  At 
places,  the  commission  could  be  $300  to  S400.  I  can 
stock,  then  buy  it  back,  and  I  don't  feel  like  it's  costing 
ann  and  a  leg." 

Increased  short-tenn  trading  leads  to  increased  volat 
the  mai'ket,  says  Robert  J.  Froehhch,  chief  investment 
gist  for  Scudder  Kemper  Investments  Inc.  "A  lot  of 
ai'e  not  focusing  on  the  next  month  or  quailer.  but  on 
the  mai'ket  will  be  tomon'ow,"  Froehlich  says.  "It  adds 
ity  to  the  market  and  creates  the  appearance  that  th 
make  money  in  the  short  inn  by  outsmarting  the  ma 
and  no  one  can  do  that." 

"GAIVBUNG."  That  critique  has  been  made  by  coimtless 
But  a  lot  of  people  who  advocate  investing  for  the  lo: 
ai'e  unable  to  beat  the  market  as  well — among  the 
fund  managers  at  Zuiich  Kemper  Funds  before  the 
were  pm'chased  by  Scudder,  Stevens  &  Clark  Inc.  las 
At  the  time  of  the  deal,  the  funds  had  been  undei-peifc 
for  years,  with  only  10  of  theu'  116  funds  meriting  a  f( 
five-star  rating  fi'om  Morningstai'  Inc.,  the  mutual-fun 
senice.  In  general,  sticking  to  the  wTong  discipline  car 
investors  serious  losses.  Holding  on  to  gold  funds,  for 
pie,  has  been  disastrous  for  thousands  of  people. 

It's  the  feai'  that  mainstream  America  wiU  take  to  f 
the  stock  mai'ket  with  the  same  gusto  that  they  play 
chines  in  Las  Vegas  that  woiiies  many  mai'ket  wai 
With  the  spread  between  bid  and  ask  prices  narrowii 
with  ti-ansaction  costs  so  low,  "a  lot  of  people  ai'e  appro 
the  stock  mai'ket  as  a  gambling  game,"  says  Jeremy  J. 
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>WHEN  THE  RED  RIVER  FLOODED,  IT  VERY  NEARLY  WASHED 
AWAY  A  GITY.  THE  GRAND  FORKS  HERALD  CONNECTED  THE 
SCATTERED  PIECES  OF  THAT  COMMUNITY.  KNIGHT  RIDDER 
NEWSPAPERS  LIKE  THE  HERALD  PROVI  DE  H  E  LP  -  AN  D  HOPE- 
AND  STRENGTH  TO  THE  COMMUNITIES  THEY  SERVE, 


s 


>Grand  Forks  (N.D.)  Herald 

>San  Luis  Obispo  (Calif.)  Telegram-Tribune 

>The  Monterey  County  (Calif.)  Herald 

>(State  College,  Pa.)  Centre  Daily  Times  anH  nrv  thk 

>Aberdeen  (S.D.)  American  News  ...dfiaonin^ 

>Warner  Robins  (Ca.)  Daily  Sun  Real  Cities  NetWOr'ki^ 


www.realcities.com 


professor  of  finance  at  the  University  of  Pennsylvania's  Whai'- 
ton  School  and  the  author  of  Stocks  for  the  Long  Run.  That 
doesn't  mean  that  their  bets  will  necessarily  translate  into 
gi'eater  market  volatility,  however.  "I  don't  think  their  ag- 
gregate money  is  such 
that  they  can  compete 
with  institutions  sell- 
ing 10,  20,  30  times  as 
much  on  each  transaction,"  says  Siegel. 

Many  investors  seem  to  recogiiize  the  lisks  they're  taldng. 
Tushar  Shah,  a  23-year-old  consultant  in  Manhattan,  has 
spent  the  past  year  trading  a  chunk  of  money  saved  for  him 
by  Ms  father  (page  127).  Shah,  whose  portfolio  is  tracking  the 


Cover  Story^ 


broad  market,  notes  that  "the  Web  is  a  great  democrat 
force,  but  it's  hard  to  distinguish  between  good  and 
sources  of  information,  and  with  stocks,  that's  cruc 
Nevertheless,  Shah  says,  "it's  better  than  before,  when 
pie  didn't  have  any  access  to  information." 

In  the  midst  of  a  raging  bull  market,  investors  are 
ping  up  to  the  challenge  of  managing  moi'e  of  then-  mon( 
the  bull  stumbles  or  turns  into  the  unthinkable — a 
market — all  of  this  empowerment  may  not  be  viewe 
the  great  blessing  that  it  is  today.  For  the  time 
however,  the  enthusiasm  of  the  new  traders  is,  like 
stock  market,  reaching  new  highs. 

By  Suzanne  Woolley  in  New 


HOW  TO  MAKE  THE  NET  YOUR  BROKER 


Lowndes  Rourke,  59,  is  new  to 
investing.  But  since  the  retired 
marketing  consultant  decided  to 
take  a  more  active  role  in  managing 
his  money,  moving  it  out  of  mutual 
funds  and  into  individual  stocks,  his 
portfolio  is  up  more  than  40%  in 
four  months,  outperforming  just 
about  all  the  funds  he  used  to  own. 

Rourke,  who  invests  from  a  small, 
computer-lined  room  in  a  40-foot 
tower  built  into  his 
Kent,  Conn.,  home, 
spent  thi-ee  years 
clipping  articles 
about  the  Internet 
and  investing  before 
diving  in.  Now,  he 
spends  up  to  12 
hom-s  a  day  doing 
research.  "I  wish  it 
was  easier  to  do," 
he  says.  "If  you  do 
it  light,  I  can't  see 
how  it  isn't  tedious." 

Not  long  ago,  in- 
vestors wanting 
real-time  stock 
quotes  had  to  call 
their  broker.  Now, 
not  only  can  real- 
time quotes  be  found  on  Web  sites, 
they  may  even  be  free.  Sophisticated 
charting,  research,  and  stock-screen- 
ing tools  abound.  And  the  price  of 
access  to  all  of  this  infonnation  is 
getting  lower  and  lower 
HYPE.  Finding  information  is  easy — 
it's  filtering  it  that's  hard.  There  is  a 
lot  of  garbage  and  hype.  A  Web 
site's  recommended  stocks  may  have 
very  thin  floats — meaning  there's  not 
a  lot  of  the  stock  being  ti-aded.  That 
can  make  selling  the  stock  at  a  fair 
price  tough.  Also,  the  firms  or  indi- 
viduals recommending  stocks  may 
hold  positions  in  the  stocks  but  not 
disclose  that  crucial  fact. 

Novices  can  start  by  going  to  the 


Yahoo! Finance  (quote.yahoo.com)  or 
Motley  Fool  (www.fool.com)  sites. 
Microsoft  Investor  (investor.msn.com) 
is  another  comprehensive  site.  It 
costs  $9.95  a  month  for  the  full  range 
of  its  services,  but,  like  Yahoo! Fi- 
nance, it  offei's  a  free  poitfolio-track- 
ing  sei-vice. 

For  a  step  up  in  sophistication, 
check  out  Telescan  Inc.'s  Wall  Street 
City  (www.wallstreetcity.com).  Here, 


An  Investing  Web  Site  Sampler 


INVEST-O-RAMA! 

www.investorama.com 

MICROSOFT  INVESTOR 

investor.msn.com 

S&P'S  PERSONAL 
WEALTH  www. 
personalwealth.com 

THESTREET.COM 

www.thestreet.com 

WALL  STREET  CITY 

www.wallstreejcity.com 


Helpful,  free  directory  of  investing  resources;  good 
articles  on  investing  basics 

Free  portfolio  tracking  service;  subscribers  get 
stock-  and  fund-screening  tools  and  news  feeds 

Site  offers  original  editorial  content,  extensive  data 
and  customized  investment  advice 


Site  has  colorful,  free,  market  commentary  and  timely 
feature  articles 

For  the  analytically  minded,  site  has  powerful  charting 
capabilities,  info  on  insider  sales,  and  more 

DATA-  BUSINESSWEEK 


investoi's  can  screen  for,  say,  stocks 
with  high  or  low  price-earnings  ra- 
tios, stocks  with  high  or  low  levels  of 
institutional  holdings,  and  much 
more.  When  customers  sign  up,  they 
get  weekly  E-mail  messages  during 
the  fii'st  month  about  how  to  build 
and  track  a  portfolio,  how  to  do  com- 
pany i-esearch,  and  how  to  use 
search  capabilities.  A  basic  subscrip- 
tion is  $9.95  a  month. 

Market  Guide  Inc.  (www.market 
guide.com)  is  another  site  with  deep 
and  broad  information.  "Despite  low 
commission  levels,  people  don't 
trade  unless  they're  confident,"  says 
Homi  M.  Byramji,  president  of  Mar- 
ket Guide.  "The  information  we  give 


them  makes  them  feel  confident. 
The  site  provides  detailed  financia' 
insider  trading  reports,  institution; 
ownership,  and  stock  screens,  in- 
cluding 50  variables  to  screen  for 
case  neophytes  want  some  help  be 
fore  formulating  their  own  screens 
The  site  offers  a  $9.95  monthly 
package,  but  it's  free  for  the  mont 
of  May. 

Standard  &  Poor's  Personal 
Wealth  (www. 
personalwealth.co 
site  offers  buy,  se 
and  hold  recomm< 
dations  and  in- 
depth  analyses  of 
stocks  and  mutua 
funds  for  $9.95  a 
month,  s&p  is  a  d; 
vision  of  The  Mc- 
Graw-Hill Compa 
nies,  BUSINESS 
week's  parent. 

For  investors 
terested  in  the  lo 
costs  and  conve 
nience  of  online 
trading,  the  next 
hurdle  is  winnow 
the  choices  of  bi 
kers.  To  see  what's  available,  chec 
out  Gomez  Advisor's  Web  site 
(www.gomezadvisors.com).  It  has 
scorecard  ranking  more  than  50  Ii 
ternet  brokers  on  ai-eas  such  as  e; 
of  use,  on-site  resources,  and  over 
cost.  The  first-quaiter  scorecai'd  g 
top  honors  to  Dudirect,  with  Wat- 
house  Secmities  a  close  second. 

Investing  successfully  looks  eas 
in  a  bull  market.  When  Rourke's 
friends  hear  how  well  he's  doing 
the  market,  "they  think  I  have  sc 
magical  formula,"  he  says.  But,  s; 
Rourke,  who  spends  $1,000  a  yea 
purchasing  investment  research  \ 
Web  sites,  "it's  just  hard  work." 
By  Suzanne  Woolley  in  New  1 
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HOW  MOTOROLA 
LOST  ITS  WAY 


For  years,  Motorola  Inc.  had  supplied  virtually  all  the 
wireless  phones  to  Ameritech  Corp.  But  when  it 
came  time  to  switch  to  the  new  digital  technology, 
something  went  haywire:  Motorola  wasn't  ready.  So  in 
the  summer  of  1997,  Ameritech  rolled  out  its  digital 
service  using  phones  from  rival  Qualcomm  Inc.,  a 
San  Diego  upstart.  "I  could  not  stop  my  strategy  or  my  busi- 
ness plan  and  was  forced  to  go  with  vendoi-s  that  were  ready," 
says  MaiT  Bamett,  Ameritech  Cellular's 
du'ector  of  product  marketing. 

An  isolated  case?  If  only.  Instead, 
one  of  the  world's  most  admired  com- 
panies, known  for  cutting-edge  technol- 
ogy and  gold-plated  quality,  is  coming 
up  stunningly  short  these  days.  The 
former  trailblazer  in  two-way  radios, 
cell  phones,  pagers,  and  computer  chips 
has  missed  a  digital  beat  and  now  finds 
itself  scrambling  to  catch  up.  Even  then, 
its  products  don't  always  pass  muster 

In  1994,  Motorola  clairned  (iO%  of  the   

U.  S.  market  in  wireless  phones,  ac- 
cording to  Herschel  Shosteck  Associates.  Today,  it  has  34%. 

The  company's  wireless-equipment  business  hasn't  fared 
any  better  In  the  U.  S..  Motorola  has  lost  cmcial  gi'ound  to  Lu- 
cent Technologies  Inc.  and  Northern  Telecom  Ltd. — in  pait  be- 
cause it  has  sold  faulty  products.  On  top  of  the  problems  Mo- 
torola has  created  for  itself,  a  downturn  in  the  semiconductor 
and  paging  industries  and  tuiTnoil  in  Asia  haven't  helped. 

Now,  the  go-go  gi-owth  company  of  a  few  years  ago  is 
barely  inching  along.  Revenue  gi'owth,  which  soared  an  av- 
erage 27%  a  year  between  1993  and  1995,  has  slowed  to  5% 
in  the  past  two  years,  to  .$29.8  billion  in  1997.  Profits  have 


The  inside  saga 
of  warring  factions 
and  strategic 
blunders 


tumbled,  too:  down  33%  since  1995,  to  $1.2  bilhon  in 
with  a  25%  plunge  expected  tliis  year.  As  for  shareholde 
tiuTi,  it  has  averaged  less  than  1%  annually  in  the  past 
years,  vs.  an  average  54%  in  the  previous  tkree  years. 
Steven  Goldman,  a  professor  at  Lehigh  University  wh( 
done  consulting  work  for  Motorola:  "It's  hard  to  im; 
that  six  or  seven  yeai's  ago  Motorola  was  one  of  the  mos 
mii'ed  companies  in  the  world.  Now,  you  talk  about  Noki; 

Ericsson  and  how  they're  eating 
torola's  lunch." 

Even  worse  for  Motorola  in  the 
haul,  its  hard-earned  reputatioi 
quality  is  being  cjuestioned.  The 
company  that  won  the  Mai 
Baldrige  Quality  Award  in  1988 
once  insisted  that  every  executiv( 
sentation  begin  with  an  example  o: 
to  improve  quahty,  now  finds  itself 
ing  customer  complaints.  These 
to  a  head  in  March,  when  Motorol 

  a  $500  million  contract  with  wii 

earner  PrimeCo  Personal  Commi 
tions.  The  carrier's  beef:  Motorola's  equipment  would  i 
times  shut  down,  leaving  customers  unable  to  make  ca 
Motorola  admits  to  having  problems  in  recent  yeai's  b 
sists  the  future  is  bright,  ceo  Christopher  B.  Galvi: 
clined  to  comment  for  this  article,  but  Motorola  execi 
who  report  to  him  say  he  has  set  a  hurdle  of  15%  to  209i 
enue  gi'owth  and,  despite  the  company's  problems,  expe 
achieve  that  within  the  next  year  or  two.  Galvin  is  b( 
that  the  industries  the  company  is  in  will  grow  15%  a 
and  expansion  into  new  markets  will  be  frosting  on  the 
"We're  not  veiy  hapjjy  with  the  last  few  years  of  busine 
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suits,"  says  Merle  L.  Gilmore,  an  executive  vice-president. 
"Just  as  we  have  renewed  businesses  regularly  in  our  histo- 
ry...  we  expect  to  be  able  to  renew  our  business  again." 

One  promising  new  market:  satellite  communications.  Mo- 
torola's flagbeai'er  there,  Iridium,  will  blast  the  last  two  pieces 
g  of  a  66-satelKte  constellation  into  the  sky  on  Apr.  30  and  begin 
I  offering  new  voice  and  paging  sei-vices  for  business  travelers 
5  in  September.  Iridium,  17.7%  owned  by  Motorola,  could  gen- 
^  erate  revenues  of  $2.6  billion  by  2000,  says  Chase  Securities 
I  Inc.  "If  you  thi"ow  our  product  in  your  briefcase,  you  know 
g  you  can  make  a  call  from  anywhere  on  the  planet,  and  people 
S  can  get  to  you,"  boasts  Iridium  chief  Edwai'd  F.  Staiano.  Mo- 

0  torola  has  $6.3  billion  in  Iridium  contracts  and  it's  developing 
3  satellite  expertise  that  should  help  win  future  business. 

1  To  be  sure.  Motorola  remains  a  force  to  be  reckoned  with, 
s  Even  with  its  market-share  losses  and  customer  complaints, 

30  it's  stOl  the  world's  largest  maker  of  mobile  phones  and  a  top 
|i  suppher  of  wireless  equipment.  It's  a  leading  maker  of  digital 
2°  phones  overseas.  And  it  remains  the  most  sought-after  brand 
1^  name  in  mobile  phones.  Almost  every  carrier  that  criticizes 
<|  the  company  for  its  late  products  says  it  does  so  because  it 
^"  wants  them  so  badly.  "We  need  them  back  in  the  game,"  says 
f  I  Dennis  F.  Strigl,  ceo  of  Bell  Atlantic  Mobile. 
2g     But  time  is  cracial.  Galvin,  48,  the  grandson  of  Motorola's 
founder,  is  working  fui'iously  to  stem  market-share  losses 
§i  and  return  the  company  to  its  roots  as  a  creator  of  top- 
x|  notch  products.  Since  taking  over  16  months  ago,  he  has  re- 
placed  the  heads  of  the  wii'eless-phone  and  -equipment  busi- 
nesses  and  has  installed  top  lieutenants  in  key  posts 
Ji  throughout  the  company. 


Galvin  also  has  railed  against  a  culture  that  he  thin! 
times,  has  been  too  smug,  too  engineering  driven,  and  tc 
cused  on  internal  rivalries.  To  foster  cooperation  amon 
visions,  he's  starting  to  pay  top  execs  based  on  company 
performance — not  just  their  own  division's  results.  Al 
same  time,  Galvin  has  insisted  that  sales  reps  better  s 
customers.  Already  Motorola  is  working  closely  with 
Wireless  Services  to  develop  an  innovative  digital  p] 
"They're  bending  over  backward  for  us,"  says  an  AT&T  ^ 
utive.  "That's  never  happened  before." 
"WARRING  TRIBES."  The  most  dramatic  change  is  expi 
later  this  spiing,  when  Galvin  will  restructure  the  compar 
the  second  time  in  his  short  tenure.  His  aim:  to  consolidat 
erations  into  three  major  groups,  including  a  communica 
division  that  will  pull  together  mobile  phones,  wireless  e 
ment,  two-way  radios,  pagers,  and  cable  modems.  This  wi 
courage  the  communications  teams  to  coordinate  bus 
plans,  share  ideas,  and  cut  down  on  development  costs. 

This  also  could  go  a  long  way  toward  curbing  Motorola' 
ture  of  "warring  tribes."  In  recent  years,  division  heads  h; 
most  total  control  of  their  operations,  which  meant  they 
compete  or  simply  refuse  to  cooperate  with  other  divi; 
That  culture  worked  well  at  times,  especially  when  the  ce 
operations  cannibalized  Motorola's  own  two-way  radio 
ness  and  became  a  much  bigger  business.  But  recently,  inl 
fiefdoms  left  Motorola's  divisions  badly  out  of  step.  The 
conductor  group  wouldn't  make  chips  other  divisions  want 
use.  And  the  wireless-equipment  group  sold  customers  d 
gear  two  years  ago — while  the  wireless-phone  unit  is  jusi 
coming  out  with  digital  phones  for  those  systems. 
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Galvin  and  his  brother  Joseph 
Galvin  found  Galvin  Manufac- 
turing in  Chicago. 
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phones.  The 
connpany  goes 
public. 


1955 


Introduces 
its  first  pagers — a 
business  Motorola 
comes  to  domi- 
nate with  85% 
market  share. 


1974 


 Unveils  its  first 

microprocessor,  the  6800.  By 
1997,  Motorola's  computer 
chip  business  grows  to  $8 
billion  in  sales — 21%  of  the 
company's  revenues. 


m^T'd  fTTTl  After  20 
years  and  $200 
million  in  devel- 
opment, 
the  com 
pany's 
first  cellu 
lar  tele- 
phone net- 
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work  begins  commercial 
operation. 


The  company's  nine- 
year  push  to  emphasize  qual- 
ity products  culminates  when 
it  receives  the  Malcolm 
Baldrige 
National 
Quality 
Award  from 
Congress. 


George 
Fisher  suc- 
ceeds Robert 
Galvin  as 
chief  execu- 
tive officer, 
the  first  non-Galvin  to  head 
the  company. 

I^I^I'l  Motorola  discontinues 
development  of  wireless 
infrastructure  based  on  a 
standard  called  TDMA  in 
favor  of  an  alternative, 
CDMA,  which  is  supposed 


to  have  higher  cap 
carry  phone  calls, 
lack  of  TDMA  equi 
means  Motorola  ce 
25%  of  the  digital 
less  infrastructure 
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Bell,  BellSouth,  ar 
One  drop  Motorola 
of  poor  switching  c 
in  its  wireless  equi 
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3  high  that  these  efforts  will 
pany  back  on  track.  To  head 
imunications  division,  Galvin 
GUmore,  a  long-time  confi- 
id  been  running  the  compa- 
ons  in  Europe,  Africa,  and 
East.  "The  most  important 
says  Gilmore,  "is  that  the 
I  will  be  able  to  serve  the 
itter." 

it?  Motorola  has  a  good  shot 
ng  if  Galvin  is  willing  to 
moves.  Top  of  the  hst:  He 
ide  whether  to  sell  the  com- 
:gling  wireless-equipment  business  or  buy  a  tele- 
maker  to  bolster  it.  More  important,  he  must 
rch  out  of  Motorola's  culture  so  its  executives  get 
(ning  to  customers — instead  of  dictating  to  them. 
TURE.  So  how  did  the  once  mighty  Motorola  lose 
iw  could  a  company  once  dubbed  the  "American 
r  blazing  a  trail  overseas,  find  itself  being  beaten 
:h  by  European  giants  and  outfoxed  by  U.  S. 
iterviews  with  current  and  former  Motorola  ex- 
tomers,  rivals,  and  analysts  paint  a  jarring  picture 
any's  fall  from  grace. 

3  tale  is  a  cautionary  one.  It's  a  lesson  in  how  a 
aches  the  pinnacle  of  its  industry — and  becomes 
ts  own  success.  It  was  hubris,  say  insiders,  that 
ives  from  recognizing  better  technologies,  chang- 
,  and  customers'  needs.  What  followed  were  man- 


The  company's 
semiconductor 
group  wouldn't 
make  chips  other 
divisions  needed 


agement  missteps,  ill-timed  strategies, 
and  spotty  execution. 

It  began  in  the  heady  days  of  1995. 
At  the  helm  of  the  company  sat  Gary 
L.  Tooker,  a  personable  if  not  charis- 
matic executive  who  had  started  work- 
ing in  Motorola's  semiconductor  opera- 
tion 33  years  earher.  He  had  replaced 
the  much  praised  George  M.  C.  Fisher, 
who  had  left  to  head  Eastman  Kodak 
Co.  in  1993.  At  the  time,  Robert  L. 
Galvin,  the  son  of  the  founder  and  the 
company's  chief  for  27  years,  polled  the 
board  to  find  out  if  they  would  name  his 
son,  Chris,  then  a  senior  executive  vice-president,  as  ceo. 

Board  members  balked.  They  thought  the  younger  Galvin, 
then  43,  was  too  green.  He  had  started  out  at  Motorola  in 
1973  selling  two-way  radios  and  had  headed  several  key 
businesses,  including  the  paging  division.  But  some  executives 
still  considered  him  a  lightweight,  in  part  because  he  did 
not  have  an  engi- 
neering degree 
hke  most  of  the 
other  top  brass. 
Still,  it  was  a  matter  of  when  Galvin  would  become  CEO, 
not  if.  "Inside,  people  knew  it  was  a  monarchy,"  says  one  for- 
mer senior  executive. 

Tooker,  by  contrast,  was  an  engineer  who  had  helped  Mo- 
torola prosper  largely  by  giving  division  heads  free  rein  to 
run  their  own  show.  The  company  owned  the  wireless-phone 
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Q  Christopher 
Galvin,  grandson  of  the 
founder,  becomes  CEO. 


QUALCOMM  CHIP 

Developing  CDMA  chip 
internally  slows  intro- 
duction of  Motorola 
phones. 


SUMMER  1996 


Discontin- 
ues production  of  its  Marco 
and  Envoy  handheld  comput- 
ers, which 
are  design 
marvels  but 
commercial 
flops. 

MOTOROLA 
ENVOY 

Introduces  the  Star- 
TAC,  Motorola's 
smallest  cellular 
phone.  Motorola's 
decision  to  limit  distri- 
bution to  carriers  that 
buy  most  of  their 
phones  from  the  compa- 
ny infuriates  customers. 

STARTAC  CELLULAR  PHONE 


CHRIS  GALVIN 


AUGUST  1997 


Apple 

Computer  interim  CEO  Steve 
Jobs  pulls  the  plug  on 
licensing  the  Macintosh  to 
doners.  Motorola,  which 
developed  the  PowerPC  chip 
used  in  the  Mac 
and  had 
launched  a 
Mac-cione 
business, 
has  to  fold 
its  clone 
operation. 


JOSS 


MARCH  1998 


 ^Because  its 

network  shut  down  for  up  to 
two  hours,  wireless  carrier 
PrimeCo  replaces  Motorola 
with  Lucent  Technologies  as 
the  supplier  of  wireless  infra- 
structure for  a  $500  million 
contract. 

O  PrimeCo 

PERSONAL  COMMUNICATIONS 


APRIL  7, 1998 


First-quar- 
ter earnings  plummet  to  half 
those  of  a  year  ago,  and 
Motorola  warns  that  profits 
will  remain  below  forecasts 
for  several  quarters.  The 
stock  plunges  11%. 


MAY  1998 


Galvin  plans  to 
announce  a  restructuring 
into  three  major  groups: 
communications,  semicon- 
ductors, and  components. 
The  goal  is  to  better  coordi- 
nate the  R&D  and  marketing 
in  the  divisions  making  con- 
sumer products  such  as  cel- 
lular phones  and  pagers. 
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business:  Its  share  of  the  U.  S.  mai'ket  had  increased  to  60% 
in  1994 — Nokia  Coi-p.  and  L.  M.  Ericsson  were  bai'ely  a  blip 
on  the  wireless  scene.  In  January.  1995,  Motorola  announced 
results  for  1994  that  brought  Wall  Street  to  its  feet:  Revenues 
were  up  31%,  to  $22.2  billion,  and  profits  soared  53%,  to 
$1.6  bilhon. 

But  this  also  was  the  year  that  U.  S.  wireless  carriers  be- 
gan waking  up  to  digital  technologj'.  The  digital  era  promised 
new  services  like  Caller  I.  D.,  paging,  and  short  messaging. 
The  earners  were  hooked. 

Not  so  Motorola.  In  one  telling 
meeting  in  Febioiaiy,  1995,  top  execs  The  cellular  phone 
from  Ameritech  met  with  Motorola's  chief  clungtO  analog, 
brass  at  the  cellular  mdustrys  big        .  , 
trade  show  in  New  Orleans.  "I  need  COStmg  tne  company 
[digital]  handsets ...  in  a  year,"  Bar-  preclous  time 
nett  recalls  saving.  Motorola's  cellulai'- 

phone  chief,  Robert  N.  Weisshappel,  wasn't  there,  but  his  sec- 
ond-in-command did  her  best  to  reassure  Bamett.  "We  want 
to  meet  yoiu*  goals,"  said  Suzette  Steiger,  according  to  Bar- 
nett.  "Let  me  take  it  under  re\iew'."  at&t.  Bell  Atlantic,  and 
others  were  delivering  the  same  message. 

But  inside  Motorola,  it  was  falling  on  deaf  ears.  Weisshappel, 
a  bespectacled  fonner  engineer,  had  spent  24  years  at  Mo- 
torola and  desen^ed  much  of  the  credit  for  making  its  cellular- 
phone  business  dominant.  KnowTi  for  his  explosive  temper,  his 
gi-eatest  skill  was  in  designing  ever  smaller  stylish  phones. 
In  1995,  he  beUeved  that  what  most  consimiei-s  wanted  w'as 

a  better  analog 
phone,  not  a  dig- 
ital phone  that 
would  have  to  be 
big  and  bulky  because  the  technologj^  was  so  new.  "Forty- 
three  million  analog  customers  can't  be  wTong,"  he  told  a 
small  gathering  of  execs  at  the  cellulai-  gi'oup's  headquartere 
in  subui'ban  Chicago,  according  to  one  former  employee.  "It 
was  hard  to  get  him  to  stop  talking  about  [analog],"  recalls 
one  executive.  "The  rank  and  file  were  scared  to  death." 

But  Weisshappel  had  what  he  thought  was  an  ace  up  his 
sleeve.  In  -Januaiy,  1996,  Motorola  introduced  the  ultrasleek 
StaiTAC  phone.  The  phone  had  taken  two  yeai-s  and  millions 
of  dollars  to  develojD — and  it  was  a  design  man'el,  smaller 

than  a  cigarette  pack.  "Motorola  has   

taken  what  was  never  thought  possi- 
ble and  made  it  a  reality,"  Weisshap- 
pel crowed  at  the  time. 

Sure,  the  StarTAC  wasn't  digital,  but 
Weisshappel  thought  he  could  use  his 
design  breakthi'ough  to  hold  back  the 
tide  of  technology'.  In  the  summer  of 
1996,  he  and  his  top  execs  introduced 
the  so-called  Signatui'e  program.  The 
idea  was  simple:  Motorola  would  dis- 
tribute the  StaiTAC  only  to  earners 
that  had  bought  a  high  percentage. 

typically  75%,  of  their  mobile  phones  from  Motorola — and 
agreed  to  promote  the  phones'  features  in  stand-alone  dis- 
plays. The  goal  was  to  boost  mai'gins  with  higher-priced  prod- 
ucts such  as  the  $1,.500  StarTAC  and.  at  the  same  time,  protect 
Motorola's  market  share. 

The  Signatui'e  program  turned  into  a  fiasco.  In  one  meet- 
ing in  Bell  Atlantic  Mobile's  executive  conference  room  at  its 
Bedminster  (N.J.)  headquarters,  Weisshappel  and  his  team 
laid  out  the  requirements  for  the  carrier's  executives  with 
w'hat  Bell  Atlantic  Corp.  says  was  a  "you-must"  attitude. 
The  caiTier's  Strigl  quickly  became  furious.  "Do  you  mean  to 
tell  me  that  [if  we  don't  agi-ee  to  the  program]  you  don't  want 
to  sell  the  StarTAC  in  Manhattan?"  he  recalls  telling  Weiss- 
happel. Weisshappel  declined  comment  on  the  incident.  Bell 


J 


Customers  started 

complaining 
Motorola's  system 
sometimes  shut  down 


Atlantic  wasn't  the  only  company  to  take  exception. 
Coi-p.  and  BellSouth  Corp.  refused  to  participate  in  the 
gram,  and  sales  to  both  caniers  dropped. 

Tlie  company's  digital  delays  weren't  caused  only  by  \' 
happel's  preoccupation  with  StaiTAC.  Motorola  tried  hi 
semiconductors  from  rival  Qualcomm  to  get  into  the  d 
game  faster  But  Weisshappel  felt  Qualcomm's  prices  wet 
cessive,  and  he  stopped  bujing  in  1995  to  develop  the 
internally.  As  it  turned  out,  the  development  took  two 
cost  millions  of  dollars,  and  lost  the  company  precious 
TENSE  MEETING.  Meanwhile,  customei^s  were  launching 
sei-\ice — without  Motorola  phones.  In  Febnaarj',  1997 
yeai's  after  he  had  fii-st  asked  for  digital  phones,  Ameri 
Bai'nett  met  again  with  Steiger.  "We're  placing  orders 
he  told  her  "Do  you  have  phones?"  She  didn't.  Ameritt 
luctantly  turned  to  Qualcomm. 

By  eaiiy  1997,  newiy  minted  ceo  Chiis  Gal\in  ha- 
enough.  Rivals  Nokia  and  Qualcomm  were  putting  a  ; 
dent  in  Motorola's  mai-ket  share.  In  a  tense  meeting  a* 
torola's  headquailers,  Gal\in  demanded  to  know^  why  th 
bile-phone  gi'oup  hadn't  released  key  digital  phones, 
happel  had  heard  all  this  before  and  was  tired 
badgering.  "I  guess  I'll  just  buy  Qualcomm,"  he 
according  to  one  person  at  the  meeting.  Weisshappel  I 
company  the  following  August. 

  By  that  time,  Motorola  had  lor 

made  the  decision  to  make  - 
phones.  But  it  wasn't  that  simple, 
were  thi'ee  competing  digital  star 
to  choose  from  in  the  U.  S.  Cod- 
sion  Multiple  Access  (cdma)  tech] 
offei-s  sLx  times  the  capacity  of  ; 
systems — and  is  now^  the  most 
lai-,  with  50%  of  the  U.  S.  mai'ket 
Di\ision  Multiple  Access  (TD^u), 
has  thi-ee  times  the  capacity,  ac 
for  one-quaiter  of  todaj^'s  mai'ke 
Global  Standai-d  for  MobUe  Con 
cations  (gsm),  the  thu-d  standaixl  with  two  to  three  times 
pacity,  claims  25%  of  the  U.  S.  market  and  is  the  technol 
choice  in  Eui'ope. 

Motorola  developed  its  gsm  phones  fii-st  and  has  bee 
big  supplier  ovei-seas,  as  well  as  in  that  segment  of  thi 
mai'ket.  But  it  has  been  slow  to  develop  phones  for  tl 
er  two  U.  S.  standai-ds.  "We  underestimated  the  engin 
effort  to  bring  these  products  to  market,"  says  Jai 
Caile.  coi-porate  \ice-president  for  mai'keting  in  Motorol; 
bile-phone  gi'oup.  "It's  an  embairassment  to  us." 

By  all  accounts,  Motorola's  wii-eless-equipment  gi-oup 
be  red-faced,  too.  In  1995.  executives  had  been  aggre; 
developing  digital  products,  but  they  put  all  their  ch 
just  one  standai-d  in  the  U.  S. — cdma.  As  it  turned  ou 


Someday  I  plan  to:  Teach  someone  to  read.  Run  for  city  council. 
Look  up  old  college  friends.  Catch  my  limit  of  wide-mouth  bass. 


PLAN  FOR  THE  FUTURE  WITH  THE  DREYFUS  MIDCAP  VALUE  FUND. 

This  high  performer  invests  in  mid-sized  company  stocks  that  are 
I        DREYFUS  MIDCAP  VALUE  FUND  t e mp o ra r ily  o u t  o f  f 3 vo T ,  an d 

OO.I^  which  we  consider  undervalued  in 

ONE  YEAR  LIFE  OF  FUND 

AVG.  ANNUAL  TOTAL  RETURNS  AS  or  3.31.98  INCEPTION  DATE  9.29.95  the  marketplace.  It  could  mean 
the  difference  between  simply  meeting  your  goals,  or  exceeding 
them.  So  what  arejou  investing  for?  DREYFUS.  RULE  YOUR  KINGDOM." 


TO  FIND  OUT  MORE,  CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794x4495 


l^reyfiis 


a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before 

sst.  Past  performance  is  no  guarantee  of  future  results.  Share  price  and  investment  return  fluctuate  so  redemption  value  may 
or  less  tfian  original  cost.  ©1998  Dreyfus  Service  Corporation,  Broker-Dealer,  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 


Information  Technology 


How  Motorola  Missed  the  Mark 


eliminated  Motorola  from  50%  of  the  U.  S.  market.  The  ii'ony, 
say  former  executives,  is  the  company  had  been  developing 
TDMA  equipment  but  abandoned  it  to  focus  on  cdma.  "We 
were  way  ahead  of  everybody,"  laments  one  engineer  who 
worked  at  the  company  diunng  that  period.  Motorola  says  it 
di'opped  TDMA  because  it  didn't  tliink  it  had  strong  enough  re- 
lationships with  TUMA  earners  to  land  deals. 

Still,  Motorola  did  have  some  big  cdma  wins.  In  September, 

1995,  Primeco 
tapped  the  com- 
pany to  help 
build  its  national 
network.  And  Motorola  would  go  on  to  nab  $5  billion  in 
equipment  contracts  in  1997. 

While  Motorola  was  scrapping  for  contracts,  it  had  to 
protect  what  has  been  the  Achilles'  heel  of  its  wireless- 
equipment  business:  its  lack  of  a  telecom  switch.  A  svritch,  a 
type  of  computer,  is  particularly  important  in  digital  net- 
works, which  need  much  more  intelligence  than  the  old  ana- 
log systems.  It's  the   

switch  that  makes  the 
snazzy  new  services 
possible.  Motorola  has 
established  itself  as  the 
king  of  base  stations, 
which  send  and  receive 
sound  over  radio  fre- 
quencies to  mobile 
phones,  but  it  doesn't 
make  switches.  Ti-adi- 
tional  telephone-compa- 
ny suppliers,  such  as 
Lucent  and  Northern 
Telecom,  make  both 
pieces  so  they  can  offer 
customers  no-fuss  inte- 
gi-ated  networks. 

By  1995,  the  compa- 
ny had  been  tiying  for 
more  than  a  decade  to 
get  a  strong  switch 
partner.  In  1984,  it 
signed  an  agreement 
vdth  DSC  Communica- 
tions Corp.  in  Piano, 
Tex.,  for  the  two  com- 
panies to  market  their 
equipment  together. 
But  in  1990,  Motorola 

got  dumped  for  poor  switching  capabilities  by  foui'  key  cus- 
tomers— CTE,  SouthwesteiTi  Bell,  BellSouth,  and  Metro  One 
Communications.  In  1992,  Motorola  instead  formed  an  al- 
liance with  Canada's  Northern  Telecom — but  the  partner- 
ship fell  apart  two  yeai's  later  when  the  competitors  couldn't 
put  aside  their  differences.  The  company  again  turned  to 
DSC  and  at  times  Siemens  and  Alcatel  Alsthom. 

But  problems  continued.  In  early  1996,  Bell  Atlantic  was 
getting  more  concerned  about  cellular  fraud  and  asked  its  two 
equipment  providers,  Lucent  and  Motorola,  to  come  up  vdth 
solutions.  Lucent  provided  a  product  witliin  tliree  months.  In 
part  because  of  switching  problems,  it  took  Motorola  more 
than  a  yeai* — and  Bell  Atlantic  is  still  not  satisfied.  Strigl  re- 
placed Motorola  with  Lucent  as  his  equipment  provider  in 
Connecticut.  "We  were  veiy  concerned  that  we  were  getting 
such  fast  response  fi-om  Lucent  and  we  were  getting  promis- 
es but  no  action  from  Motorola,"  he  says.  "I  couldn't  take 
them  at  their  word  anymore." 

It  got  worse.  In  late  1996,  PrimeCo  started  getting  com- 
plaints from  customers  because  Motorola's  system  would  oc- 
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casionally  stop  working — ^the  lapses  lasted  between  30  mii 
and  two  hom-s.  PrimeCo  traced  the  problem  back  to 
torola  and,  after  Motorola  tried  in  vain  for  several  montl 
repair  it,  PrimeCo  decided  to  bring  in  Lucent. 
PRICE  WARS.  AirTouch  Communications  Inc.,  which  ( 
half  of  PiimeCo,  also  has  been  experiencing  a  high  numb 
dropped  calls  in  its  Los  Angeles  market,  where  it  uses 
torola  equipment.  An  AirTouch  spokesperson  decline 
comment  on  whether  Motorola  would  remain  an  equip: 
supplier.  The  stumble  in  digital  has  taken  its  toll:  Motoi 
share  of  the  U.  S.  digital  equipment  market  was  13% 
year,  vs.  Lucent's  38%  share,  says  the  Yankee  Group. 

Not  all  of  Motorola's  problems  are  of  its  own  making 
spite  a  huge  share  of  the  pager  and  paging-equipment 
kets,  price  wars  have  left  paging  companies  withou 
money  to  buy  products.  Revenues  in  the  Motorola  ^ 
that  includes  paging  dropped  4%  in  1997,  to  $3.8  billion 
problems  at  Apple  Computer  have  devastated  Mote 
computer-chip  business,  so  it  is  pushing  harder  on  sped; 

chips  for  airbags 
other  products. 

The  Asia  turmoi 
has  contributed  tc 
torola's  woes.  In 
Motorola  was  begi 
to  reap  substantia 
eftts    from  its 
decade  push  ovei 
particularly  in  Asij 
company  dominate 
Asian  market  for 
way  radios  and  pi 
It  was  running 
and-neck  with  Er 
for  leadership 
mobile  phone 
and,  after  batten 
way  into  Japan's 
tected  telecom  m 
it  held  close  to  a 
ter  of  the  mobile- 
market. 

But  trouble 
ahead.  The  200 
neers  at  Mot( 
headquarters  wh( 
focused  on  the 
ese  market  were 
ded  to  analog 

ucts — despite  protests  from  Motorola's  executives  in 
"Motorola  could  be  revered  today  if  only  it  had  embrac< 
ital,"  says  a  former  Motorola  executive  who  was  in  Ja 
the  time.  Motorola  was  late  with  digital  phones  and, 
past  thi'ee  years,  has  seen  its  market  shai'e  sUde  to  3' 
recent  economic  downturn  in  the  region  also  has  huit  d« 

Questions  about  the  company's  future  remain.  Can  it 
up  in  digital  phones?  WiU  it  sell  off  its  wii'eless  equipmer 
ness?  Can  Galvin  fix  its  culture,  a  task  of  no  small  magi 

Despite  its  problems,  a  sense  of  optimism  is  en 
through  the  company's  headquaiters.  Galvin  is  telling  [ 
tives  that  Motorola  must  strive  for  "renewal" — com| 
new  businesses  in  which  the  company  can  recreate! 
After  all.  Motorola  got  its  name  because  founder  Fj 
Galvin  developed  a  market  in  car  radios,  and  then  th| 
pany  abandoned  it  as  cellular  sei-vice  was  taking  off. 

Now  we'll  see  if  Chris  Galvin  can  tiiJy  follow  in  his  | 
father's  footsteps. 

By  Roger  O.  Crockett  in  Chicago,  ivith  Peter  Elsti^ 
New  York 


PROBLEM 

Equipment  problems  in  1997-98  result  in  its  network 
shutting  down  for  up  two  hours.  PrimeCo 
drops  Motorola's  equipment  in  favor  of  Lucent's  gear. 

In  early  1996,  the  carrier  asked  both  Lucent  and 
Motorola  for  equipment  to  help  prevent  fraud.  Lucent  pro- 
vided the  technology  withm  three  months.  Motorola  took  a 
year — and  Bell  Atlantic  still  isn't  completely  satisfied  with 
its  product. 

In  1995,  the  Baby  Bell  told  Motorola,  which  supplied  most  of 
its  wireless  phones,  that  it  wanted  to  move  to  digital  equip- 
ment. When  Ameritech  launched  its  digital  network  in 
spring  1997,  Motorola  still  didn't  have  products  ready. 
Ameritech  turned  to  other  suppliers,  including  Qualcomm 
and  Sony. 

The  carrier  is  forced  to  test  four  batches  of  Motorola's  digital 
wireless  phones  over  a  six-month  span  before  they  finally 
work.  Meanwhile,  similar  phones — all  used  in  its  Tulsa 
(Okla.)  market — have  been  supplied  by  rival  Nokia  for  two 
years.  U.S.  Cellular  still  can't  get  digital  phones  from  Motoro- 
la for  its  Knoxville  (Tenn.)  and  Yakima  (Wash.)  markets. 
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different 

kind  of 

Internet 

network. 

Where 

compromise 

is  not  an  option. 

innovation 

never  stops. 


When  you're  operating  a  network  built  exclusively  to  meet  the 
demands  of  business,  you  can't  be  anything  less  than  fanatical 
about  technology  and  service.  You  create  an  advanced 
architecture  for  unrivaled  performance,  and  room  for  growth. 
You  make  it  fully  redundant  for  maximum  reliability.  You  deliver 
unmatched  local  access  with  over  850  points-of-presence. 
Then  you  get  the  best  minds  in  the  business  to  monitor 
and  support  the  network  around-the-clock.  At  UUNET,^^ 
we're  continuously  redefining  what  business-class 
Internet  access  means.  Is  this  obsession?  Perhaps,  But  it's 
why  more  companies  choose 
us  than  any  other  Internet 
provider  Call!  800  265  0479 
www.uu.net/bw13 


And 


6  5600  Web  Hosting;  1  800  258  4039  VARs/Resellers:  +1  703 : 

ET  Techndlogies,  Inc.,  a  subsidiary  of  WorldCom,  Inc.  • 
iervetl.  The  UUNET  logo  is  a  registered  trademark. 
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\\l  omen  of  childhearing  years  need  folic  acid  every 
day.  Because  you  never  know  who'll  be  stopping  by.  Some 

pregnancies  are  planned.  Some  come  as  a  surprise.  That's  why  all  women  need  folic 

acid  in  their  diets  before 
they  become  pregnant,  to 
help  reduce  the  risk  of 
certain  birth  defects.  The 
March  of  Dimes  recom- 
mends getting  .4  milligrams 
of  folic  acid  every  day 


before  and  during  the 


early  weeks  of  pregnancy. 


Folic  acid  can  be  found  in 


some  foods  such  as  cere- 


als, leafy  vegetables,  beans 
and  citrus  fruits.  A  daily 


multivitamin  is  always  a 


very  reliable  source. 


March  of  Dimes 


Think  ahead  for  a  healthy  baby. 
For  more  information  contact  your  health  care  provider  or  call  the  March  of  Dimes. 
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^      ^^^^  ^ 


Many  of  the 
biggest  names  in  business 
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V  in  Dubai. 


Boeing  to  locateT^S^rT "»  tt^is' 
'pare  parts  centre  i?b°ub1i  ^exion  estat-^l  ic 
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To  find  out  how  your  company  can  profit  from  doing  business 
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fax  this  coupon  to  (215)  751  9551  or  (310)  752  4444. 
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MIC  POLICY 


IRNING  IN  AMERICA. 
98-SnLE 

's  Democrats  who  are  calling  for  go-go  growth 


I  years  ago,  the  economic  bat- 
•y  of  the  Reagan  Revolution 
growth — and  the  faster  the 
e  supply  siders  who  descended 
ngton  in  the  early  1980s  ar- 
big  tax  cuts  would  spur  capi- 
,ment,  which,  in  turn,  would 
economy  into  a  gi-owth  frenzy 
ice  the  1960s.  America's  prob- 
Id  be  swept  away  by  a  power- 
prosperity.  As  Ronald  Reagan 
throughout  his  Presidency: 
s  best  days  he  ahead." 
the  cry  for  supercharged 
5  beginning  again — only  this 
!  of  the  most  enthusiastic  voic- 
to  liberal  Democrats.  While 
mistic  rhetoric  echoes  the  Re- 
of  the  early  '80s,  these 
,s  favor  vastly  different  poli- 
ganites  pushed  tax  cuts  and 
r  increases  in  defense  spending 
purchases  of  capital  equip- 
;tifying  all  of  it  with  rosy  pre- 
)r  the  economy. 
HE  ENVELOPE."  Pro-growth 
s  argue  that  government  in- 
5hould  be  targeted  to  human, 
cal,  capital.  And  to  move  the 
to  a  higher  growth  plane,  they 
nd  billions  of  federal  dollars  on 
job  training,  reseai'ch  and  de- 
it,  and  public  infrastructure, 
en  argue  that  government 
ish  income  and  payroll  taxes 
;e  them  with  a  levy  on  carbon- 
;ls — a  step  they  claim  would 
srate  faster  economic  growth 
ollution.  Most  controversial  of 
re  insisting  that  a  strong  econ- 


THE  GIPPER:  Inspiring  liberals! 


omy  makes  radical  reform  of  Social  Se- 
curity unnecessary  and  imprudent. 

House  Democratic  Leader  Richard 
A.  Gephardt  (D-Mo.)  is  becoming  the 
most  visible  advocate  of  go-go  economics 
as  he  plans  his  race  for  the  Presidency 
in  2000.  In  a  little-noted  speech  last  De- 
cember, Gephardt  said:  "We  cannot  be 


the  party  of  fairness  without  being  the 
party  of  growth.  We  need  to  push  the 
envelope  of  growth  beyond  what  has 
been  acceptable  to  the  status  quo." 

A  cadre  of  liberal  economists,  includ- 
ing Bany  Bluestone  of  the  Univei"sity  of 
Massachusetts,  Bennett  Hanison  of  the 
New  School  for  Social  Research  in  New 
York,  and  James  K.  Galbraith  of  the 
University  of  Texas,  are  providing  the 
intellectual  foundation  for  Gephardt's 
case.  Insists  Bluestone:  "It  is  precisely 
by  arguing  for  policies  that  will  assui^e 
faster  growth  that  we  can  encourage 
our  redistributionist  agenda." 

Pro-business  Democrats  such  as 
Senator  Joseph  I.  Lieberman  CD- 
Conn.)  have  been  making  theii'  own 
gi'owth  ai"gument  for  year's.  But  such 
optimism  doesn't  come  easy  to  the 
left — which  for  decades  has  tended 
to  see  the  economic  glass  as  half- 
empty.  Even  as  a  Democratic  Presi- 
dent presides  over  a  powerful  ex- 
pansion, many  liberals  are  focused 
on  the  problem  of  income  inequality. 
i  Says  Will  Mai-shall,  president  of  the 
Progi'essive  Policy  Institute,  a  cen- 
™  ti'ist  Democratic  think  tank:  "The 
left  seems  to  wish  for  bad  news." 

The  New  Growth  Democrats  ai'e 
trying  to  break  that  mold.  They  still 
wony  that  the  current  boom  has  dLs- 
pi'oporlionately  benefited  the  rich. 
But  unlike  other  liberals,  they  be- 
lieve a  powerhouse  economy  is  the 
best  way  to  spread  the  wealth. 

Just  as  Republicans  insisted  that 
deficits  shouldn't  get  in  the  way  of 
their  tax  cuts,  these  Democrats  say  a 
drop  of  red  ink  is  a  small  price  to 
pay  for  new  education  spending.  The 
drive  for  a  balanced  budget,  they  ar- 
^  gue,  has  been  misguided.  "We've  re- 
ally been  off  on  a  fiscal  policy  fetish," 
says  Galbraith.  "There  isn't  a  school 
district  in  Texas  that  doesn't  issue  debt. 
Why  the  federal  government  shouldn't 
is  beyond  me." 

Most  Democrats  agree  that  govern- 
ment should  spend  moi'e  on  education, 
roads,  and  bridges.  Even  President  Clin- 
ton argues  that  balancing  the  budget 
by  cutting  such  progi"ams  would  slow 


1           THE  REAGANITES  BELIEVED: 

■     NEW  GROWTH  DEMOCRATS  BELIEVE:  1 

•  Suppiy-side  tax  cuts  would  lead  to  a 
capital  spending  boom  and  a  surge 
in  growth 

•  New  spending  on  education,  training, 
and  R&D  will  lead  to  an  innovation 
boom  and  a  surge  in  growth 

•  Short-term  deficits  don't  matter 

•  Short-term  deficits  still  don't  matter 

•  A  booming  U.S.  economy  could 
bankroll  huge  tax  cuts  and  massive 
hikes  in  defense  spending 

•  A  booming  U.S.  economy  could  finance 
Social  Security  through  the  retirement 
of  the  baby  boomers 

ievers 
n 

[Now 
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Limited  Time  Offer  ■:-^'SMLJ  Get  Windows  98  Upgrade^ 


Now  there's  a  new  way  to  carry  your  most  vital  information  with 
you  anywhere— with  Palm  PCs  powered  by  the  Microsoft  Windows"  CE 
operating  system.  Featuring  a  familiar  interface,  all  designed  for  a 
small,  lightweight  package  that  lets  you  keep  connected  when 
you're  on  the  go. 

Put  Windows  in  the  palm  of  your  hand— 
and  get  your  hands  on  Windows  98  Upgrade! 

You'll  like  the  way  Palm  PCs  keep  you  effortlessly  up-to-date. 
Because  of  Microsoft  ActiveSync  technology,  your  Palm  PC  files 
stay  continuously  and  automatically  in  synch  with  your  desktop  PC. 
Just  connect  your  Palm  PC  to  your  computer,  and  it  does  the  rest, 
updating  your  contacts,  calendar,  tasks,  e-mail  and  notes.  And  entering 
data  is  a  cinch,  whether  you  handwrite  notes,  or  use  the  voice 
recorder  or  on-screen  keyboard. 

Whether  your  Windows-based  world  includes  a  network, 
a  desktop  PC,  or  a  laptop,  you'll  want  the  palm-sized  unit  that 
best  connects  with  it  all.  Look  for  the  logo  that  says 
"Powered  by  Microsoft  Windows  CE"  to  ensure  PQWCrf^Cl 
secure  access  to  every  Windows-based  device. 


When  you  purchase  a  Palm  PC  powered  by  Windows  CE  between 
May  1  and  June  30,  1998,  you  are  eligible  to  receive  a  coupon  worth 
approximately  $109  to  get  Windows  98  Upgrade  when  available'. 
Please  see  your  local  reseller  for  details.  For  more  information 
about  the  companies  that  provide  Palm  PCs  powered  by  Microsoft 
Windows  CE,  go  to  v/ww.microsoft.com  pc/. 


www.microsoft.com/windowsce/palmpc/    Where  do  you  want  to  go  today?' 


Microsoft 


Government 


growth.  So  he  has  proposed  billions  of 
doUars  in  new  money  for  them. 

But  taking  the  next  step  and  busting 
the  budget — even  for  education — trou- 
bles many  Democrats.  They  remember 
that  Reagan  kicked  growth  up  to  3%  a 
yeai-.  but  at  the  cost  of  deficits  that  ex- 
ceeded o9c  of  gross  domestic  product. 
Lawmakers  such  as  Representative 
Charles  W.  Stenhohn  (D-Tex.)  have  built 
their  careers  as  Democratic  deficit 
hawks  and  don't  want  to  see  the  party 
abandon  its  hard-won  fiscal  credibility, 
even  as  the  federal  budget  heads  to- 
ward a  short-term  surplus. 

And  while  mainstream  Democratic 
economists  favor  increased  education 


COMMENTARY 


Hike  output  a  little,  say 
the  New  Growth  gurus, 
and  Social  Security's 
problems  disappear 


spending,  they  reject  efforts  to  paint  a 
booming  economy  as  a  panacea.  Says 
Brookings  Institution  economist  Isabel 
V.  Sawhill:  "It  is  qioite  irresponsible  to 
say  that  growth  is  going  to  solve  our 
economic  problems." 
NO  CRISIS.  Maybe  not  all  of  them,  but 
the  New  Growth  gurus  think  it  wiU  fix 
one  of  the  biggest.  WTiile  Clinton  and 
many  Democrats  are  joining  the  debate 
over  how  to  restructure  Social  Security, 
these  Democrats  insist  that  such  a  step  is 
a  fools  errand.  There  is  no  crisis,  they  ar- 
gue; a  small  hike  in  the  rate  of  economic 
output  will  be  more  than  enough  to  fi- 
nance baby  boomers'  retirement.  Says 
Bluestone:  "If  you  get  maybe  a  0.5%  in- 
crease in  productivity  and  more  labor 
supply  growth,  the  Social  Security  crisis 
turns  out  to  be  nonexistent." 

Indeed,  Gephardt  and  Bluestone  claim 
that  if  the  economy  grows  by  3%  annu- 
ally over  the  next  decade,  rather  than 
the  2.3%  predicted  by  the  Administra- 
tion, the  nation  would  generate  an  ad- 
ditional $3.1  triUion.  And  that,  Gephardt 
said  in  December,  would  be  "enough  to 
keep  Social  Security  solvent;  enough  to 
invest  all  we  need  in  our  children's 
schools  and  our  people's  skills." 

It  is  an  enticing  message.  No  longer 
would  Democrats  need  higher  taxes  to 
finance  their  priorities.  And  while  the 
GOP  is  tangled  in  an  ugly  debate  over 
social  issues.  Democrats  might  even  hi- 
jack economic  optimism.  "Morning  again 
in  America"  has  a  pretty  nice  ring  to  it. 
By  Howard  Gleckman  in  Washington 


By  Richard  S.  Dunham 

IS  THE  GOP  THE 
ONLY  PARTY  OF  BUSINESS? 


For  decades.  Corporate  America 
didn't  need  a  scorecard  to  tell  its 
friends  from  its  enemies.  The  De- 
mocrats would  berate  companies  for 
exploiting  workers,  despoiQng  the  en- 
\Tronment,  and  abandoning  c-ommuni- 
ties.  The  RepubKcans — the  paity  of 
Big  Business — would  always  be  there 
to  fend  off  a  new  regulation,  c-ounter  a 
union  assault,  or  back  an  important 
trade  deal. 

Well,  it  ain't  that  simple  anj-more. 
Many  Republicans  who  have  come 
to  Washington  in  recent  yeai-s 
are  social  conser\'atives  whose 
priorities  ai-e  abortion  curbs, 
school  prayer,  and  human 
rights  abroad — not  trade, 
growth,  and  open  mai'kets. 
At  the  same  time,  plenty 
of  newly  elected  Democ- 
rats are  boosters  of 
free  trade  and  fis- 
cal discipline. 

That's  why 
corporate  lobby- 
ists ai*e  rethink- 
ing the  assump- 
tion that  a 
Republican  is 
inherently 
more  depend- 
able than  a 
Democrat.  A  Mar. 
5  memo  b\-  the  Business-Industn*  Po- 
litical Action  Committee  (bip.\c)— a 
corporate  lobbying  coalition — suggests 
that  now  would  be  a  good  time  for 
business  to  end  its  cozj'  relationship 
with  the  GOP  and  support  candidates  in 
both  parties  who  share  its  worldNiew. 

Entitled  "Broken  Pi-emises,"  the 
memo  laments  'the  verj-  mixed  mes- 
sage the  business  community  has  been 
recei\Tng  from  Republican  leaders  and 
members  of  Congress."  bip.\c  notes 
that  of  40  House  membei"s  who  op- 
posed such  business  priorities  as  fast- 
track  trade  authoiization  and  most-fa- 
vored-nation trade  status  for  China,  2:3 
were  RepubKcans.  Yet  aU  but  two  had 
extracted  megabucks  from  business 

PACS. 

The  New  Economy  has  a  lot  to  do 
with  where  business  support  lies  these 
days.  In  the  past,  when  labor  and 


management  were  c-onstantly  buttini 
heads,  pi-o-union  Democrats  were  th 
clear  enemy.  But  as  intemationalisni 
immigration,  and  trade  bec-ome  mors 
impoitant  to  companies,  many  Demc 
rats  can  be  counted  on  to  take  the 
business  line.  Example:  'When  it  con 
to  gi%'ing  the  InteiTiational  Monetar 
Fund  an  exti-a  S18  billion  to  cope  wi 
the  Asian  ciisis.  Democratic  leaders 
are  more  supportiv 
than  then-  gop  coi 
terpaits.  "Unfort 
nately.  some  in 
Congress  want  ■ 
use  the  IMF  and 
other  trade  bill; 
further  narrow 
political,  moral 
religious  issue 
complains  Sen 
tor  Pat  Rober 
(R-Kfln„). 

Even  the 
Chamber  of  G 
merce  has  tak 
note  of  the 
_  emerging  gem 

A^^^*l    tion  of  New 
Democrats. 
I  Although  0 
,j  10  House 
Dems  won 
'^^^^  eai-ly  endors 
ments  from  the 
Chamber  this  year,  eight  are  first- 
termers. 

On  the  other  side  of  the  aisle,  nc 
Demoa-atic  pollster  Mark  Mellman 
"There  is  a  wai-  going  oa  For  a  lo 
these  new  Republicans  fixim  the  rs 
cal  right,  their  only  business  ex"per 
ence  is  as  a  checkout  clerk  in  a  rel 
gious  bookstore."  That's  hj-perbole, 
it's  a  \'iew  shai-ed  by  a  growing  nu 
ber  of  Establishment  Republicans. 
"Conservatives  who  care  more  abo 
social  agenda  will  have  a  harder  tr 
getting  business  support  than  they 
have  in  the  past,"  warns  one  pac 
ager.  "If  it's  a  social  agenda  they  v 
let  them  look  to  the  social  conserv 
tives  for  support." 


Dunimm  covers  po 
in  Waskiyi 


11   areas  of  society  and  . 
ustry    who    use  the 
^"net  &  network  technology 
.roduce'  amazing  results,: 


Something  as  intricate  as  your  supply  chain  cannot  be  easily 


simplified.  But  PeopleSoft  Supply  Chain  Management  can 


introduce  some  sanity  into  the  process.  It  encompasses 


everything  from  forecasting  customer  demand  to  delivering 


On  a  related  topic, 
how's  your  supply  chain? 


products  on  time.  What's  more,  our  experience  across  the  entire 


enterprise  allows  you  to  integrate  all  aspects  of  your  global 


supply  chain,  uniting  your  front  and  back  offices.  All  you  have  to 


do  is  take  the  next  exit:  www.peoplesoft.com/sc  or  1  -888-773-8277. 


We  work  in  your  world. 


Developments  to  Watch 


EDITED  BY  OTIS  PORT 


THE  COMMON  COLD  COUGHS  UP  A  CLUE 

THE  VIRUS  THAT  CAUSES  MOST  COMMON  COLDS  HAS 

thwarted  all  attempts  at  treatments  and  vaccines. 
Nonetheless,  many  scientists  hope  the  scourge  can 
be  tamed  once  they  discover  the  moleculai'  details  of 
how  the  virus  does  its  dastardly  work.  And  a  key 
piece  of  the  puzzle  has  just  fallen  into  place  after 
more  than  a  decade  of  painstaking  research. 

In  1986,  Michael  G.  Rossmann,  a  Purdue  Univer- 
sity biologist,  discovered  the  surface  of  the  cold 
virus  has  canyonlike  depressions.  Other  scientists 
then  found  that  the  virus  enters  human  cells 
through  a  "back  door"  on  the  receptor  normally 
used  by  white  blood  cells  when  a  cell  has  been  injured.  Now,  Rossmann  and  colleague 
Jordi  Bella  have  mapped  the  structiu'e  of  this  receptor — the  key  pait  is  shaped  like  a 
hand  with  three  fingers  and  a  thumb — and  they  have  shown  how  it  binds  to  the  virus. 

The  canyons  on  the  virus  dovetail  with  one  of  the  three  fingerhke  projections,  they 
report  in  the  Apr.  14  Proceedings  of  the  National.  Academy  of  Sciences.  Importantly, 
this  finger  is  not  used  by  white  blood  cells.  That  boosts  the  chances  of  designing  a  drug 
that  would  nestle  on  the  finger  and  block  infection.  Because  white  blood  cells  could  stiU 
gain  access,  says  Bella,  the  drug  shouldn't  cause  serious  side  effects.  John  Carey 


A  SHARPER 
LOOK  FOR  THOSE 
TINY  SCREENS 

TO  MAKE  FLAT  SCREENS  FLAT, 

engineers  have  dreamed  up 
many  alternatives  to  liquid 
crystal  displays  (LCDs). 
Recently,  the  hottest  work 
has  been  in  organic  light- 
emitting  diodes,  oleds  are 
close  cousins  of  led  watch 
displays,  but  in  place  of  hard 
semiconductor  crystals,  they 
use  flexible  films.  LEDs  emit 
light  like  tiny  bulbs,  so  they 
are  brighter  and  more  effi- 
cient than  LCDS. 

In  mid-Apiil,  scientists  un- 
wrapped prototypes  at  a 
meeting  of  the  Materials  Re- 
search Society  in  San  Fran- 
cisco. Dow  Chemical  Co.  un- 
veiled a  polymer  oled  with 
molecules  that  contain  fluo- 
rene,  and  Dow's  collaborator, 
Siemens,  showed  a  small  dis- 
play suitable  for  cellular 
phones.  Lucent  Technologies, 
Sony,  and  TDK  also  showed 
off  OLED  prototy]3es.  In  addi- 
tion to  better  performance, 
these  screens  promise  to  be 
easier  than  LCDs  to  manufac- 
ture. Neil  Gross 


GREEN  THUMBS  IN  ORBIT 


SCIENCE  AND  SERENDIPITY  MAY  SOON  BRING  FRESHER 

fruits  and  vegetables  to  groceiy  store  shelves.  Universi- 
ty of  Wisconsin  environmental  engineer  Marc  A.  Ander- 
son has  been  working  with  devices  that  use  catalysts, 
such  as  titanium  dioxide,  and  light  to  detoxify  noxious 
—  ^  /t^  organic  substances  such 

^  _  as  dry-cleaning 

league  Raymond 
J.  Bula  heai'd 
about  Anderson's 
research,  he  real- 
ized it  solved  an- 
other pressing 
problem:  how  to  remove 
ethylene  gas  from  gardens  in 
outer  space. 
Plants  make  ethylene  as  a 
ripening  honnone.  But  too  much 
causes  fi-uits  to  spoil  prematurely  and  can  even  kill  the 
plants.  Bula  and  Anderson  built  a  gadget  for  NASA  that 
blows  air  over  a  titanium  dioxide  film,  which,  triggered 
by  ultraviolet  light,  breaks  down  any  ethylene  into  car- 
bon dioxide  and  water  vapor.  The  device  has  flown  on 
the  space  shuttle. 

However,  Anderson  became  convinced  the  system  had 
far  broader  potential  here  on  Earth.  By  slowing  the 
spoilage  of  fruits,  vegetables,  and  flowers  in  stores,  it 
could  save  hundreds  of  millions  for  industry.  So  he  cold- 
called  people  in  the  field — and  finally  found  an  eager  buy- 
er in  KES  Irrigation  Systems  Inc.  The  Kennesaw  (Ga.) 
company  plans  to  unveil  a  prototype  in  May.  John  Carey 


COMING  NEH 
MONTH:  BEHER 
WEATHER  MAPS 

WEATHER  PERMITTInI 

satellite  laimch  schedule 
May  13  will  help  boos 
accuracy  of  weather  fore 
says  the  National  Ocea 
Atmospheric  Administr 
noaa's  new  eye  in  the 
dubbed  NOAA-K,  will  b 
first  of  five  new  "birds" 
improved  instruments 
will  not  only  do  a  bett( 
of  watching  atmospher 
ings-on  but  also  provide 
accurate  data  on  snow 
and  ocean  temperature; 

The  result,  noaa  prt; 
will  be  improved  long-i 
forecasts — and,  with  thii 
of  an  enhanced  meteoro| 
computer  model  that  > 
online  in  April,  earlier  | 
of  potential  floods,  s 
storms  such  as  tomadoe; 
clear-ail-  turbulence.  Thl 
time  for  flash-flood  waj 
has  already  more  thai| 
bled  since'  1994,  to 
40  minutes.  And  today 
day  forecasts  are  far 
accm-ate  than  the  tlir 
forecasts  of  a  decad 
boasts     noaa's  N; 
Weather  Sei"vice. 

noaa-k  win  orbit  th 
every  102  minutes, 
relatively  low  perch 
516  miles  up,  the  $177 
satellite  will  beam 
shai-per  images  of  clou( 
as  well  as  snow,  ice,  ai 
etation.  It  will  also  tal 
peratiu-e  and  humidity 
of  the  atmosphere  fn 
level  up  to  24  miles,  pli 
itor  dust  and  other  par 
the  air.  After  addition 
puting  power  comes 
about  2001,  NOAA  ex 
dramatic  improvem 
weather  maps.  Most  o 
America  will  be  cover 
grid  with  4-ki: 
squai'es — down  from  1 
rent  40-km  giid — ^and 
violent  storms  wiU  ha 
grids. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwmay@businessweek.com 


nagement 


I's  chief  sees  flat  prices,  with  cost- 
ing the  surest  way  to  boost  income 


!  Motor  Co.  earned  a  record 
9  billion  last  year,  and  Chair- 
.n  Alexander  Ti-otman  is  sit- 
j  on  a  cash  pile  of  $21.3  hillion. 
n,e  for  the  No.  2  carmaker  to 
I  some  deals  in  Asia?  Perhaps, 
nterview  with  business  week 
Trotrnan  said  it's  possible  that 
idd  increase  its  33.5%  interest 


in    Japan's    Mazda    Motor  Corp. 

But  first,  Trotrnan  must  contend  with 
what  he  predicts  will  be  a  deluge  of 
co7npeting  vehicles  sold  in  the  U.  S.  by 
Japanese  and  Korean  compariies.  Pric- 
ing pressures  are  bnital — Ford's  North 
American  vehicle  sales  were  down  in 
the  first  quarter,  and  its  revenues  fell 
2%,  to  $37.6  billion.  Still,  Ford  man- 


aged to  boost  its  operating  income  1.5%, 
to  a  record  $1.7  billion,  mostly  tlianks  to 
sales  gains  in  Europe  and  relentless 
cost  cutting — a  process,  Trottnan  says, 
that  will  never  eyid.  What  follows  are 
edited  excerpts  from,  the  interview. 

Q:  These  certainly  seem  like  bountiful 
times  for  Ford.  What's  your  biggest 
challenge  to  keep  them  rolling? 
A:  The  major  business  factor  that  is 
not  widely  talked  about  and  not  well 
understood — and  it  pertains  not  only  to 
automobiles,  but  to  many  other  busi- 
ness sectors — is  we're  now  into  a  flat- 
revenue  world  and  that  is  driving  con- 
sohdation  in  many  sectors  of  business, 
not  only  in  America,  but  around  the 
world. 

We  saw  it  a  few  years  ago  when  we 
really  set  out  to  become  substantially 
more  competitive  than  we  were — to 
drive  costs  out  of  our  business  and  be- 
come more  efficient.  We're  about  tliree 
or  four  years  into  that  major  repro- 
cessing [known  as  Ford  2000].  I'd  char- 
acterize our  progi'ess  as  four  or  five  on 
a  scale  of  10.  We'll  never  get  there  on 
the  cost  sense,  because  we  have  to  chive 
it  down  forever.  [Ford  cut  a  record  $3 
billion  in  costs  in  1997  and  is  targeting 
another  $1  billion  in  1998.] 

We'll  take  revenue  if  we  can  get  it. 
But  we'i'e  certainly  not  banking  on  rev- 
enue to  drive  our  performance  or  to  be 
a  major  contributor  to  om-  performance. 

Q:  Why  can't  you  raise  prices? 
A:  It's  about  a  real  mean  customer.  The 
I  cost]  of  survival  in  the  auto  industiy 
will  grow  substantially  as  the  customer 
gets  meaner  and  meaner  and  refuses 
to  pay  for  new  widgits.  Prices  aren't 
going  up — but  customers  are  buying 
champagne  instead  of  beer. 

Q:  Do  you  see  any  signs  ttmt  the  boom, 
in  spoii-utility  vehicles,  minivans,  and 
pickup  trucks  is  slowing? 
A:  Not  that  I  can  see.  Trucks  ai"e  going 
to  go  over  50%  of  the  market  in  the 
next  year  or  two.  I  don't  share  the  wor- 
ry that  some  people  have  that  we're 
going  to  wake  up  one  day  and  there 
will  be  a  huge  reversal  to  traditional 
cai's.  I  don't  tliink  that's  going  to  happen 
because  vehicles  like  Explorers  are  not 
trucks,  they're  Exploi-ers  as  far  as  the 
customer  is  concerned. 

The  so-called  truck  business  is  in  the 
process  of  enormous  ft-agmentation,  like 
the  so-called  car  business  went  through 
for  20  or  30  years.  Over  the  next  10 
years,  you'll  see  all  sorts  of  iterations  of 
trucks,  right  down  to  veiy  small  ones 
that  are  off  car  frames  and  all  the  way 
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THE  1998  NINTH  ANNUAL 


Business  Week  Awards 

for  Instructional  Innovation: 

Schools  of  Character 


BUSINESS  WEEK  arc  The  McGraw-Hill 
Educs"        a":  ^'rofessionai  Publishing 
Grc_i  '       5 : : 'ation  with  The 
Character  Education  Partnership  of 
.'. -gton,  D.C.  selectee  '  Z  /.  --='■5 

;;-^ools  v/ith  a  chars::e--;-  .5^ 
curriculum.  The  a/. ards  honored  ten 
schools  that  have: 

■  promoted  cari^c  -c-es:.  "'a '"ess 
responsibiiitv  £' :  'esca::  '  a 
orases  0"  s: ' ; :    "6  a^o  curriculum. 

■  deveiopeo  si^aenTs'  co~~':~5":  :c 
living  and  acting  in  accc':a":a  .•.  "." 
these  core  ethical  values. 

■  involved  p3'a-:s  a-d 
f=  '      Other  adults  -       :  ng 
v-Tii  '.^^  J       caring  communities. 

--'^^^-fj         m  develooed  sdaotable 
andora.:c:a.5 
"X*  character  education 
^: '^^^^  ''v  -^Zr  ^"'tiatives. 

■  remonstrated 
^.  J.        positive  changes 
"i  .        in  student  behavior 
and  academic 
NE.'.'^c=<  oerrormance. 


The  Vi'inning  schools  have  each 
received  a  S2,000  grant,  of  which 
SI, 000  is  an  honorarium  to  the  institu- 
tion for  its  dedication  to  character 
education.  The  remaining  half  will 
cover  expenses,  as  each  school 
shares  its  Vv'inning  approach  at  work- 
shops and  conferences  with  other 
educators  throughout  the  nation. 

For  more  information  on  these 
schools'  methods,  you  car  request 
a  copy  of  Schools  of  Character, 
published  by  the  McGraw-Hill 
Educational  and  Professional 
Publishing  Group.  Please  contact 
Charlotte  K.  Frank,  Vice-President, 
Research  and  Development,  The 
McGraw-Hill  Companies,  1221 
Avenue  of  the  Americas,  New  York, 
NY  10020.  Phone:  212  512-6512; 
fax:  212  512-4769. 

Research  support  by  Boston  Unh'ers'rty's  Cenzs' 
-:'  :-e  -o .  sncement  of  Et'^xs  Ci^a^acre' 


zJ^S  .nP^kG  PRIMARY  SCi-.OOL 
VAPONi,  SOUTH  CAROUNA 


MOUND  FOPT  W:DZ 
0COE\.  U^Ah 


.  AIN  ?C!'\~  H'G-^  SCHOOL 
PHOEMX,  ARiZO\A 


~-£  BE\-A'.'  \  "i.\<.  •.  :_ASS  : 
SCHOO-,  =SA'\<UN,  VASSiCr„SE 


=AT70WILLE  HiGh  SCHOOL 
UArtYLAND  HEIGHTS  M'SSOU? 
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up  to  the  big  ones  like  you  see  today — 
maybe  even  bigger  ones  than  you  see 
today.  We'll  do  all  of  them  for  every 
person  in  eveiy  size  requii'ement. 

Q:  Are  car  buyers  loyal  to  a  particular 
brand  anymore,  so  tliat  they  start  with 
a  Ford  and  work  up  to  a  Lincoln? 
A:  As  the  world  is  becoming  more  com- 
petitive, brand  loyalty  is  waning.  I'm 
not  talking  about  Ford,  but  foi-  any- 
thing— in  fashions,  in  con- 
sumer goods,  in  automobiles. 
It's  less  and  less  likely  that 
somebody  says:  "My  family 
is  a  brand-X  family.  We've 
always  had  brand  X  and  my 
dad  had  one,  and,  by  God, 
I'm  a  brand-X  guy."  That's 
the  way  it  was  in  America 
20  years  ago,  but  less  and 
less  is  that  the  case  today. 
Now,  it's:  "I'm  not  a  brand- 
anything  guy.  I'm  going  to 
buy  the  mousetrap  that  1 
like  if  it's  the  right  value 
and  quality.  I  don't  care  if  I 
used  to  buy  it  or  not." 

Q:  How  does  that  affect 
your  planning? 
A:  It  incentivizes  us  to  be 
more  competitive  in  terms 
of  value  and  technology.  And 
to  recognize  the  necessity  to 
produce  exciting  new  ty]3es 
of  products  that  will  grab  these  people 
who  ar'e  becoming  more  and  more  ficlde. 
You  can't  say,  "Well,  I  have  an  Explorer 
now  and  it's  selling  400,000  a  yeai;  that's 
terrific,  I'll  sit  in  it  forevei"."  That 
doesn't  work  because  you  know  16  oth- 
er people  are  chasing  the  Explorer 

Q:  So  then  does  the  brand  become  Ex- 
plorer, rather  than  Ford? 
A:  Yes,  we've  talked  about  that  a  lot. 
Some  of  the  products  ai-e  so  strong,  like 
Mustang,  that  Mustang  almost  becomes 
the  brand.  It's  not  a  F^ord,  it's  a  Mus- 
tang. The  Explorer  is  almost  in  that 
category.  And  the  Navigator  almost  is 
not  a  Lincoln  Navigator,  it's  a  Navigatoi-. 

Q:  Do  you  still  feel  like  you  need  a  ve- 
hicle at  every  point  of  the  spectrum  of 
car  buyers,  from  entry  level  on  up? 
A:  No.  It's  desh'able,  but  we  don't  have 
to.  If  we  can't  make  business  sense  of  it, 
we  won't  have  it.  We  had  an  Aspire 
[entry-level  small  car]  until  last  year 
and  we  dropped  it.  We  just  simply  can't 
find  a  way  to  make  good  business  sense 
of  it  in  the  U.  S. 

Q:  Otlier  U.  S.  companies  are  increasing 


tJieir  investments  i}i  Asia.  Wiat  is  Ford 
waiting  for? 

A:  We're  not  waiting.  We're  very  well 
connected,  and  we  have  quite  a  few 

people  on  the  ground  in  Asia  We're 

very  alert  to  what's  going  on  in  Korea 
and  what's  going  on  in  Japan.  We  have 
a  controlling  interest  in  Mazda  today 
and  with  the  yen  [at  a  weak  132  to  the 
dollai-],  if  bargains  emerge,  we  certainly 
would  consider  them. 


Q:  Is  there  anything  preventing  you 
fro)n  buying  all  of  Mazda's  stock? 
A:  I'm  not  aware  of  any  Japanese  or 
U.  S.  government  restrictions  that  would 
prevent  that  Down  the  road,  if  Maz- 
da were  to  become  a  much  more  prof- 
itable company  than  it  is  today,  then 
100%  [ownership]  would  be  more  ad- 
vantageous than  83.5%.  Mazda's  perfor- 
mance is  improving  ft-om  a  veiy  weak 
position  a  couple  years  back,  and  I  ex- 
pect it  will  continue  to  improve.  We 
have  no  plans  to  increase  our  equity 
stake  today,  but  we  certainly  are  not 
niling  out  any  options. 

Q:  Will  the  weak  yen  let  the  Japa^tese 
gain  more  of  flie  U.S.  auto  nuirket? 
A:  We're  going  to  face  increased  pres- 
sure in  Western  Europe  and  North 
America  from  the  yen  because  they're 
suffering  so  heavily  in  their  region. 
Their  solution,  as  always,  is:  Let's  get 
the  ships  loaded  up  and  send  them  to 
Europe  and  America.  We're  going  to 
see  very  substantial  trade  difficulties 
this  year  between  Japan  and  the  LT.  S. 
as  the  deficit  grows. 

Q:  Do  you  think  the  Japanese  want 


market  share  as  much  as  they 
A:  They  want  it  more  now.  [To; 
tor  Corp.  President]  Mr.  [Hiros 
da  is  frequently  saying  he  v, 
grow  and  knock  off  Ford  as 
the  world.  I  hope  he  keeps  sa} 
because  it  motivates  us  won 
When  all  of  our  work  force  re;; 
it  really  energizes  them  to  comej 
the  next  day  even  more  detenj 


Q:  Has  Ford  picked 
of  the  U.  S.  share], 
lost  through  the  yer 
A:  If  you  look  ii 
yeai's,  you  could  sa;fi 
has  funded  all  the 
growth  in  Ameri' 
the  long  haul,  For, 
flat.  Ford  was  appi: 
ly  a  quarter  of  tht 
went  down  to  1 
we're  back  to  a  qur 
was  at  50%  or  so  a  ■ 
at  30%.  And  the  • 
of  course,  have  co 
nothing  to  [makeu 
difference.  I'd  like;( 
we  gained  by  not  o 
Ford.  It's  someth| 
achievement,  perhp 
we  managed  to  t; 
when  you  look  at 
pened  around  us  uA 
in  the  past  30  yeai. 
bad. 


Q:  Is  the  global  playing  fiehi 
A:  It's  fau'ly  level,  in  the  sen 
open  markets.  There  ai-en't  ; , 
restrictions  to  the  fi*ee  flow)f 
factui-ed  goods.  There's  China, 
and  places  in  the  developingso: 
where  there  are  still  major  In 
the  free  flow  of  goods.  But  in  ht 
mai'kets  of  Em*ope,  North  Amri 
Japan,  it's  pretty  open. 

Q:  Thafs  the  kindest  thing 
anyone  front  Detroit  say  abo' 
A:  Well,  with  the  [exception] 
rency,  and  there  are  some  i 
strictions  on  parts ....  The 
sues  are  still  difficult.  But  tl  i 
big  tariffs  and  no  big  ban-ie 
ping  veliicles  to  Japan. 

Q:  Then  why  aren 't  you  se 
than  the  35,000  vehicles  yi 
Japan  last  year?  [That's  ^ 
froyn  1996.] 

A:  The  [Japanese]  economy  s 
ously  bad  shape.  It  is  a  very./t 
cult  and  nationalistic  mai'ket.t 
hard  market  to  penetrate.  A 
going  to  keep  driving  at  it. 
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two-sided  sets  of  documents  at  breakthrough 
speeds  right  from  your  desktop. 
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The  New  Rules: 
Mastering  the  Challenges 
of  the  JVew  Economy 

America  has  witnessed  an  economic  revo- 
lution. The  result:  a  radically  different 
economy  in  which  the  "digital  industries" 
set  the  pace  and  old  habits  of  business  are 
replaced  by  new  skills. 

In  September,  Business  Week  will  bring 
together  today's  most  prominent  business 
leaders  to  consider  the  challenges  executives 
face  in  this  transformed  business  world. 
These  economic  pioneers  will  relate  prac- 
tical and  hard-won  knowledge  as  they 
redefine  economic  theory  and  business 
practices  for  today's  chief  executive. 

Join  us  at  The  1998  Business  Week  CEO 
Summit  and  learn  how  to  play  -  and  win  - 
by  the  new  rules. 
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BRANDING 


DILBERT 

TO  THE  RESCUE 

Office  Depot  puts  a  face  on  a  faceless  business-and  thrives 


Reviewing  ad-agency  pitches  last 
August,  Office  Depot  Inc.  Chief 
Executive  Officer  David  I.  Fuente 
was  looking  for  a  big  splash.  The  com- 
pany had  abandoned  national  advertis- 
ing for  months,  hoping  to  consummate 
its  merger  with  rival  Staples  Inc.  But 
the  marriage  never  happened,  and 
Fuente  needed  to  recreate  a  solo  im- 
age. After  seeing  an  initial  pitch  by 
Cleveland-based  Wyse  Advertising  Inc., 
he  startled  everyone  in  the  conference 


faceless  business  of  selling  office  sup- 
plies. By  licensing  Dilbert  and  his  pop- 
ular comic-strip  cohorts  to  anchor  its 
$100  mOlion-plus  annual  mai"keting  bud- 
get. Office  Depot  is  counting  on  "star 
power"  to  distinguish  itself  in  a 
cutthroat  market  largely  driven  by 
price. 

Why  the  need  to  stand  out  in  the 
crowd?  The  problem  is,  consumers  can't 
distinguish  among  the  three  major 
players,  says  Howard  A.  Zoss,  execu- 


room  when  he  jok- 
ingly picked  it  up  and 
threw  it  in  the  trash. 
"What  else  do  you  have  to 
show  us?"  he  asked  Chairman 
Marc  A.  Wyse. 

Fortunately,  Wyse  had  an- 
other idea:  a  hot  business 
guru  whose  books  topped 
best-seller  lists.  Creative  di- 
rector    Sharyn  Hinman 
walked  in  with  a  six-foot 
cutout  of  Dilbert,  the 
cubicle-dwelling  car- 
toon   Everyman  of 
business.    The  pro- 
posed tag  hne:  "Busi- 
ness is  crazy.  Office 
Depot  makes  sense." 
Fuente  was  hooked. 
"It  was  an  absolutely 
perfect  fit,"  he  says.  "It 
cranked  me  up." 
STANDING    OUT.    Can  it 
crank  up  Office  Depot,  too? 
Early  signs  show  the  Del- 
ray  Beach  (Fla.)  company 
on  the  rebound  from  its 
nonmerger.  But  Dilbert  is 
more   than   an   ad  cam- 
paign— he's  also  the  biggest 
example  yet  of  the  efforts 
by  Office  Depot  and  its  ri- 
vals, Staples  and  OfficeMax 
Inc.,  to  bring  brand- 
ing to  what  has 
been    the  fairly 


five  vice-president  of  Wyse. 
When  they  were  all  region- 
al chains,  that  didn't  mat- 
ter But  now,  they're  going 
head-to-head  nationally. 
"Differentiation  becomes 
more  and  more  important," 
says  Fuente. 

Branding  was  not  Office  De- 
pot's first  solution  to  the  diffi- 
culties of  rising  competition.  In 
1996,  when  its  stock  slumped  in 
the  face  of  slowing  revenues 
and  problems  in  its  corporate- 
sales  unit,  it  sought  a  merger 
with  its  Boston-based  rival.  Al- 
though smaller.  Staples  had 
been  rapidly  gaining  on  Office 
Depot.  But  the  deal  was 
scotched  by  the  Federal 
Ti'ade  Commission 
last  July  as  anticom- 


petitive. Retail  experts  predicted 
Office  Depot  would  have  the  tou^ 
time  recovering.  ' 

Once  Fuente  realized  Office  L 
was  going  to  have  to  fly  solo,  hoM 
he  decided  to  sign  a  star — albeii 
fi-om  the  funny  pages.  To  get  mor< 
tomers  into  its  stores,  the  compa 
sinking  $30  million  into  a  TV  cam 
featuring  Dilbert  and  the  other 
acters  created  by  former  engineer 
Adams.  And  the  licensing  goes 
further.  Dilbert  now  graces  she 
bags  and  in-store  displays,  appe; 
print  and  radio  ads,  and  even  act; 
virtual  ginde  at  the  company's  : 
launched   online   store  (www. 
depot.com.).  "It's  an  absolute! 
copyable  message,"  says  Fuente. 
HITTING  HOME.  Office  Depot  isn't 
in  its  branding  quest.  Staples'  reo 
campaign — which  includes  a  ba 
school  spot  depicting  dejected 
shopping   for   school  supplies 
drawn  raves 
OfficeMax 
spending  n 
to  promot 
own  icon,  a  sti 
ure  with  attitude  di 
StickMax.     OfficeMax  C 
Michael  Feuer  says  the  ad» 
build  brand  recognition  at  a  far 
cost  than  licensing  Dilbert.  "If 
wildly  successful,  it's  going  to  ge 
ly  expensive,"  he  predicts. 

For  Fuente 's  money,  Dilbert  if 
his  job — attracting  attention.  A 
servers  expect  the  campaign  to 
at  one  key  goal:  appealing  to  rai 
file  workers,  which  should  conti 
revitalize  Office  Depot's  corporatsi 
unit.  "CEOS  in  companies  don't  bu; 
supplies,"  says  retail  consultant 
ton  Macdonald.  "They're  bought 
fice  managers  and  purchasing 
People  like  that  see  Dilbert,  and 
home  with  them." 

Clearly,  something  is  going 
Sales  in  1997's  fourth  quarter- 
the  Dilbert  ads  began — rose  12' 
sales  at  the  company's  stori 
delivery  centers  open  more  than 
jumped  8%.  In  this  year's  fiii'st  ( 
thanks  in  part  to  Dilbert,  op 
profit  rose  27%,  to  $97.8  millioi 
rose  12%,  to  $1.98  biUion 

Rivals  have  certainly  noticed.l^ 
Max  has  banned  Dilbert  produc 
its  stores.  "We  biuTied  him  in  ef 
day  they  signed  the  contract 
Feuer  But  Feuer  is  musing  aboi  i 
ad  for  StickMax  in  which  he  ch^ 
Dilbert  to  a  fight.  May  the  best  i  ' 
By  Gail  DeG. 
Delray  Bea 


Hoiv  do  yon  cut  a 
claims  process  from 
veeks  to  three  days? 
crosoft's  technology 
b  USWeb's  expertise. 


H  arley-Davidson'  had  600  dealers  and  a 
huge  papework  headache  to  deal  with.  Warra:ity 
claims  were  taking  too  long  and  their  dealers 
were  paying  the  price. 

They  could  have  chosen  any  number  of 
companies  to  help  tliem,  but  they  came  to  USWeb!' 
Why?  Because  of  our  strategic  expertise,  tech- 
nical knowledge  and  proven  track  record.  And 
our  partnership  with  Microsoft,  a  leader  in 
Internet  technology. 

Together,  we  developed  an  Extranet  that 
cut  Harley-Davidson's  warranty  claims  process 
from  three  weeks  to  three  days.  Now  dealer 
satisfaction  is  up  because  Harley  has  given 
them  another  tool  to  improve  the  way  they  do 
business  with  the  factory. 


Harley-Davidson.  Chevron.  Polk  Audic 
these  are  just  a  few  of  the  varied  coinpanies 
who've  turned  to  USWeb  to  gain  a  competitive 
edge.  And  we  can  do  the  same  for  you.  We 
provide  custom  business  solutions — from 
strategic  consulting  to  architecture  planning 
through  complete  implementation.  Whether  it's 
for  an  Internet,  Intranet  or  Extranet. 

Learn  how  USWeb  can  be  your  strategic 
partner  for  the  information  age.  Give  us  a  call 
or  visit  our  Web  site. 

For  a  free  Intranet  Planning  Pak: 
1-888-USWEB-411,  EXT. 72 
www.usweb.c  om 
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FINANCIAL  SUPERMARKETS 
AREN'T  SO  SUPER 


Ever  since  Ti-avelers 
Group  and  Citicorp 
decided  to  get  togeth- 
er, reams  have  been  written 
about  financial  "supermar- 
kets" and  their  plans  for 
"cross-selling."  The  latter  is 
a  buzzword  to  describe  stock- 
brokers selling  mortgages, 
insurers  flogging  mutual 
funds,  and  bankers  pushing 
stocks — all  on  behalf  of  the 


same  mega-money-machine. 

What  hasn't  been  made 
clear,  though,  is  whether  giv- 
ing business  to  one  of  these 
one-stop  financial  companies 
actually  saves  money  or 
time.  So  I  decided  to  go 
shopping.  Could  I  do  any 
better  at  the  emerging  su- 
permarket companies  than 
I've  done  by  picking  up  my 
credit  card  at  one  place,  my 
checking  account  at  another, 
and  my  mutual  funds  at  a 
third?  Should  I,  in  other 
words,  be  a  crossbuyer? 

The  answer,  I  found,  is 
probably  no,  or  at  least  not 
yet.  For  all  the  hype,  the  ail 
of  cross-selling  is  still  very 
much  a  work  in  progress. 

Who  would  expect,  for  ex- 
ample, that  a  client  of  Ti-av- 
elers'  investment  subsidiary, 
Salomon  Smith  Bamey,  would 
have  a  hard  time  buying 


Ti'avelers  term  life  insiu-ance 
through  his  or  her  stock- 
broker? But  Laura  Pantaleo, 
a  Salomon  Smith  Barney  se- 
nior vice-president  in  charge 
of  insiu'ance,  estate,  and  tiiist 
services,  says  that  "the  Trav- 
elers' agency  system  is  a  to- 
tally different  distribution 
system."  While  a  Salomon 
Smith  Barney  client  might 
well  be  a  Ti-avelers  policy- 


holder, "we  would  never  [au- 
tomatically] refer  out  our 
client  to  a  Ti'avelers'  agent," 
she  notes. 

So  what  would  happen? 
Well,  first,  your  Salomon 
Smith  Barney  broker  or  fi- 
nancial consultant  IFC  in  the 
new  lingo)  would  help  you 
assess  whether  you  need  life 
insurance.  If  so,  the  FC  would 
then  ask  the  fii'm  to  search 
among  a  dozen  insurers  it 
works  with,  including  Ti-avel- 
ers,  for  the  lowest  quote  on  a 
policy  best  suited  to  you. 
"It's  a  commodity  product 
nowadays,"  Pantaleo  notes, 
with  quotes  as  readily  found 
on  the  Internet  as  elsewhere. 
FEW  SYNERGIES.  Whether 
this  ami's-length  aiTangement 
will  persist  once  Tr-avelers 
and  Citicorp  have  merged 
into  Citigroup,  Pantaleo 
couldn't  say.  But  so  far,  few 


cross-selling  synergies  can  be 
found  in  that  aisle  of  the  vir- 
tual supermarket.  And  the 
story's  the  same  over  at  Eq- 
uitable, the  insurance  giant 
that  owns  the  brokerage  fii-m 
of  Donaldson,  Lufkin  &  Jen- 
rette.  "One  would  hope  that 
the  [broker]  at  DU  would  say, 
'I  know  an  Equitable  agent,' 
or  'My  brother  is  an  Equi- 
table agent,' "  a  spokeswoman 
says,  but  Equitable  makes  no 
active  effort  to  sell  insurance 
that  way. 

Merrill  Lynch  and  most 
other  big  securities  firms 
don't  underwrite  insurance 
themselves,  but  instead  find 
quotes  for  clients  from  a  va- 
riety of  caiTiers,  such  as  John 
Hancock.  Insurers  and  banks 
offer  stocks,  mutual  funds, 
central  transaction  accounts, 
and  charge  cards.  Yet  finding- 
one  company  that  does  all 
things  cheaply  and  well  still 
proved  elusive  (table). 

On  stock  trades,  none  of 
these  giant  outfits  comes 
close  to  the  prices  charged 
by  deep-discount  brokers.  I 
asked  them  for  their  lowest 
commission  on  a  simple  trade 
not  made  electronically  by  In- 
ternet or  touch-tone  phone 
but  by  talking  to  a  broker. 
The  rates  ranged  from 
$110.50  at  Salomon  Smith 
Baniey  to  $29.95  at  Citicoi-p's 
discount  brokerage  ann — all 
well  above  the  $5  commission 
experienced  investors  can  get 
away  with  at  Brown  &  Co. 
Securities  Corp. 

Worse,  though,  is  that  the 
quotes  from  full-service  bro- 
kers, which  boast  the  broad- 
est range  of  investment  prod- 
ucts, don't  mean  much. 
Typically,  clients  of  these 
firms  can  demand  commission 
discounts  of  30%  or  so,  with 
better-  deals  going  to  the  best 
customers.  "That's  the  com- 


INVESTING 


For  all  the 
hype,  the  art  of  cross-selling 
insurance,  mutual  funds, 

stocks,  and  banking 
services  is  still  very  much  a 
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mon  practice,"  confirms  an 
executive  at  one  large  full- 
service  brokerage.  So  anyone 
who  isn't  savvy  enough  to 
ask  for  a  break  on  the  regu- 
lar commission  pays  the  high- 
er rate — and  the  brokerage 
is  more  than  happy  to  accept 
the  extra  money. 

Not  surprisingly,  all  the 
ftrms  offer  mutual  funds.  The 
difference  is  how  many  of 
what  kind  and  on  what 
terms.  Full-service  brokers 
including  Merrill  Lynch  and 
Salomon  Smith  Bamey  offer 
no  ftmds  fully  free  of  trans- 
action charges — except  those 
made  available  within  "wrap" 
accounts  that  charge  clients 
a  percent  or  two  annually 
based  on  the  amount  of  as- 
sets in  an  account. 
HIGH  RATE.  Charles  Schwab 
and  some  of  the  banks,  no- 
tably First  Union,  have  more 
funds  that  come  without  loads 
or  transaction  fees.  But  they 
might  not  offer  other  sei-vices 
01'  the  best  terms.  Through 
Schwab,  for  instance,  you 
can't  get  a  credit  card  or  a 
mortgage.  At  Fii-st  Union,  the 
interest  rate  paid  on  cash  in 
its  popular  Capital  Manage- 
ment Account  was  recently 
4.7% — a  good  bit  below  the 
.5.09%  paid  by  Menill.  Mean- 
while, you  can  always  call 
most  any  no-load  fund's  toll- 
free  number  and  buy  shares 
directly  at  no  extra  cost. 

Conditions  on  transaction 
accounts  that  link  to  check- 
ing, bill  paying,  and  other 
transactions  also  vary  signifi- 
cantly. Suppose  you  saw  Citi- 
corp's relatively  low  stock- 
trading  commissions  and  its 
competitive  7.125%  mortgage 
rate,  and  they  tempted  you 
to  consolidate  more  of  youi' 
funds  at  the  bank.  Well,  pre- 
pare for  a  lot  of  consolidat- 
ing. The  minimum  balance 
Citi  insists  on  for  its  CitiGold 
cash  account  is  no  less  than 
.$100,000.  Any  month  the  bal- 
ance drops  below  that,  you 
pay  .$25 — an  annual  rate  of 
.$300.  And  despite  carrying 
such  a  large  balance,  at  Citi 
you  still  wouldn't  find  term 
life  insurance  in  its  menu  of 
products.  BankAmerica's  Mas- 
ter Relationship  Account  re- 


quires $25,000  to  start,  but 
then  costs  $20  a  month  if 
your  balance  falls  below 
$50,000  after  one  year.  Yet 
unlike  rivals,  it  didn't  offer  a 
15-year  $1  milhon  tenn  policy 
for  a  healthy  45-year-old 
woman.  Its  maximum  face 
value  was  $300,000. 

Elsewhere,  the  minimums 
are  lower,  but  annual  fees — 
$85  at  NationsBank,  $100  at 
Merrill — still  mean  you  pay 
for  a  consolidated-account 
statement.  Then  again,  you 
always  have  the  choice  of 
simply  paying  bills  and  wilt- 
ing checks  on  your  pick  of 
hundreds  of  money-market 
funds  that  offer  competitive 
rates  while  charging  no  fees. 

Consolidating  yom-  finances 
at  some  of  the  supermarkets 
doesn't  ensure  you'll  get  a 
wide  and  competitive  choice 
of  credit  carcls.  While  this 
seems  bound  to  change  once 
Citicorp  is  folded  into  Ti-avel- 
ers,  Salomon  Smith  Barney 
doesn't  yet  offer  a  true  cred- 
it card.  Instead,  its  Money 
Card — a  beefed-up  debit 
card — has  no  assured  line  of 
credit.  Spending  limits  ai'e  set 
daUy  based  on  how  much  you 
have  in  your  central  cash  ac- 
count, even  though  charges 
are  deducted  only  once  a 
month.  Schwab,  too,  just  of- 
fers a  debit  card.  At  other 
supermarkets,  you  usually 
can  select  fi-om  a  broad  range 
of  plastic,  but  the  annual  fees 
and  interest  rates  chai-ged  on 
outstanding  balances  are 
nothing  special. 

Despite  this  load  of  petty 
complaints,  you  still  might 
wondei"  which  financial  super- 
market does  all  this  best.  Of 
the  handful  we  surveyed, 
First  Union  seems  to  offer 
the  most  favorable  mix  of 
products,  services,  and 
terms — even  though  it's  only 
the  nation's  sixth-largest  bank 
and  operates  in  just  a  dozen 
states,  mostly  in  the  South 
and  East.  Its  goal  is  to  fea- 
ture an  attractive  line  of 
products  and  services  that 
most  any  type  of  customer 
might  demand.  That  means 
providing  basic  banking  and 
insui'ance  and  serving  do-it- 
yourself  investors,  who  are 
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Schwab's  target  market, 
along  with  those  craving  ad- 
vice— the  traditional  clientele 
of  Merrill  Lynch. 

But  remember:  Like  each 
of  the  supermarkets,  First 
Union  wants  to  deliver  aO  this 
stuff  at  a  price.  "In  the  old- 
time  supermai'kets,  you  did- 
n't get  a  whole  lot  of  things," 


says  Donald  McMullen,  ceo  of 
First  Union's  Capital  Man- 
agement Group.  "But  today, 
you  can  get  the  freshest  fish, 
fresh-baked  bread,  and  so  on. 
It's  not  necessarily  cheaper 
than  at  the  fi'esh-fish  store  or 
the  bakeiy,  but  it's  more  con- 
venient." At  Fu'st  Union,  he 
says,  customers  "won't  neces- 


sarily save  money,  but  time." 
Indeed,  First  Union  doesn't 
offer  any  no-point  mortgages. 
Each  comes  with  a  1%  origi- 
nation fee. 

As  these  supermarkets 
strive  to  take  over  your  fi- 
nancial life,  this  tradeoff  be- 
tween money  and  time  is  the 
main  lever  they'll  use  to  pry 


you  from  your  old  habil 
just  keep  asking  yours^ 
this  one-stop  shopping! 
added  line  of  services 
new  product,  this  consc 
ed  statement,  this  i 
source  of  advice  truly  s 
me  enough  time  to  ma 
for  the  dollars  I'll  ha 
pay  for  it?      Robert  I 


SMART  MONEY 


WHY  DRUGSTORE  CHAINS 
ARE  IN  GOOD  HEALTH 


Toothpaste  and  pre- 
scriptions aren't 
glamorous,  but 
they've  helped  top 

drugstore-chain  stocks  out- 
perform the  Standard  & 
Poor's  500-stock  index  by 
about  100%  over  the  past 
five  years.  Mergers  generat- 
ed most  of  the  big  gains, 
but  analysts  aren't  abandon- 
ing the  sector,  even  though 
the  pace  of  consolidation 
may  slow.  They  note  that  an 
aging  population  is  buying 
more  drags,  often  paid  for 
in  part  by  managed-care 
plans.  DiTigmakers  have  also 
been  investing  in  new  drags 
and  boosting  advertising.  In- 
deed, 2.6  biUion  prescrip- 
tions were  filled  in  199'7,  up 
29%  from  five  years  ago,  re- 
ports the  National  Associa- 
tion of  Chain  Drag  Stores. 

Rising  sales  and  profits 
from  expansion  have  helped 
push  price-earnings  ratios  of 
the  top  drag  chains^ — Wal- 
green, CVS,  and  Rite 
Aid — to  about  30  times 
estimated  1998  earn- 
ings (table).  That  com- 
pares with  23  for  the 
s&p.  But  "I  don't  see 
anything  keeping  them 
from  continuing  to  out- 


fifth-largest  drag  chain,  by 
number  of  stores.  It  shot  to 
No.  1,  with  4,100  outlets  na- 
tionwide, after  buying 
Revco  D.  S.  for  $2.8  billion 
in  stock  and  Arbor  Drugs 
for  $1.48  billion  in  stock  in 
February.  No.  2  Rite  Aid, 
many  analysts'  current  fa- 
vorite, is  close  behind.  After 
buying  Thrifty  Payless,  it 
now  runs  nearly  4,000 
stores.  Merger  mania  is  also 
pushing  up  pi'ices  of  the  re- 
maining midsize  chains. 
Shares  of  Longs  Drug 
Stores,  headquartered  in 
Walnut  Creek,  Calif.,  have 
been  edging  up  amid 
takeover  speculation.  And 
Genovese  Drag  Stores, 
based  in  Melville,  N.  Y.,  has 
jumped  19%,  to  22^,  since 
Mar.  20  despite  lower-than- 
expected  1997  fourth-quar- 
ter earnings.  Analysts  say 
Genovese  management  isn't 
interested  in  selling,  and 
the  obvious  buyers,  cvs  or 
Rite  Aid,  are  still  digesting 
acquisitions. 

Rx  For  Growth? 


THUD:  Managed  care  has  cut  plm  nuncif  luurgins  by 
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analyst  at  Salomon 
Smith  Barney. 

Mergers  have  hit 
the  industry  with  sud- 
den force.  Just  over  a 
year  ago,  cvs  was  the 
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Genovese  is  likely  to  be  a 
victim  of  the  titans,  though, 
since  the  next  dragstore 
battlegi"ound  is  New  York 
City,  where  cvs  has  been 
aggi'essively  opening  stores. 
Duane  Reade,  which  domi- 
nates the  market  with  an 
18%  share,  made  an  initial 
public  offering  in  Febraaiy 
to  pay  debts  from  a  failed 
leveraged  buyout.  The 
chain's  shares  jumped  31%, 
to  22^1,  the  day  of  the  IPO 
amid  ramors  cvs  might  buy 
the  chain.  Both  companies 
denied  the  tale,  and  Duane 
Reade's  shares  have 
been  flat  since  then. 

The  one  chain  that 
has  eschewed  acquisi- 
tions, Walgreen,  is  do- 
ing well  by  sticking  to 
a  strategy  of  gi-owing 
by  building  its  own 
stores.  It  recorded  in- 
come of  $171  million  for 
the  quarter  ended  Feb. 
28,  up  16%  from  a  year 
ago,  on  revenues  of  $4 
billion.  Whether  they 
do  it  via  mergers  or 
expansion  from  within. 


however,  dragstore  ch; 
need  to  gi'ow  to  surviv 
creased  size  allows  the 
market  more  eflicientl} 
gives  them  an  advanta 
negotiating  with  healtl 
plans  on  prescription  {; 

One  reason  many  in 
pendents  and  smaller 
have  folded  is  that  the 
have  forced  down  gros 
pharmacy  margins  froi 
five  years  ago  to  20% 
That  decline  seems  to 
bottoming  out  as  the 
chains  fight  back.  In  I 
Phoenix,  and  Detroit, 
example,  big  chains  n( 
claim  40%  to  50%  of  t 
market.  "That  negotia 
leverage  has  helped  s' 
the  erosion  in  margin; 
says  Ramin  Ai'ani,  wlj 
the  Fidelity  Select  Rej 
Portfolio.  To  be  sure, 
chains  would  suffer  i; 
economic  slowdown,  Ij 
alysts  think  they  wo 
better  than  other  retil 
Prescription  drugs  ar 
toothpaste  aren't  optij 
for  consumers — or  soi 
investors.    Susan  Ja\ 
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COMMENTARY 


By  Mike  McNamee 


DON'T  LET  FEAR  OF  TAXES  HOLD  YOU  BACK 


It  always  sets  my 
teeth  on  edge.  Read- 
ing about  some  great 
investment  idea  or 


TAXES 


strategy,  I'll  hit  the  caveat 
financial  wi'itei's  insert  by 
rote:  "This 
step  might 
push  you  into  a  higher  tax 
bracket,  so  you'll  pay  more 
taxes."  Implication:  If  this 
idea  actually  works,  you 
might  make  money — so 
maybe  you  shouldn't  do  it. 

These  writers  are  spread- 
ing "bracketphobia" — fear  of 
cHmbing  into  a  new  income 
bracket  and  facing  a  higher 
marginal  tax  rate.  Their  vic- 
tims are  those  who,  not  un- 
derstanding the  income-tax 
system,  take  the  warnings 
to  heart.  Bracketphobia 
is  easily  cured  with  a 
small  dose  of  knowledge. 
But  its  side  effects — 
dumb  investments,  poor 
business  decisions,  and 
lost  income — can  be 
hazardous  to  your  fi- 
nancial health. 
VICTIMS.  This  is  one  of 
two  periods  when 
bracketphobia  is  epi- 
demic. Hundreds  of 
thousands  of  taxpayers 
had  their  first  experi- 
ence on  Apr.  1.5,  when 
writing  a  check  to  ac- 
company Form  1040. 
Many  tell  their  accoun- 
tant: "But  I  never  had 
to  pay  taxes  before!" — 
overlooking  those  regu- 
lar paycheck  exactions.  De- 
termined never  to  "pay 
taxes"  again,  they  search  for 
ways  to  reduce  the  tab, 
even  if  it  cuts  their  net 
worth,  too.  They  might  suf- 
fer another  rash  of  bracket- 
phobia at  yearend  when 
smart  investing  loses  out  to 
the  urge  to  avoid  taxes. 

Kent  Noard,  a  certified  fi- 
nancial planner  in  San  Jose, 


Calif.,  sees  victims  all  the 
time:  the  landlady  who 
hasn't  raised  apartment 
rents  for  a  decade,  the  in- 
vestor who  loads  up  on  tax- 
exempt  bonds  even  though 
other  investments  would  net 
much  more  after  taxes,  the 
couple  who  forgo  a 
spouse's  income. 
"Most  people  don't  have  any 
idea  how  close  they  are  to 
the  next  bracket,"  Noard 
says.  "They  just  know  they 
don't  want  to  get  there." 

Why  not?  Many  Ameri- 
cans, it  seems, 
don't 


understand  the  concept  that 
underlies  tax  brackets — the 
notion  of  marginal  tax  rates. 
When  a  married  couple's 
1998  taxable  income  (after 
deductions  and  exemptions) 
rises  from  $102,299  to 
$102,.301,  they'll  go  from  the 
28%  bracket  "to  the  31%.  But 
that  doesn't  mean  that 
they'll  pay  31%  of  all  their 
income.  Instead,  they'll  pay 


31%  on  the  single  dollar 
that's  in  the  higher  brack- 
et— a  3(2  bite  in  addition  to 
the  tax  they  would  have 
paid  if  they  hadn't  crossed 
the  divide.  And  since  there's 
no  100%  tax  rate  in  the 
code,  "it's  almost  impossible 
to  conjure  up  a  situation 
where  you  come  out  worse 
by  taking  an  extra  $1  in  in- 
come," says  Thomas  Ochsen- 
schlager  of  accountants 
Grant  Thornton.  No,  taxes 
won't  "eat  it  all  up." 

There's  nothing  wrong 
vrith  managing  income  to 
minimize  taxes.  Offsetting 


Symptoms  Of 
Bracketphobia 

•  Stocking  up  on  tax- 
exempt  bonds  when  your 
tax  rate  is  below  31%. 
Even  if  your  rate  is  higher, 
you  probably  could  do  bet- 
ter in  a  taxable  investment. 

•  Hanging  on  to  stocks 
gone  flat  to  avoid  capital- 
gains  taxes.  Take  advan- 
tage of  last  year's  rate  cut 
to  clean  up  your  portfolio. 

•  Passing  up  extra  work 
because  you  think  taxes 
will  "eat  up"  all  the 
income.  Check  again — 
you're  certain  to  come  out 
ahead. 


capital  gains  with  losses,  de- 
ferring yearend  income  if 
you  know  you'll  face  a  lower 
tax  rate  next  year,  timing 
retirement-account  vrith- 
drawals  to  coincide  with 
low-tax  years — all  can  be 
good  strategies.  But  playing 
tax  angles  can  be  risky.  Say 
you  have  a  $20  gain  on  a 
stock  you  bought  just  over  a 
year  ago.  You  would  rather 


pay  a  20%  long-term  t 
rate — for  investments 
18  months — than  the  ! 
medium-term  rate.  Bu 
the  stock  is  peaking,  it 
needs  to  drop  only 
wipe  out  any  tax  adva 
"Taxes  should  never  o 
ride  good  investment 
sions,"  says  Laurence 
ter  of  KPMG  Peat  Man 
Managing  taxes  is  | 
harder  because  Congr 
miaking  it  tough  to  evi 
know  how  high  your  t 
rate  is.  Since  1983,  th< 
has  been  cluttered  wil 
more  than  20  tax  bre 
available  only  a1 
tain  income  lev€ 
Virtually  every 
income  taxpayei 
add  a  point  or 
the  statutory  ta 
because  of  the  1 
tion  on  itemized 
ductions  that  ki 
at  1998  adjuste( 
income  of  $124 
Extra  income  cj 
cost  you  opport 
ties — such  as  th 
ty  to  fund  an  ir 
ual  retirement 
account.  The  mi 
punishing  of  th( 
"phantom"  brae 
the  phase-out  o 
cation  tax  credi 
add  as  much  as 
points  to  a  stuc 
tax  rate,  says  I 
University  law 
sor  William  Poj 
But  the  bele; 
scholars  should 
deterred  from  earnin; 
Whatever  bracketphc 
might  think,  more  in( 
front  means  more  mc 
ter  taxes.  Financial 
tions  designed  to  deri 
cle  Sam  his  extra  sli< 
your  success  will  squ 
your  own  wealth,  too 


McNamee  covers  t 
from  Washington. 


Gangbusters." 


"Sprint  Toll-Free  Service 
helped  triple  my  sales 
in  Just  two  weeks." 

-Roger  Asmus 

( nn  One  NLitiition  I'llncss 
\V  heat  Kidiic  CO 


I n  t  ro  du  c  ing 


SPRINT 


SMALL  BUSINESS 


We  pledge  to  work  with  you  to 
solve  your  business  chtilleuges 

using  the  right  mix  of 
products  and  proven  tools  from 
recognized  experts  to  help  you 
excel  in  critical  areus  such  iis: 


With  a  toll-free 
II limber  from 
Sprint,  Roger 
found  the  key- 
to  his  sueeess. 
And  by  apply- 
ing other  great 
Sprint  produets  like  Fridays  Free,  local  toll  and 
flexible  international  calling  plans,  your  sales  can 


Ensuring  Customer  Satisfaction 
Increasing  Your  Sales 
Improving  Employee  Effectiveness 


PERFORMANCE  PLEDGE 


take  off,  tot).  What  s  more,  we  prov  ide  valuable 
business  tools  and  advice  to  iielp  you  with; 

•  Implementing  a  marketing  plan 

•  Developing  prospect  databases 

•  Expanding  your  business  internationally 
...and  a  whole  kn  more.  Because  Sprint  not  only 
understands  your  challenges  but  can  actually  tailor 
a  plan  to  Ijetp  grow  your  business.  So  put  our  Small 
Business  Performance  Fledge  behind  yoti.  C^all  today. 


1-800- 477-1406 

Sprint 


www.s]5r  in  tbiz.com 


We  help  your  business  do  more  business 


50  monthly  commitment  level,  minimum  of  S50  required  on  days  other  than  Fridays.  Customers  who  do  not  meet  tfie  /ninimum  requr-"c-  '  will  be  billed  the  difference  to  equal  the 
.  Maximum  of  $200  in  free  local  toll  and  long  distance  calling  on  Fridays  per  month,  per  customer.  For  $200,  $500.  $750  and  $2,000  monthly  commitment  levels  maximum  of  Si  ,000 
age.  For  $4,000  monthly  commitment  level  maximum  of  $2,000  free  usage.  Offer  good  for  up  to  110  consecutive  Fridays  total   Excludes  SpnntFAX®  and  Sprint  Conference  Line® 
services.  Certain  restnctions  apply.  Domestic  calls  and  commercial  use  only.  Limited-time  offer.  Not  valid  with  a.iy  otl.er  offer  Pfon.oiion  subject  to  change. 
"Local  toll  service  from  Sprint  may  require  dialing  an  access  code  in  certain  areas  CJ1998  Sprint  Communications  Company  L  P 


Personal  Business 


HAS  YOUR  PORTFOLIO 
GOTTEN  TOP-HEAVY? 


With  the  Dow  Jones 
industrial  average 
shattering  the  9000 
mark  recently,  the 

stock  portion  of  yom*  mutual- 
fund    portfolio    has  likely 
gi'own  larger  in 
relation  to  the 
other   components.  That's 
great  news  if  you're  just 
looking  for  the  highest  re- 
tum.  But  if  yom*  goal  is  to 
maintain  a  cei'tain  balance 
among  assets  to  limit  the 
portfolio's  risk,  yoiu*  alloca- 
tions may  need  some  serious 
review.  h 
GOAL-TENDING.  A  good  in- 
vestment plan  looks  out 
over  a  number  of  years, 
and  it  has  an  objective. 
This  might  include  youi' 
child's  education,  a  do\\Ti- 
payment  on  a  house,  or 
money  for  retii-ement.  In 
each  case,  you  select  an 
asset  allocation  and  spe- 
cific funds  to  meet  these 
goals. 

In  the  best-case  sce- 
nario, your  asset  mi.x 
stays  in  about  the  same 
proportion  for  the  entire 


MUTUAL  FUNDS 


time  the  plan  is  in  place.  In 
the  real  world,  thotigh.  this 
seldom  occurs  because  funds 
gi'ow  at  different  rates.  For 
example,  over  time,  a  stock 
fund's  perfoiTnance  will  nor- 
mally be  far  gi-eater  than  a 
money  market's.  If  you  have 
a  portfolio  that 
starts  with  an 
even  spUt  between  stock  and 
money  funds,  the  stock  funds 
will  dominate.  After  five 
years  of  solid  equity-market 
returns,  it's  entii'ely  possible 
you'll  wind  up  with  almost 
lOO^f  in  stocks. 

Is  this  really  a  bad  thing'? 


The  answer  depends 
on  youi-  objectives.  If 
you  started  with  the 
goal  of  maximizing 
youi"  rettuTis  and  have 
a  high  tolerance  for 
risk,  the  equity  fund's 
gain  is  pure  gi'avy. 
However,  if  you  have 
a  shorter  time 
fi'ame  or  need  to 
be  very  conseiva- 
tive,  the  gi'owth  in 
the  eqtiity  portion  can 
be  a  big  problem. 
t^^k  Says  Boston-based 
certified  financial 
planner  Susan  Gra- 
ham: "Once  a  yeai',  I 
will  sit  down  with  my 
clients  and  review 
their  portfolios.  If  the 
allocations  have  changed  and 
they  ai'en't  comfortable  with 
the  new  mix,  we  will  discuss  a 
shift  in  assets."  She  adds  that 
it's  important  to  check  alloca- 
tions within  an  asset  class, 
such  as  equities:  "If  you  had 
planned  to  have  an  even  mix 
between  domestic  large  caps 
and  small  caps,  and  now  that 
mix  has  changed,  a  rebalanc- 
ing might  be  in  order." 

Let's  assume  your  goal 
w'as  conservative  growth 
with  income,  youi'  time  hori- 
zon was  more  than  10  years, 
and  you  had  8100,000  to  in- 
vest. To  achieve  the  goal, 
you  set  up  an  allocation  in 
March.  1993.  that  was  -509^ 
stock  funds  and  50%  money 
ftmds.  Your  .50-50  split  was 
designed  to  be  conservative, 
yet  allow  some  paiticipation 
in  the  equity  markets.  P^or 
your  stock  fund,  you  picked 
the  popular  large-cap  Legg 


Time  To  Shift  Assets 

The  following  shows  how  a  portfolio  set  up  to  have  a  50-50 
balance  between  stock  and  money  funds  has  shifted  in  the  past  five 
years.  To  restore  the  original  ratio  and  maintain  the  goal 

of  conservative  growth  with  income,  $53,827 
must  be  moved  into  the  money  fund  from  the  stock  fund. 


FUND 

MAR.  1993                     MAR.  1998 

VALUE       RATIO             VALUE  RATIO 

LEGG  MASON  VALUE  TRUST-PRIMARY 

§50,000 

50% 

8170,975 

73% 

VANGUARD  MONEY  MARKET  PRIME 

50,000 

50?^ 

63,320 

27% 

Mason  Value  Ti-ust-P| 
and  for  the  money  fu| 
chose  the  Vanguard  | 
Market  Prime  Pi 
(table). 

It's  now  five  year 
and  the  equity  marl 
been  on  a  roll.  Tl 
caused  your  Legg 
stock  fund  to  grow  at 
nualized  pace  of  abo 
and  241.95%  cumul 
The  money  fund  has  t 
along  slowij-,  averagin 
4.8%  with  a  cumula 
turn  of  just  26.64%.  ^ 
look  at  yotu'  portfoKo 
that  something  wo 
and  awiiil  has  happe: 
MORE  VOLATILITY.  T 
thing  is  your  -SIOO.OI 
to  .S234.295.  The  bad 
the  stock  fund  now 
up  73%  of  the  portfol 
the  money  fimd  has 
to  just  27%.  Even 
you  have  lots  more 
the  portfolio  may  be 
aggi'essive  for  your 
addition,  the  volat 
measui-ed  by  standai 
tion  has  increased, 
start,  the  weighted 
standard  deviatio 
7.24%;  now,  it's  10.5( 
means  the  portfolio 
will  move  up  and 
much  wider  swings. 

If  you  do  notk 
portfolio  will  proba 
tinue  to  edge  closer 
100%  stock  allocatioi 
still  a  conservative 
and  income  portfolio 
doesn't  appear  that 
Of  cotu-se,  there's 
wTong  with  a  portf( 
than  doubling  in  si 
years.  But  the  risl 
"  ward  character 
longer  miateh  th 
intent.  To  restoi 
50  ratio,  you 
transfer  .$53,827 
money  fund  f 
stock  fund.  D( 
will  trigger  cap 
taxes.  But  at  tl 
the  day,  you'll 
better  about  tl 
lie  mix.  Chi 


DATA:  STANDARD  &  POOR'S  MICROPAL 


Xorton  is  i 
editor  of  s&P 
Wealth  (wivw 
irealth.com). 


Before  you  dive 
digital  copiers, 
:-introduce  the  art 


headfirst  into 
uj e'd  like  to 
of  thinking  ahead. 


When  investing  in  a  digital  copier/printer,  a  little 


forethought  can  go  a  long  way.  Before  taking  the  plunge, 


consider  this;  many  digital  copiers  are  painfully  slow,  non- 


networkable  and  require  an  advanced  degree  to  operate. 


Now  consider  the  Oce  3165  digital  copier/printer. 


It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 


with  any  PC  on  virtually  any  network,  maximizing 


your  productivity  by  letting  you  print,  copy,  and  collate 


right  from  your  desk.  And  with  Oce  Image  Logic, 


high-quality  images,  graphs  and  text  are  achieved 


without  endless  adjustments. 


Invest  in  the  smarter,  faster,  more 


productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering, 


"In  hindsight  we  should  have  gone  with  Oce." 


The  Oce  3165  digital  copier  /printer  can 
je  linked  to  your  computer  network  this  very 
minute  or  the  minute  vuu're  ready. 


ital  acumen  with  your  free  Digital 
ide.  Call  1-888-462-3872,  ext.  143. 
enlightenment,  visit  www.oceusa.cvm 


R    H    I    N  S 


E    H    I    N  D 


B     E     T    T    t  B 


D     0     C     U     M     E     H     T  S 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPUCE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2( 
CHICAGO.  IL  60611 


Residential  Roofing 


LIFETIME 

Country  Manor  Shake 
Aluminum  RooHng 

Wood  Shake  Look  ■  Five  Natural  Colors 
Fire  Safe  ■  Energy-Efficient  ■  Lifetime  Warranty 
A  Permanent  Improvement  to  Your  Home! 


For  more  information,  call  Perfection 

1-888-788-2427 


stress  Relief  Products 


Protect  Your  Executives 
With  a  Shiatsu  Massage 


■Reg  S60  Chiropractic 
Massage  for  just 
$1  wtien  you  own^^^BBP 
or  lease  tfiis  Cfiair'        \w  , 

*Get  Full  Details  Today! 

Panasonic  ft/lassage  Cfiairs  Direct 
L  Nationwide  800-353-991  7  J 


Travel 

Carlson  Wagonlit 

Atlcnitic  &  Pacific  Travel 
LOW  FARES  AND  PACKAGES 
HAWAII,  ASIA  &  PACIFIC 

1-888-537-9966  -  Toll  Free 
(808)  531-4825  -Fax 

e-mail,  atlpdctvlewurldnet.att.net 
www.carlsoiihawaiitravel.com 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00!! 

plus  $10.00  S&H  (CA  add  7.257.  sales  tax) 
Customized!  FullColor!  2"  12" 

Calico 

3000  Alamo  Drive.  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Home  Furnistiings 


Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMCWAV  FuRMrruRC  Company 
P.O.  BOK  1  S48,  Mt.  Airy.  NC  27030 
^  (800)  334-9094  |336)  78&-6151  . 


Cigars 


CUBAN 
CIGARS 

Delivery  Anywhere 

Canada  416-966-0040 

Computer  Equipment 


HEWLETT-PACKARD 

Buy-Seli-Trade 

f         Cilnr/.ru         Draft  i  MiisliT 
Dcsk.Jt't         Druflpr,,  DfslgnJit 
EU-clru^latu  Pluttcrt,         Kuggt'du  ritcr 

HP  9000  Workstations  &  Vectras 
Oemo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham.  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales  ©dasher  com 


Corporate  Promotions 


Inexpensive  Corporate  Giveaways 
that  REALLY  work -don't  get 
tlirown  away! 


Custom  Designed  Leather  Bookmarks 

Clients  love  them  and  are  constantly 
reminded  ot  YOU  Visit  our  Web  Site 
vftvw  leatherbookmarks  com 
OR 

Send  us  your  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  free  of  charge 
AMEROPEAN  CORPORATION 

7  Corporate  Or  109C  North  Haven  CT  06-173 
Tel  203  239-0448       Fax  203  234-8820 


Francfiising 


Franchise^ 

your  business! 

Call  for  information  on  franchising  and 
'  Franchise  Your  Busincssl"  seminars 
scheduled  throughout  the  country. 

Francorp 

1-800-FRANCHISE  (1  •800-372-62441 


Education/Instruction 


-f:..  DISTANCE 
EDUCAnON 

MBA  It  MS  Degrees 
Exectfffve  Ediucation 


800.441.4746 

 wwwJsimu.edy  

Accredifed  by  the 
Distance  Education  Troining  Council 


Business  Services 


OFFSHaRE 

CORPORATIONS 


♦  Prulfction,  Pri\at\,  lax-hrte 

♦  Nominees.  Bank  Accls.  Credit  C  ard'- 

♦  I.ic.  Olfices;  Las \e^as  -  Nassau 

♦  Hat  Katt-  Fees.  Ne\ada  Crp^.  SM5 


ORDER  BY  PHONE  FREE  INFO 

1-800-997-2550 


SAVE  30%  to  50% 


3  TO  A  PAGE 

Bi  si\i;ss  (JiLc  Ks 

Laser/InkJet 

(>).\lin  IhR  ClllX  Ks 
<  .ill  lor  .1  I  Kl  l  hr..ilniiv 

1-800-239-4087 

Designer  Checks 

\\  \\  \\  dc  siuncrchcc  ks  com 


100%  SATISFACTION  GUARANTEED 


INCORPORRTE 


FREE  Information 
All  U.S.  States  and  Offsfiore 
Attorney  owned  and  operated 

1-800-672-9110 

www.coqx'ieatioiis.ccMii 


TRRDEMRRK 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  S2  lor  the  290  page  catalog 
Cijsio,r,-YiiiUen  icpoin  jlso  miidbie 
RESEARCH  ASSISTANCE 
1  1322  loahB  .Ave.  #206BF 
l/,k.^Kri  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research4ssistance.com 


MBA  srAsMivccZi 

Major  British  university  otters  accieditt 
Bachelor  s  oi  GMAT  needed  Chosen  6; 
Intelligence  Unit  as  one  of  world's  best  MB 

HERIOT-WAn  UNIVERSITY  |  (800)  k 
North  American  Distributor  !  Ask 
6921  Stockton  SI.  Suite  2,  El  Cerrito,  ( 
For  immediate  FaxBack  literature: 
fax  machine's  phone,  call  (510)  48 1 


EAK.S  YdUK  ClILLH.E  Dtt.Kbf  , 

•  ACCREDITED  BS  MS  AND  M  B  A 

•  B'lSiness  Adminisltalion  Finance.  Accounlif 
Care  Admin  Enviionmenial  Scienca'Sludie 
Psychology.  Paralegal  Studies  &  Cnmtnal  Jt 

•  Approved  py  maior  companies 

FREE  CATALOG 
1-800-767.CHAO  :i 
www.chadwick.edu 


University  De 


Approved  Self  Paced  Hor* 
Associate  Bachelors  Maste' 

Emphasis  in  Business  Admin 
Health  Care  Admin.  Human 
Finance.  Int'l  Business,  Tech 
Paralegal,  Psychology,  Comp. 
http://www.scups.ei 
Email:  enroll@scups 
1-800/477-2254  (24  h 
Southern  California  Uni 
for  Professional  Slut 
1840  E.  17  St-BW.  Santa  Ana 


Business  Servic 


For  as  little  as  plus 
we  will  form  your  Corpora 
in  any  state.  Last  year  o 
nies  incorporated  ov€ 
businesses.  We  spe^ 
assisting  first-time  inco 

in  as  little  as  5  min 
tfie  ptione  we'll  lake  you 
in  most  states  you  will  b 
rated  in  just  24-48  tiours 
to  fill  out,  we  do  all  ttie 

Call  now  to  set  up  yoi 
or  get  our  free  guide  t 
rating  today! 

800-877-4!? 

302-998-0598  •  FAX  30'9I 
www.corporote.com  •  Compuw 
Email:  info@corpora 

CORPORATE  AGi 

Since  1  "i 


Mf-  *     ■  -     -  ■  -     -  -  - 

VIC  IINUI  pUIIIIC 


I  AD  RATES  AND  INFORMATIDN 
PHONE:  (312)  464-0500 
(:(312)  464-051 2  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHiCAGO,  IL  60611 


Business  Opportunities 


m 


■iness  Loans  and 
;asesfrom  Sl.OOOto 
)  co-brokering.  Work 
lational  Lenders, 
lings  potential  and 
ne. 

ire  and  FREE 
t  disk 

{00-336-3933 

I  Consultants,  Inc.  . 


tential  Annually  ^ 

kSED  BUSINESS 

uaiified  Leads  Per  Day 
1-up  less  than  $10K 
75K  possible  first  few 
ak-through  product 
am  pfione,  fax, 
raining.  Not  MLIvl 

li  ASSOCIATES  . 
12-0018X5257  / 

al  Services 


'our  Legal  Fortress 

Alternative  Estate  Planning 
Unique;  Cost-lillcttivc 
Tax/Income  OptiinizaiKin 


/Legal-Financial  Techniques 
t  anyone's  Income.  Assets, 
'/c  Of  Private  Challenge 

71  x3863  (xFUNO) 


RIDE  THE 
DEREGULATION  WAVE! 

Need  sales  agents  to  cash  in  on 
electrical  deregulation  Sell  our  equipment 
to  mid-sized  customers  Sales  kit  $75, 
money  back  guarantee  More  details: 

www.powergy.com 
Powergy,  111  Chestnut  Street 
Providence,  Rl  02903-4151 


MADE  OVER  $1,000,000 
LAST  YEAR... 


,,in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-331-0312 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


y|T  MISS  THE  OPPORTUNITY 

TO  ADVERTISE  IN  THE 
ESS  l^EE/C  MARKETPLACE  AND 
I  OVER  6  MILLION  RESPONSIVE 
DERS  WITH  THE  EDUCATION, 
4CIAL  ABILITY  AND  INTEREST 
RESPOND  TO  YOUR  OFFER. 

he  next  Marketplace  section 
closes  on  April  27th  for 
the  June  8th  issue, 
rates  and  information  contact: 

business  Week  Marketplace 
00  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


Business  Opportunities 


CONSULTANTS 


International  firm  expanding  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB805 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


Sports  Equipment 


I  Tennis  Tutor 

^  Portable BaillVlachine 

^  v  #1  Worldwide  ir,.m  t'699 

/a  800-448-8867 

Ik^A.  www,s|)iiri.siuk)r,t tun 


Menswear/Fasliion 


MEN'S  WIDE  SHOES 


EEE  EEEEEE,  SIZES  5-13 

FHbE  Ldlaioyhiyli  quality '160  styles 


HITCHCOCK  SHOES,  INC. 

Oept  55E  Hingham,  MA  02043 
1-800-992'WiDE  vAvw  wideshoes  com 


Books /  Videos 


What's  The 
Smartest  $19.95 
Investment 

You'll 
Ever  Make? 

,  It  just  may 

be  this 
tascinatiiiLi 
biHik. 
written 
by  (ine  ot 
liie  country's  top  money 
managers.  You'll  find  useful 
intormation  on  inflation, 
insurance,  hudgeting.  invesi- 
ing  and  debt  reduction  — 
and  the  steps  you  can  tai\e  to 
reach  your  financial  dreams. 
Just  $19.95.  including  ship- 
ping and  handling. 

1(1  plate  vimr  order,  or 
lor  a  Iric  brochure,  call: 

1-800-234-3445,0x1.  154 

DKKK  i'l  BI,I.SHIN(;,  INt . 


".Sii|XTh  advice  iruni  the  ullimale  pm 

Mulu-liii  S.  hnhcy  Ji 


Publishing 


Have  you  written  a  BOOK? 


lieiiii;  .1  puliiishcd  jullU'r^.i!i  he  .1  nujje 
IxHi.sI  III  your  c.ireer.  We  aie  the  ,^uh.Ma\ 
ptihiisher  wiih  a  tut.'  dillereiiee 
Call  lor  iiur  broehure  (SOU)  648-5646, 
or  ehctk  our  web  .<^ite  li.sted  below. 


www.LondonBooks.com 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  setiuul  with  distinetion 

•  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards 

•  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

■  Full  athletic  program 

■  Band,  Fine  .\rts,  and  Aviation 

-  Affordable  Tuition 

-  Located  on  Lake  Lanier  in  North  GA 

-  www. cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


A  Diiiswn  Of  I  Tic  AfcGnur  Htfl 


Comply 


BizLmk 


Unless,  of  course,  you  actual 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fi 
out  one  of  those  pesky  reader  service  cards?  Connect 
BizLink,  Business  Week's  new  electronic  reader  service 
fuLfiLLment  system.  You'll  get  the  information  you  nee 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink/ 


BusinessWeek 


Read    3es:  Read.  ".Tcrldvride. 


And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 


May  4, 


1  3Com 

2  Adobe  Systems,  Inc. 

3  Cabletron  Systems, 
Inc. 

4  Charles  Sch'.vab 

5  Clarify  Inc. 

6  DataWorks 

7  Datek  Online 


8  Digital 

9  E^TRADE  Securities 

10  Imation 

11  Iomega  Corporation 

12  Management 
Recruiters 
International 

13  MCI  Data 

14  Mita  Copystar  America 


15  Partner  fuer  Berlin 

16  Prudential 
Investments 

17  QAD  Inc. 

18  Qualcomm 

19  Quantum 

20  SAPIENS 
TECHNOLOGIES 

21  SAS  Institute,Inc. 


22  SDRC 

23  Siemens  Telecorr 
Networks 

24  USWEB 

25  UUNET  Technolo 
Inc. 

26  Walker  Interact! 
Systems 

INTERNET  ONLY 

27  Amoco  Chemica 


inessWeek  Index 


]TION  INDEX 


irom  last  week:  0,5% 
from  last  year:  5,5% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Apr.ll  =  132.1 
  1992=100 


Aug  Dec.  Apr. 

1997  1997  1998 

IS  a  4-week  moving  average 

ion  index  was  up  in  the  week  ended  Apr,  11,  Ttie  unaveraged 
own  0.2%,  to  132,8,  from  133  m  the  previous  week.  After 
ustment,  output  of  electric  power  was  down  1.1%,  with  large 
available  energy  in  the  Pacific  Northwest  and  New  England 
l-freight  traffic  also  declined  by  0.7%.  Coal  production  was  up 
lied  135,496  railroad  cars.  All  other  components  were  up. 

dex  copyfighl  1998  by  The  McGraw-Hill  Companies 


G  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%OHG 

EES  (4/17)  S&P  50t 

1122.72 

1109,69 

46.5 

:B0ND  yield.  Aaa  (4/17) 

6.67%  6.64% 

-13.7 

PLY,  M2  (4/6)  billions 

$4,146.3 

$4,123,9r 

6.8 

tIMS.  UNEMPLOYMENT  (4/ii)thous 

289 

311r 

-13,0 

APPLICATIONS.  PURCHASE  (4/17) 

227.3 

287,3 

25,4 

APPLICATIONS.  REFINANCE  (4/17) 

1,087.0 

1,684,2 

285.1 

andard  &  Poor's.  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgag 

e 

.  (Index:  March  16,  1990=100) 

ST  RATES  • 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

UNDS  (4/21) 

5,37% 

5,47% 

5,50% 

tL  PAPER  (4/21)  3-montti 

5,47 

5,47 

5,70 

FES  OF  DEPOSIT  (4/22)  S  month 

5,58 

5,58 

5,71 

TCAfiE  (4/17)  30-year 

7,06 

7,12 

8,29 

E  MORTGAGE  (4/17)  one-year 

5,84 

5,76 

6,16 

7) 

8,50 

8.50 

8,50 

deral  Reserve,  HSH  Associates,  Bloomber 

g  Financial 

Markets 

UTEST 

WEEK 

YEARLY 

AUU 

/o  ullu 

STEEL  (4/18)  thous.  of  net  tons 

2,148 

2,174# 

3,8 

AUTOS  (4/18)  units 

106,241 

93,853r# 

-19,8 

TRUCKS  (4/18)  units 

125,187 

114,222r# 

3,6 

ELECTRIC  POWER  (4/18)  millions  of  kilowatt-hrs. 

56,175 

56,251# 

-1,4 

CRUDE-OIL  REFINING  (4/18)  thous.  of  bbl./day 

15,157 

14,945# 

6.2 

COAL  (4/11)  thous.  of  net  tons 

20,623# 

21,297 

7.6 

LUMBER  (4/11)  millions  of  ft. 

482, 1# 

481.4 

-0.7 

RAIL  FREIGHT  (4/11)  billions  of  ton-miles 

26, 1# 

27,1 

3.2 

Sources:  American  Iron  &  Steel  Institute,   ^Vard's  Automotive  Reports.  Edison  Electrii 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPAi'.  Association  of 
American  Railroads 


1  PRICES  1 

LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

GOLD  (4/22)  $/troy  oz. 

312,800 

307.200 

-8.3 

STEEL  SCRAP  (4/21)  #1  heavy,  $/ton 

133.50 

133.50 

-2.6 

COPPER  (4/17)  e/ib. 

86-8 

81.7 

-21.2 

ALUMINUM  (4/17)  e/ib 

69,8 

68,0 

-6.3 

COTTON  (4/18)  strict  low  middling  1-1/16  in. 

e/lb.  61.05 

60.00 

-11.1 

OIL  (4/21)  $/bbl. 

15.13 

14.82 

-21.3 

ORB  FOODSTUFFS  (4/21)  1967=100 


231.85  228.43 


-3.3 


CRB  RAW  INDUSTRIALS  (4/21)  1967=100 


300.33  298.52 


-9.8 


Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals  Week.  Memphis 
market,  NYMEX,  Commodity  Research  Bureau 


FOREIGN  EXCHANGE 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (4/22) 

130.76 

129.30 

126.19 

GERMAN  MARK  (4/22) 

1.79 

1.80 

1.71 

BRITISH  POUND  (4/22) 

1.67 

1.69 

1.62 

FRENCH  FRANC  (4/22) 

6.01 

6.03 

5.78 

ITALIAN  LIRA  (4/22) 

1771.9 

1776.0 

1702.5 

CANADIAN  DOLLAR  (4/22) 

1,43 

1.44 

1.39 

MEXICAN  PESO  4  22) 

8.459 

8.467 

7.873 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/22) 

109.9 

109.9 

106.4 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U-S.  dollar, 
except  for  British  pound  m  dollars    Trade-v^'eighted  dollar  via  J  P  Morgan 


1  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  {estimated  and  not  listed)  include  machinery  and  defense 
=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA-Not  available       r=revised       NM=Not  meaningful 


^  WEEK  AHEAD 


500DS  ORDERS 

pr.  28,  8:30  a.m.EDT>  New 
)ds  orders  likely  rose  0.7%  in 
ir  falling  1.7%  in  February, 
median  forecast  of  economists 
/  Standard  &  Poor's  mms,  one  of 
w-Hill  Companies. 

\  CONFIDENCE 

pi.  28,  10  a.m.EDT^Jhe  Con- 
ard's  confidence  index  likely  rose 
^pril,  from  March's  134.3. 

E  SALES 

',  Apr.  29,  10  a.m.EDT>-  New 
ly  homes  probably  sold  at  an 
!  of  870,000  in  March.  In  Febru- 


ary, home  sales  jumped  unexpectedly,  to  a 
record  high  of  893,000. 

REAL  GROSS  DOMESTIC  PRODUCT 

Thursday,  Apr.  30,  8:30  a.m.EDJ>  The  s&p 
MMS  survey  expects  that  real  gdp  grew  at  an 
annual  rate  of  3.5%  in  the  first  quarter, 
after  a  3.7%  surge  in  the  fourth  quarter. 
Red-hot  consumer  spending  led  the  gain. 

EMPLOYMENT  COSTS 

Thursday,  Apr.  30,  8:30  a.m.EDT>-  Employ- 
ment costs  for  civilian  workers  probably 
increased  0.9%  in  the  first  quarter,  after 
rising  1%  in  the  fourth  quarter.  Higher 
wages  are  pushing  up  the  growth  of  overall 
compensation  costs. 


PERSONAL  INCOME 

Friday,  May  1,  8:30  a.m.EDT>-  Personal 
income  likely  edged  up  0.2%  in  March,  while 
consumer  spending  rose  0.3%,  says  the  s&p 
MMS  survey.  In  February,  incomes  jumped 
0.6%,  while  spending  advanced  0.4%. 

NAPM  SURVEY 

Friday,  May  I,  10  a.m.EDT  >  The  National 
Association  of  Purchasing  Management's 
business  index  likely  fell  to  53.5%  in  April, 
from  54.8%  in  March. 

CONSTRUCTION  SPENDING 

Friday,  May  1,  10  a.m.EDT  ^  Construction 
outlays  probably  rose  0.1%  in  March,  after 
a  0.3%  increase  m  February. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


< — 


Sunday 

stand-up  comic  Aye  Jaye, 
author  of  The  Golden  Rules  of 
Schmoozing,  has  advice  on 
how  to  talk  your  way  out  of 
almost  anything.  The 
program  comes  to  you  from 
BW  Enterprise  as  part  of 
AOL's  Workplace  Weekend 
series.  Apr.  26 
9  p.m.  EDT  in  BW  Online's 
Conference  Room 

Thursday 

Can  the  stock  market  keep  it 
up'  Bring  this — and  any 
other  investing  questions — 
to  Gail  M.  Dudack,  chief 
investment  strategist  of  UBS 
Securities.  You've  probably 
seen  her  on  Wall  Street  Week. 
Apr.  30 

9  p.m.  EDT  in  BW  Online's 
Conference  Room 

AOL  keyword:  BW  Talk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  eacti  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratones  (ABT)  52 
AgentSoft  84 
AirCell  8 
AirTouch  140 
Alcatel  Alsthom  (ALA)  140 
Amazon.com  (AMZN)  122 
American  Airlines  (AMR)  50, 70 
American  Express  (AXP)  38, 124 
Amencan  International  Group 
(AIG)  119 

Amencan  Standard  (ASD)  98 
Amenca  Online  (AOL)  38 
Amerrtech  (Am  140 
Amway(AAP)  54 
Apple  Computer  (AAPL)  22 
ArbiNet  70 

Arbor  Drugs  (ARBR)  170 
Ascend  Communications 
(ASND)  124 

Ashton  Technology  Group 
am)  120 

mm  70,140 

AucNet  70 

Avon  Products  (AVP)  54 
B 


Banco  Itau  60 
Banc  One  (ONE)  41 
B&B  Consulting  Sen/ices  124 
BankAmenca  (BAC)  44,168 
Bank  of  New  Yori(  (BK)  54 
Bell  Atlantic  (BEL)  88.111,140 
Bell  Canada  (D  60 
BellSouth  (BLS)  46, 140 
Berkshire  Hathaway  (BRK)  119, 
124 

Bloomberg  120 

Bnstol-Myers  Squibb  (BMY)  122 

Bntish  Biotech  66 

Busch  Entertainment  (BUD)  38 


Casio  8 

CCA  Pnson  Realty  Trust  54 
Cendant  (CD)  84,119 
Chase  Secunties  (CMB)  140 
Cisco  Systems  (CSCO)  119. 124 
Citicorp  168 
Clipper  Fund  119 
CNBC(GE)  124 
CNNOWX)  124 
Coca-Cola  (KO)  70 
Colgate-Palmolive  (CD  122 
Comenca(CMA)  44 
Compaq  Computer  (CPQ)  38.119 
Compare.Net  84 
Compensation  Resource 

Group  111 
CompUSA  (CPU)  106 
Computer  Learning  Centers  1 06 
CompuWare  38 
Contour  Design  124 
Cook(FredencW)  111 
Corrections  Corp  of  Amenca 

(CCA)  54 

Creative  Networks  12 
Crowley's  Yacht  Yard  70 
Crystal  Systems  Solutions 
(CRYSF)  122 
CVS (CVS)  170 


Datek  Online  124 

Dell  Computer  (DELL)  27 

Desdner  6 

Digital  Equipment  (DEC)  122 
Discovery  Fund  88 


DUdirect  138 
Donaldson  Lufkin  &  Jenrette 
(DU)  168 

Dow  Chemical  (DOW)  158' 
Dow  Jones  (DJ)  174 
Dresdner  6 

DSC  Communications  (DIGI)  140 
Duane  Reade (DRD)  170 


Eastman  Consulting  70 
Eastman  Kodak  (EK)  140 
Educational  Consulting 
Services  106 
EMI  54 

Enron  (ENE)  54, 70 
Entrust  Capital  122 
Equitable  168 
Encsson  (LM )  (ERICY)  140 
Ernst  &  Young  84 
E'Trade  Secunties  124 
Excite  (XCm  84,122 


FastParts  70 
FDX(FDX)  119 
RdelilyBank  44 
Rdelily  Investments  106, 124, 
170 

First  Chicago  NBD  (FCN)  41 
First  Union  (FTU)  168 
Flonda  Power  &  Light  (FPL)  48 
Ford(n  60,159 
Fon-ester  Research  (FORR)  124 
Fort  Howard  Paper  102 
Fujitsu  122 


Gartner  Group  (GART)  64 
GazpnDm  66 
General  Electnc  (GE)  IB 
General  Motors  (CM)  38,159 
Genovese  Drug  Stores  (GDXA)  170 
Gomez  Advisors  124,138 
Grant  Thornton  172 
Gruntal  122 
GTE (GTE)  140 

H 


H&R  Block  (HRB)  38 
Hams  (Louis)  42 
HeniyHolt  6 

Hewlett-Packard  (HWP)  38 
Hillench  &  Bradsby  88 
Hirschfeld  Stem  Moyer  & 
Ross  111 

Home  Depot  (HD)  124 
I 


IBM  (IBM)  27,38,70,84,122 
Industnas  Romi  60 
Infoseek  (SEEK)  122 
InfoSpace  84 
Intel  (INTO  27.52,70,122 
Intermarket  Trading  70 
Iomega  (lOM)  124 
Israel  Electnc  66 


Johnson  Associates  111 
Junglse  84 

Jupiter  Communications  84 
Justsystem  64 

K 


Kaufman  Fund  119 
KES  Imgation  Systems  158 
Knight-Ridder  (KRI)  119 
Kohler  98,102 


KPMG  Peat  Mamick  60, 172 
Krasnoyarsk  Aluminum  66 

L 


Upper  Analytical  Services  38,119 
Lockheed  Martin  (LMT)  124 
Longleaf  Partners  119 
Longs  Dmg  170 
Lucent  Technologies  (LU)  140, 
158 

Lycos  (LCDS)  84,122 
M 


Mapics(MAPX)  122 
Market  Guide  (MARG)  138 
Ma5ico  Focus  Fund  119 
Maiy  Kay  Cosmetics  54 
Masco  (MAS)  98 
Mason  Value  Trust-Pnmaiy 

Fund  174 
MasterCard  70 
Mazda  159 
McDonalds (MCD)  8 
McGraw-Hill  (MHP)  34.111,138, 

179 

MCI  Communications  (MClC)  48, 
70 

Media  One  88 
Mellon  Bank  (MEL)  54 
Memll  Lynch  (MER)  64,88, 124, 
168 

Metro  One  Communications 
(MTON)  140 
Micron  27 

Microsoft  (MSFD  6,  22, 27, 38, 
42,  54,  64. 84,120,124 

M.tS.  Consultants  48 
Moai  Technologies  70 
Morgan  Stanley  Institutional 
Fund  119 

Momingstar  (MSTR)  119, 124 
Motley  Fool  124,138 
Motorola  (MOT)  60,140 
MRV  Communications  (MRV)  122 

N 


National  Semiconductor  54 
NationsBank  (NB)  44, 168 
Netbot  84 

Netscape  Communications 
(NSCP)  12 

New  England  Growth  Fund  119 
Nieto  Computer  Services  38 
Nike(NKE)  28D 
Nikko  Secunties  40 
Nokia  140 
Nonlsk  Nickel  66 
Northern  Telecom  (NT)  140 
Northwest  (NWAC)  50 
NonAiest  (NOB)  44,  111 
Novolipetsk  Metallurgy  Plant  66 
NYMOX  Pharmaceutical  12 


Office  Depot  (ODP)  166 
OfficeMax  (OMX)  166 
Oneximbaiik  66 
Onsale  70 
Oracle  (ORCL)  124 

P 


Papa  John's  International  6 
PC  Data  38 
PC  Quote  124 
Peachtree  Bank  44 
PepsiCo  (PEP)  6 
Perpetual  66 
Pfizer  (PEE)  12,52 
Philips  Electronics  (PHG)  122 
Piper  Jaffray  124 
Pizza  Hut  6 

Portland  General  Electro  (PGN)  54 
Pnceline  70 
PnmeCo  Personal 
Communications  140 
ProFunds  124 
Publicis  Technology  88 


Qualcomm  (QCOM)  14 
R 


Regional  Financial  Assc 
88 

Resource  Bank  44 
Reuters  Holdings  120 
Revco  D.S.  (RXR)  170 
Rite-Aid  (RAD)  170 
Rossissky  Kredit  66 

S 


Salomon  Smith  Barney 
34,166,168,170  i 
Sara  Lee  (SLE)  12,111 
Schenng-Plough  (SGP) 
Schwab  (Charles)  (SCI 
Scudder  Stevens  &  Cla 
Sea  World  of  Flonda  (B 
Seagram  (VO)  54 
Sentient  Systems  Tech 
Sequoia  Fund  119 
Siebel  Systems  124 
Siemens  140, 158 
SoGen  International  Fi 
Sony(SNE)  140,158 
Southem(SO)  66 
Southern  California  G; 
Southwestern  Bell  (SB 
Spnnt  (FON)  46,  70 
Standard  &  Poor's  DR 
Standard  &  Poor's  B 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9176.7 

0.2 

34.7 

NASDAQ  Combined  Composite 

1917.6 

2.9 

56.3 

S&P  MidCap400 

380.7 

0.9 

51.5 

S&P  SmallCap  600 

205.8 

0.9 

50.7 

S&P  SuperComposite  1500 

242.5 

1.0 

46.8 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

354.8 

4.5 

52.4 

S&P  Financials 

139.7 

-0.4 

63.7 

S&P  Utilities 

241.7 

-1.6 

32.1 

PSE  Technology 

360.7 

2.6 

49.3 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5931.1 

-2.4 

35.2 

Franlffurt  (DAX) 

5360.7 

-0.5 

57.9 

myo  (NIKKEI  225) 

15,761.5 

-3.3 

-15.9 

Hong  Kong  (Hang  Seng) 

10,977.5 

-3.5 

-13.6 

Toronto  (TSE  300) 

7822.3 

0.1 

33.2 

Mexico  City  (IPC) 

5164.7 

3.5 

35.0 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1 .38  % 

1.45% 

1.90% 

S&P  500  P/E  Ratio  (Last12mos.] 

26.9 

27.7 

19.9 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.2 

21.9 

16.2 

First  Call  Earnings  Surprise* 

2.88% 

2.88  % 

3.64% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

978.6 

973.0 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Stocks  above  200-day  average       65.0  % 
Options:  Put/call  ratio  0.47 
Insiders:  Vickers  Sell/buy  ratio  3.09 

Data:  Bloomberg  Financial  Markets; 


65.0%  Neutral 
0.64  Negative 
2.79  Negative 

First  Call  Corp. 
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Computer  Systems 
Computer  Software 


28.9  Broadcasting  125.7 
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15.6  Communications  Equip.  105.0 

13.3  Specialty  Appar  Retailers  98.1 

13.1  Personal  Loans  94.8 
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GROUPS 


month  % 
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Commercial  Systems 
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Tobacco 

Engineering  &  Constr 
Hotels  &  Motels 


-16.0 
-10.2 
-10.1 
-8.4 
-6.8 


Metals 

Engineering  &  Constr 

Shoes 

Tobacco 

Photography/Imaging 


-25.7 
-15.0 
-11.2 
-7.4 
-4.6 
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Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Oracle 

27  3/1  e 

-2V2 

AT&T 

63  ^'8 

-2^r6 

Telebras-ADR 

125^'4 

-8V8 

Lockheed  Martin 

II3V2 

-SVa 

Household  International 

131^8 

-8% 

Teleport  Communications  Group 

57  ^'B 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

94'/8 

11 

Pfizer 

116^16 

19 '^16 

WorldCom 

435/8 

V16 

Intel 

78 '^16 

3^/32 

Dell  Computer 

74^8 

I2V8 

Cisco  Systems 

73'/8 

9V8 
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KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.06 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds 

90-DAY  TREASURY  BILLS 

5.07 

5.08 

5.37 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.08 

5.08 

5.22 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.39 

5.38 

6.00 

GENERAL  OBLIGATIONS 

4.48% 

4.45% 

5.08% 

5.05% 

10-YEAR  TREASURY  NOTES 

5.67 

5.60 

6.89 

PERCENT  OF  TREASURIES 

78.88 

79.60 

85.18 

85.90 

30-YEAR  TREASURY  BONDS 

5.96 

5.89 

7.09 

TAXABLE  EQUIVALENT 

6.49 

6.45 

7.36 

7.32 

LONG-TERM  AA  INDUSTRIALS 

6.55 

6.47 

7.61 

INSURED  REVENUE  BONDS 

4.64 

4.61 

5.29 

5.25 

LONG-TERM  B6B  INDUSTRIALS  7.01 

6.92 

7.94 

PERCENT  OF  TREASURIES 

81.70 

82.46 

88.70 

89.30 

LONG-TERM  AA  TELEPHONES 

6.80 

6.73 

7.84 

TAXABLE  EQUIVALENT 

6.72 

6.68 

7.67 

7.61 

FUNDS 


lUS  Diversified  MAN  Equity 
I        52-week  total  return 


igstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return  % 

Lexington  Strat.  Invmnts.  20.9 

Rydex  Precious  Metals  17.6 

Pioneer  Gold  A  16.4 

Am.Cent.  Global  Gold  16.3 

PIMCo  Precious  Metals  C  16.1 

Leaders 

52-week  total  return  % 

Delaware  Aggressive  Gr.  A  1 15.2 

Munder  Micro-Cap  Equity  Y  96.5 

Weitz  Hickory  96.2 

FMI  Focus  93.0 

Texas  Capital  Val.  &  Grth.  90.6 


Laggards 

Four-week  total  return  % 

Matthews  Korea  I  -12.9 

Lex.  Troika  Dialog  Russia  -8.6 

Pilgrim  Amer  Asia-Pac.  B  -8.3 

Montgomery  Emerg.  Asia  R  -7.7 

Fidelity  Southeast  Asia  -7.6 

Laggards 

52-week  total  return  % 

-50.4 
^9.4 
-47.9 
^7.9 
^7.6 


Matthews  Korea  I 
U.S.  Global  Investors  Gold 
Merrill  Emerging  Tigers  C 
Morgan  Stan.  Asian  Grth  C 
Morg.  Stan.  Inst.  Asia  Eq.  A 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


Precious  Metals 

Technology 

Europe 

Small-cap  Growth 
Foreign 

Leaders 

52-week  total  return 


12.9  Pacific/Asia  ex-Japan 

6.9  Diversified  Pacific/Asia 

4.4  Utilities 

4.1  Real  Estate 

3.8  Health 


% 


Laggards 

52-week  total  return 


^.6 
-2.3 
-0.9 
0.2 
1.0 

% 


Communications  65.5  Pacific/Asia  ex-Japan  -32.1 

Financial  61.7  Diversified  Pacific/Asia  -23.8 

Small-cap  Grovrth  51.3  Precious  Metals  -23.0 

Small-cap  Blend  51.1  Japan  -10.2 

large-cap  Growth  51.1  Diversified  Emerging  Mkts.  -5.0 
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Editorials 


DOES  AMERICA  HAVE  A  BUBBLE  ECONOMY? 


Does  the  U. S.  have  a  Japanese-style  bubble  economy? 
And  should  the  Federal  Reserve  bui'st  it  with  higher  in- 
terest rates,  even  at  the  risk  of  recession?  A  growing  chonas 
says  yes.  Asset  inflation,  they  argue,  requires  an  immediate 
tightening  of  monetai-y  policy  and  a  throttling-back  of  the 
economy.  Just  look  at  the  soaring  stock  market  or  sui'ging 
house  prices.  Even  movie  tickets  and  admission  prices  at 
Disneyland  are  going  up.  Unless  the  Fed  acts,  they  say,  the 
U.  S.  economy  will  overheat  and  crash,  just  like  Japan's. 

Certainly,  the  bubbles  are  troublesome.  It  is  true  that 
high-priced  stock  is  being  used  as  cheap  currency  to  pay  for 
gigantic  mergers  that  may  not  make  sense.  Telecom  companies 
are  bootstrapping  themselves  up  with  high-multiple  equity. 
Prices  are  going  up  for  hotel  rooms,  airline  tickets,  New 
York  condos,  and  Silicon  Valley  houses.  We  would  all  be  more 
comfortable  if  these  things  weren't  happening.  But  they  do  not 
mean  that  it's  Japan  redux. 

Look  at  the  fundamentals.  Japan's  bubble  was  built  on 
leverage.  Individuals  and  corporations  borrowed  enormous 
sums  against  theii*  stock  market  gains  to  invest  in  every- 
thing— Tokyo  real  estate,  overseas  factory  capacity,  American 
golf  courses,  gold,  and  Picassos.  When  the  Nikkei  cracked,  the 
leverage  reversed,  crushing  Japan's  economy.  That's  not  hap- 
pening— yet — in  the  U.  S.  There  are  a  lot  of  stock  deals.  But 
total  national  borrowing  is  only  8.8%  of  nominal  gr-oss  domestic 
product — low  compared  with  previous  decades.  New  federal 
borrowing  as  a  percentage  of  gdp  is  practically  zero,  offsetting 
moderately  rising  private  debt.  Consumer  borrowing,  while 
high,  has  slowed  shai-ply  since  mid- 1996.  Producer  prices  are 
falling,  and  the  consumer  price  index  is  up  a  mere  1.4%  fi'om 
a  year  ago.  There  are,  as  yet,  no  major  imbalances. 

Japan's  bubble  was  built  on  the  quicksand  of  ever-expand- 
ing manufacturing  capacity  financed  by  vulually  fi'ee  capital. 
Corporate  profits  were  made  in  stock  mai'ket  speculation, 
not  just  in  selling  products.  This  is  not  the  case  in  the  U.  S. 


The  shift  to  an  information  economy  is  generating 
stream  of  enterprise.  Innovation  is  throwing  up  new  co 
and  new  products  faster  than  you  can  say  "electroi 
merce."  Restructuring  and  downsizing  are  an  obsessi 
ductivity  is  paying  for  much  of  the  recent  real  gain  ii 
Growth  in  corpora.te  profits,  although  under  some  presi 
quaiter,  has  been  great  for  three  years.  Most  CEOs  coi 
focus  on  top-line  revenue  growth,  profits,  cutting  cc 
shareholder  value. 

But  what  about  rising  prices?  A  good  many  rel 
amazing  growth  of  wealth  at  the  top.  The  jump  in  re 
prices  is  sharply  skewed  to  very  expensive  houses, 
are  up  for  first  class  and  business,  not  steei'age.  1 
ships  in  golf  clubs  are  up,  but  prices  for  local  gyms 
Price  tags  for  new  and  used  cars,  clothing,  and  beer  1 
en.  Personal-computer  prices  are  way  down,  as  ar 
trading  commissions  and  mortgages.  The  rise  in  prices 
ury  goods  is  worrisome,  but  prices  for  most  things  ti 
Americans  consume  are  not  rising  nearly  as  much,  i 

Strong  economic  growth  has  done  wonders  for  An 
has  made  many  more  people  rich,  and  they  have  lar 
anced  the  federal  budget  through  their  capital  gaini 
come  taxes.  It  has  raised  real  wages  and  tightened  ' 
markets,  providing  jobs  for  college  grads  as  well 
school  di'opouts.  It  has  even  revived  the  cities — newl 
centers  for  information  technology  and  innovation 
not  the  time  for  a  rate  hike  that  threatens  this  proj 

The  fundamentals  ai'e  sound — and  are  what  the  F< 
focus  on.  First  quarter  growth  was  strong  but  due 
part  to  unusually  warm  weather.  If  the  economj 
slow  in  the  second  half  and  if  profit  growth  gets 
the  market  will  coirect  itself  with  no  help.  The  one 
could  threaten  the  economy  is  a  debt  explosion- 
Fed  is  ah-eady  exhorting  banks  to  be  cautious.  That'i 
The  U.  S.  is  not  Japan. 


THERE'S  MORE  THAN  ONE  PARTY  OF  BUSIN 


Take  yom-  pick  of  economic-policy  issues:  free  trade,  im- 
migration, the  International  Monetary  Fund,  national  ed- 
ucational standards,  or  taxes.  It  used  to  be  that  congression- 
al Republicans  were  for  Big  Business  and  Democrats  against. 
Not  anymore.  Today,  both  parties  are  spht,  with  the  conserv- 
ative wing  of  the  OOP  aligning  with  libei-al  Democrats — against 
multinational  companies.  Meanwhile,  moderate  Republicans 
and  centrist  New  Democi'ats  share  a  moi-e  expansive  eco- 
nomic view  of  the  world.  But  these  moderates  have  little 
power,  and  it  grows  smaller  every  day. 

Coi"porations  have  themselves  partly  to  blame.  In  recent 
years,  companies  and  executives  have  given  the  bulk  of  their 
contributions  to  the  gop.  But  social  conservatives  and  small- 


business  champions  have  dominated  economic-policy 
and  they  often  share  a  more  parocliial,  protectionisi 

When  Democrats  ruled  Congress,  cor-porations  w 
matic  enough  to  funnel  campaign  contributions  mor 
with  a  substantial  amount  going  into  the  Democra 
That  bolstered  the  New  Democratic  center.  Once 
cut  their  campaign  funding,  union  money  came  to 
Democratic  politics,  positioning  the  party  as  anti-tr 

It's  time  for  rebalance.  Big  shifts  on  economic  issu 
to  Corporate  America  ai-e  occurring  within  both  par 
didates  whose  policies  promote  innovation,  global  tra( 
ficient  government  should  be  supported  regardless  o: 
filiation.  It's  time  for  a  returTi  to  pragmatism. 
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QUALCOMM  has  tamed  unruly  technology  and, 
at  the  same  time,  taught  it  some  manners.  With 
our  digital  phones,  you  choose  the  ways  you 
connect  with  others  through  voice,  caller  ID, 
paging,  voice  mail  and  data  options.  So  you 
are  in  charge  of  when  and  how  you'll  be  in 
touch.  When  you  are,  you'll  be  supported  by 
QUALCOMM's  advanced  CDMA  digital  technology. 
It  provides  the  highest  quality  voice  transmission 
as  well  as  enhanced  security  to  guard  against 
cloning  and  fraud.  Wireless  technology  will  make 
your  life  easier,  now  that  we've  domesticated  it. 
Everything  else  in  the  arena  is,  frankly,  quite 
beastly.  For  more  information,  contact  us  at 
www.qualcomm.com/tame  or  1-800-349-4188 
or  1-619-651-4029  (outside  the  USA). 
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Similar  drugs  lie  ahead: 
for  anxiety,  weight 
problems,  memory  loss, 
and  symptoms  of  aging. 
In  the  process,  the 
$300  billion  drug 
industry  will  be 
transformed. 
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staying  on  top  of  its  market  has  made  Eddie  Bauer® 
a  perfect  fit  for  millions  of  customers.  Now  Rockwell 

automation  systems  are  helping  thi  s  catalog  retailer 
serve  more  shoppers  than  ever,  by  sorting  and  distributing 
up     to     480,000    packages     a    day.  Rockwell  tailors 

equally    productive    answers    for    all    kinds    of  customers. 

Whether  i  t '  s  the  avionics  that  let  airliners  from 
Boeing  and  Airbus  navigate  by  satellite .  The 
semiconductor  chip  that  extends  the  range  of  a  Sony 
cordless   phone .  Or   the   factory   automation  technology 

that  helps  leading  food-processing  companies  break 
packaging    records .  Sharp    solutions    for    companies  on 

the  cutting  edge .    (^J    Because  whatever  your  business ,  the 


bottom    line    is    thi s .     w     Tou  succeed.     We  succeed. 
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VIAGRA 

It's  only  the  most  sensational  of  the 
new  megadnjgs  aimed  at  conditions 
that,  while  exceedingly  uncomfortable, 
are  rarely  deadly.  These  blockbusters, 
which  can  enhance  the  lives  of 
essentially  healthy  people,  are  ali'eady 
transfoi'ming  the  $300  billion  drag- 
industry — and  raising  a  host  of  difficult 
C|uestions 

THE  FORMULA  AT  PFIZER 

It  pumped  big  money  into  R&[i  for  years 
to  in-oduct'  VlagTa  and  other  drag  hits 
COMMENTARY:  LIFESTYLE  DRUGS 

Who  should  pay  for  drags  that  may  be 
used  not  just  to  treat  hut  to  enhance? 
DANGER:  READ  THE  LABEL 

Doctors  prescnbe  dings  for  unapproved 
reasons,  and  patients  are  at  lisk 
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They  aren't  turning  tail  yet,  but 
investors  sure  are  worried  about 
interest  rates 
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raising  rates,  it's  a  wily  move 
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China's  controversial  turnabout  on 
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THE  DEAL  MILL 

WILL  WORLDCOM 
HAVE  TO  SLIM  DOWN? 

WORLDCOM  CEO  BERNARD 
Ebbers  is  calmly  telling 
shareholders  that  his  pend- 
ing acquisition  of 
MCI  Communications 
won't  be  derailed 
by  regulators.  But 
sources  close  to  the 
company  say  that 
the  telco  is  already 
mulling  over  com- 
promises, including 
the  possible  sale  of 
some  operations,  if 
such  a  deal  is  nec- 
essary to  win  regu- 
latory  approval. 

In  late  April,  tinstbusters 
at  the  Eui'opean  Commission 
formally  said  that  they  were 
eyeing  the  potential  impact 
of  WorldCom/M( 'I's  share  of 
Internet  operations.  U.  S.  reg- 
ulators also  share  that  con- 


EBBERS:  Calm? 


cern.  Although  the  World- 
Com/MCi  deal  is  ultimately 
expected  to  win  approval, 
some  pohcy  analysts  believe 
that  in  a  worst-case  scenario, 
WorldCom  would  be  forced 
to  sell  its  owTi  or  MCl's  Inter- 
net network  capability. 

Ebbers  says  such 
talk  is  premature. 
"Typically,  [regula- 
tors] like  to  extract 
a  poimd  of  flesh  here 
and  there,"  he  says. 
"It  is  something 
we've  expected  all 
along."  But  the  com- 
pany doesn't  want  to 
get  caught  flatfooted, 
either.  WorldCom 
needs  to  decide 
whether  to  spin  off  MCl's  In- 
ternet network  or  satisfy  reg- 
ulators by  keeping  the  net- 
work open  to  all  comers.  If  it 
sells  off  a  chunk  of  its  net- 
work, rivals  such  as  GTE 
would  be  eager  to  gobble  up 
the  castoffs.   Catherine  Yang 


STREET  NEWS 

THE  SHORTS  STILL 
COME  UP  SHORT 

FOR  SHORT-SELLERS,  THE  BULL 

market  in  stocks  has  rivaled 
the  trials  and  tribulations  of 
Job.  For  every  uptick  in  the 
price  of  a  share, 
they  lose  money, 
while  falling  prices 
mean  profits.  So 
the  Apr.  27  di'op  in 
the  Dow  Jones  in- 
dustrial average  of 
147  points  should 
have  been  a  rare 
piece  of  good  news. 

It  was  not, 
though,  for  those 
who  bet  against 
Yurie  Systems,  a 
maker  of  telecom 
switches.  Some 
traders  were  suspicious  about 
a  big  jump  in  Yurie's  first- 
quarter  receivables  and  were 
waiy  of  its  reliance  on  a  few 
big  customers,  including  Lu- 


SHORT  POSI- 
TIONS IN  YURIE 


2.9  Million  Shares 
Price  21/ 


3.7 


RECENT  PRICE 


34X 

DATA:  NASDAQ,  BLOOMBERG 
FINANCIAL  SERVICES 


Growth 
378,800 


cent  Technologies,  says  Dick 
Gould,  co-manager  of  the 
Rockland  Growth  Fund.  So 
the  shorts  sold  3.7  million  bor- 
rowed shares  of  Yurie,  an 
amazing  62%  of  the  float. 

But  theii-  timing  was  awful. 
On  Apr.  27,  Lucent  offered 
$35  a  share  for  Ymie,  and  its 
shares  jumped 
10%.  Ouch.  The 
short-sellers  re- 
main incogTiito.  But 
those  with  faith 
won  big.  Besides 
Gould,  whose  fund 
owned  15,000  Yurie 
shares,  other  true 
believers  were 
Amerindo  Invest- 
ment Advisors,  a 
San  Francisco  finn 
that  owned  2.9  mil- 
lion shares,  and 
PHHG  Emerging 
a  mutual  fund  with 
shares.  The  lesson 
here?  Expect  the  worst,  and 
sometimes  you  just  may  be 
disappointed.  Robert  Barker 


/lillion  Shares 
Price  31 


TALK  SHOW  Uj  hardly  have  any  time  to  read  the  news  \ 
anymore.  Mostly,  I  just  skim  the  retractions.'? 

— Presiden  t  Clinton,  at  the  annual  White  House 
Correspondents '  Dinner 


DD-21:  Torpedo  thel 

merger  with  Nor| 
Grumman. 

The  "Dream  TJ 
formed  to  bid  oi 
DD-21  destroyer  inq 
: Lockheed  Martin, 
Industries'  Ingalls  Ship 
ing,  and  General  Dyn^ 
Bath  Iron  Works.  The 
ment  baired  both  shij 
from  signing  vidth  at 
else,  ft-eezing  out  a  bic 
Raytheon;  no  other  sliijj 
now  build  destroyers. 

Lockheed  Martin  and 
eral  Dynamics  say  tha 
shipbLiilders  asked  Loci 
Maitin  to  join  their  teail 
systems  integi'ator.  Hoj 
after  Raytheon  complaii 
the  Pentagon,  the  Navj 
that  it  may  revamp  th| 
ding  process  on  the  w| 
to  attract  other  biddei*s.| 
heed  Mailin  has  aLreaa 
some  credibility.  If  thel 
succeeds,  it  could  loa 
DD-21,  too.  Stayil 


THE  FEDS 

LOCKHEED'S  SHIP 
MIGHT  NOT  COME  IN 

WHEN  you're  TRYING  TO  GET 

government  approval  for  a 
controversial  merger,  you 
don't  want  a  reputation  as  a 
monopolist.  But  Lockheed 
Martin  could  wind  up  with 
that  stigma  because  of  its 
eagerness  to  win  a  federal 
contract  worth  up  to  $25  bil- 
Uon.  In  December,  Locklieed 
Martin  cut  a  deal  that  effec- 
tively made  it  the  only  bidder 
on  a  new  destroyer  That,  say 
defense  sources,  has  upset 
the  Pentagon  just  as  Lock- 
heed Martin  is  seeking  Jus- 
tice Dept.  approval  for  its 


STRANGE  BEDFELLOWS 

A  UNION  LEADER  THE  GOP  COULD  LOVE 

THE    MESS    AT  THE 
Teamsters  could  be  godd 
news  for  Republicans. 
On  Apr  27,  a  couit-ap- 
pointed    official  gave 
James  Hoffa  the  green 
light  to  run  for  Team- 
sters president.  Favored 
to  win,  the        of  infa-  '  V^^^^^^^^V  ^tiT 
mous  union  leader  Jim-      ^^I^^H^II^  mt' 
my  Hoffa  could  become  HOFFA:  No  friend  of  Bill 
head  of  the  afl-cio's 
largest  union  in  September, 
just  before  the  fall  elections. 
Hoffa  has  made  it  clear  that 
he  won't  aggi'essively  support 
Democrats,  as  did  former 
President  Ronald  Carey,  who 
was   barred   from  running 
again  aftei'  his  reelection  was 
nullified.  Hoffa  will  probably 
start  backing  gop  candidates 
again,  say  Teamsters  insidei"s. 

The  GOP  is  also  buoyant 
about  the  indictment  of  for- 
mer Teamsters  political  di- 
rector William  Hamilton,  an- 


nounced the  same  da 
Justice  Dept.  has  cl 
him  with  giving  Tea 
money  to  Democrat 
liberal  organizations 
turn  for  financially 
Carey's  1996  campaigi 
may  lead  to  the  indiil 
of  AFL-CIO  Secretary  I 
surer  Richard  Ti-umlql? 
allegedly  involved 
scheme,  as  well  asl< 
Democratic  Party  ol 
Hamilton  and  Trumk 
all  charges. Aaro?i  Be,4 


Can  you 
promise 
her  the 
future? 

You  give  her  your  time. 
You  give  her  your  love. 
But  can  you  give  her 
everything  she  needs 
to  succeed?  As  tuition 
costs  continue  to  rise 
rapidly,  it  won't  be  easy. 

Your  American  Express 
financial  advisor  can 
helpv/ith  financial 
planning,  investment 
strategies  and  a 
commitment  to  helping 
you  reach  your  goals. 
We  offer  you  the 
expertise  and  insight 
you  need  to  make 
smarter  decisions.  So 
you  can  take  control 
of  your  future. 

Call  l-800-GET-ADVICE 
and  ovv'n  your  world. 

http://www.americanexpress.corri/advisors 
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MAD  AVE 


WHY  MADD 
IS  MAD  AT  BUD 


BEER  LIZARD:  A'/(/ 


BUDWEISER  S  TALKING  FROGS 

and  lizards  have  become  the 
most  popular  TV  commercial 
for  kids  ages  6  to  17,  accord- 
ing to  a  new  survey.  And 
that  has  plenty  of  parents 
hopping  mad. 

Minneapolis  ad  agency 
Campbell  Mithun  Esty,  which 
did  the  sui-vey,  says  Idds  like 
the  himior,  animals,  and  stoiy 
line.  Dunng  the  Super  Bowl, 
Bud  even  hinted  the  lizards 
might  kill  the  fi-ogs  to  become 


the  beer's  new  official  spokes- 
beast.  (It  was  just  a  tease.) 
Karolyn  Nunnallee,  president 
of  Mothers  Against  Drunk 
Driving,  is  not  amused.  "The 
Budweiser  Frogs  are  the  Joe 
Camel  of  the  alcohol  indus- 
tiy,"  she  says. 

M.\DD  and  the  American 
Association  of  Pediatricians 
iU'e  lobbying  Anlieuser-Busch, 
Budweiser's  corporate  par- 
ent, to  pull  the  ads.  They 
also  want  the  Federal  Com- 
munications Commission  and 
Federal  Trade  Commission  to 
curb  them.  But  a  Bud 
spokeswoman  says:  "Adver- 
tising does  not  promote  teen 
drinldng.  Oiu'  advertisements 
are  intended  to  appeal  to 
adults." 

As  for  the  Idds,  8-year-old 
Hilary  Callas  of  Mol'ine,  111., 
says:  "I  know  I  can't  have  a 
beer  because  I'm  too  young. 
But  if  I  could,  I'd  want  to 
have  a  Budweiser.  I  like 
the  frogs."  Neither  parent 
drinks.  A)ni  TIterese  Palmer 


FAT  WALLETS 

SOAKING  THE  RICH 
DOES  WORK 

THE    CASE  AGAINST 

raising  taxes  on  the 
superrich  is  under 
attack — from  an  econ- 
omist at  the  Universi- 
ty of  Chicago's  Gradu- 
ate School  of  Business, 
of  all  places. 

Some  economists 
have  long  ai'gued  that 
raising  taxes  on  the 
supenich  will  discour- 
age them  fi-om  work- 
ing, and  provide  little 
new  tax  revenue — or 
even  reduce  it.  But  in 
a  new  study  from  the 
National  Bureau  of 
Economic  Kosearch, 
Austan  Goolsi  -e  says 
this  isn't  so.  ( Inlike 
previous  .studit  which  used 
tax-return  dat,  and  found 
revenue  fell  whe.  ^axes  rose, 
Goolsbee  used  ext  tive-com- 
pensation  figures  m  1,500 
coii^orate  proxies  i.    lie  five 


EISNER:  7(7. 
hikes  don't 
idle  him 


years  smroimding  a  1993  tax 
hike — a  better  measure,  he 
i  cnnti'nds. 

He  found  that  these 
execs'  income,  exclud- 
ing stock  options,  was 
twice  as  responsive  to 
gTovrtli  in  (;dp  as  low- 
er-income gToups'  and 
50%  more  responsive 
to  growth  in  company 
earnings.  That  means 
in  a  gTOwing  economy, 
their  earnings  rose 
despite  the  '93  tax 
increase. 

Wliat  eai-lier  studies 
■.iptured,  he  says,  is 
lie  ability  of  execs  to 
.■^llift  eai'nings  in  antic- 
ipation of  tax  increas- 
es. Walt  Disney  Chaii"- 
man  Michael  Eisner's 
income  fell  in  1993,  not 
because  of  tax  disin- 
centives  but  because 
he  cashed  in  stock  options  in 
1992.  But  true  to  Chicago 
school  consei-vatism,  Goolsbee 
doesn't  favor  soaking  the 
rich — he  wants  lower  taxes 
for  eveiybody.        Peter  Coy 


DRAWN  &  QUARTERED 


PERSON  ^mm< 

I,  !- 1  PITIFULLY  UTILE 
ii    MOI€Y  FDOM  H 
'  HOPELESaYLin 
ACCjOUNT.QOD,H« 
VDU  PEOPLE  KX. 


SILICON  CULTURE 

THE  ORGANIZATION 
SHERPA 

EVEN   IN   A  FIELD 

rife  with  wacky 
titles,  Lee  Nadler's 
stands  out.  Nadler  is 
director  of  global  mar 
keting  at  Double- 
Click,  a  New  York 
company  that  places 
ads  on  Internet  sites.  / 
Nothing  unusual  /^'t 
about  that.  But  offi-  y^- 
cially,  he  is  also  / 
Doubleclick's  mar- 
keting Sherpa.  / 
That's  not  a  title  you  ^ 
heai'  eveiy  day  in  Manhattan. 
Nadler,  who  has  been  with 
Doubleclick  since  1996,  says 
he  chose  the  moniker  after  a 
10-day  liike  in  Nepal,  where 
he  gained  a  healthy  respect 
for  Sherpas — the  clans  that 
serve  as  Himalayan  guides. 


So  now  he  wants 
strength,  calm,  and  fo( 
his  new  job  of  spearh( 
Doubleclick's  interna 
expansion. 

Title-wise, 
'  ler  is  follow 
well-trodder 
at  Internet 
])anies.  At 
Inc.,  co-fou 
David  File 
.Terry  Yan 
'  iiown  as 
!iief  yahoos 
•  lim  McCoy 
'■^  -V  stems  ad 
t  ration  d( 
l  i  iiient  is  the 
^  t  e  r  of 
protocols.   And  boti 
Microsystems  and  Mi( 
employ  evangelists,  foU 
preach  the  corpoi'ate 
to  developers.  In  th 
game,  everyone,  it  se( 
trying  to  move  to  a 
plane.  Heather 


THE  BIG  PICTURE 


WHAT  DO  RICH  PEOPLE  WORRY 

Like  most  other  people,  the 
rich  are  wonying  less  about 
financial  affairs  these  days. 
But  they  still  woriy  a  lot  about 
their  kids'  futures 

f 


Inflation     Taxes  Nextgew 
will  erode    will  rise  wlllhavew 
investments  steeply  difficuliw 
finanii 

DATA:  u  s  TRUST 


FOOTNOTES  Corpo     e  directors  who  own  shares  in  the  company:  94%;  those  who  bought  the  shares  themselves:  i 


Certified  P  re  -  Own  ed  Lexus 


NOW   LEXUS   IS   MILES   AND  MILES 
AHEAD   OF   THE  COMPETITION. 
THE   3-YEAR/l  0  0,0  0  0-MILE  WARRANTY, 


What  better  ivay  to  distance  ourselves  from  the  rest  of  the  field'  lutrodiiaag  the  groundbreaking 
Lexus  of  Warranties:  3  years  and  100,000  total  vehicle  miles  on  even  Certified  Pre-Owned  Lexus. 
It's  like  no  other  pre-oivned  automobile  warranty  around.  And  every  Certified  Pre-Owned  Lexus 
comes  with  24-hoitr  Roadside  Assistance,  passes  a  rigorous  128-point  inspection  and  is  available 
with  incredibly  affordable  financing.  So  while  it's  true  that  ive'rc  miles  ahead  of  the  competi- 
tion, for  you,  owning  a  Lexus  is  closer  than  you  think.  Test-drive 


C  E  RT  I F  I  E  D 

Pre-Owned 


a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.     only  at  your  lexus  dealer 


www.lexuscpo.com 


©1998  Lexus,  a  Division  of  Toyota  Motor  Sales,  i'.S,.^,.  Inc.  Lexus  reminds  \ou  to  n  ear  ieatbells,  secure  children  in  rear  seat  and  obey  all  speed  laws.  'Minimum 
40,000-mile  warranty  coverage  for  Lexus  CPO  vehicles.  See  your  CPO  Lexus  dealer  for  details  on  the  limited  warranty,  available  finance  rates,  and  Roadside  Assistance. 
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BREAK  UP  MICROSOFT?  A  RECORC 
RESPONSE-AND  MOST  SAY  NO' 


When  BUSINESS  week  asked 
readers  to  weigh  in  on  the 
future  of  Microsoft  Corp.  iv 
our  Apr.  20  issue,  we  Iiad  no 
idea  what  we  were  unleash- 
ing. Impassioned  responses 
came  flooding  in  from.  Tibet, 
Israel,  a7id  Germany,  front 
15-year-olds  and  grandnioth- 
ers,  from.  English  professors, 
cops,  and  big-time  corporate 


BusinessWeek 


WHAT  TO  DO  ABOUT 

MICROSOFT 


Leave  it  ( 
Alone  t 

Regulal.c 

Break" 
It  Up 

i 
i 

bb 

chief  information  officer^;, 
in  all,  more  tluxn  5,000  pe( 
responded — a  record 
BUSINESS  WEEK.  The  vera 
according  to  67%  of  voti 
The  J'astice  Dept.  should  k 
its  hands  off  Microsoft,  li 
is  a  sample  of  comments, 
lowed  by  a  collection  of 
ters  to  the  editor  about 
Cover  Story: 


AN  E-MAIL  SAMPLER  FROM 
BILL  GATES'S  FRIENDS  AND  FOES 

We  must  be  living  in  a  gi-eat  time  of 
happiness,  peace,  and  wealth  for  the 
Justice  Dept.  to  have  the  time  to  badger 
gi'eat  companies.  I  wish  you  had  polled 
us  on  how  would  we  like  oiu*  tax  dollars 
spent.  What  would  we  have  voted  for? 
Do  more  to  fight  violent  crime.  Bill 
Gates  isn't  the  reason  we  lock  oui'  doors 
and  watch  our  backs  at  the  ATM. 

The  Horne  Family 
Flower  Mound.  Tex. 


You  left  out  an  im- 
portant choice:  keep 
talking  about  it.  The 
limelight  has  already 
toned  down  Microsoft's 
more  predatory  prac- 
tices with  respect  to  [PC 
maker]  contracts. 

Dennis  Flanagan 
Bothell,  Wash. 


YOUR  VOTE 

With  5,072  responses,  the 
tally  shoived  lopsided 
support  for  Microsoft 


DO  NOTHING 
REGULATE 
BREAK  IT  UP 


Microsoft  has  only  begun  to  ex] 
the  advantages  that  can  accrue  to 
company  that  controls  the  opera 
system.  Even  separated  from  the 
plications  company,  the  company  i 
controls  the  OS  is  far  too  dangeroii 
leave  unregulated.  We  should  regit 
the  OS  business  as  a  worldwide  pu 
utility. 

Steve  Burl  J 
Gary,  > 

I  vote  for  Microsoft  becoming 
separate  companies.  A  lot  of  my 
games  no  longer  v 
in   Windows  95, 
maybe   they  will 
more  attentive  to 
compatibility  of  theii 
erating  system  if 
are  a  single  oper;i 
system  company. 
Michael  Johanse' 
St 


67% 


22% 
11% 


I  am  an  outsider  with  no  voting- 
rights.  But  I  think  you  should  leave 
Microsoft  alone  and  remember  all  those 
jobs  Bill  Gates  created  for  Americans. 
He  will  be  able  to  keep  those  people 
employed  if  you  let  him  go  on  develop- 
ing software. 

Jorgen  Andersen 
Gopenhagen 

[We're]  for  splitting  up  Microsoft.  As 
long  as  it  stays  one  behemoth,  it  will  be 
under  Bill  Gates,  whose  tactics  will  nev- 
er change.  Those  who  favor  doing  noth- 
ing are  like  the  conservatives  in  the 
last  century,  when  railroad  robber 
barons  ignored  the  public  good.  Micro- 
soft, like  the  railways,  provided  many 
benefits,  but  it  will  do  damage  as  well. 

Tfeee  Yuan  and  Tfeee  Yung  Lee 
Ridgewood,  N.  Y. 


Harsh  as  it 
sound,  the  best  course  is  to  h 
Microsoft  up  into  two  separate  cu 
nies.  No  matter  how  benevolent  a; 
ganization  is  or  is  not,  nothing  1: 
competition. 

Hans  Spieli 
Culver  City,  ^ 

The  correct  alternative  is:  Ju 
should  apologize  profusely  to  Micr 
and  to  the  voters  for  wasting  Micrc 
and  the  taxpavers'  money. 

Dick  M; 
Whitefield, 

You  missed  an  ideal  solution  fo 
government  to  deal  with  Microsof 
stead  of  trying  to  break  up  or  re| 
Microsoft,  why  not  stop  bein 
biggest  customer? 

Our  tax  dollars  have  been  ht^ 


Bill  Gates's  monopoly.  The  gov- 
t  and  many  publicly  funded  in- 
ns use  enormous  numbers  of 
1  computers  and  Microsoft  soft- 
ven  where  the  Macintosh  is  be- 
id,  computer  managers  using 
nent  funds  are  replacing  them 
indows  machines.  This  could  be 
eversed. 

Brian  Rener 
Chicago 


NT  DRINK  SOFTWARE 

m$  LIKE  COLAS'  

excellent  set  of  articles  ("What 
bout  Microsoft,"  Cover  Story, 
I)  overlooks  two  factors  that 
how  Microsoft  Corp.'s  monop- 
er  in  operating  systems  affects 
ion. 

,  we  don't  drink  our  software 
is  like  colas  or  wear  them  out 
s.  Once  I  have  a  copy  of  Win- 
Office,  it  will  last  until  I  decide 
ice  it  with  something  better. 
Ft  must  constantly  compete  with 
:  is  going  to  take  the  right  com- 
i  of  features  and  price  to  get 
dficant  portion  of  the  250  miUion 
ers  using  Microsoft  operating 
to  upgrade  to  the  next  version. 
Dsoft  stops  innovating,  it  stops 

id,  with  the  huge  installed  base 
iows-based  software  and  the 
ious  amount  of  time  that  has 
ent  learning  how  to  use  it,  it  is 
that  any  company  could  now 
with  operating  system  innova- 
at  are  incompatible  with  exist- 
ware. 

standard  has  been  set,  we  are 
y  network  economies  that  stem 
and  even  if  Microsoft  were  to 
i  tomorrow  we  will  probably 
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have  only  incremental 
some  time  to  come. 


innovation  for 

Kit  Sims  Taylor 
Bellevue,  Wash. 


Break  up  Microsoft — the  operating 
system  company  and  the  applications 
company.  The  current  situation  is  hurt- 
ing everyone — the  users  and  the  whole 
PC  software  industry,  including  Micro- 
soft. The  current  PC  desktop  is  domi- 
nated by  a  third-rate  operating  system 
and  that  domination  is  being  used  to 


successfully  hoist  mostly  second-rate  ap- 
plications onto  the  world's  PCs. 

Just  ask  any  PC  user  (power  users  or 
novices,  it  doesn't  matter)  whether  they 
look  forward  to  installing  new  or  up- 
graded software.  Invariably  the  answer 
will  be  "no."  The  reason  is  the  fragile 
Windows  operating  system  that  per- 
mits eveiy  application  to  modify,  in  un- 
predictable ways,  what  should  be  pro- 
tected operating  system  files.  The 
result  is  a  reluctance  by  users  to  add, 
replace,  or  upgrade  applications  as  of- 


"They're  saying  we're  a  hit  set  in  our  ways.  Perhaps 

a  move  from  the  Inflexible  Phone  Company 
to  Williams  is  a  gutsy  move  we  could  make  safely " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.willtales.com.  oi  tall  1-800-WILUAMS.  tor  solid  —  yet  flexible  —  telecom  solutions. 


©1998  The  Williams  Companies,  Inc 
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Only  UPS  guarantees  every  ground  package  you  send  to  any  business  address  from  coast  to  coast.  Novu : 
consider  the  millions  of  packages  we  deliver  every  business  day,  you  begin  to  understand  just  how  mucli 
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ten  as  they  might — this  hurts  sales  and 
it  hurts  innovation. 

A  stand-alone  operating  systems 
company  would  hopefully  stnve  to  pi'o- 
vide  the  most  competitive,  flexible,  and 
robust  operating  platform,  rather  than 
the  current  situation  whereby  the  op- 
erating system  is  basically  used  as  the 
marketing  tool  of  an  application  soft- 
ware company. 

Leon  A.  Kappelman 
Denton,  Tex. 

In  dealing  with  Microsoft's  domi- 
nance, an  additional  option  is  adopting 
mandatory  standards  in  the  field  of 
data  accessibility,  similar  to  the  stan- 
dards that  are  applied  to  water  or  elec- 
tric installation  systems.  No  one  is 
afraid  that  one  manufacturer  will  give 
away  water  pipes  for  fi'ee.  since  all  the 
other  manufacturers  can  still  make 
products  that  can  be  comiected  to  these 
pipes. 

Likewise,  if  the  files  of  word  proces- 
sors, spreadsheets,  and  all  the  other  ap- 
plications met  an  official  standard  of  ac- 
cessibility, the  dominance  of  Microsoft 
would  not  prevent  other  manufactiu'ers 
fi'om  developing  products,  and  the  usere 
would  not  be  afi'aid  to  piu'chase  them. 
Such  a  standardization  may  inhibit  in- 
novations, but  since  it  promotes  compe- 
tition, in  tliis  case  it  would  be  justified. 

Abraham  Meidan 
Tel  Aviv 

Your  issue  raises  the  many  age-old 
questions  about  regulation  and  monop- 
olies. In  reality.  Bill  Gates  &  Co.  have 
managed  to  bring  millions  of  people 
into  the  technological  age.  If  it  were 
not  for  Steve  Jobs  and  the  Apple  aris- 
tocratic thinking,  his  company  might 
be  the  cover  story.  It  is  Apple,  after 


FINDING  US  ONLINE 

The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword;  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
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Shopping  tor  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  Worldwide  Web  at: 
www.maven.businessweek.com 


CORRECTIONS  &  CLARIFICATIONS 

In  the  table  accompanying  "Telecom  Giants" 
(Special  Report,  Apr.  6),  Nokia  Corp.'s 
1997  revenue  should  have  been  $9.8  billion, 
up  34%  from  1996.  and  1997  net  income 
should  have  been  $1.2  billion,  up  52%  from 
1996.  Telebras'  1997  revenue  should  have 
been  $14.2  billion,  up  18%  from  1996,  and 
1997  net  income  should  have  been  $3.5  bil- 
lion, up  30%  from  1996. 

In  "Munsingwear  will  take  this  rap"  (Up 
Front.  Apr.  13),  sales  of  the  brand  grew  from 
$30  million  in  1996,  not  1997,  to  a  pro- 
jected $175  million  in  1998,  including 
licensed  products. 

The  book  value  of  Capital  Cities/ABc's  net 
assets  when  purchased  by  Walt  Disney  Co. 
was  $5  billion  ("Mergers:  Crack  Down  on 
Stupid  Accounting  Tricks,"  News:  Analysis 
&  Commentary,  May  4). 


all,  that  brought  us  the  wonderful  in- 
vention of  windows  and  the  wonderful 
mouse. 

So  let's  get  to  the  issue:  Microsoft 
should  be  watched,  not  disassembled. 
Its  current  software  still  relies  on  a 
basement  full  of  DOS,  so  until  Microsoft 
wanders  totally  into  a  more  efficient 
user  interface,  it  should  be  prohibited 
fi"om  doing  the  tilings  Bill  Gates  used  to 
accuse  ibm  of  doing. 

Watch  Microsoft  like  a  hawk  and  pro- 
hibit truly  unfair  practices,  but  for 
eveiTvlhing  else  leave  them  alone. 

Philip  A.  Guercio 
Palmetto.  Fla. 

We're  stuck  with  Windows  on  the 
desktop.  If  the  development  of  infor- 
mation technology  is  to  continue  at  its 
current  pace.  Microsoft  must  be  pre- 
vented fi'om  ftuther  extending  its  hege- 
mony and  be  required  to  compete  on  a 
level  placing  field. 

Specifically,  the  company  should  be 
required  to  divest  itself  (and  its  operat- 
ing systems)  of  Internet  Explorer;  per- 
haps to  Spyglass  Inc..  from  whom  it 
cuiTently  licenses  the  Mosaic  technology 
at  the  heart  of  all  browsers.  A  piece  of 
the  windfall  might  even  be  returned  to 
the  taxpayers,  wiio,  after  all.  provided 
the  ftmding  for  the  development  of  Mo- 
saic in  the  first  place.  Microsoft  should 
be  given  the  choice  of  creating  a  level 
application-progi'amming-interface  play- 
ing field  or  divestiture  of  its  applica- 
tions business. 

Andrew  Allison 
Carmel,  Calif. 


In  your  stoiy,  you  argue  for  Justi 
action  to  increase  innovation  in  the  ; 
dustry.  Some  may  argue  that  the  pg 
of  change  spmred  by  new  technolo 
is  actually  too  fast!  The  informatk 
systems  community  and  users  in  geni; 
al  ali'eady  have  a  hai"d  time  assimilati| 
new  technology.  Product  cycles  and  ( 
preciation  schedules  are  already  di 
gerously  thin. 

The  marketplace  provides  tremf 
dous  competition  and  opportunities  ' 
the  resourcefiil.  Even  as  Microsoft 
sigTiificantly  I'aising  its  prices,  ft'eewi 
is  getting  a  new  look.  Linux  is  bei 
used  as  an  Internet  hosting  operatic 
system  at  inany  sites,  and  Apache 
ternet  server  software  is  used  at  m< 
sites  than  Microsoft's.  The  bottom  li 
is  that  I'm  suspicious  of  a  federal  fixi 
1  a  problem  that  doesn't  exist.  I  dc 
I  think  I  could  afford  a  "fix"  of  Micros 
I.  Heniy  K 
Manager.  Infonnation  Syste 
City  of  Allentc 
Allentown, 

No  one  ever  mentions  the  one  m 
controlling  factor:  the  behavior  of 
consumer.  My  IBM  Aptiva  cam.e  b 
died  with  three  iSP  selections.  I  ch 
one  and  disregarded  the  others, 
eluding  MSN.  The  computer  came  v 
the  Lotus  SmartSuite  installed;  I 
stalled  Microsoft  Office  at  my  chc 
And  I  have  installed  both  Micro 
Internet  Explorer  and  Netscape  N 
gator,  using  either  wiien  one  is  a  be 
choice  than  the  other.  If  you  let 
marketplace  decide,  it  will.  We  d 
need  the  Justice  Dept.  to  decide 
us. 

Chris  Ericl 
Rancho  Dominguez,  C 
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RITY 

ing  20-Year  Boom  and  What  It  Means  to  You 

)avis  and  David  Wessel 
5iness.324pp.$27.50 


9Y  THE  PARTY 
)N'T  BE  OVER  SOON 


scent  years,  warnings  of  the  U.  S. 
die  class's  imminent  death  have 
;e  thick  and  fast.  Such  books  as 
nd  of  Affluence,  by  Jeffrey 
c,  and  The  Judas  Ecmiomy,  by 
;s  WEEK  chief  economist  William 
1  and  Anne  Colamosca,  have  de- 
a  host  of  economic  predators 
in  for  the  kill.  But  now  comes 
unt  offering  a  new  ending:  Not 
3s  the  middle  class  escape  but  it 
"at  raise,  too. 

Street  Journal  reporters  Bob 
nd  David  Wessel  assert  in  Pros- 
The  Coming  20 -Year  Boom  and 
It  Means  to  You  that  three 
-technology,  globalization,  and 
on — will,  instead  of  hurting 
ans,  help  them  stay  on  top  of 
rid  and  curb  the  vddening  do- 
income  gap.  As  a  result  of  de- 
3nts  in  these  areas,  say  the  au- 
jnerica's  middle  class  will,  within 
t  20  years,  gain  better  jobs  and 
i  its  standai'd  of  living.  Much  of 
ity's,  analysis  of  technological  de- 
3nts  and  globalization  is  not  new, 
h  here  the  spin  is  positive.  But 
hors'  take  on  education  is  fresh 
irtening.  And  all  in  all,  though 
k  suffers  fi-om  oven'eporting,  it 
I  persuasive  case  that  we're  not 
D  economic  hell  in  a  handbasket. 
pair  compares  the  curi-ent  tech- 
il  boom  to  the  ascent  of  electric- 
the  turn  of  the  century.  They 
ut  that,  even  though  electricity 
-st  exhibited  in  1876  at  the 
Iphia  Centennial  Exposition,  in- 
did  not  achieve  the  productivity 
f  the  technology  until  the  1920s. 
,  Davis  and  Wessel  say,  it  wiil 
ore  than  another  generation  for 
!s  to  utilize  today's  new  tech- 
3  fully 

problem,  they  point  out,  is  that 
ers  are  poorly  designed  and  hai'd 
Moreover,  they  say,  companies 


did  not  anticipate  how  computers  would 
change  their  businesses.  For  instance, 
banks  saw  automated  teller  machines 
as  clear  productivity  winners  because 
they  were  cheaper  than  tellers  and 
coukl  be  used  24  hours  a  day.  But  the 
banks  failed  to  foresee  that  ATMs  would 
change  the  natui'e  of  banking.  Instead  of 
taking  out  $150  once  a  week,  customers 
now  pop  over  to  an  ATM  to  withdraw 
$30  several  times  a  week.  "Scowling 
tellers,  it  turns  out,  kept  bank  expenses 
down,"  the  book  concludes. 

Freer  foreign  trade  will 
also  mean  more  wealth,  say 
the  authors.  Imports  im- 
prove our  standard  of  living 
because  they  biing  a  wider 
selection  and,  usually,  lower 
prices.  The  shift  of  lower- 
paying  jobs  to  developing 
countries — ^jobs  once  held  by 
New  England  shoemakers 
and  southern  textile  work- 
-has  raised  those  na- 


ers- 

tions'  buying  power,  letting 
the  U.  S.  ship  more  value-  BB^^B 
added  goods. 

We  have  heard  a  lot  of  this  before. 
The  rise  of  high  tech  in  Bangalore,  In- 
dia, to  which  the  authors  devote  a  chap- 
ter, has  already  been  profiled,  as  has 
General  Motors  Corp.'s  disastrous  first 
foray  into  computerized  manufactiu-ing. 
But  when  the  authors  tum  to  the  sub- 
ject of  education,  their  analysis  is  new 
and  insightful.  They  do  not  insist  that 
only  the  Ivy-League  educated  will  do 
well  in  the  next  20  years.  Instead,  they 
say,  community  colleges  will  play  a 
greater  role  in  providing  the  retraining 
and  work  skills  that  will  enable  the  mid- 
dle class  to  enjoy  what  they  call  "i^road- 
ly  shared  prosperity." 

Indeed,  this  is  already  happening. 
Among  the  success  stories  offered  by 
the  authoi's  is  that  of  Randy  Kohrs.  For 
years,  the  high  school  graduate  moved 


■  Oa  DAVIS  .nd  DAVID  WESSEL 


thi-ough  a  seines  of  minimum-wage  jobs. 
Then,  at  age  .37,  Kohrs  decided  to  go 
back  to  school.  Entering  a  federal  pro- 
gram that  helps  displaced  workers  get  a 
college  education,  he  earned  a  degi'ee  in 
respiratory  therapy  at  Kirkwood  Com- 
munity College  in  Cedar  Rapids,  Iowa. 
Kohrs  now  earns  $28,47.5,  along  with 
such  benefits  as  health  insurance. 

The  book  also  examines  the  strategy 
of  Cuyahoga  Community  College. 
Ti-i-C,  as  it  is  called  in  its  hometown  of 
Cleveland,  has  evolved  into  a  vital  part 
of  the  business  community  by  teaching 
students  the  skills  required  by  local 
companies.  When  Cleveland's  demand 
for  specialized  factory  woi'kers  and  tech- 
nicians increased,  Tri-C  beefed  up  its 
manufactui'ing  offei'ing,  including  pro- 
gi'ams  within  factories,  some  subsidized 
by  the  companies.  At  a  Ford  Motor  Co. 
metal-stamj^ing  plant,  Tri-C  operates  an 
educational  center  44  hours  a  week. 
Workers  can  take  classes  before  or  after 
their  shifts,  or  work  on  the  computer's 
dui'ing  their  24-minute 
br-eaks.  It  is  not  the  typical 
college  experience,  but  then, 
as  the  book  points  out, 
"most  of  the  students  ar-en't 
looking  for  a  degr-ee;  they 
want  skills  they  can  use." 

So  is  pr'osperity  for  all 
rnght  ar'oimd  the  comer"?  Any 
economic  forecast  that  goes 
out  beyond  the  next  year  is 
almost  always  derailed  by 
surpr'ise  developments,  but 
■Bi^HI  Davis  and  Wessel  play  down 
the  potential  for-  shocks.  And  the  book 
glosses  over  both  the  environmental  im- 
pact of  development  in  emer-ging  nations 
and  the  devastation  to  those  put  out  of 
work  by  the  death  of  a  domestic  indastry, 
such  as  textiles.  Moreover-,  a  chapter 
that's  a  virtual  love  letter  to  Federal  Re- 
ser've  Chair-man  Alan  Gi-eenspan  does 
httle  to  further  their  ar-gimients. 

But  these  are  minor  quibbles  for  a 
book  that  seeks  to  assure  America's  mid- 
dle class  that  we  can  stop  worTying.  We 
ai-e  not  an  endanger-ed  species — not  as 
long  as  we  use  our-  computer-s  for  work, 
not  to  play  solitair-e.  And  it  wouldn't  hurt 
to  lear-n  a  new  skill  at  night  school  every 
once  in  a  while. 

BY  KATHLEEN  MADIGAN 
Associate  Business  Outlook  Editor 
Madigan  has  studied  creative  urriting 
at  her  local  community  college. 


\  THIS  SCENARIO,  THE  MIDDLE  CLASS  NOT  ONLY 
SCAPES  EXTINCTION,  IT  GETS  A  FAT  RAISE,  TOO 
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NO  PROMISES  WERE  BROKEN. 


Commitments  made,  trust  given  in  return. 
Promises  made  and  kept.  It's  basic  to  our  philosophy. 

We  are  not  simply  paper  shufflers  for  hire.  We 
ascribe  to  the  highest  standards  of  service,  perhaps 
higher  than  you've  come  to  expect  from  claims 
administrators.  We  check  every  box,  make  every 
phone  call  and  follow^  every  procedure  because  we 
know  a  claim  delayed  is  suffering  prolonged. 

With  local  experts  in  670  hometowns  around  the 
world,  we  stand  ready  to  provide  exactly  what  you 
need,  exactly  the  way  you  need  it. That  is  our  promise, 
and  we  back  it  up  with  a  money— on— the— table 
Performance  Guarantee. 

Whether  property,  liability  or  workers  compen- 
sation, every  claim  represents  individuals  in  distress. 
We  are  helping  people  reassemble  their  lives.  We  are 
acting  for  you,  keeping  your  promises. 


Crawford 

PROMISES  KEPT 


1-888-21 3-2533  •  www.crawfordandcompany.com 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

STORAGE  SPACE 
FOR  A  SONG 


When  your  hard  drive 
can't  take  another 
byte,  it  doesn't  cost 
much  to  make  room 


I 


n  computers,  closets,  and 
kitchens,  the  i-ule  is  the 
.  same:  You  can  never  have 
too  much  storage  space. 
When  I  bought  my  home 
computer  a  couple  of  years 
ago,  I  thought  I'd  never  fill 
what  seemed  like  a  massive 
2.5-gigabyte  hai'd  drive.  Boy, 
was  I  wi'ong.  Between  pro- 
gi'ams,  audio  and  video  files, 
and  I  don't  know  what  else,  I 
have  completely  crammed  it. 

Part  of  the  problem  is  the 
massive  size  of  software 
packages.  The  Microsoft 
Plus98  add-on  to  the  upcom- 
ing Windows  98  can  install 
158  MB  of  stuff,  much  of  it  of 
dubious  value,  on  your  hard 
dnve.  And  you'll  really  need 
space  if  you  work  with  sound 
or  images.  PhotogTaphs  from 
the  new  "megapixel"  digital 
cameras  can  take  up 
8  MB  each.  If  you  use  your 
computer  to  create  a  30- 
minute  home  video,  you  can 
easily  use  3  GR  of  disk  space 
vluring  production. 
GET  HELP.  Adding 
storage  space  to  your 
home  can  be  disrup- 
tive and  expensive, 
but  increasing  your 
computer's  capacity 
can  be  cheap  and  rela- 
tively simple.  There 
are  three  appealing 
approaches:  replacing 
your  primary  hard 
drive,  adding  an  addi- 
tional hard  drive,  or 
adding  a  drive  that 
employs  removable 
cartridges. 

A  stopgap  measure 


is  to  free  up  space 
on  your  existing 
drive  by  moving 
infrequently  used 
files  to  high-capaci- 
ty floppies,  such  as 
Iomega  Zip  disks  or 
Imation  SuperDisks. 
But  even  at  100  MB 
or  so  each,  you  may 
soon  lose  track  of 
your  cases  of  disks. 
And  compared  with 
hard  drives,  the 
disks  have  a  rela- 
tively high  cost  per 
megabyte.  For  real 
mass  storage,  a  hai'd 
drive  of  some  sort  is 
yom-  best  bet.  Each 
of  the  hard-drive 
approaches  has  its 
advantages  and  its 
disadvantages. 

For  most  people, 
adding  a  second 
hard  drive  is  the 
best  solution.  Most  late-mod- 
el computers  have  the  neces- 
sary wiring  and  space  to 
mount  the  drive  in  the  case. 
The  price  is  certainly  right.  A 
2.1-GB  unit  costs  about  $150, 
while  one  vdth  8.4  GB,  the 
largest  drive  supported  by 
Windows  95,  goes  for  .$350  to 

Adding  Capacity 


$400.  (Macintosh  owners  gen- 
erally go  for  exteiTial  drives, 
which  are  more  expensive 
but  much  simpler  to  install.) 

Whatever  you  decide  to 
get,  I  suggest  having  a  pro 
install  the  new  di'ive.  Al- 
though it  looks  simple,  pit- 
falls are  plentiful.  Some  com- 
puters may  need  software 
upgrades,  and  you  may  have 


DRIVE  (CAPACITY) 

COST 

CARTRIDGE* 

QUANTUM 
FIREBALL  (8.4  GB) 

$360 

WESTERN  DIGITAL 
CAVIAR  (2.5  GB) 

150 

IOMEGA  JAZ  (1  GB) 

300 

$125 

IOMEGA  JAZ  (2  GB) 

650 

170 

SYQUEST  SPARQ  (1  GB) 

200 

40 

SYQUEST  SYJET  (1.5  GB) 

300 

80 

*Substantial  discounts  for  quantity  purchases 


to  move  little  plastic  clips 
called  jumpers  to  configxire 
the  computer  properly.  Com- 
puter City  stores  chai'ge  $60 
to  install  a  hard  drive. 

Replacing  your  drive  out- 
right can  be  simpler  and  not 
much  more  expensive.  And  if 
you  don't  have  space  for  a 
second  drive,  you  don't 
have  a  choice.  Here, 
too,  I  advise  profession- 
al help,  since  you  will 
want  to  transfer  the 
contents  of  your  old 
drive  to  the  new  one. 

If  you  prefer  the  do- 
it-yourself  route,  con- 
sider a  removable  car- 
tridge drive,  such  as  an 
Iomega  Jaz  or  SyQuest 
SparQ.  You'll  pi'obably 
want  to  go  with  an  ex- 
ternal unit,  since  inter- 
nals come  with  the 
same  installation  prob- 


lems as  fixed  drive 
SparQ  connects  thr<  t 
printer  port,  while  Jazb 
require  a  special  adapt  • 
called  a  .scsi  (promii 
"scuzzy").  The  SyQues  - 
comes  in  both  scsi  am 
lel-port  versions. 

Ease  of  installatid 
the  only  difference, 
ports  transfer  dat;i 
more  slowly 
SCSI  systems, 
more,  some  i 
won't  work  \  > 
if  they  ai-e  hi  >- 
through  anoti 
vice.  And  if 
ready  have  tio 
vices  hooked  uj- 
a  printer  and 
ner — don't  eve 
about  adding 
JAZ  AND  BUZ. 
other  hand,  arjii' 
SCSI  adapter  ■ 
tricky.  I've  h;i 
luck  with  Io|ifc 
$100  Jaz  J 
you're  thinkin|a 
using  your  co 
to  edit  so: 
those  home 
Iomega's  .$2003i 
a  good  invesm 
The  single  eas-i' 
stall  card  com 
SCSI  adapter  \ 
ability  to  capture  st 
video  and  write  it  ba. 
VCR  or  camcorder. 

On  a  cost-per-meab 
basis,  fixed  disks  arejei 
ally  a  better  buy  th  ; 
fridges.  But  removab 
are  particularly  useji 
multimedia  effects  s'ch 
video  editing,  whei 
may  want  to  preseie 
files  used  to  produce 
projects. 

I  don't  know  how  1 
di'ives  can  get.  I'm 
Dell  Dimension  with 
drive  that  weighs  i 
staggering  13.4  GBs,  sdJ 
ger  drives  are  on  the' 
ing  board.  You  may  n 
that  much  room,  butl 
have  a  computer  tha= 
ting  tight  on  space,  ii 
to  know  that  you  can 
storage  without  too  n 
pense  or  effort. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


iSTER  THAN  A  SPEEDING  CIVILIZATION. 


don't  have  to  blaze  through  the  forest,  hug  trees  and  grow  a  beard  to  escape 
cruel  grip  of  civilization.  Introducing  the  completely  reinvented  1998  Rodeo, 
ice  from  all  things  urban,  its  new  205  horsepower  V6  can  outrun  an  office  rumor 
le  the  new  5-link  suspension  dampens  stress  and  crushes  worry.  So,  in  the 
19  of  progress  and  the  betterment  of  society,  relax.  THE  NEW  1998  RODEO. 


Specialized  Worldwide  Builders  of  Adventure  Machines 


Go  farther. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


THE  NET:  A  MARKET 

TOO  PERFECT  FOR  PROFITS 


SQUEEZED: 

In  cyberspace, 
imitators  are 
nimble  and 
comparison 
shopping  is  a 
breeze.  So  it's 
very  difficult, 
even  for 
innovators,  to 
make  a  buck 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  an6  author  of  The 
End  of  Laissez-Faire 


Prophets  of  electronic  commerce  trumpet 
the  Internet  as  the  realization  of  a  holy 
gi'ail — a  perfectly  free,  "frictionless" 
market.  But  practical  businesspeople  have 
noticed  that  Netrapreneurs  often  fail  to  turn 
a  profit.  The  two  obsei-vations  are  related. 

Consider:  The  Inteniet  is  a  nearly  perfect 
market  because  infoiTnation  is  instantaneous 
and  buyers  can  compare  the  offerings  of  sell- 
ers worldwide.  The  result  is  fierce  price  com- 
petition, dwindling  product  differentiation, 
and  vanishing  brand  loyalty.  Imitators,  espe- 
cially those  with  deep  pockets,  can  steal  in- 
novations as  fast  as  they  are  invented  and 
marketed. 

For  instance,  Amazon.com  Inc.  invents  a 
virtual  bookstore.  But  Amazon  knows  that 
much  larger  Barnes  &  Noble  Inc.  will  soon  be 
nipping  at  its  heels.  So  Amazon  plows  its 
earnings  back  into  the  one  plausible  defense, 
branding.  Amazon  tries  to  make  its  sei-vice 
unique,  charming,  and  user-friendly  and 
spends  a  fortune  advertising  the  Amazon.com 
name,  defemng  profitability. 

But  in  Net  commerce,  the  whole  premise  is 
that  consumers  will  be,  and  should  be,  fickle. 
So  the  comparison  shopper  can  use  Amazon's 
delightful  book  reviews  and  other  nifty  fea- 
tures and  then  disloyally  buy  the  product 
fi-om  Barnes  &  Noble  if  the  price  is  lower. 
And  you  can  bet  Barnes  &  Noble  will  use 
its  market  power  to  selectively  underprice 
and  otherwise  undercut  the  upstart  book- 
seller It  has  already  cut  a  $40  million  deal 
with  America  Online  Inc.  to  be  aol's  exclusive 
electronic  bookstore  partner.  So  in  cyber- 
space, economic  "rents,"  the  temporary,  above- 
normal  profits  that  reward  innovation,  are 
quickly  competed  away.  The  more  perfectly 
com])etitive  the  market,  the  scai'cer  the  rents. 
STRONG  SOLVENT.  Bill  Gates,  meet  Joseph 
Schumpeter.  It  was  Schumpeter,  the  great 
mid-century  economist,  who  offered  the  para- 
dox that  imperfect  competition  is  necessaiy 
for  efficient  capitalism.  Schumpeter  wi-ote,  in 
his  classic.  Capitalism,  Socialism  ami  Detnoc- 
racy,  that  "every  grocer,  every  filling  station, 
every  manufacturer  of  gloves  or  handsaws" 
depended  on  a  degree  of  market  power  to 
assure  profits — a  miniature  monopoly  in  a 
product  perceived  by  consumers  to  be  unique. 
Historically,  those  minimonopolies  have  de- 
pended on  imperfect  consumer  information, 
limited  time  for  comparison  shopping,  and  a 
lot  of  brand  loyalty.  The  Internet,  of  course, 


B 


acts  like  a  solvent  on  all  of  these  thri 
Moreover,  Internet  consumers  are  spoil 
They  are  accustomed  to  getting  a  great  c 
for  free.  A  lot  of  Net  enthusiasts  put  out 
formation  and  software  at  no  charge,  just 
the  visibihty  and  sense  of  community, 
traditional  media  companies  and  publish 
of  Net  magazines  have  tried  to  charge 
their  wares,  and  most  keep  pulling  back, 
crosoft's  Slate  is  a  loss-leader.  Entertainir 
companies  have  seen  the  Net  as  a  mo 
sinkhole. 

To  be  sure,  some  people  nonetheless  m 
money  from  the  Internet — designing  softv 
for  it,  using  it  as  a  supplemental  catalog,  i 
ing  it  for  information,  building  a  client  b 
and  so  on.  The  Net  is  perfect  for  finai 
transactions,  the  sale  of  high-value-added 
business-to-business  commerce,  invenl'j 
tracking,  and  wholesale  distribution.  But  ' 
cept  in  rare  niches,  the  Net  produces  sjx 
imitation  and  thin  margins. 
CONSUMER  REVENGE.  Moreover,  the 
price  information  is  diffused  on  the  Nc: 
more  adroit  consumers  become  at  hagg^ 
and  the  less  sellers  can  defend  posted  pi 
This  wreaks  consumer  revenge  on  indus 
such  as  airhnes  that  have  restored  profit 
ity  by  counting  on  consumer  ignorance  t( 
the  same  pr-oduct  at  different  prices, 
wise  autos.  Within  two  years,  accordi: 
J.  D.  Power  &  Associates,  half  of  all  ne\ 
buyers  will  use  the  Inteniet  for  price  i 
mation,  cutting  into  dealei-s'  already  thin 
gins.  (BW-Mar.  9). 

So  electronic  commerce  means  tha' 
consuming  public  will  gradually  trade  o 
of  intermediaries  for  another.  Retail 
forces,  insurance  agents,  financial  br 
and  auto  dealers,  who  often  add  little 
will  be  squeezed.  Net  consultants  will  arl 
try  to  lengthen  the  shrinking  half-liv| 
Net  branding,  product  cycles,  and  m 
power 

In  one  sense,  the  development  is 
news,  for  it  I'evives  the  often-breached 
of  consumer  sovereignty.  But  it  make 
less  rewarding  for  the  innovator.  It  is 
cident  that  Bill  Gates,  champion  of  th( 
tionless  electronic  market,  is  also  aggre 
ly  pursuing  market  power.  For  the  lat 
irresistibly  attractive  as  a  defense  a: 
the  former.  Even  missionaries  for  p 
markets  can't  stand  too  much  perfe 
Schumpeter  would  have  understood. 


friendly  reminder  from  the  people  who  can  get  the  best  out  of  yours,  f 
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What,  getting  real  work  done  on  the  move?  That's  the 
promise  of  the  latest  Handheld  PCs  (H/PC)  —  powered  by 
iw'iicrosi-  These  H/PCs  are  available 

now,  so  you  can  check  your  e-mail,  review  memos,  and 
practice  your  PowerPoint"  presentation  during  the  time  it 
takes  to  get  from  Gate  A-24  to  the  next  concourse. 
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the  time,  with  the  Windows  interface  you  know  and  pocket 
versions  of  the  Microsoft  Office  applications  you  depend 
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Economic  Trends 


BY  GENE  KORETZ 

GEN-X  GETS 
SHORT-CHANGED 

The  young  earn  far  less  nowadays 

If  "demogi'aphy  is  destiny" — as  econo- 
mists who  study  population  trends 
are  fond  of  saying — then  everything 
should  be  coming  up  roses  for  today's 
young  workers. 

Back  in  the  1970s  and  '80s,  as  suc- 
cessive waves  of  U.  S.  baby  boomers 
entered  adulthood,  many  experts  at- 
tributed the  boomei-s'  job  woes  and  rel- 
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DATA:  BUREAU  OF  LABOR  STATISTICS 

atively  high  unemplo^Tnent  to  the  lai'ge 
numbers  of  new  workers  crowding  into 
labor  markets.  But  experts  also  pre- 
dicted things  would  get  better  for  the 
succeeding  "baby  bust"  generation.  In- 
deed, BUSINESS  WEEK  opined  in  1979 
that  this  group  was  likely  to  "enjoy 
higher  relative  income  and  faster  pro- 
motions because  of  sparser  numbers." 

Unfortunately  for  Gen-X,  however, 
such  predictions  haven't  proved  accu- 
rate— at  least,  up  to  now.  Indeed,  ac- 
cording to  two  studies  in  a  recent  issue 
of  the  Monthly  Labor  Review,  today's 
young  adults  are  doing  worse  in  eco- 
nomic terms  than  their  boomer  peers. 

In  the  ftrst  study,  Labor  Dept.  econ- 
omist Kurt  Schrammel  notes  that  the 
number  of  U.  S.  workers  age  25  to  34 
fell  by  almost  1%  each  year  fi-om  1989 
to  1996,  after  rising  at  an  average  4% 
annual  clip  ft-om  1970  to  1989.  Yet  he 
finds  that  this  gi'oup's  jobless  rate  of 
5.2%  in  1996  was  essentially  the  same  as 
it  was  in  1971  and  1989. 

Furthermore,  while  real  median 
weekly  earnings  of  all  workers  declined 
between  1979  and  1996,  they  fell  far 
more  sharply  (by  15%)  among  young 
adult  workers — even  though  this  group 
was  made  up  of  baby  boomers  in  1979 
and  of  baby  busters  in  the  mid-1990s. 


And  this  pattern  of  deeper  declines 
among  younger  workei-s  compared  with 
theu'  elders  was  apparent  among  both 
men  and  women  in  eveiy  major  occu- 
pational gi'ouping. 

In  the  second  study,  Labor  Dept. 
economists  Geoffrey  Paulin  and  Brian 
Riordon  assess  how  singles  age  18  to  29 
fared  in  the  mid-1990s  compared  with 
their  single  counterparts  in  the  early 
1970s  and  mid-1980s.  Over  the  entire 
period,  they  find  that  this  gi-oup  suf- 
fered a  real  average  income  drop  of 
about  11%,  with  more  than  80%:  of  the 
decline  occuning  in  the  past  decade. 

Single  Gen-Xers  also  seem  to  have 
fallen  behind  their  boomer  coimteiparts 
in  a  key  measm-e  of  social  welfare:  the 
share  of  income  they  need  to  allocate  to 
basic  necessities.  In  particular,  the  study 
finds  that  they  now  spend  more  of  their 
income  on  necessities,  such  as  food  at 
home,  and  less  on  luxury  goods  such  as 
recreation  and  related  expenditures. 

In  short,  in  spite  of  their  smaller 
numbers,  most  of  today's  young  adults 
seem  to  have  a  haixler  time  making  it  in 
the  workplace  than  then*  boomer  par- 
ents did.  Demography  may  influence 
destiny,  but  it  is  clearly  only  one  of 
many  complex  economic  factors  that  de- 
cide each  generation's  fate. 


STOCK  ANALYSTS 
SHUN  BAD  NEWS 

Good  reports  appear  more  quickly 

Stock  market  investors  who  rely  on 
research  from  their  friendly  broker 
might  be  well  ad\ised  to  scan  the  re- 
ports with  a  waiT  eye.  The  reason:  Se- 
cuiities  analysts  appear  fai-  less  likely  to 
report  bad  news  than  good  news. 

In  a  study  in  the  Journal  of  Ac- 
counting Research,  Maiu'een  McNichols 
of  Stanford  University's  business  school 
and  Patricia  O'Brien  of  York  University 
in  Toronto  analyzed  research  reports 
covering  nearly  3,800  companies  from 
1987  to  1994.  The  reports  were  wiitten 
by  523  analysts  employed  at  129  bro- 
kerages. The  results  indicate  that  ana- 
lysts as  a  gi'oup  have  a  strong  tendency 
to  add  coverage  of  stocks  when  their 
information  is  favorable  and  to  drop 
stocks  when  the  news  tirnis  really  bad. 

McNichols  and  O'Brien  also  report 
that  analysts  tend  to  drag  their  feet 
when  they  dehver  bad  news.  While  the 
median  number  of  days  between  two 
upgi-ades  of  a  stock  by  an  analyst  was 
98,  they  found  that  the  median  period 
between  downgrades  was  127  days. 


Perhaps  not  surprisingly,  the  i 
searchers  found  that  return  on  eqi; 
over  annual  intervals  was  higher  : 
companies  recently  added  to  the  i: 
lysts'  covei'age  than  for  stocks  with  < 
vious  coverage,  and  it  was  much  lo; 
for  stocks  that  had  been  dropped. 

Why  the  rosy  bias  in  stock  covei-: 
McNichols  notes  that  identifying  "] 
stocks  not  only  enhances  analysts' 
utation  but  also  is  likely  to  gene:; 
more  revenue-producing  trades  fc 
fiiTn  than  bad  news.  And  delivering! 
news  may  hiut  a  firm's  relationship  I 
a  ciuTent  or  potential  customer  foi| 
vestment  banldng  or  other  serdceSf 

Whatever  the  reason,  investors  w^ 
do  w'ell  to  remember  that  good 
from  analysts  may  come  early,  butij 
news  tends  to  come  late — if  at  all.  >; 


WHAT'S  WITH  TH! 
SELF-EMPLOYED 

They're  rejoining  corporate  rans 

At  the  current  low  level  of  ui' 
ployment,  history  suggests 
wages  should  be  rising  a  lot  faster 
they  are.  A  clue  to  why  they  ai 
says  economist  Maury  N.  Harr; 
PaineWebber  Inc.,  may  be  the  1  mi 
job  gap  in  emplo,vment  gi-owth  tha 
opened  up  between  the  Labor  Di 
two  measiu'es  of  employment:  its  h 
hold  and  pajToll  surveys  (chart). 

Wliat  has  happened,  says  HaiT 
that  a  lot  of  self-employed  worker.- 
are  counted  as  employed  in  the  h 
hold  sui-vey  are  taking  corporate 
tions,  thus  adding  to  the  pajToU  c 
Over  the  past  12  months,  the  numt 
self-employed  persons  has  plungt 
some  4:35,000 — more  than  it  rose  iii 
and  1997  com- 
bined.  This  shift, 
plus  a  255,000 
drop  in  fannw^ork- 
ers  and  a  small 
rise  in  multiple  job 
holders,  appeal's  to 
account  for  much 
of  the  stronger  in- 
crease in  payroll 
emplojTnent. 

"Apparently," 
observes  Harris, 
"many  workers 
W'ho  became  'self- 
employed'  after 
being  downsized 
eai'Her  in  the  decade  ai'e  finally  rej ; 
coi-porate  ranks — and  alleviating  ■ 
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shortages  in  the  process." 
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?8  is  looking  more  and  more  like  the  year  reality  creeps  into  paradise 
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SIA  TAKES  A  TOLL 
FACTORY  ORDERS 


Is  there  trouble  in  paradise? 
Wall  Street's  dream  combina- 
of  solid  economic  growth  and  profits,  along  with 
inflation  and  interest  rates,  is  under  siege.  The 
vets  have  built  theii-  idea  of  nii-vana  on  two  beliefs: 
pi'ofits  would  continue  to  grow  strongly  and  that 
^'ederal  Reserve  would  either  stay  on  the  sidelines 
ecause  of  Asia,  even  ease  poKcy.  Stocks  and  bonds 
currently  priced  to  reflect  those  beliefs, 
•cent  events,  however,  have  shaken  both  tenets 
eir  roots.  Despite  good  economic  gi'owth  fueled  by 
ling  domestic  demand,  fii'st-quarter  profits  were  a 
wn — probably  more  as  a  result  of  rising  labor 
than  the  Asian  crisis.  And  rumblings  that  the 
has  shifted  its  focus  to  the  possible  need  to  raise 
^st  rates  has  hit  the  mai'kets  with  a  double  dose  of 
lews.  Nothing  is  more  basic  to  stock  valuations 
earnings  and  rates,  and  that  makes  the  stock 
et  especially  vulnerable  right  now  (page  28). 

The  snake  in  Wall  Street's 
Eden:  1998  looks  more  and 
more  like  the  year  when  eco- 
nomic reality  overtakes  nir- 
vana. That  is,  exceptionally 
strong  economic  growth  and 
red-hot  labor  markets  will 
eventually  have  unfavorable 
consequences  for  profits  and 
Fed  policy. 

Asia  was  supposed  to  be 
the  catalyst  that  slowed  the 
ly  to  a  more  Fed-friendly  pace.  But  the  expan- 
ippears  to  have  taken  Asia's  best  punch  with 
V    a  flinch.  Aside  from  some  weakness  in  exports 
anufacturing  (chart),  there  is  nothing  in  the  latest 
!  show  that  Asia  by  itself  is  slowing  the  economy 
iitly  to  blunt  rising  labor  costs  or  ease  the  Fed's 
?4'  concern  that  overly  rapid  gi-owth  in  1998  could 
-  liation  in  1999. 

li  NT  MARKET  JIHERS  clearly  reflect  these  wor- 
'S  .ong-term  bond  yields  rose  above  6%  on  Apr.  27 

first  time  since  early  March,  and  the  Dow  Jones 
i'ial  average  fell  by  286  points  during  the  week 

on  Apr.  28. 

i  trigger  for  the  big  sell-offs  in  both  stocks  and 
M  on  Apr  27  was  an  apparent  leak  to  The  Wall 
'm  Journal  that  the  Fed  at  its  Mar.  31  meeting  re- 

iz:  
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placed  its  neutral  policy  stance  with  a  formal  bias  to- 
ward future  tightening,  very  likely  reflecting  the  econ- 
omy's persistent  strength.  That  move  doesn't  mean 
the  Fed  will  lift  rates  at  its  May  19  meeting,  but  it 
sent  an  unexpectedly  hawkish  message  that  shocked 
Wall  Street. 

Indeed,  hawkish  sentiment  at  the  Fed  is  growing.  In 
recent  weeks,  a  chorus  of  Fed  governors  and  district 
presidents  have  voiced  their  uneasiness  ovei'  tight  labor 
markets  and  Asia's  failure  to  slow  the  economy.  Most 
I'ecently,  a  Reuters  report  on  Apr.  29  said  that  an  up- 
coming publication  by  the  Cleveland  Fed  warns  of  the 
inflation  risk  of  current  monetary  conditions. 

Histoiy  shows  that,  prior  to  a  rate  hike,  Fed  Chair- 
man Alan  Greenspan  tries  to  prepare  the  markets  vrith 
some  tough  talk.  His  first  opportunity  will  be  in 
Nashville  on  May  2,  followed  by  a  speech  in  Chicago  on 
May  7.  Some  jawboning  might  serve  as  a  suiTogate  for 
Fed  tightening  if  it  raises  long-term  interest  rates  and 
knocks  some  air  out  of  the  stock  market.  However, 
previous  efforts  in  that  du-ection  have  produced  only 
transitory  results. 

FED  POLICYMAKERS  KNOW  that  low  rates  and  huge 
wealth  gains  have  played  key  roles  in  consumer  spend- 
ing and  housing.  A  buying  frenzy  by  households  led 
economic  growth  last  quarter,  and  consumers  began 
the  second  quarter  as  euphoiic  as  ever  The  Conference 
Board's  index  of  consumer  confidence  rose  to  136.7  in 
April,  up  from  133.8  in  March  and  close  to  the  29-year 
high  of  137.4  set  in  February  (chart). 

Jobs  and  incomes  are  dri- 
ving optimism.  More  people  in 
April  than  in  March  expected 
overall  employment  and  in- 
comes to  rise  in  the  next  six 
months.  Consumers'  happy 
state  also  reflects  the  soaring 
stock  market,  since  about  42% 
of  households  own  stock,  ac- 
cording to  Fed  data.  And  be- 
cause of  the  great  returns  con- 
sumers are  earning  on  their 
investments,  they  can  spend  more  and  save  less. 

What  is  uncertain,  though,  is  how  small  investors 
would  react  in  the  face  of  a  major  coirection.  Although 
investors  may  not  liquidate  their  holdings,  especially 
those  held  in  401(k)  plans,  the  "lost  wealth"  feeling 
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may  put  a  damper  on  household  spending,  exacerbating 
any  resulting  economic  slowdown. 

Consumers  have  also  reaped  a  huge  benefit  from 
the  buoyant  bond  market  via  cheap  mortgage  rates 
that  have  igTiited  a  housing  boom.  New  single-family 
homes  sold  at  an  annual  rate  of  828,000  in  March, 
down  from  872,000  in  February,  but  the  uptrend  re- 
mains in  place  (chart).  Existing  homes  sold  at  a  record 
4.89  million  pace  in  March  and  strong  home  buying 
has  spilled  over  into  sales  of  furniture,  electronics,  and 
appliances. 

El  Nino  also  helped  the  housing  industry,  since 
builders  could  stall  projects  at  a  time  when  the  gi'ound 
is  usually  too  frozen  to  uig.  Of  course,  since  so  much 
construction  was  pulled  foi'ward  into  the  winter,  starts 
are  likely  to  dip  in  the  months  to  come.  The  big  danger 
is  that  a  decline  in  wealth  and  a  rise  in  mortgage  rates 
could  intensify  any  drop-off  in  housing. 

THE  HOPE  OF  MOST  ECONOMISTS  and  Fed  policy 

makers  was  that  Asian  weakness  would  slow  the  econ- 
omy. However,  some  of  the  Asian  effects  have  been  fa- 
vorable, such  as  lower  interest  rates,  cheaper 
commodities — especially  oil — and  lower  inflation,  which 
has  boosted  consumers'  buying  power 

The  crisis  has  clearly  hit  the  factory  sector  through 
exports.  Durable-goods  orders  have  weakened,  partly 
because  of  swings  in  aircraft  bookings.  But  even  ex- 
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eluding  planes,  orders  have  flattened  out.  Overall  s 
ings  rose  0.4%  in  March  after  falling  0.8%  in  Fehi 

In  addition,  the  backlog  of  unfilled  orders  has  a 
shaiply  in  recent  months,  suggesting  less  product) 
coming  months.  But  manufacturing  is  only  about  : 
the  economy,  and  the  Fed  would  like  to  see  evidi 
broader  braking.  If  the  economy  doesn't  slow : 
enough  to  loosen  labor  markets,  the  Fed  very  like 
feel  compelled  to  hike  interest  rates. 

Such  a  move  would  hammer 
stock  valuations.  Right  now, 
the  average  price-earnings  I'a- 
tio  of  issues  in  the  Standard  & 
Poor's  500-stock  index  is  23, 
based  on  First  Call  Inc.'s  '98 
earnings  projection.  That's 
high  by  historical  standards, 
and  the  projected  6.7%  rise  in 
earnings  from  1997  may  well 
be  too  optimistic.  Also,  stocks 
are  increasingly  pricey  rela- 
tive to  bonds.  That  p-e  ratio  implies  an  earning 
of  4.4%,  which  already  pales  in  comparison  wi 
5.8%  competing  yield  on  10-year  Treasury  bond 

Measured  either  way,  stocks  are  in  nosebleec 
tory  and  exposed  to  profit  and  rate  shocks.  Th 
make  the  Fed's  job  harder  because  policymake 
that  the  higher  stocks  are,  the  harder  they'll  fa. 
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ARGENTINA 


THIS  PARTY'S  NOT  OVER  YET 


Argentina's  industrial  sector 
enjoyed  another  strong  quar- 
ter. But  global  bankers  are  trying 
to  pressure  the  government  of 
President  Carlos  S.  Menem  into 
slowing  the  economy. 

Industrial  production 
was  up  9.7%  in  March 
from  a  year  before,  led 
by  gains  in  autos  and 
construction  materials. 
The  building  sector  is 
being  pumped  up  by 
public  spending,  espe- 
cially Menem's  ambi- 
tious road  program. 
The  rise  in  industrial 
activity  is  increasing 
employment  in  a  country  where 
the  jobless  rate  stood  at  a  high  of 
13.7%  at  the  end  of  1997.  Unem- 
ployment is  sure  to  be  a  key  issue 
of  the  1999  Presidential  election. 
For  now,  solid  industrial  activity 
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is  offsetting  the  drags  from  falling 
oil  prices  and  agricultural  damage 
from  flooding.  Private  economists 
forecast  real  gross  domestic  prod- 
uct gi'OMTth  to  slow  to  4%  to  6%  in 
1998,  from  1997's  robust  8.4%. 

The  strong  econo- 
my, coupled  with  the 
slowdown  in  Brazil, 
Argentina's  main 
trading  partner,  is 
worsening  the  trade 
deficit.  In  February, 
the  gap  widened  to 
$544  million,  triple  its 
level  in  February, 
1997.  Exports  fell  9% 
from  a  year  ago  as 
energy  shipments — 13%'  of  all  ex- 
ports— plunged  23%.  But  imports 
rose  11%,  led  by  a  34%  surge  in 
capital  goods.  The  International 
Monetary  Fund  has  warned  that 
the  deficit  could  total  as  much  as 


$8  billion  this  year,  from  $2.3 
lion  in  1997.  The  IMF  has  sai( 
current  account  deficit  could 
4.75%  of  GDP,  much  higher  tl  ] 
the  target  of  3.8%  set  by  the 
as  part  of  its  $2.8  billion  loan 
agreement  vrith  Argentina. 

The  IMF  also  has  recomme  ii 
cutting  some  public  spending 
raising  bank-reserve  require- 
ments, and  changing  some  tt 
laws  in  order  to  hold  down  te 
government  deficit.  In  additi"* 
the  IMF  says  the  proposed  la: 
reforms  are  too  weak. 

Menem,  however,  isn't  kee 
slowing  the  economy  this  clc^ 
an  election.  And  even  thougit 
constitution  must  still  be  alt  't 
to  pave  the  way  for  his  reelc 
bid,  the  upcoming  vote  prob: 
means  that  politics,  not  fisca] 
dence,  will  guide  economic  plic. 
in  the  coming  year 


Two  for  the  road. 


Introducing  the  Intel  Pentium"  II  processor  for  mobile  PCs. 


The  Pentium'  H  processor  is  now  available  in  mobile  PCs.  Which 
means  you  can  have  the  best  of  both  worlds:  the  performance  of  a 
desktop  PC  and  the  ability  to  take  it  anywhere.  So  go  test  drive  a 


P?.nt'Hrn'*n  new  mobile  PC  with  an  Intel'  F^entium  II  processor  and  pull  into  the 
fast  lane.  For  more  information,  visit  our  Web  site.  |  ►  www.intei.com/mobiie/Pentiumii  | 
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THE  MARKETS 


SKiniSH 
BULLS 


They  aren't 
turning  tail  yet. 
But  they  sure  are 
edgy  about  rates 

For  months,  market  bears  have 
been  waiting  for  the  sign  that 
the  end  to  tiiis  endless  bull  mar- 
ket was  in  sight.  On  Api\  27, 
they  thought  they  saw  it:  reports 
that  the  Federal  Resei-ve  was  leaning 
toward  raising  interest  rates. 

The  mai'ket  was  ah'eady  wobbling  the 
week  before — the  Dow  Jones  industrial 
average  dropped  more  than  120  points 
fi-om  A)3r.  21  to  Apr.  24.  But  when  the 
Dow  tumbled  as  much  as  223  points  on 
Apr.  27,  so  too  did  some  expectations 
that  a  10,000  Dow  was  close  at  hand. 

Talk  of  how  all  of  the  new  money 
pouiing  into  the  market  would  propel  it 
to  new  highs  gave  way  to  ominous  mut- 
terings  about  rising  interest  rates  and 
slowing  earnings  gTowth.  With  Ti-easmy 
bond  yields  rising  in  anticipation  of  a 


THE  MARKET 
COULD  HIT  10,000 
BY  THE  END  OF  THE  YEAR  BECAUSE  . . . 

1  Goods  prices  are  falling,  and  overall 
inflation  is  under  control 

2  Second-half  earnings  growth  is  expect- 
ed to  be  healthy 

3  Despite  Asia's  continuing  financial 
problems,  the  impact  on  the  U.S.  econo- 
my is  minimal  and  will  be  confined  to  the 
first  and  second  quarters 


Fed  move,  investors  saw  that  the  prof- 
it predictions  that  had  powered  the 
price-eaiTiings  multiple  on  the  Standard 
&  Poor's  500-stock  index  to  23,  based  on 
estimated  '98  earnings,  were  not  merely 
optimistic,  but  perhaps  a  bit  rash.  "The 
current  levels  of  stock  prices,  earnings, 
and  bond  yields  just  don't  make  sense," 
says  Douglas  R.  Cliggott,  J.  R  Morgan 
&  Co.'s  chief  U.  S.  equity  strategist. 

Clearly,  that's  part  of  the  debate  at 
the  Fed  (page  31).  Some  Fed  officials 
point  to  the  gi'owing  gap  between  the 
earnings  companies  can  deliver  and  the 
earnings  investors  expect  as  a  sign  of 
speculative  excess.  Those  inflated  stock 
prices  could  spiu'  even  greater  consimier 
spending  and  bring  on  inflation.  By  the 
same  token,  if  profits  disappoint,  they 
fear  a  crash  that  slams  the  economy. 
GREAT  BUBBLE?  So,  where  are  stocks 
headed?  Tliis  is  still  that  same  bull  mai- 
ket — the  one  that  wolfsbane,  garlic,  and 
maybe  even  a  stake  in  the  heart  can't 
seem  to  discom-age.  Even  with  the  Dow 
setting  records,  investors  keep  coming: 
According  to  the  Investment  Company 
Institute,  more  than  $61  billion  has 
poured  into  stock  mutual  fimds  by  the 
end  of  Mai'ch,  compared  to  $56  billion  in 
the  fii'st  quarter  of  1997. 

The  April  coirection  already  seems  to 
be  tapeiing  off — the  mai'ket  closed 


up  52.5,  at  8951.5,  on  Apr  29.  An( 
strategists,  while  not  predict inj. 
gains  for  the  rest  of  the  year,  d 
the  idea  of  an^tliing  more  than  a 
raiy  pullback.  "It's  that  the  iiiaii 
gotten  aJiead  of  itself  rather  tlian  ' 
it — it's  all  over,'"  says  CliggiiU 


4  The  Fed  is  unlikely  to  raise  interest 
rates  when  economic  data  are 
inconclusive 


THE  MARKET 

m COULD  EXPERIENCE  AS  MUCH  AS 
TWQ  A  15%  CORRECTION  BECAUSE  . . 

1  Tight  labor  markets  may  spur  inflatio 

2  Corporate  profits  are  already  losing 
momentum  and  will  slow  even  more  in 
the  second  quarter 

3  Asia  is  still  sinking,  and  the  full  imp; 
on  the  U.S.  economy  has  not  been  fell 

4  Fearing  that  already  rapid  consum 
spending — accelerated  by  a  rising 
market — will  ignite  inflation, 
the  Fed  hikes 


FACES  OF 

THE 
MARKET 


id  5achs  &  Co.  strategist  Abby  Joseph 
oil  thinks  the  cuiTent  economic  and 
oj  expansion  will  last  till  the  end  of 
9,  and  an  improving  global  economy 
lli  >eed  profit  gi-owth,  though  she  ex- 
e]  J.  S.  economic  activity  to  moderate. 
>1  sees  the  Dow  hitting  a  modest 
0  y  yeai-end. 

1"  I,  the  mood  on  the  Street  has 
a  'd.  Many  strategists  are  adopting 
ll'iJj  i  cautious  tone  in  the  near  temi, 
'  li'  holding  out  hope  for  another  up- 
ii  later  this  year  The  second  quar- 
ey  say,  will  be  choppy.  Sizable 
c  ains  may  be  followed  by  stagna- 
n  rading  within  a  nai-row  range  for 
t'l  .s  months  at  a  time. 
S  e  pros,  such  as  Morgan  Stanley 
■a  Witter  &  Co.  global  strategist 
M.  Biggs,  are  fully  beansh.  He 
lis  is  "one  of  the  gi-eatest  stock 
^i'    bubbles  of  all  time."  Biggs's 
'O^j  scenario:  Wage  inflation,  ah-eady 
its  in  services,  will  burst  the  bubble. 


Rising  wages  may  fuive  prices  luglier — - 
igTiiting  I'apid  inflation — or  take  down 
corporate  profits  as  companies  try  to 
hold  the  line  on  prices  while  costs  soar 

The  biggest  question  overhanging  the 
market  remains:  When,  and  by  how 
much,  will  the  Fed  raise  rates?  "Our 
answer  is  not  soon,  and  not  much,"  says 
Cohen.  But  Barry  Hyman,  chief  mar- 
ket analyst  at  New  York  City's 
Ehrenkrantz  King  Nussbaum  Inc.,  be- 
lieves the  Fed  is  handing  the  markets  a 
warning:  "The  media  and  the  markets 
are  being  told,  'Look,  you  better  start 
thinking  about  higher  rates  because 
there's  no  room  for  flexibility  here.'" 

That  has  market  strategists  focusing 
more  intently  on  the  fundamentals  of 
the  domestic  economy — the  forces  that 
could  prompt  the  tlireatened  hike.  "The 
fii'st  quarter  is  over,  and  the  Asian  im- 
pact hasn't  hit,  so  now  the  Fed  is  look- 
ing at  unemployment,  at  capacity  uti- 
lization, and  at  jobless  claims  and  seeing 


that  the  economy  is  THE  NYSE: 
even  stronger  than  A  choppy  second 
it  was  a  year  ago,"  quarter,  then 
says  Joseph  Batti-  another  tipswing? 
paglia,  Gruntal  & 

Co.'s  strategist.  "And  financial  asset  val- 
ues ai'e  higher  than  a  year  ago."  In  clas- 
sic Fed  illogic,  he  says,  "they  worry 
about  prosperity." 

But  despite  the  news  that  the  Fed 
has  shifted  its  bias  toward  tightening,  a 
rate  hike  is  not  set  in  stone.  Indeed, 
with  no  clear  signs  of  rising  inflation, 
the  Fed  is  unlikely  to  raise  rates  at  its 
next  meeting  on  May  19.  And  plenty 
of  strategists  still  think  there  won't  be  a 
hike  before  next  year. 

Indeed,  in  the  wake  of  the  Apr.  27 
Fed  leak,  the  market  went  about  doing 
the  Fed's  work  for  it.  After  rising  to 
6.07%  on  Apr.  28,  up  from  5.95%  on  Apr 
24,  the  30-yeai"  Treasury  bond  is  hovering 
ai-ound  6%.  "The  bond  mai'ket  is  acting 
like  a  vigilante,"  says  Battipaglia.  "Now 
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they're  saying  there  will  be  several  in- 
creases coming."  CUggott  calculates  that 
if  the  long  bond  stays  at  6.07%,  earn- 
ings gi'owth  would  have  to  be  9%  to  10% 
for  the  mai-ket  to  be  at  fair  value.  He 
predicts  earnings  gi-owth  of  5%  for  1998. 

In  recent  yeai's,  long-teirn  rates  have 
been  the  key  to  the  economy,  says  Peter 
J.  Canelo,  U.  S.  investment  strategist 
at  Morgan  Stanley  Dean  Witter.  "When 
variable  mortgage  rates  went  up  in 

1994,  it  really  slowed  things  down  in 

1995,  "  he  notes.  "Two  more  notches  up 
in  rates  would  get  us  to  6.25%,  which 
would  send  mortgage  rates  up  and  slow 
the  economy  down."  That  may  be  all 
the  economy  needs,  he  adds. 

The  other  key  factor  is  earnings 
gi'owth.  Wliile  ftfst-quaiter  profits  are 
coming  in  better  than  expected,  that's 


not  saying  much.  There  was  an  unusu- 
ally high  level  of  do\\Tiward  revisions 
to  earnings  estimates,  making  some  of 
the  on-target  and  above-expectations 
reports  misleading.  Fii-st  Call  Corp.  nor- 
mally expects  to  see  estimates  re\ised 
downward  by  2%  to  3%.  But  while  ex- 
pectations for  yeai-over-year  gi'owth  in 
S&P  earnings  was  10.4%  on  Jan.  2.  ana- 
lyst estimates  now  point  to  a  tiny  0.5% 
gain.  Normally,  earnings  come  in  with  a 
shght  positive  bias,  which  would  bring 
that  gi'o-wth  figui'e  to  about  3%.  "The 
bulls  say  we're  beating  the  numbers," 
says  Chuck  Hill,  First  Call's  research 
director.  "That's  baloney.  Beating  num- 
bers by  2.7%  is  business  as  usual." 

Still,  the  signs  of  overheating  are  there 
for  those  who  seek  them.  Housing  staits, 
existing-home  sales,  and  mortgage  appli- 


cations and  refinancings  are  still  s:); 
notes  Canelo.  He  thinks  the  intej 
rate-generated  boom  of  the  la^t  yea\ 
continue  despite  higher  rates.  That 
ever,  could  guai-antee  a  rate  hike  i: 
if  the  economy  doesn't  slow:  "Thtr 
knows  it  is  constrained  with  dons 
and  international  pressures,  but  th( 
ally  feel  that  these  booming  mac- 
have  been  pait  of  the  strength  i 
economy,  because  people  feel  richf 
Investors'  faith  in  the  bull  seen 
shakable,  but  it  will  be  tested  agai 
again  as  jobs  reports  and  other  eci 
ic  data  roil  the  the  mai'kets  in  c< 
weeks.  WTiether  investors  will  ccii 
to  see  such  wobbles  as  bu\ing  o])] 
nities  isn't  cleai'.  WTiat  is  cleai':  In\' 
can  expect  a  long,  volatile  summei 
By  Suzanne  Woolley  in  Ne/'^ 


COMIVIENTARY 

By  Christopher  Farrell 

DOES  THE  DIVIDEND  YIELD  EVEN  MAHER? 


The  stock  market  is  up  by  more 
than  30%  over  the  past  year,  and 
a  gi'owing  number  of  economists 
fear  that  investors  are  in  the  giip  of 
a  speculative  mania.  And  by  one 
time-honored  barometer — dividend 
\ield — they're  dead  right.  The  rule  of 
thumb  goes  like  this:  \\Tien  the  divi- 
dend \ield — dividends  per  share  di- 
vided by  share  price — of  the  Stan- 
dard &  Poor's  500-stock  index  falls 
below  3%,  it's  time  to  take  your 
money  and  run.  The  s&p's  dividend 
jield  today?  1.4%. 

Time  to  sell?  Not  necessarily.  The 
dividend  jield  has  hovered  below^  the 
historical  danger  zone  for  the  past 
sLx  years.  And,  far  fi-om  being  the 
result  of  a  mania,  the  stock  market's 
gains  in  the  1990s  have  largely  re- 
flected strong  profits  and  a  low-infla- 
tion economic  e.xpansion. 
TECH'S  TURN.  Times  change,  and  the 
dividend  >ield  is  no  longer  a 
sound  valuation  guide.  One 
reason  for  the  shift  is  the 
changing  composition  of  the 
S&P  500.  Five  years  ago,  oil 
producers,  auto  makers,  and 
other  dividend-pajing 
hea\'j'weights  vastly  out- 
weighed the  dividend-barren 
tech  companies  in  the  index. 
Today,  high-tech  goliaths 
like  Microsoft  Corp.  and  In- 
tel Corp.  play  a  much  larger 
role.  In  1992^  the  market 


capitalization  of  Exxon  Corp.  was 
$74  bilhon,  vs.  $24  billion  for  Micro- 
soft. Last  yeai\  the  market  cap  of 
Exxon  was  about  $170  billion,  but 
Microsoft's  was  nearly  $200  billion. 

Another  factor  is  the  neai-absence 
of  inflation.  The  return  on  any  stock 
is  made  up  of  dividend  payments  and 
capital  appreciation.  When  inflation  is 
high  and  rising,  investors  want  as 
much  return  as  soon  as  possible,  so 
they  look  to  di\idends,  says  Richard 
Bernstein,  quantitative  strategist  for 
Mei-rill  Lynch  &  Co.  But  sharehold- 
ers will  wait  for  prices  to  rise  wiien 
a  dollar  holds  its  value,  he  adds. 

The  low  di\idend  \ield  also  reflects 
a  change  in  how  Coi-porate  America 
now  chooses  to  shai'e  good  fortune 
with  stockholders.  Today,  companies 
are  more  likely  to  use  retained  earn- 
ings for  periodic  stock  buybacks, 
rather  than  to  boost  di\idends.  Buv- 


WHILE  THE  MARKET 
HAS  TAKEN  OFF... 


...DIVIDENDS  HAVE 
LAGGED 


1.200 


1.000 


backs  can  boost  share  prices  and, 
more  importantly,  they  appeal  to 
shai-eholders  who  can  take  advantt 
of  the  low  capital-gains  rate. 

This  isn't  the  fii'st  time  investoi 
have  had  to  reconsider  how-  to  ust 
dividends  as  a  valuation  benchmai. 
Up  until  the  1950s,  common-stock 
dividend  \ields  were  higher  than 
government  bond  \ields.  The  rea? 
Since  stocks  were  much  riskier  tl 
bonds,  they  had  to  pay  a  \ield  pr^ 
mium.  But  four  decades  ago,  the  • 
terest  rate  on  government  bonds 
rose  above  the  jield  on  common 
stocks.  And  it  has  stayed  there  e-;! 
since.  What  happened'^  The  econoQi 
had  become  more  stable,  and  owi^ 
stocks  a  lot  less  riskj',  says  Peters. 
Bernstein,  a  New  York-based  eco 
nomic  consultant  to  institutional 
investors. 

The  market  is  unlikely  to  contii;e 
on  its  meteoric  cotu'se  to 
ward  Dow  10,000.  It  may 
even  coirect  somewhat,  :{d 
investoi-s  may  flee  to  Tre 
suiy  bonds,  whose  rit  i^l- 
cuirently  fom*  percent  ag 
points  above  dividend  \i'  : 
But  in  no  way  is  the  ma  < 
as  insanely  oven'alued  a;; 
cui'soiy  look  at  the  divid; 
jield  would  suggest. 
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ICS  and  finance. 


COMMENTARY 

By  Dean  Foust 


IF  THE  FED  IS  BLUFFING,  IT'S  A  WILY  MOVE 


Iust  last  December,  Federal  Re- 
serve ChaiiTnan  Alan  Greenspan 
v:as  finally  feeling  comfortable 
)OUt  the  stock  market  because  he 
ought  stock  valuations  were  no 
iger  dangerously  out  of  whack 
th  earnings  potential.  But  he  had  a 
w  wony:  that  Asia's  economic  cri- 
i  would  hit  the  U.  S.  economy  hard, 
prompted  the  Fed, 
!|  lich  had  been  lean- 
I  r  toward  a  rate 
I  :e,  to  take  a  neu- 
1  il  stance  about  its 
I  st  move. 
But  this  spring, 
eenspan's  concerns 
/e  flip-flopped, 
's  less  anxious 
)ut  Asia,  which 
;  had  surprisingly 
le  impact  on  the 
1-robust  U.  S. 
nomy.  Instead,  re- 
ing  the  days  of 
•ational  exuber- 
e,"  he's  fi-etting 
t  the  torrid  runup 
tock  prices  could 
rheat  the  econo- 
That  change  of 
rt  was  confirmed 
\pr.  27  when 
■s  leaked  that  the 
had  shifted  back 
"bias"  toward 
ing  rates, 
ven  so,  odds  are 
Fed  poUcjTnak- 
won't  dehver  on 
te  hike  anjtime 
. — ban-ing  unexpected  economic 
s  showing  inflation  about  to  shoot 
ieil  (n  fact,  despite  mai-ket  jitters 
sal  il  long-bond  jields  over  6%,  the 

I'  ces  of  rates  going  up  an\time  in 
esb  remain  low. 

-c;t|  mNG  A  SEED.  The  news  that  the 
nJ  iral  Open  Market  Committee 
a'J  i  on  Mai-.  31  to  shift  poUcy— a 
Iif  leak  from  the  secretive  Fed — 
have  a  serendipitous  effect  for 
nspan.  It  took  some  of  the  fi-oth 
if  Wall  Street — if  only  momen- 
The  Dow  dove  on  Apr.  27,  to 
but  recovered  to  8951  by  Apr. 
till,  the  Fed  has  planted  a  new 
jht  in  the  minds  of  investors:  A 
dative  frenz>'  can  be  quickly 
i  d  at  any  time. 

t  the  policy  change  itself  wasn't 


du'ected  at  Wall  Street  speculators. 
By  agi-eeing  to  cock  the  Fed's  gun 
for  a  future  rate  hike,  Greenspan 
was  seeking  to  appease  Fed  hawks 
who  have  been  clamoring — ever 
more  vociferously — for  a  rate  liike. 
That's  not  to  say  Greenspan  intends 
to  follow  thi'ough  and  boost  the 
oveiTiight  federal-funds  rate,  which 


Barring  unexpected 
news  on  inflation, 
odds  are  that 
Greenspan's 
Fed  won't  raise 
interest  rates 
anytime  soon 


he  has  kept  at  o.b'^c  for  more 
than  a  year.  "With  no  infla- 
tion on  the  hoiizon,  you  can't 
justifj'  a  rate  hike,"  says  an 
ex-Fed  official.  "So  he  has 
given  the  hawks  what  they 
want  and  cooled  the  market." 

What  has  the  hawks  flap- 
ping are  a  recent  sui-ge  in 
the  money  supply,  wide- 
spread labor  shortages,  rising 
wages,  and  no  sign  of  slow- 
ing economic  growth.  All  these 
trends,  they  believe,  will  reignite  in- 
flation within  a  yeai"  unless  the  Fed 
acts  now.  In  the  past,  such  pressure 
would  have  prompted  Greenspan  to 
fu-e  a  preemptive  strike.  In  fact,  he 
acceded  to  a  quaiter-point  hike  in 
March,  1997,  when  such  pressure 
was  less  intense. 

This  time,  Greenspan  seems  loath 
to  act  early.  Why?  Despite  all  the  ris- 
ing statistics — stock  valuations,  real 
estate  prices,  consumer  confidence, 
consumer  spending — ^the  one  measure 
that  really  matters  is  down.  Inflation, 
as  measui-ed  by  the  consumer  price 
index,  rose  only  1.4%  from  Mai-ch  '97 
to  Mai-ch  "98,  after  rising  close  to  3% 
in  the  pre\ious  12  months.  For  the 
i-est  of  1998,  faUing  oil  and  import 


prices  win  likely  offset  rising  wages. 
And  while  Fed  officials  used  to  be- 
lieve that  economic  expansions  ended 
with  a  shaip  price  sui-ge.  Greenspan 
now  says  a  new  inflationaiy  bmldup 
would  be  modest  and  "readily  re- 
versible." 

SUMMER  FALL?  The  Fed  chief  is  cer- 
tainly mindful  of  the  steep  political 
price  he  would  pay 
for  boosting  rates 
now.  The  Fed  would 
be  publicly  flogged 
by  Congi'ess  for  an 
increase  in  an  elec- 
tion year — and  at  a 
time  when  the  aver- 
age worker  is  finally 
getting  ahead  of  in- 
flation after  decades 
of  falling  behind.  On 
Apr.  27,  the  Com- 
merce Dept.  said 
that  infiation-adjust- 
ed  per-capita  income 
rose  2.5%  last  year, 
following  a  1.6%  gain 
in  1996.  "Greenspan 
knows  that  if  he  rais- 
es rates  now  and  inflation  stays 
down,  it  looks  like  an  attack  on  real 
w'age  gains,"  says  James  E.  Annable 
Jr.,  chief  economist  for  First  Chica- 
go NBD.  Adds  Annable:  "The  Fed 
has  got  to  wait  for  inflation  to  show^ 
through  to  retain  any  credibility 
with  Congress." 

That  message  might  help 
Greenspan  fend  off  hawks  such  as 
Fed  Governor  Laurence  H.  Meyer, 
who  fears  the  economy  has  "moved 
beyond  the  point  of  sustainable  ca- 
pacity." The  hawks  don't  fully  buy 
Greenspan's  argument  that  the  econ- 
omy's gi-owth  potential  is  higher  now- 
because  a  significant  boost  in  the 
long-tenn  productivity  trend  is  keep- 
ing inflation  in  check. 

The  debate  within  the  Fed  may 
become  moot  if  the  economy  slows 
dowTi  tliis  summer,  as  many  still  ex- 
pect. Indeed,  there  are  ah-eady  signs 
of  braking:  Job  creation  has  slowed, 
and  retail  sales  turned  dowTi  in 
March,  as  did  red-hot  new-home 
sales.  If  the  stock  market  cools  off  as 
w-ell,  Greenspan  and  the  inflation 
hawks  can  relax. 

Foust  follows  tlie  Fed  for  BUSINESS 

WEEK. 
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TRANSPORTATION 


WHERE  ARE  ALL  THOSE  AIRLINE 
TIE-UPS  HEADED? 

That's  what  regulators  want  to  know 


Given  the  cut-throat  nature  of  the 
U.  S.  airline  business,  it's  no  sur- 
prise that  the  relative  calm  of  re- 
cent years  is  ending.  But  few  would 
have  predicted  that  the  next  twist  in 
the  high-stakes  game  would  be  huge  al- 
Uances  among  what  are  already  the  na- 
tion's top  carriers. 

The  proposed  agreements 
— between  Northwest  and 
Continental,  American  and  us 
Airways,  United  and  Delta — 
have  already  set  off  alarm 
bells  among  regulator 
sumers,  and  labor  groups. 
The  major  airUnes  "ob\iously 
uill  have  to  con\'ince  us  that 
the  consumer  is  not  worse 
off,"  says  one  Justice  Dept. 
official.  And,  concludes  one 
major  airline  executive,  at 
least  some  of  these  deals  wiU 
turn  out  to  be  trial  mar- 
riages. "There  will  ultimately 
be  full-fledged  financial  con- 
solidation," he  predicts. 

But  even  the  airlines  are 
divided  on  how  welcome  this 
new  development  is.  An 
American  Airlines  Inc. 
spokesman  says  the  mar- 
keting pact  announced 
with  us  Airways  Group 
Inc.  on  Apr  Zi  is  sim- 
ply "in  response  to 
what's  going  on  in 


THE  ALLIANCE  TANGO 


COMPANIES/COMBINED 
U.S.  MARKET  SHARE 


AMERICAN- 
US  AIRWAYS 

25% 


OTHER  PARTNERS 
INCLUDE 


AMERICAN:  Qantas,  Canadian,  Singapore,  LOT  Polish,  Gulf  Air,  TAM,  China  Airlines 
(Taiwanj,  Philippine.  Proposed  deals  with  British  Airways,  Japan  Airlines,  LanChile 
Aerolineas  Argentinas,  Iberia,  Asiana.  China  Eastern,  El  Al.  Domestic  marketing 
agreements  with  Reno  Air,  Midway,  and  Hawaiian.  US  AIRWAYS:  Deutsche  BA 


CONTINENTAL-  i  CONTINENT,'-,;,:  Virgin  Atlantic,  Alitalia,  CSA  Czech,  Air  France,  China  Airlines, 
NORTHWEST    ^  EVA  (Taiwan;  Pending  deals  with  ACES  ot  Columbia,  VASP  (Brazil).  Domestic:  America 
16.6%  V^est.  NORTHS .  '.:T:  Alaska  Airlines,  America  West,  KLM,  Business  Express 


DELTA-UNITED 

34% 


DELTA:  SwissAir,  Sabena,  Austrian,  Finnair,  Air  France,  Korean  Air.  Pending  deal 
with  China  Southern  UNITED:  Lufthansa,  Air  Canada,  SAS,  Thai  International,  Vai 
AeroMexico,  ANA 


DATA:  AVITAS,  COMPANY  REPORTS 


the  marketplace,"  not  a  sign  of  ::. 
line's  support  for  these  domest: 
ings.  With  one  of  the  stronge.-: 
netR'orks,  American  has  less  need  c 
ally  than  smaller  rivals. 
LESS  RISK.  But  like  it  or  not,  ever 
rier  is  deteiTnined  not  to  be  left 
these  "Siitual  mergei-s."  The  aim 
create    domestic    and  interna 
networks  that  attract  more  custt 
especially  lucrative  business  t 
ers.  Indeed,  the  XortJ 
Continental  deal  that 
ed  this  mating  dan( 
rlri^-en  largely  by  t; 
:ion  that  the  No. 
No.  5  caiTiers  nee 
larger  global  presence  t 
pete  for  business  flyers, 
nental  gets  Northwest  A 
Inc's  strength  in  Asia,  whfle 
west  gains  Continental's 
American  network.  Unli 
other  alHances,  their  d 
volves  cross-o\TOershi 
"It  creates  a  national 
temational  player  when 
wasn't  a  fourth."  ci'ov. 
tinental  Pi'esident  .  . 
ry  D.  Brennemi 
Alliances  apj:-:' 
less  risk}-  thar. 
ers.  For  one 
avoid  the  tui- 
melding  workei^s  and  fleets- 
reaping  the  gains.  United. 
has  links  with  Lufthansa,  s 
othei^s,  figures  it  derives  8*^ 
pretax  income,  about  SI 
Kon  a  year,  from  alliancf 
But  even  these  pseui- 
riages — in  which  caniei 
bine  frequent-flier  pr 
and  sell  seats  on  om 
ers  flights — face  tur. 
The  two  announce 
and  the  Delta/Unit' 
which  is  still  in  negi 
would  consolidate  ; 
domestic  traffic  i 
camps.  Both  the  . 
and  Transport atiorl 
are  scrutinizing  tl 
ings.  "If  alliance 
uniquely  pro-corn- 
and  would  result  in ; 
lower  fares,  the  ^ 
wouldn't  be  trippi: 
each  other  to  part  r 
says  Samuel  C.  Bur. 
Paine  Webber  Inc.  ~ 
Justice  is  alread  - 
tigating  allegatii? 
predator}'  behavioa; 
the  majoi^s  and  Trj^l 
tion  has  proposed 


lelp  new  entrants  compete.  "If  the 
emment  approves  these  alliances,  it 
to  come  up  with  solutions  to  level  the 
ong  field,"  says  Edward  P.  Faber- 
^  executive  director  of  the  Air  Carri- 
Vssn..  which  represents  startups, 
abor  may  be  another  stumbling 
k.  Pilot  unions  at  most  major  air- 
5  have  veto  power  over  domestic 
:-sharing,  or  selling  of  seats  on  an- 
I  r  carrier's  flights.  Pilots  fear  the 
s  will  limit  a  carrier's  gi-owth — and 
I  rilots'  earning  potential.  Meanwhile. 
\  ;  labor  leaders  are  leerj'  that  deals 
'  lead  to  lowest-common-denominator 
'  -acts.  'Tou've  certainly  set  youi-seLf 
|i  )  be  whipsawed,  one  labor  contract 
r  mother,"  says  Allied  Pilots  Assn. 
i!  ident  Richard  T.  LaVoy  at  Ameri- 
I  Delta  Air  Lines  Inc.'s  pilots  halted 
ij  lership  talks  with  United  Aii-Unes 
i      Apr.  24  until  Delta  ceo  Leo  F. 
P  n  assured  them  that  theii-  demand 
r  board  seat — as  a  condition  of  their 
art — would  be  considered.  The 
«'  -United  talks  have  since  resumed, 
f  VCORD.  Business  travelei-s  ai'e  also 
E    .Ah-eady  irate  over  soaiing  fai-es, 
;    beUeve  the  potential  advantages 
(ibined  frequent-flier  progi-ams  and 
1  \ed  schedules  will  be  more  than 
f  by  greater  control  of  capacity  and 
I   '  We  have  e\idence  now^  that  the 
;  ;7iers  are  stajing  out  of  each  oth- 
':  ay.  This  is  going  to  cai"ve  the  mai- 
t  ■  further,"  warns  Kevin  P.  IVIitcheU, 
i  lan  of  the  Business  Ti-avel  Coah- 
-I  Mch  lobbies  for  coiporate  ti-avelere. 

record  of  some  intemational  al- 
r    bolsters  consumer  concerns.  Take 
i.ssels-New  York  route.  Three 
igo,  three  airlines  w'ere  compet- 
eiing  corporate  discounts  of  20% 
t  to  fill  seats,  says  one  coipo- 
.vel  buyer.  But  when  Delta  and 
gained  antitrust  immunity  for 
iliance  in  1996 — and  the  ability 
rdinate  marketing  and  fares, 
■d  the  U.  S.  alliances  won't  have — 
r.  -an  dropped  out  of  the  market, 
r  ate  discounts  were  cut  neaiiy  in 
f  lie  average  fares  paid  between 
!  ly  and  Brussels  have  risen  23%, 
18%  jump  in  all  international 
ays  Topaz  Intemational  Ltd.,  an 
auditing  firm  in  Portland,  Ore. 
to  worrj',  alliance  supportei-s  say. 
'-t  the  antitrust  immunity — or 
full  mergers — they  will  have 
ncentive  to  continue  competing. 
I.  lelieve  midsize  cities  could  even 
re  senice  if  the  alliances  allow 
t  s  to  redeploy  aiix-raft  from  big- 
rkets.  But  the  airlines  face  a 
ei  imb  in  proving  that  these  deals 
a  nore  benefits  than  risks. 
5  Yendy  Zellner  in  Dallas,  with 
Harris  in  Atlanta  and  bureau 


TRADE 


ULTIMATUM  FOR 
THE  AVON  LADY 

Beijing's  ban  on  direct  selling 
may  become  a  big  trade  issue 

For  centuries,  China's  far  w-estem  Xin- 
jiang region  has  been  a  key  stop  in 
East-West  trade.  You  can  still  see 
mosques,  camel  caravans,  oases — and, 
latehs  Avon  ladies.  Avon  dealei*s  have 
helped  make  Ui^umqi,  Xinjiang's  capital, 
Avon's  fastest-gi'owing  mai'ket  in  China. 

The  Chinese  are  ti-jing  to  change  all 
that,  however.  On  Apr.  22,  the  State 
Council  ordered  all  direct-sales  opera- 
tions to  cease  immediately.  AlaiTned  by 
a  rise  in  pvTamid  schemes  by  some  di- 
rect sellers  and  uneasy  about  the  big 
sales  meetings  that  direct  sellers  hold, 
Beijing  gave  all  companies  that  hold  di- 
rect-selling Ucenses  until  Oct.  31  to  con- 
vert to  retail  outlets  or  shut  down  alto- 
gether. The  move  threatens  Avon's 
China  sales,  now  about  S75  million  a 
yeai;  and  puts  Avon,  Amway,  and  Maiy 
Kay's  combined  China  investment  of 
roughly  S180  million  at  risk.  It  also  cre- 
ates problems  for  Sai-a  Lee  Corp.  and 
T'jpperware  Corp.,  which  recently 
launched  dii'ect-sales  efforts  in  China. 

But  the  move  may  be  too  late  to  halt 
dii'ect  selling.  An  estimated  20  milhon 
Chinese  are  involved  in  direct  sales, 
with  more  turning  to  the  business  as 
unemplojTnent  rises.  Ah'eady,  attempts 
to  carry  out  the  decree  have  caused 
protests  in  central  and  south  China, 


BOOSTING  MARY  KAY:  Since 
Tiananmen  Square,  rallies 
inake  authorities  nervous 

.\ith  the  latest  in  Shenzhen. 

The  ban  could  also  spark  a 
U.  S.-China  trade  dispute  on 
the  eve  of  President  Clinton's 
state  visit  in  June.  "It  is  a  se- 
rious matter  when  a  govern- 
ment simply  bans  the  opera- 
tion of  legitimate  invested 
companies,"  warned  U.  S. 
Trade  Representative  Chai'lene 
Bai-shefskv'  at  an  Apr.  24  press 
conference  in  Beijing.  "I  hope 
that  the  Chinese  come  ai'ound 
quickly  to  that  view." 
MOONLIGHTING.  Dii'ect  selling 
took  off  rapidly  when  Beijing 
opened  the  mai'ket  in  1990.  Es- 
timates of  total  revenues  fi'om 
direct  selhng  in  China  range 
up  to  S2  bUlion  annually.  And 
the  China  trade  has  become  a 
handy  gi'owth  vehicle  for  U.  S.  compa- 
nies: Amway's  China  revenues  reached 
$178  million  last  year,  and  Maiy  Kay,  a 
relative  newcomer,  hit  .$25  million  there. 

But  as  American  du-ect  sellers  have 
flourished,  so  have  many  local  outfits 
and  companies  from  Taiwan  and  Hong 
Kong  that  engage  in  questionable  prac- 
tices, including  manning  pyramid  and 
Ponzi  schemes  and  stealing  the  savings 
of  Chinese  hoping  to  get  rich  on  direct 
sales.  The  authorities  are  also  irate 
about  the  many  teachers  and  civil  ser- 
vants who  have  taken  up  direct  seUing 
to  supplement  their  incomes.  And  the 
massive  sales  rallies  that  direct  sellers 
use  to  motivate  the  troops  "ling  bells  of 
Tiananmen  Squai*e  and  make  [the  gov- 
ernment] nervous  about  the  possible  po- 
htical  aspirations  of  direct  sellei-s,"  says 
a  Tuppenvare  spokesperson. 

The  shaken  American  companies  ai"e 
pinning  theii"  hopes  on  a  promised  meet- 
ing with  Wu  Yi,  the  state  counselor  re- 
sponsible for  trade  and  foreign  invest- 
ment. Richard  N.  Holwill,  Amway's 
director  for  international  affairs,  says 
U.  S.  controversy  about  Amw^ay's  multi- 
level selling  methods  are  not  bothering 
the  Chinese.  "We  have  been  told  that 
they  have  no  problems  with  Amway," 
he  says.  For  its  pail,  Avon  plans  to  ar- 
gue that  its  business  is  economically 
beneficial  for  China  and  its  people  and 
that  it  has  a  long  Mstoiy  of  ethical  busi- 
ness practices. 

They  are  certain  to  get  help  from 
the  Administration.  But  they  may  not 
need  to  press  too  hai'd:  With  20  milhon 
Chinese  on  theii-  side,  the  ban  on  di- 
rect selling  will  be  a  hard  sell  indeed. 

By  Dexter  Roberta  in  Unanqi,  Chitm, 
with  Kathleen  Kerwin  in  Detroit  and 
bureau  reports 
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MOVIES 


YIKES!  MONSTERS,  METEORS,  AND 
MANAGEMENT  SHAKEUPS 

Studios  are  pruning,  and  this  summer's  blockbuster  crop  is  down 


In  Deep  Impact,  the  Para- 
mount disaster  epic  that 
will  kick  off  the  summer 
movie  season  on  May  8,  a 
kUler  meteor  lands  in  the  At- 
lantic. Back  in  Hollywood, 
there  are  even  more  terrifv'- 
ing  forces  bearing  down: 
management  shake-ups  at 
two  major  studios  and  cut- 
backs neai'ly  evei'j'where.  At 
Warner  Bros.  Inc.,  two  exec- 
utives have  been  fired,  and  a 
raft  of  films  have  been  "in- 
definitely" postponed  be- 
cause— hoiToi-s — they  cost  too 
much.  At  Universal  Pictiu'es, 
where  four  execs  hit  the 
road,  pai'ent  Seagi'am  Co.  put 
forth  the  novel  idea  that  a 
movie  might  do  better  at  the 
box  office  if  it  were  mai'keted 
like,  say,  a  bottle  of  Chivas. 
At  Sony,  Price  Waterhouse 
has  spent  a  year  quietly  as- 
sessing ways  it  could  stream- 
hne  management. 

The  result:  With  the  ap- 
proach of  the  all-important 
summer  season — which  has 
been  a  bloodbath  in  recent 
yeai's,  as  big-budget  films  an- 
nihilated one  another  and 
crowded  out  smaller-  flicks — 
some  un-Holly^\•ood-like  mod- 
eration appeal's  to  be  creeping 
in.  Overall,  the  majors— in- 
cluding mcm/i'a — are  releas- 
ing 40  films  this  summer,  20% 
fewer  than  last  year  While 
the  industiy  is  still  swinging 
for  the  fences  with  event  films 
such  as  Sony's  Godzilla  and 
Walt  Disney  Co.'s  Armaged- 
don, fewer  movies  with  $100 
million-plus  budgets  are  go- 
ing ahead.  And,  to  save  mon- 
ey for  potential  blockbusters, 
studios  ai'e  greenhghting  few- 
er moderate  budget  films,  too — those 
coming  in  at  .$;iO  million  to  .$50  million. 

These  cutbacks  could  be  key  as  movie- 
makers stinggle  to  make  a  profit  on  a 
modest  5%  gi-owth  in  box-office  r-eceipts. 
Indeed,  if  you  factor  out  the  megabit  Ti- 
fanic,  the  box-office  sales  would  be  flat, 


This  Summer,  Less  Is  More? 


STUDIO 

1997 

RELEASE 
1998 

BIG  FILM                BIG  FILM  BUDGET 

MILLIONS 

PARAMOUNT 

8 

4 

DEEP  IMPACT 

$  90 

SONY* 

10 

6 

GODZILLA 

100 

UNIVERSAL* 

4 

4 

VIRUS 

85 

WARNER  BROS.* 

9 

7 

LETHAL  WEAPON  IV 

125 

WALT  DISNEY* 

7 

6 

ARMAGEDDON 

120 

FOX 

6 

9 

THE  X-FILES  MOVIE 

70 

TOTAL 

44 

36 

'Release  number  does  not  include  small-budget  film  companies  owned  by  studios  that  operate 
independently. 

DATA:  EXHIBITOR  REWTIONS,  COMPANY  INFORMATION,  AND  BW  ESTIMATES 


despite  the  higher  prices  for  tickets. 

Are  studio  heads,  who  last  year  ap- 
proved projects  that  boosted  the  aver- 
age cost  of  making  and  marketing  a 
movie  by  27%,  to  $75.6  milhon,  finally 
drawing  the  line?  "That's  giving  us  a 
lot  more  credit  for  collective  thinking 


than  we  desei-ve,"  says  Joe  Roth,  st 
chairman  at  Disney. 

Indeed,  spending  is  still  rampar 
some  quarters.  Mel  Gibson  stand 
make  $50  million  for  coming  back  t 
Lethal  Weapon  /T'  this  summer  Anc 
mai'keting  and  production  costs  of 
Armageddon  and  Godzilla  approach 
million.  ,^ 
But  the  fu-st  signs  of  industry) 
sciousness-raising  are  t' 
Wanier  Bros,  is  halting 
big-budget  films,  Super 
Lives  with  Nicolas  Cage  I 
Am    Legend   vdth  As 
Schwarzenegger  And  at| 
still  smaiting  despite  the  | 
ey    flowing    in    from  | 
Cameron's  $200  million  1% 
several   departments  | 
been  overhauled  to  cut 
duction  costs.  Another 
my  move:  a  new  centra 
tal-effects  unit.  "Other 
we  might  have  gone 
with  a  fllm  like  Supe 
that  might  not  have 
ready,"  admits  Wanier 
ChauTnan  Bob  Daly.  "Ni 
yeai".  Not  with  the  costs 
things  have  gotten  up  t 
RUNAWAYS.  A  combinal 
timing,  management 
hauls,  and  just  plain  lucl 
also  cut  down  the  nu: 
films  that  wiU  be  releasi 
summer  Sony,  which  b: 
in  new  managers  two 
ago,  was  able  to  get  o: 
movies  up  for  this  s 
but  they're  banking 
biggies:  Godzilla  and 
Banderas  in  The  Mi 
Zorro. 

The  management  s! 
at  Universal  left  it  wi 
big-budget  film  of  its 
though  it  has  a  half 
in  DreamWorks'  highl; 
pated  Small  Soldiers 
Univei"sal  will  distribui 
a  yeai'  with  such  bud 
aways  as  Titanic  and 
Fox  isn't  spending  mi 
$70  million  on  either  oj 
summer  films:  The 
Movie  and  Z>r.  Dooli 
ring  Eddie  Mui-phy. 
With  fewer  specia' 
extravaganzas,  films  such  as 
Works'  Saving  Private  Ryan, 
Spielberg-Tom  Hanks  Worid  Wi 
ry,  and  Disney's  Hanison  Ford 
comedy  6  Days,  7  Nights  should 
better  at  the  box  office,  with 
to  themselves.  Another  break:  Tj 
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News:  Analysis  &  Commentary 


be  a  month  between  the  two  major  ani- 
mated films,  Warner's  The  Quest  for 
Canielot  and  Disney's  Mulan,  about  a 
young  Chinese  girl  who  goes  to  wai*  in 
place  of  her  ailing  father. 
PASSING  FAD?  Theater  ownei's,  already 
feeling  an  earaings  pinch,  aren't  happy 
about  this  summer's  schedule.  Some  ai"e 
praying  for  another  sleeper  like  last 
yeai-'s  TIte  Full  Monty,  a  small  British 


film  with  big  box-office  appeal.  "You've 
got  to  hope  that  some  of  the  little  films 
out  there  find  a  home,"  says  Tony  Reed, 
senior  vice-president  for  film  buying  at 
CaiTnike  Theaters. 

Will  this  season's  cost-consciousness 
prove  to  be  another  fleeting  fad  in  the 
film  capital?  Warner  says  it's  serious 
about  change,  and  Disney's  Roth  says 
the  studio  will  stick  with  a  schedule  of  15 


to  20  films  a  year,  about  half  its  pr< 
tion  in  1996.  It's  a  trend,  he  says, 
will  catch  on  elsewhere.  "This  reallj 
business  with  lousy  mai'gins,  and  a  ] 
folks  are  starting  to  wonder  just 
much  of  a  market  there  is  out  ther 
all  of  the  product  that  we  are  mak 
That's  a  script  that  will  play  on 
Street  at  least. 

By  Ronald  Grover  in  Los  Av 


MEDIA 


CROWDED 
IN  TOON  TOWN 

Everybody's  going  into  kids'  TV 
-and  revenues  will  show  it 

The  launch  was  pure  Disney.  Fol- 
lowed closely  by  a  marching  band, 
Mickey,  Minnie,  and  Goofy  traipsed 
through  a  Burbank  (Calif.)  airplane 
hangar  crammed  with  kids  and  parents. 
The  Apr.  18  hoopla  was  to  celebrate  the 
start  of  the  Toon  Disney  cable-TV  net- 
work. At  the  stroke  of  noon,  Mickey, 
dressed  for  his  role  in  The  Sorcerer's 
Apprentice,  sent  a  stream  of  electronic 
sparks  into  the  sky. 

The  allusion  to  the  famous  FcDdasia 
sequence — in  which  Mickey  unwittingly 
creates  hundreds  of  brooms — may  tum 
out  to  be  a  bit  too  apt.  The  number  of 
cable  channels  chasing  kid  viewers  is 
multiplying,  while  TV  networks  are  also 
working  harder  to  attract  little  eyeballs. 
By  this  summer,  both  Walt  Disney  Co. 
and  Fox  will  expand  offerings  to  kids. 
On  Api\  28,  Nickelodeon  and  Children's 
Television  Woi'kshop  imveiled  plans  for  a 
new  educational  channel  for  kids  called 
NOOOIN,  and  the  four-year-old  upn  net- 
work will  begin  airing  12  hours  a  week 
of  Disney-produced  cartoons. 

That  adds  up  to  a  lot  of  big  players 
chasing  the  39  million  viewers  aged  2  to 
11.  And  it's  changing  the  dynamics  of 
the  $994  million  kids'  TV  market.  Ad 
rates,  which  posted  double-digit  in- 
creases for  yeai's, 
are  likely  to  fall 
as  advertisers 


start  buying  time  for 
the  season  beginning  in 
August.  "There  are  a 
lot  of  players  jumping 
in  this  pool,  and  a  lot 
of  water  is  going  to 
splash  out,"  says  Jon 
Mandel,  media  buyer 
for  such  advertisers  as 
Ki-aft,  Mars,  and  Has- 
bro. "Rates  are  going 
to  come  down." 

Some  of  that  tough 
talk  is  doubtless  a  ne- 
gotiating posture:  For  months,  adver- 
tisers and  broadcasters  have  been 
locked  in  talks  ovei-  the  "up-front"  mar- 
ket, in  which  an  estimated  60%  of  ads 
for  the  coming  season  are  sold.  But  the 
gloomy  predictions  do  suggest  a  new 
reality  for  kids'  tv. 

PEE  WEE  RERUNS.  Consider  the  Fox 
Family  Channel,  which  vrill  launch  this 
August  with  11  of  its  24  hours  dedicat- 
ed to  such  chDdren's  fare  as  Pee  Wee's 
Playhouse  reiims.  Advertisers  are  say- 
ing they  anticipate  audiences  of  roughly 
200,000  Idds,  about  half  what  Fox  has 
projected,  in  part  because  the  market 
just  isn't  growing.  "We're  counting  on 
taking  share  fi'om  other  people,"  says 
Rick  Sirvaitis,  president  of  the  Fox 
channel's  ad  sales  unit.  The  big  targets: 
top-rated  Nickelodeon  and  the  Cartoon 
Netwoi'k. 

In  fact,  even  Nickelodeon  is  feeling 
the  heat.  It  ciUTently  gets  about  a  third 
of  all  spending  on  advertising 
aimed  at  kids,  and  it  snares 
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AD  SPENDING  ON  CHILDRENS 
TELEVISION  PROGRAMS 
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57%  of  the  kids' 
ence  with  such  sj 
as  Riigrats,  The  ^ 
World  of  Alex  II 
and  Kablam!  Bi 
stay  ahead,  it's  pl( 
$350  million  into 
animation  studio  ii 
bank  and  more  oi 
progi-amming.  "Tl 
has  been  raised 
ly  high,"  says 
elodeon  Presiclent 
Scannell. 
So  why  are  Disney,  Fox,  ani'j 
trying  to  vault  in?  They  are  res^'vi 
shelf  space  for  their  bulging  lihr 
of  caitoons  in  anticipation  of  the  ' 
TV  era,  which  will  increase  the  ii , 
of  channels  and  add  to  the  choice  iu 
have.  "The  bigger  companies  ha^  r 
gi'amming  that  they  intend  to  jji 
says  Charles  H.  Rivkin,  presi( 
Jim  Henson  Co.,  which  is  talkini. 
ble  operators  about  launching  a  lai : 
with  old  Muppet  fare.  ' 

But  the  crush  of  new  progi';  - 
may  be  driving  ad  rates  down 
now,  high  audience  ratings  don't 
lead  to  high  revenue.  Take  the  ( 
Network.  The  Flint-stones,  Eatm 
Scoohy  Doo  are  making  its  ratuii. 
But  that  doesn't  impress  ad  buy 
del.  "These  days,  we  have  plentyii 
er  buys  we  can  make,"  he  sa\ 
could  take  a  lot  of  the  fun  out  oK 
By  Ronald  Grover  in  Los 
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Managing  Your  Euro  Evolution 

Introduction  of  the  European  single  currency  will  reduce  risk  and  simplify 
business  transactions.  But  the  transition  will  be  a  challenge. 

Bank  of  America  is  ready.  Our  integrated  global  banking  system  and 
worldwide  presence  make  us  one  of  the  only  major  banks  with  a  proven, 
superior  payments  platform  already  in  place.  Which  means  your  payments 
and  liquidity  management  can  run  smoothly  and  effectively. 

As  a  global  bank,  we  deliver  the  cash  management,  treasury,  and 
capital  raising  capabilities  your  business  will  require  through  the  transition  - 
and  beyond. 

That's  power  in  motion.  That's  Bank  of  America  in  motion. 
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HP  Vectra  VL  with  Windows  NT  starting  at  V. 309' 
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The  HP  Vectra  with  Windows  NT*  Workstation  oFFers  a  superior 


W^JM  HEWLETT® 
WC/iM  PACKARD 


Expanding  Possibilities 


desktop  management  solution  by  providing  remote  management, 
troubleshooting  tools  and  more.  Armed  with  HPTopTools  running 
on  Windows  NT,  your  department  can  instantly  track  where  your 
company's  PCs  are,  which  soFtware  is  installed  and  whose 
machines  are  in  need  oF  immediate  attention  —  whether  those 
PCs  are  From  diFFerent  suppliers,  in  separate  buildings  or  in 
altogether  diFFerent  cities.  In  addition,  the  aFFordable  HP  Vectra 
with  Windows  NT  oFFers  reliability,  scalability,  security  and, 
oF  course,  perFormance.  What  else  would  you  expect  From  the 
Fastest  growing'  PC  supplier?  Managing  your  PCs  just  got  easier. 
So  remain  seated  and  visit  us  at  www.hp.com/go/vectra/wnt. 
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SOCIAL  ISSUES 

MAN  AND  WOMAN 
AT  HARVARD 

The  B-school  fumbles 
an  embarrassing  probe 

Harvard  business  school  prides  it- 
self on  being  a  place  where  stu- 
dents use  case  studies  to  tackle 
real-life  business  problems.  But  this 
April,  the  play-acting  became  real  when 
six  male  students  were  disciplined  for 
offensive  behavior  toward  women  in 
the  classroom. 

What's  striking  is  not  only  the  be- 
havior— which,  as  first  detailed  in  Inc. 
Online,  included  the  exchange  of  sexu- 
ally offensive  and  explicit  notes  and 
comments — but  how  HBS  handled  it. 
Several  students  complained  to  fellow 
students  and  faculty  during  the  1996- 
97  year,  but  a  formal  probe  was  not 
launched  until  1998,  owing  in  part  to 
lack  of  claiity  in  disciplinaiy  procediu'es. 
"We  could  have  taken  action  more 
quickly,"  admits  Kim  B.  Clark,  dean  of 
the  business  school.  "We  clearly  did  not 
articulate  the  standards  we  expect." 
Some  students  say  the  behavior  is  no 


surprise.  Harvard  has 
long  taken  heat  on 
women's  issues.  At 
HBS,  women  make 
uj)  just  24%  of  the 
class  of  1998  and 
28%  of  the  class 
of  1999,  vs.  38% 
at  Columbia  Busi- 
ness School  and 
32%-  at  North- 
western Universi- 
ty's Kellogg  School 
of  Management. 
And  some  say  that 
sexist  traditions  are 
passed  on  to  incoming 
students  at  hbs.  A  male  student  in  the 
80-student  section  where  the  incidents 
occurred  says  the  pattern  of  behavior 
was  set  when  HBS  students  fi'om  the 
previous  year  taught  them  about  tradi- 
tions such  as  "top  10"  lists  and  sugges- 
tive cheers  and  notes.  Says  one  full  pro- 
fessor: "The  problem  has  been  festering 
for  years."  Other  students  say  the  envi- 
ronment is  healthy  and  students  should 
police  themselves. 

With  sexual  harassment  such  a  criti- 
cal issue  in  Corporate  America,  what's 
most  surprising  is  how  little  attention 
the  situation  got  at  a  school  that  sees  it- 
self as  being  in  the  vanguard  of  man- 
agement issues.  "You're  planting  a  bad 


CULTURE  WA] 
Students  blam 
an  ongoing 
tradition  of 
using  deroga 
tory  terms  tc 
describe 
women 

seed  if  harj 
ment  is  being 
erated,"  says  Y 
ra  Hartman,  h! 
of  DePaul  Universfi 
Institute  for  Businesi 
Professional  Ethics.  "MBAs  aren't  i 
from  stepping  out  of  the  classroom  j 
the  boardroom." 

Some  good  may  come  from  ai  jj 
Harvard's  dirty  laundry.  Incoming  i 
dents  now  must  attend  a  class  to  dis| 
sexual  harassment.  HBS  has  alsol 
worked  its  disciplinary  process.  | 
both  student  officers  and  faculty! 
get  training  in  gender-related  isi* 
"Those  things  will  not  happen  in|! 
HBS  of  the  future,"  says  Andre\lf 
Nunemaker,  president  of  hbs's  sti| 
association.  Wliat  is  sad  is  that  itf 
pened  at  all. 

By  Jennifer  Reingold  in  Bostor. 
Nadav  En'oar  in  New  York 


CITIES 


HOORAY 
FOR  HARLEM 

Will  a  megamall  reverse  urban 
decay  in  Upper  Manhattan? 

Just  off  125th  Sti'eet  in  Harlem,  the 
Soul  Saving  Station  church  offers 
spiritual  renewal.  Across  the  street, 
a  block-long  lot,  nearly  vacant,  promises 
salvation  of  the  economic  variety. 

Within  weeks,  workers  will  break 
ground  here  for  Hai-lem  usa,  a  $65  mil- 
lion, glass-walled  retail  and  entertain- 
ment center.  Two  yeare  after  announcing 
their  fii'st  tenant — a  Disney  Store — de- 
veloper have  leases  fi'om  Gap,  Old  Nav>', 
Cineplex  Odeon,  and  others  to  nearly  fill 
the  place,  enough  to  win  constioiction  fi- 
nancing, set  to  close  May  1,  fi'om  a  grouj) 
led  by  Chase  Manhattan  Bank. 

The  deal  "has  given  us  license  to 
dream,"  says  Deborah  C.  Wright,  presi- 
dent of  the  Upper  Manhattan  Empower- 
ment Zone,  a  federal-state-city  initiative 
that  will  kick  in  $11  million  in  loans.  In- 


deed, before  Harlem  usa  opens  in  late 
1999,  constniction  should  begin  a  block 
away  on  another  retail  complex  planned 
by  Forest  City  Ratner  and  a  develop- 
ment arm  of  the  powerful  Abyssinian 
Baptist  Church.  Bulldozers  ah-eady  ai"e 
leveling  ground  at  125th  Street's  east 
end  for  a  long-delayed  Pathmark  super- 
mai'ket.  Opposite  that,  Jeny  I.  Speyer  of 
Tislunan-Speyer  Properties  has  proposed 
a  400,000-square-foot  mall. 

The  comeback  on  Harlem's  main  drag 


is  a  critical  test  for  inner-city  co 
ties  nationally,  and  many  experts 
timistic.  "Tliis  is  going  to  usher  in  a, 
of  lu'ban  retailing,"  says  Anne  S.  Hi 
dii'ector  of  reseai'ch  at  the  Initiative 
Competitive  Inner  City,  who  seti 
lions  of  dollars  of  pent-up  cons 
spending  in  such  communities. 

Even  given  Upper  Manhattan's 
lion  in  disposable  income,  though,  it] 
ing  a  rich  dose  of  government  ino 
and  low-interest  loans  to  sptu'k  d 
ment.  The  prospective  payi 
"pebble-in-the-pond  pheno; 
says  Housing  and  Urban  D(| 
ment  Secretary  Andrew  C 
Retailers  create  jobs  and  luij 
(lie-class  residents,  gradua 
proving  the  tax  base  and  c 
stability.  Yet  many  wonder 
125th  Street's  renaissance 
feet  more  than  a  few  block] 
nr  south.  For  now,  Harlem 
lei-s  from  19%  unemployme: 
35%'  poverty  rate.  Vitality 
quire  better  schools  and 
and  sustained  strength  i| 
York's  economy.  Haiiem  is 
it's  not  yet  healthy. 

By  Keith  H.  Hamm< 
New  York 
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UITE  OF  SUITS 
{ MICROSOFT 

RE  DO  YOU  WANT  TO  GO 

r — ^to  court?  In  early  May, 
ustice  Dept.  and  about  a 
1  states  are  expected  to 
ew  antitmst  suits  against 
)soft,  say  soui'ces  close  to 
jrobes.  Justice  and  the 
s  would  file  separate 
but  all  will  be  based  on 
;  mapped  out  in  the  fed- 
.ction.  The  suits  are  like- 
seek  bans  that  will  keep 
isoft  from  requiiing  PC 
"s  to  install  its  "desktop" 
!  first  screen  seen  when 
turn  on  theii"  machines, 
l  ilts  also  may  require  Mi- 
t  to  offer  a  browser-free 
n  of  the  to-be-released 
)ws  98  and  seek  some 
on  the  changes  Mi- 
:  can  make  to  Sun  Mi- 

I  SIGNER  STOCK 


i',  lays,  the  arcana  of  chip- 
ei  1  software  doesn't  get 
\i  attention.  But  on  Apr.  28, 
i\  sys  squeaked  past  earn- 
i  stiinates.  Investors  took 
)'i  Synopsys  stock  jumped 
)'  :o41.  Faster  revenue 
0  and  bigger  margins 
n  it  an  attractive  invest- 
e  pportunity,"  says  Gold- 
3  3chs  analyst  Laura 
ir  aro.  The  $500  million 
(j!  ny's  fortunes  may  be  a 
brighter  days  for  chip- 
Industry  growth  may 
ifrom  8?4  this  year  to 
1999,  says  Dataquest. 


iiiiiif* 
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crosystems'  Java  software,  a 
potential  thi-eat  to  Windows. 

BOEING'S  717: 
READY  TO  TAKE  OFF 

NOT  TO  WORRY.  BOEINC  PRESI- 

dent  Harry  Stonecipher  has 
reassured  aircraft  leasing 
companies  and  airlines,  which 
had  been  holding  off  orders 
for  the  100-seat  717  passen- 
ger jet.  They  wanted  to  be 
sure  that  the  company,  which 
has  had  production  problems 
with  bigger  planes,  will  actu- 
ally build  717s,  which  have 
lower  profit  margins.  On  Apr. 
21,  Stonecipher  announced 
plans  to  build  up  to  ten  717s  a 
month  at  a  fonner  McDonnell 
Douglas  facility  in  Long 
Beach,  Calif.  So  far,  the  jet- 
maker  only  has  oi'ders  for  50 
planes,  but  insidei's  say  more 
amiouncements  are  imininent. 


IS  CENDANT  ON 
THE  ASCENDANT? 

IN  MID-APRIL,  CENDANT  CEO 

Heray  SilveiTnan  was  zapped 
by  bad  news.  Allegations  of 
accounting  irregularities,  re- 
stated earnings,  and  a  man- 
agement shakeup  sent  Cen- 
dant's  stock  down  47%.  Now 
Silverman  may  be  starting 
his  comeback.  On  Apr.  28, 
Cendant  trading  was  the 
heaviest  on  the  Big  Board, 
and  the  price  rose  9%,  to  24. 
Tlie  reason:  Investors  like  the 
news  that  Cendant,  which 
runs  a  direct  marketing  and 
franchise  operation,  closed  its 
$1.3  billion  deal  for  a  British 
parking  lot  company.  Silver- 
man also  said  first-quarter 
earnings,  to  be  reported  May 
5,  should  meet  Wall  Street's 
expectations  of  25?  a  share. 

SMOOTH  SAILING 
FOR  VIACOM   

HAS  VIACOM'S  SHIP  FINALLY 
come  in?  On  Apr  29,  it  posted 
gains  in  fii-st-quaiter  cash  flow, 
revenue,  and  pretax  earnings, 


HEADLINER:  BENNETT  LEBOW 


CIGAREHE  (INDUSTRY)  BREAK 


Leave  it  to  maverick  Ben- 
nett LeBow  to  blow 
smoke  in  the  faces  of  oth- 
er tobacco  execs.  The 
chairman  and  ceo 
of  Brooke  Group, 
parent  of 
Liggett  Group, 
has  pledged 
that  the  tiny 
cigarette  maker 
will  cooperate 
with  the  Justice 
Dept.'s  criminal 
probe  of  the  industry.  The 
pact  with  Justice  provides 
no  immunity. 

The  Liggett  pact  guar- 
antees access  to  company 
records  and  employees.  In 
its  probe.  Justice  is  look- 
ing into  whether  tobacco 
companies  broke  the 
law — either  by  perjuring 
themselves  before  Con- 


gress regarding  the  health 
consequences  of  smoking 
cigarettes  or  by  illegally 
manipulating  the  level 
of  nicotine.  Says  a 
Justice  official: 
"This  sends  a 
message  to  oth- 
er tobacco 
companies  that 
we  are  taking  it 
seriously." 
In  March,  1996, 
LeBow  broke  ranks 
with  the  industry  by 
agreeing  to  settle  some 
civil  suits  and  cooperate 
with  state  attorneys  gen- 
eral pursuing  damage 
claims.  Liggett  has  since 
reached  settlements  with 
41  states,  and  LeBow  him- 
self has  testified  about  the 
addictiveness  of  nicotine. 

By  Gail  DeGeorge 


surpassing  Wall  Street's  ex- 
pectations. A  big  boost  came 
from  Titanic,  a  joint  produc- 
tion of  Viacom's  Paramount 
movie  studio  and  Twentieth 
Centiuy  Fox.  Even  better,  the 
earnings  report  indicated  a 
tiuTiai-ound  at  Blockbuster.  In 
the  quarter,  the  movie  rental 
unit's  same-store  revenue  was 
up  10%,  its  cash  flow,  up  6%, 
and  total  sales  rose  by  13%-,  to 
$930  million.  Tlie  chain  is  ben- 
efiting from  new  distiibution 
deals  with  studios  that  reduce 
the  cost  of  videos  and  stock 
Blockbuster  stores  with  more 
copies  of  cuirent  releases. 

SOCIAL  SECURITY 
LOOKS  MORE  SECURE 

the  strong  economy  IS  Giv- 
ing Social  Security  more 
breathing  room.  On  Apr.  28, 
the  national  retirement  sys- 
tem's tinstees  said  that  the 
fund  would  remain  in  the 
black  until  2032 — thi'ee  years 
latei'  than  the  actuaries'  pre- 


vious predictions.  President 
Clinton,  who  cautioned  that 
he  still  wants  budget  suiplus- 
es  applied  to  a  Social  Secmity 
fix,  hailed  the  report.  The 
news  wasn't  as  well-received 
ovei'  at  the  Cato  Institute,  a 
libertarian  tWnk  tank.  Houi's 
before  the  figures  were  un- 
veiled, Cato  had  issued  a  re- 
lease that  predicted:  "It  is 
likely  that  this  report  will  in- 
dicate that  Social  Security  is 
going  broke  more  quickly."  A 
red-f^aced  flack  at  the  think 
tank  says  the  forecast  was 
based  on  a  nmior — one  tiling 
from  wliich  Wasliington  never 
suffers  a  deficit. 

ET  CETERA . . . 

s  CompUSA  earnings  tum- 
bled 22%  in  the  wake  of 
falling  PC  prices. 
■  AOL  is  going  to  invest  $14 
million  into  Boston-based 
Family  Education  Network, 
n  Merrill  Lynch  says  it's 
looking  to  buy  a  $5  billion 
European  private  bank. 
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Give  us  a  few  more  days  and  Global  Priority  Mail"  can  save  you  up  to  70%  over  FedEx  and  UPS  on  deliveries  to  33  countr 
Great  news  for  everyone.  Well,  almost  everyone.  To  find  out  more,  call  or  visit  us  on  ttie  web. 
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I  "S  JUST  GEniNG 
i'ORSE  IN  ASIA 

si  le  bad  news  flows  in,  a  turnaround  seems  further  off 


I 


e  pessimists  are  wondering  if 
ley  got  it  wi'ong  on  Asia.  Maybe 
ley  weren't  gloomy  enough. 
.Just  in  the  last  week  of  April, 
•s  had  to  deal  with  one  bad  piece 
news  after  another.  Korea's  la- 
ife  intensified.  Indonesian  stu- 
epped  up  theii"  rioting,  and  signs 
to  new  problems  for  the  Inter- 
I  Monetary  Fund  bailout.  New 
?gested  China's 
was  slowing, 
apan's  latest 
s    package — 
'  almost  better 
ask.  It  just 
the  Nikkei 
irther  If  Asia 
deteriorating, 


that  the  re- 
i rebound  in  a 
two.  A  recov- 


ASIA'S  ROCKY 
MARKETS 

CHANGE  IN  STOCK  MARKET  INDEXES 
3/2/98-4/29/98 


KOREA  COMPOSITE 

-27.3% 

KUALA  LUMPUR  COMPOSITE 

-16.5 

NIKKEI  225 

-10.8 

HANG  SENG 

-7.5 

JAKARTA  COMPOSITE 

-6.2 

ery  may  instead  be  three  to  five  years 
away.  That  bodes  ill  for  the  markets, 
wliich  ai'e  swooning  again  (table).  Worse, 
it  bodes  ill  for  the  millions  of  Asians 
who  may  join  the  ranks  of  the  jobless. 

Earlier  tliis  yeai-,  hope  was  rising  that 
the  worst  was  over.  Optimists  pointed  to 
the  positive  steps  being  taken.  Thailand 
was  restincturing  its  ti'oubled  financial 
sector.  China's  leaders  had  vowed  not  to 
devalue  the  national 
currency.  Korea's  new 
government  was  push- 
ing through  laws  to 
open  up  the  closed  in- 
dustrial system.  Even 
Indonesia's  Suharto 
seemed  ready  to  take 
liis  medicine  by  sign- 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


was  emergmg  m 
which  the  region 
would  tackle  its  bank- 


KOREA  PROTEST 


Joblessness  is 
at  a  12-year  high, 
md  the  chaebol 
laven't  even  started 
aiajor  layoffs 

ing  mess  fast,  allow 
widespread  corporate 
restmctiuing,  and  tiuTi 
crisis  into  opportunity. 

Instead,  after  the 
relative  calm  of  the 
last  tliree  months,  the 
full  force  of  the  eco- 
nomic stomi  is  stalling 
io  be  felt.  Consiunption 
is  plummeting.  As 
countries  compete  with 
each  other  to  ship 
goods  to  the  west,  ex- 
port prices  are  drop- 
jjing.  Unemployment  is 
rising.  No  one  is  sure 
which  bank  will  next 
need  a  baUout,  whether  in  Japan,  Korea, 
Indonesia,  or  Malaysia.  Businesses  and 
banks  have  a  new  fear,  too:  that  the 
U.  S.  will  hike  interest  rates.  An  in- 
crease would  undercut  fi^agile  stock  mar- 
kets and  make  it  more  difficult  for 
stretched  borrowers  to  repay  loans. 
DISAPPEARING  DREAMS.  It's  hard  to  find 
enough  good  news  to  restore  confidence. 
Even  China,  so  far  largely  imscathed  by 
the  crisis,  is  showing  weakness,  vrith 
first-cjuarter  gross  domestic  product 
gTowth  at  a  slower-than-expected  7.2% 
annual  rate.  That's  down  from  8.2%  a 
year  earlier — and  China  needs  8% 
gi'owth  to  keej)  unemployment  from  lis- 
ing.  Hit  by  a  cyclical  dowitmn  as  well  as 
the  fallout  fi'om  a  massive  restiTJctuiing 
of  state  enteiijrises,  China's  economy  is 
Ukely  to  decelerate  fiuther  "In  tenns  of 
gTOwth,  it's  hard  to  be  optimistic,"  says 
Morgan  Stanley  Hong  Kong-based  econ- 
omist Andy  Xie.  A  slowdown!  in  China 
will  affect  Hong  Kong,  which  is  already 
dealing  with  an  evaporation  of  retail  sales 
and  a  soft  property  sector. 

In  Korea,  President  Kim  Dae  Jung's 
grand  dreams  of  flramatic  reform  are 
disappearing.  Korea's  industrial  produc- 
tion dropped  10%<  in  March,  its  third 
consecutive  monthly  drop,  and  whole- 
sale and  retail  sales  fell  by  the  same 
amount.  Big  gains  in  export  volumes 
were  offset  by  a  30%  erosion  in  export 
prices  duiing  the  fii'st  three  months  of 
the  year.  The  6.5%'  unemployment  rate 
is  at  a  12-year  high.  And  that's  before 
the  chaebol,  the  sprawling  business 
gi'oups  that  dominate  the  economy,  have 
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even  started  major  layoffs.  "We've  just 
had  layoffs  at  small-  and  medium-size 
companies,"  says  Choi  Young  II,  a  re- 
searcher at  the  Korea  Labor  Institute. 
The  cun-ency  has  strengthened  recently, 
but  watch  out:  The  won  is  trading  at  a 
13%  discount  to  its  cuiTent  rate  in  the 
one-year  for-ward  market. 

Koi-ea's  problems  pale  next  to  those 
of  Indonesia,  where  a  third  agi'eement 
with  the  International  Monetary  Fund 
is  in  danger  of  coming  unstuck,  less 
than  a  month  after  it  was  signed  by 
Trade  Minister  Mohamad  "Bob"  Hasan, 
a  confidante  of  President  Suharto.  The 
IMF  contends  that  pivotal  clove  and 
palm  oil  monopolies,  which  Hasan 
pledged  to  dismantle,  continue  in  slight- 
ly disguised  forms.  The  standoff  means 
that  the  IMF  may  not  disburse  any 
more  fimds  from  its  promised  $43  bil- 
lion rescue  package.  With  Hasan  in- 
sisting on  Apr.  28  that  Indonesia  would 
appeal  a  World  Ti'ade  Organization  rul- 
ing against  its  Timor  car,  a  political 
project  run  by  Suharto's  son  Hutomo 
Mandala  Putra,  tensions  between  In- 
donesia, its  trading  partners,  and  the 
IMF  have  risen  further. 

Meanwhile,  demonstrations  occm-  dai- 
ly in  Indonesian  cities.  Protesters  are 
now  using  Molotov  cocktails.  They  dis- 
play a  boldness  that  would  have  been 
unthinkable  even  six  months  ago,  biUTi- 
ing  effigies  of  the  once  revered  Suhaito 
and  calling  for  his  resignation. 
FLEEING  JAPAN.  No  one  is  rioting  in 
Japan,  and  to  outward  appearances  the 
island  nation  remains  prosperous.  But 
Japan  is  now  officially  in  recession  after 
a  second  consecutive  quarter  of  eco- 
nomic contraction,  and  its  wealcness  is  a 
fai'  gi'eater  tlu'eat  to  the  global  economy. 
Japan's  jobless  rate  took  one  of  its 
biggest-ever  jumps  in  March,  to  a 
record  S.9%  fi-om  3.6%  in  Febraaiy,  and 
shows  no  signs  of  j^ealdng.  Bankixiptcies 
are  also  at  all-time  highs. 

Retail  sales  fell  14.5%.  in  March,  the 
sharpest  slump  on  record.  Hitachi  Ltd. 
just  took  a  loss  of  nearly  $1  billion  to 
restnictiu-e  its  chip  business  and  finance 
its  underfunded  pen.sion  plan.  Some  an- 
alysts are  looking  for  the  yen  to  di'op  to 
140  to  150  to  the  dollar  by  midyear  as 
capital  flees  Japan  in  search  of  higher 
returns  abroad.  Giles  Ockenden,  a 
Tokyo-based  equity  strategist  for  Jar- 
dine  Fleming  Securities  Ltd.,  sees  the 
Nikkei  declining  to  12,000,  from  about 
15,400  now.  Ten  months  after  the  crisis 
started,  it  seems  that  Asia  is  entering  a 
second  stage  of  turbulence. 

By  Mark  L.  Clifford,  ivith  Joyce  Bar- 
iiathaH  hi  Hony  Kong,  Micliael  Sliari  in 
Jakarta,  and  Moon  Ihlwan  in  Seoul 


INDONESIA 


CARMAKERS 

ARE  HiniNG  THE  WALL 

Only  a  lucky  few  may  be  left  standing  when  the  crisis  is  ove 

$2  billion  group  must  rep; 
reschedule  $200  inillion  in  off 
loans  this  year,  and  its  main 
Mitsubishi  Motors  Coip.,  is 
on  a  ftill  year  of  unsold  invei 
A  brutal  auto  shakeout  al 
is  imder  way.  Indonesia's  No. 
sembler,  Indomobil,  has  temi 
ily  shut  its  Suzuki  and  A 
plants  as  it  tries  to  clear  ; 
ventory  of  40,000  cars.  Even 
tui'es  of  President  Suliaito's  I 
are  crumbling.  Timor  Putr; 
sional,  the  "national  car"  pn 
run  by  his  youngest  son.  Hi 
Mandala  Putra,  has  been  shat 
leaving  15,000  Kia  Sephia 
on  the  lot.  So,  too,  has  a  cai 
tm-e  by  son  Bambang  Trihati 
with  Hyimdai  Group,  while  ^ 
to  half-brother  Probosutedjt 
his  stake  in  a  stalled  Gener; 
tors  Corp.  plant. 
IMF  WOES.  Making  matters 
is  Indonesia's  floiuideiing  attei 
restnictiu'e  some  $70  billion 
vate  debt  with  foreign  bank.^ 
feai's  that  a  $43  billion  Inten 
al  Monetaiy  Fund  rescue  w 
ravel  have  kept  Jakarta  fro 
ceiving  $3  billion  in  trade- 
guarantees  pledged  by  Sing' 
the  U.  S.,  and  Japan.  Auto  it 
are  bracing  for  two  or  thi'e 
ugly  years.  "It's  as  if  we'v 
wall,"  says  Teddy  Rachmat, 
dent-dii-ector  of  Astra  Intern 
When  the  economy  do 
prove,  Astra  expects  to  be 
the  few  survivors.  As  assembler 
en  brands,  including  Toyota  and  i 
Kijang  mini  van,  Astra  has  55% 
donesia's  car  market.  So  far,  it  h 
off  less  than  10%  of  its  car  w 
But  it  sold  only  100  Corollas  in 
and  Toyota  won't  let  Astra  expo 
tra  has  been  closing  its  Kijan 
for  days  at  a  time  to  cut  costs, 
cai"  sales  ai'e  bad  news  for  paren 
Group:  It  must  repay  35%  of  i 
billion  in  offshore  debt  by  yeare 
Indonesia  once  thought  '98  w 
the  yeai"  its  auto  industiy  would 
Instead,  it's  a  nightmai'e  that  wo 

By  Michael  Sliari  in  Jaka 
Emily  Thornton  in  Tokyo 


Its  been  a  lifelong  STRUGGLING 
vSr^is'tt™;  Teddy  Rachmat's 

not  to  let  Indonesia's  Astra  Is  laying  off 

deepening  economic  cri-  workers.  His  par- 
sis  shatter  it.  Ever  since  ^ 
he  started  making  fab-        "       rri  -n- 

rics  with  a  single  hand  repay  $1.7  billion 

loom  in  a  storefront  35  in  offshore  debt, 
yeai's  ago,  Sinivasan  has 
methodically  built  his  Texmaco  Group 
into  an  industrial  power  that  makes 
eveiything  from  machine  tools  to  auto 
parts.  The  ci'owning  moment  comes  in 
September,  when  Texmaco  plans  to  roll 
out  its  fu'st  tnick,  the  7.5-ton  Perkasa. 
"Tlie  best  time  to  liit  is  when  the  morale 
of  oui"  competitors  is  weak,"  declai'es  op- 
erations director  H.  N.  Subba  Rao. 

Brave  talk.  But  Sinivasan's  tioick  op- 
eration will  be  lucky  to  survive  1998. 
Car  sales  in  Indonesia  are  projected  to 
plummet  75%-  this  yeai;  to  just  100.000 
units.  Even  keeping  plants  mnning  is 
tough,  since  auto  makers  can't  get  fi- 
nancing to  import  key  parts.  Texmaco 's 
plight  appears  particularly  giim:  The 
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OUR  SOFTWARE  IS  PULLING  TOGETHER  THE 
BIGGEST  SINGLE  SPORTING  EVENT  IN  HISTORY. 


The  1998  World  Cup  Soccer  Tournament 
is  one  of  the  largest  media  events  of 
all  time,  with  a  cumulative  television 
audience  of  billions.  Not  to  mention  2.5 
million  spectators,  12,000  volunteers  and 
12,000  media  representatives.  They'll  all 
need  up-to-the  minute  information  about 
everything  from  results  to  schedules  to 
tickets.  Like  any  business,  the  World  Cup 
also  has  accounting,  human  resources, 
security  and  e-commerce  needs.  And 
Sybase  software  is  behind  it  all. 

With  a  Web  site  (www.france98.com) 
that  may  be  the  most  visited  in  history, 
capable  of  handling  more  than  100  million 
hits  a  day  and  providing  everything  from 
statistics  to  souvenir  sales.  So  if  we  can 
do  all  that,  surely  we  can  keep  your  com- 
pany's information  systems  in  top  shape. 

To  learn  more  about  the  technology 
used  to  make  the  World  Cup  a  success, 
and  to  find  out  about  our  World  Cup 
Information  Anywhere  Enterprise  Solu- 
tions tour,  visit  www.sybase.com/events 
or  call  1-800-8-SYBASE  (Ref.  CPBU). 
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BUYBAGK  FEVER 
HITS  EUROPE 

Continental  companies  are  snapping  up  their  shares 

Shareholder  meetings  may  not  be 
the  most  exciting  rites  of  spring. 
But  as  the  meeting  season  gets 
under  way,  European  investors  can  ex- 
pect a  special  fiisson.  In  hotel  ballrooms 
across  the  Continent,  ceos  will  propose 
buying  back  some  of  their  companies' 
shares,  often  for  the  fii'st  time  ever. 

In  the  U.  S.,  buybacks  are  taken 
for  gTanted.  In  Eiu'ope,  they  repre- 
sent a  milestone  on  the  road  to 
Anglo-Saxon-style  capitalism. 
Buybacks  can  boost  per- 
share  earnings  and  stock 
prices,    lower  capital 
costs,  and  signal  that 
managers    have  in- 
vestors' interests  in 
mind.  Until  recently, 
such  considerations 
didn't  loom  large  in 
CEOs'  minds.  Now, 
as  an  equity  culture 
takes  hold   on  the 
Continent,  blue-chip 
companies  are  lobby- 
ing   for  legislative 
changes  to  make  bu.\'- 
backs  easier.  "For  Conti- 
nental Eiu'ope,  this  is  quite 
staggering,"  says  Matthew 
Norris,  a  Credit  Suisse  First 
Boston  analyst  in  London. 
PLENTY  OF  CASH.  Germany  is  likely  to 
legalize  buybacks  in  July,  and  France 
and  the  Netherlands  are  expected  by 
yearend  to  relax  tax  rules  that  limit 
their   use.   But   even   before  these 
changes  take  effect,  dozens  of  companies 
say  they'll  ask  shai'eholders  to  approve 
buybacks  over  the  next   12  to  18 
months.  Investment  bankers  figure  the 
value  of  buybacks  in  Britain  and  the 
Continent  could  more  than  double  this 
year,  to  $30  billion,  and  reach  $50  billion 
in  1999.  The  cash  inflow  could  further 
bolster  bourses  already  energized  by 
next  year's  scheduled  laimch  of  the  eiu-o. 

European  corporations  have  plenty 
of  dough  for  buybacks.  Downsizings  and 
restractuiings  have  left  them  with  more 
cash  than  they've  had  since  1986.  Of 
391  companies  screened  by  Morgan 
Stanley  Dean  Witter  &  Co.,  27%  had  a 


tal  by  reducing  the  number  of  shais 
outstanding  and  issuing  bonds.  Ml 
Dietrich  Kley,  CFO  of  Geirnan  chemifi 
maker  base,  notes  that  "in  compaiisonib 
DuPont  and  Dow  Chemical,  our  equ\ 
ratio  is  just  too  high."  So  base  on  IVi 
19  will  propose  buying  10%  of  its  ( 
million  shares  and  lowering  its  eqii 
from  49%.  of  assets  to  40%. 
A  PATTERN.  Two  other  German  chei 
cal  makers,  Schering  and  sgl  Carbi 
also  are  seeking  shareholder  appro' 
for  buybacks.  The  overcapitalized  F 
ropean  oil  industry  is  another  seci: 
ripe  for  repurchases.  In  the  U. 
Exxon  Corp.  buys  5%  of  its  shai 
every  year,  and  analysts  expect  t 
same  pattern  to  emerge  acrct 
the    Atlantic.    France's  1 
Aquitaine  plans  to  buy  back 
much  as  $422  million  worth 
shares  in   1998,  and  Ro} 
Dutch/Shell  Group  has  be 
lobbying  the  Dutch  governmt 
to  eliminate  its  punitive  t 
treatment  on  repurchases.  Li 
the  U.  S.,  Britain  already  ta> 
shareholder  profits  from  buybai 
at  favorable  capital-gains  rates.  'I 
measure  likely  to  pass  in  Gei-ma 
will  exempt  buyback  proceeds  fri 
taxes  on  shareholdings  of  more  tli 
six  months. 

Even  in  Britain,  where  consolidati' 
restructm'ing,  and  the  shareholder  v 
ture  are  all  more  advanced  than  on  t 


Dozens  of  companies  in  France 
Germany,  and  the  Netherlands 
have  announced  repurchase  plans 


net  cash  balance.  Sweden's  Volvo,  for 
instance,  has  $2.2  billion  on  its  balance 
sheet  and  is  lobbying  for  changes  in  tax 
laws  to  let  it  do  buybacks  in  1999. 

Companies  used  to  invest  spare  cash 
conservatively  or  plow  it  into  acquisi- 
tions. But  many  takeovers  went  sour. 
Now,  competitive  pressures  and  de- 
manding investors  are 
forcing  treasiu-ers  to  pay 
attention  to  returns  on 
capital.  Low  European 
short-term  interest  rates, 
now  around  3.5%,  make 
it  difficult  to  eam  much 
on  cash.  But  long-term 
rates  are  lower  than 
they've  been  in  a  gener- 
ation, making  it  cheap 
for  corpoi'ations  to  sell 
debt.  Companies  can 
shrink  their  cost  of  capi- 


REPURCHASE  PLANS 
ARE  BOOMING 
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A  BILLIONS  OF  DOLLARS 

DATA:  IFR  SECURITIES  DATA  CO. 
CREDIT  SUISSE  FIRST  BOSTON 


Continent,  the  elimination  of  withholdi 
taxes  on  dividends  and  other  distril 
tions  in  April,  1999,  could  fuither  enl 
en  the  buyback  scene.  British  com]- 
nies  announced  or  authomed  $8.3  billi 
worth  of  repmx'hases  in  1997,  and  Cr' 
it  Suisse  First  Boston  expects  them 
reach  $22  billion  in  '98.  wpp  Group  V] 
the  advertising  gia- 
will  repurchase  abi 
$83   million  worth 
shares  this  year,  a 
plans  to  buy  an  ad  - 
tional  2%  to  3%.  of 
equity  annually.  Wass 
GEC,  and  Airtours  m 
return  cash  to  shai 
holders.  It's  no  wonc 
annual  meetings  will  : 
so  exciting  this  year 
By  Joan  War)' 
in  Frankfi 
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The  new  Mita  Digital  Copier/Printer. 
(PC  is  optional.) 

As  a  stand-alone  copier  it's  in  a  class  by  itself,  making  up  to  99  copies  from  a  single  scan. 
And  as  a  600  dpi  network  printer,  it  lets  you  produce  sorted,  stapled,  finished  documents 
right  from  your  desktop.  So  while  the  computer  may  be  optional,  the  Ai3030  is  anything  but. 
For  more  information  call  I -800-ABC-MITA  or  visit  www.mita.com. 


mita 


International  Business 


EUROPE 


FINALLY,  EUROPEANS 
ARE  STORMING  THE  NET 

The  region  looks  like  the  next  great  cyberspace  growth  market 


It's  8:58  p.m.,  and  from  Berlin  to  Mu- 
nich to  tiny  Black  Forest  hamlets, 
German  Internauts  are  booting  up 
their  pes.  Their  chat  rooms  have  been 
practically  deserted  until  now.  But  after 
the  two  minutes  it  takes  to  make  mo- 
dem connections,  they  will  be  as  hvely 
as  Bavarian  beer  halls.  "There's  a 
tremendous  surge  of  online  activity  at 
nine  o'clock  in  Germany,"  says  -Jack 
Davies,  president  of  .vn.  International. 
Why  so?  It's  at  9  p.m.  that  German 
phone  rates  drop  by  half. 

Europeans,  long  cyberspace  holdouts, 
are  rushing  onto  the  Net.  It  started 
with  companies,  from  GeiTnan  auto  gi- 
ants to  banks  in  the  City  of  London, 
that  are  wiring  together  customers  and 
suppliers  in  networks.  With  appetites 
whetted,  employees  are  subscribing  in 
increasing  numbers  to  online  senices, 
which  are  huiTjing  to  come  up  with  of- 
feiings  in  Eiu'opean  languages.  Net  sub- 
scriptions in  Europe  ai-e  gi'owing  at  30% 
annually,  even  though  high  rates  push 
up  the  average  outlay  to  S75  a  month — 
triple  a  U.  S.  rate  that  allows  unhmited 
Internet  access  on  free  local  lines. 
Eui'ope,  in  short,  looks  like  the  next 


gi-owth  mai-ket  for  cybei-space.  If  dereg- 
ulation cuts  prices,  as  expected,  cheaper 
phones — or  cable  or  sateUite  connections 
that  cii'cumvent  phones — should  draw 
consumers  online.  The  most  dramatic 
gi'owth  is  likely  to  be  in  company-to- 
company  electronic  commerce.  Foirester 
Research,  a  U.  S.  technology'  reseai-cher 
with  a  imit  in  Amsterdam,  predicts  that 
online  business  of  .$1.2  billion  this  yeai' 
will  be  worth  .$64.4  billion  by  2001. 
"There's  incredible  pent-up  demand," 
says  James  Richai'dson,  president  of  Cis- 
co Systems  Inc.'s  European  operations. 

Internet  companies  are  nashing  into 
the  frav.  Partnered  with  GeiTnan  media 


giant  Bertelsmann  sins 
1995,   AOL   is  takiif 
on    giants  Deutsc; 
Telekom   and  Fran; 
Telecom.    When  A', 
purchased  CompuSer ; 
Inc.    in    February,  ; 
nearly  doubled  its  E- 
ropean  base,  to  2  n 
Uon.  In  the  race  to  w  : 
the  Continent  for  t 
Net,  outfits  such  as  C 
CO  and  Lucent  Techno 
gies  are  battling  Franc 
Alcatel  and  German 
Siemens.  WTiat's  more, 
Europe's  businesses  invi 
some  $125  billion  to  p 
pare  computers  for 
euro,  they're  also  puttif 
the  businesses  online,  f  i 
Casa  Gancia,  a  150-ye 
old  Italian  winemaker,  : 
Internet  replaces  ann 
communications  traffic 
35,000  faxes  and  lettt 
between  its  offices,  wa 
houses,  and  agents.  It  - 
now  extending  the  netwi 
to  60  countries. 

SKIP  A  STAGE.  In  both  home  and  bii- 
ness  applications,  analysts  estimate,  It- 
rope  is  about  four  yeai-s  behind  the  US. 
in  cyberspace.  In  Gemiany,  France,  ;ri 
Britain,  bai-ely  a  fifth  of  homes  have  is. 
wiiile  in  the  L'.  S.,  the  figure  is  neasr 
half.  Internet  usage  is  still  just  79cv. 
Germany,  67c  in  Britain,  and  2''7 
France,  compai'ed  with  25%  in  the  L  ■ 
But  Eui'ope  could  catch  up  fast.  It  ny 
not  have  to  follow  the  U.  S.  thi-oug  a 
step-by-step  evolution  of  chips  ;d 
modems,  for  instance.  Instead,  Europeif 
can  buy  theii"  way  into  the  state  of  it 
art.  "To  some  extent,  Europeans  ili 
move  faster  because  they  don't  hav(b 
go  through  the  pioneer  stage,"  sjf 
William  A.  Etlierington,  general  marj^- 
er  of  IBM's  Eiu'ope  di\ision. 

In  fact,  many  Europeans  may  ji 
the  PC  stage  and  jump  to  the 
through  alternative  devices.  Ale  < 
wowed  the  crowd  at  Gennanv's  C) 


Cyber-Europe's  Takeoff 


T 


USERS 


Online  subscribers  are 
expected  to  grow  from 
7%  of  Europe's  popu- 
lation this  year  to  13% 
in  2001.  Growth  could 
quicken  if  telephone 
deregulation  takes  hold. 


ELECTRONIC 
COMMERCE 


PROVIDERS 


Online  business, 
wholesale  and  retail,  is 
expected  to  leap  from 
$1.2  billion  to  $64.4 
billion  over  the  next 
three  years. 


Bertelsmann/AOL  ha^ 
invested  $350  miliic 
to  take  on  giants  sut 
as  Deutsche  Telekon^ 
and  France  Telecomi 

DATA:  FORRESTER  RESEARCH/BUSINESS  \i 
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After  : 
we  deliver  ! 
your  Year-2000  solutions  i 
and  your  Euro  solutions.. | 

in  record  time,  ] 


you'll  probably  want  us  to  build  your 

CRfTfCAl^ 

in  record  time! 


ij  nputer  show  last  March  with  a  tele- 
3ne  equipped  with  a  screen  and  built 
•  Web-surfing.  L.  M.  Ericsson  and 
:kia  Corp.  are  promoting  their  latest 
lular  phones  as  Web  machines. 
For  many  Europeans,  though,  the 
st  likely  path  to  the  Net  is  the  old 
ly.  British  Telecommunications  PLC, 
ich  has  teamed  up  with  Microsoft 
rp.'s  WebTV,  predicts  that  TV  access 
the  Internet  in  Britain  will  grow 
n  zero  now  to  3.5  million  subscribers 
bur  years.  That's  twice  the  number 
:urrent  Net  surfers  using  PCs.  Cable 
iVireless  Communications  PLC  has 
ked  up  with  U.  S.-based  Network 
nputer  Inc.,  an  Oracle  and  Netscape 
nmunications  affiliate,  foi-  its  autumn, 
8,  digital  TV  launch,  c&w  intends  to 
ir  TV-based  Internet  access  within 
next  12  months. 
;ti|i  Y  TO  WIRE.  Even  as  consumers  sort 
)Ugh  these  choices,  businesses  are 
!sing  ahead.  Multinationals  have  been 
TTig  online  for  the  past  five  yeai's.  In 
•11,  Amazon.com,  the  online  book- 
}r,  announced  that  it  would  purchase 
;e  European  companies — two  in 
ain,  one  in  GeiTnany — to  build  Eu- 
Ban  book  and  video  sales.  And  to 
pete  in  a  united  Eui-ope,  small  com- 
ies  have  to  catch  up.  Further,  many 
;hem  are  adopting  software  sys- 
;|  s — including  products  by  Oracle, 
n,  and  sap — that  virtually  thrust 
n  into  networks. 

ne  added  benefit  for  businesses: 
fre  the  first  beneficiaries  of  tele- 
refoi-m.  Tlu'oughout  the  Continent, 
competitors  are  tai'geting  business 
omers  with  discount  services.  Busi- 
es are  easier  to  wire  and  provide 
greater  traffic  than  the  unwieldy 
umer  market.  "You  get  to  business 
Dmers  with  a  much  smaller  invest- 
t,"  says  Aldo  Petei-son,  chief  execu- 
at  Telepartner,  a  Danish  company 
discounts  phone  sei-vices. 
le  trouble  for  consumers  is  that 
jj  i  many  foiTner  monopolies,  mcludmg 
n's  Telefonica,  are  lowering  long- 
ince  fares,  they're  compensating  by 
,j  11  ng  up  local  rates.  "There  has  to  be 
i^lffl  lance,"  says  Luis  Lopez  von  Damm, 
;  f  ij  of  Telefonica  InteiTiacional,  the  com- 
^  ''s  European  joint  venture  with 
ijl  dCom  Inc.  In  the  meantime,  prices 
ij  the  number  of  Net  surfers  in  some 
'\  tries. 

^..:!  iropeans  have  long  resisted  the  In- 
fljj'  it  as  a  phenomenon  of  limited  value, 
iji)^  as  they  warm  to  the  Net,  they're 
•S|  !  to  imprint  their  cultui-e — as  well 
eir  languages — on  cyberspace.  And 
time,  maybe  they  won't  have  to 
until  9  p.m.  to  switch  on. 
/  StepJien  Baker  in  Paris,  ivith 
Warner  in  Frankfurt  and  Heidi 
'Cy  in  London 


m 
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Sometime  before  July,  Finit  of  the 
Loom  Inc.  will  host  what's  likely 
to  be  its  last  shareholder  meeting 
on  U.S.  soil.  The  72-year-ol(l  T- 
shirt  maker  isn't  disappearing  into  the 
mergers-and-acquisition  boom.  Nor  is  it 
sinking  into  bankniptcy,  as  so  many  of 
the  leveraged  buyouts  of  the  1980s  did. 
Instead,  in  an  unusual  move,  William 
F.  Farley,  Fruit's  chief  executive  and 
largest  shareholder,  is  asking  stockhold- 
ers to  move  the  company's  domicile  to 
the  Cayman  Islands.  It  isn't  Shangri- 
la,  but  the  Caribbean  resort  may  be  the 
last  place  the  troubled  underwear  gi- 
ant can  forge  a  jjrosperous  future. 

Investors  seem  to  agi'ee.  Since  the 
transfer  was  announced.  Fruit's  shares 
have  risen  to  87  from  26.  Ciurent  bet- 
ting is  the  deal  will  pass  handily.  But 
shareholders,  who've  watched  the  stock 
ti'ead  water  since  1992,  flon't  appear  to 
be  counting  on  a  turnaround.  Instead, 
many  figure  the  move  increases  the 
chances  that  Frnit  wiU  be  snapped  up  by 


another  apparel  maker.  Donald  Yackt- 
man,  whose  asset  management  firm 
holds  2.9  million  shares,  says  that's  rea- 
son enough  to  vote  for  the  switch.  "Tliat 
makes  the  move  attractive,"  he  says. 
"ERRORS."  Indeed,  the  move  appears  to 
represent  an  extreme  effort  by  Farley, 
one  of  the  1980s'  most  prominent  lever- 
aged buyout  specialists,  to  boost  Fmit's 
long-stmggling  shares.  A  series  of  man- 
agement missteps  in  recent  «ft„u,,ni»ni« 
yeai-s  have  left  the  company  CORNUCOPIA 

in  pool-  shape  and  investors  The  Caymans'  lower 

irate.  "Most  (:e(.s  who  ac-        ^^^^  ^^^^^^  ^^^^ 
cumulate  the  number  or  er- 

rors  he  has  are  not  in  the  $100  million  a  year 
position  he's  in  now,"  says 
Yacktman.  But  with  the 
Caymans  deal,  Farley  has 
promised  to  get  the  compa- 
ny back  on  fii'mer  financial 
footing — though  a  close  look 
shows  Farley  personally 
may  be  the  biggest  winner. 
A  flamboyant,  charismat- 


FRUimLOOM 


FARLEY:  Dividends  will 
pay  him  millions  a  year 

ic  dealmaker,  Farley  fir 
rose  to  prominence  in  tl 
1980s  when  he  built  a  mil 
empii-e  of  apparel  compani 
with  $4.5  billion  in  del 
most  of  it  junk-bond  finai 
ing  from  Drexel  Burnha 
Lambert  Inc.  In  his  heyds 
he  controlled  both  Fi-uit  Ij 
the  Loom  and  West  Poii 
Pepperell  Inc.  A  fitness  n 
who  starts  business  me( 
ings  with  aerobics,  Farl 
once  appeai-ed  in  Fruit 
ads  doing  sit-ups  in  a  ta 
top.  He  even  briefly  cons 
ered  ranning  for  Preside) 
r.ut  by  1991,  with  his  e 
pire  collapsing,  he  bar( 
-laved  off  liquidation. 

Farley  managed  to  ha 
on  to  Fruit,  but  in  rece 
years,  the  company  and 
shareholders — unlike  F; 
ley  himself — have  suffer 
mightily.  Farley  soon 
quired  a  string  of  smal| 
apparel  firms,  and  in 
process.  Fruit's  debt  grj 
to  $1.2  billion.  Farley  air 
to  more  than  double 
company's  revenues,  to  I 
billion,    but    the  higl 
leveraged  deals  never  p| 
off.  Some  lost  money, 
Farley  now  concedes  tl 
even   the  best  of  thl 
failed  to  provide  the 
pected  growth.  Their  legacy,  howeAl 
remains:  Debt  stands  at  a  high  SO^a 
capital,  and  Fruit  faces  a  lofty  $| 
million  in  average  annual  interest 
inents.  Yet  its  operating  cash  flow 
year  was  a  negative  $94.9  million. 

Fmit  meanwliile  has  been  plagaied 
operating  pi'oblems.  A  mismanaged! 
tempt  to  move  its  sewing  operatil 
overseas  cost  at  least  $60  million  in  f 
erating  profits  last  yij 
Poor  forecasting  sent  in\f 
tories  soaring  37%  in  11^ 
while  Wal-Mart  Stores  r 
and  Kmart  Corp.  have  c 
plained  about  poor  sei'vij. 

Worse  still,  the  one-t(! 
market  leader  was  cau 
with  its  pants  down  as 
signers  like  Calvin  K 
and  Tommy  Hilfiger 
turned  underwear  int 
high-fashion,  highly  p 
itable  niche.  The  res 
Wliile  rival  Hanes,  whic  [ 
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The  financial  markets  move 
at  a  dizzying  pace.  Now  you 
can  l<eep  up,  witli  tine  new 


U.S.  Robotics'  V.90  56K* 
standard  modem.  It  con- 
nects up  to  80%  faster 
tlian  otfier  28.8  modems, 
giving  you  quicl<er  access 
to  quotes,  charts  and  reports 
than  ever  before.  And  it's 
compatible  with  nine  of  the 
top  ten  Internet  providers 
and  over  1,400  more  around 
the  globe.  No  wonder  U.S. 
Robotics  is  the  world's  best 
selling  modem.  To  learn 
how  you  can  capitalize  on 
more  of  the  action,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56kcentral. 
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censes  production  for  Ralph  Laui'en  and 
others,  has  taken  over  the  top  spot, 
Finit's  market  share  has  declined.  And 
despite  two  restractuiings — Fi-uit  has 
taken  $800  million  in  special  chai'ges  and 
laid  off  16,355  U.  S.  workers  out  of  a  to- 
tal 29,112  since  1994— operating  results 
tumbled  to  a  $283  milhon  loss  in  1997. 
BUYOUT?  Even  Farley  concedes  a  Cay- 
mans move  is  unlikely  to  do  much  to 
solve  those  operating  problems.  To  tack- 
le them,  he's  brought  in  a  new  slate  of 
experienced  managers  over  the  past 
eight  months.  And  if  the  savings  from 
moving  manufacturing  overseas  finally 
kick  in  over  the  next  yeai;  P'ai'ley  says 
FiTiit  will  ti-im  at  least  $200  mil- 
hon in  annual  costs. 

So  why  go  to 
the  trouble  of 
moving  the  com- 
pany to  the  Cay- 
mans? Farley  ar- 
gues that  the  main 
reason  for  the  deal 
is  to  trim  the  cor- 
porate   tax  I'ate 
from  28%  to  11%. 
He  estimates  the 
lower  rate  will  ulti- 
mately save  around 
$100  million  a  year, 
freeing  cash  to  help 
pay  down  the  debt.  "Tlie 
concept  itself  is  temfic,' 
Farley  says.  "Brilhant." 

But  a  review  of  Finit's 
Securities   &  Exchange 
Commission  filings  and  in- 
terviews with  more  than  a 
dozen  former  and  current 
high-level  executives  show 
that  the  Caymans  proposal 
offers  much  more  than  a 
simple  corporate  tax  break. 
It  also  provides  Farley  a 
hefty  personal  tax  break — 
one  which  other  investors 
won't  share — even  as  it  in- 
creases the  income  he  re- 
ceives from  Fruit. 

Though  Farley  holds  just 
7  million  shares — 10%  of  the 
company — he  conti'ols  a  30%-  voting 
stake  today.  That's  because  some  82%  of 
Farley's  holdings  are  class  B  shares 
worth  five  votes  each.  According  to  the 
registration  Fruit  filed  with  the  SEC 
about  the  Caymans  move,  if  Farley 
were  to  swap  his  Fruit  stake  on  the 
open  market  for  a  comparable  stake  in 
the  company  once  it  is  based  in  the 
Cayman  Islands,  he  would  face  a  large 
capital-gains  bill  from  Uncle  Sam. 
"A  substantial  amount  of  [Farley's  B 
shares]  would  have  to  be  sold ...  to 


pay  the  tax,"  the  document  continues. 

Of  coui'se,  that  is  exactly  the  swap 
some  other  shareholders  are  being 
asked  to  make,  and  imder  Internal  Rev- 
enue Service  rules  they  will  have  to 
pay  capital-gains  taxes  on  the  transac- 
tion. But  since  such  a  trade  could  jeop- 
ardize Farley's  control  over  Fmit,  the 
filing  says  the  Cayman  move  is  stinc- 
tm-ed  so  that  Farley  can  avoid  paying 
taxes  and  maintain  his  voting  riglits. 

Moreover,  Fai'ley  will  be  given  con- 
trol over  how  his  new  stake  is  stmc- 
tui'ed.  His  cmTent  B  shai'es  viill  become 


prefeired  shares  in  a  Finit  subsidiaiy 
called  FTL-Delaware.  These  prefeiTed 
shai-es,  which  are  only  being  offered  to 
Farley,  will  pay  dividends — ^the  fii-st  Fi-uit 
shai'es  to  offer  di\idends  since  the  com- 
pany went  public  in  1987.  The  exchange 
rate  and  the  dividend  rate,  according  to 
the  filing,  will  be  set  by  Faiiey  20  days 
before  the  shareholder  vote — within 
guidelines  fixed  by  the  boai'd.  Finit  esti- 
mates those  di\idends  will  reach  at  least 
$5  million  a  year,  but  shareholders  say 
they  could  more  than  double  that. 
That's  not  all.  Farley  is  also  being 


offered  the  exclusive  right  to  buy  I 
shares  in  the  new  Cayman  company  a 
a  price  equal  to  the  pubhcly  traded  / 
shares.  These  new  B  shares  will  agaii 
have  extra  voting  rights,  preservinj 
Farley's  voting  power.  And  though  h 
will  pay  no  taxes  on  the  exchange  o 
shares,  the  company  is  expected  to  pa; 
aroimd  $10  million  in  corporate  taxe 
for  the  move.  The  IRS  and  the  SEC  ar 
looking  into  whether  the  deal  is  bette 
for  Farley  than  for  other  shareholders 
"It  certainly  benefits  Mr.  Farley,"  saj 
one  foiTner  Ti'easuiy  attorney  who  sp( 
cializes  in  offshore  corporations. 
Nor  do  the  benefits  end  there 
Finit  is  eventually  acquired.  Fa] 
ley's  tax  rate  could  I 
far  lower  than 
the  company  n 
mained  as  it 
today — leadin 
several  investo: 
and  former  exec 
tives  to  conclu( 
that  Farley's  re 
aim  in  moving  tl 
company  is  to  fij 
the  most  advant 
geous  way  of  cashing  o 
his  stake.  All  agi-ee  that  Fi-uit  of  t' 
Loom  will  be  a  more  attractive  acqi 
sition  target  once  located  in  the  Ca 
mans,  thanks  to  the  lower  tax  oblig 
tions.  Added  to  the  projected  gai 
from  trimming  manufacturing  cos 
the  company  could  generate  cash  fli 
of  $300  million  as  early  as  this  ye 
Farley  says  he  isn't  actively  loc 
ing  to  sell  the  company.  But  nu 
bers  like  those  have  convinced  W 
Street  a  deal  is  likely.  Analyst  D< 
nis  S.  Rosenberg  of  Credit  Suii 
Fii'st  Boston  says  two  good  ye; 
of  solid  peifoiTOance  and  free  a 
flow  of  at  least  $;300  miEion  co 
set  Fruit  up  nicely  for  a  ss 
Rumored  suitors  include  W 
naco  Group  Inc.,  which  si 
plies  Fiiiit  with  bras  and  ot. 
intimate  apparel,  and  VF 
maker  of  Vanity  Fail-  sleepweai*  and 
tivewear.  Both  declined  to  comment 
In  setting  up  the  Caymans  mc 
Fniit's  boai'd  of  du-ectoi-s  has  also  hel 
Faiiey  pay  off'  some  private  debts.  U 
last  November,  Leon  D.  Black,  the 
mer  Drexel  mergei-s-and-acquisitions  i 
cialist,  held  the  debt  of  privately  ow 
Faiiey  Inc.,  the  entity  through  wl 
Faiiey  owns  3.1  million  shai'es  of  claf  'j 
Fruit  stock.  Those  shares  backed]^ 
Black's  debt.  But  last  September,  Fa^ 
says  the  board  became  worried  1 
questions  might  aiise  over  control  of 
voting  lights  to  those  shares  once 


\N  e  see  data 


Two-thirds  of  the  Fortune  500  rely  on  Sprint's  vision  of  data 
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company  moved  to  the  Cajmian  Islands. 
So  two  months  later,  Farley  bought 
Black  out.  Wliere  did  he  get  the  money? 
According  to  Fmit's  1997  10-K,  fi-om  a 
$26  milhon  loan  guai-anteed  by  Fniit. 

It's  not  the  fii'st  time  the  company 
has  g-uai-anteed  a  Fai'ley  loan:  A  similar 
1994  pact  gtiaranteeing  a  $12  million 
Une  of  credit  was  widely  decried  as  self- 
dealing  by  institutional  investors.  But 
Farley  dismisses  his  critics.  "The  board 
approached  me  and  stiggested  that  it 
might  be  appropriate  to  buy  out  Leon," 
says  Farley.  Adds  Director  A.  Lorne 
Weil:  "If  the  board  didn't  consider  it 
appropriate,  we  wouldn't  have  done  it." 
LOADED  PROFITS.  The  loan  guarantee 
is  part  of  a  long,  very  public  debate 
over  Farley's  gains  from  Fruit.  In- 
vestors have  been  particularly  scathing 
in  their  criticism  of  his  1996  compensa- 
tion. Thanks  to  a  big  rise  in  operating 
earnings  in  1996,  he  received  $15  milHon 
in  salaiy,  bonus,  and  options.  But  then 
results  for  the  fh'st  two  quarters  of  the 
next  year  tanked.  The  culprit:  Fimit  had 
fi'ont-loaded  revenues  and  profits  in  late 
1996  for  goods  not  scheduled  for  deliv- 
ery until  the  following  spring.  Orders 
then  tumbled  in  the  spring  of  1997,  con- 
tribtiting  to  losses  for  the  year. 

Though  allowed  under  accounting 
niles,  the  events  caiL«;ed  an  uproai'  among 
investoi-s.  Several  lai-ge  shai"ehol(lei"s  say 
FiTiit  told  them  the  publicity  over  Far- 
ley's pay  proinpted  creditors,  including 
NationsBank  Coi-p.,  to  presstu-e  liim  to 
pay  down  his  lai'ge  pei-sonal  debt,  as  well 
as  that  of  other  companies  he  owned. 
NationsBank  refused  requests  for  con- 
fiiTnation.  Fai'ley  denies  being  pressiu'ed, 
but  several  major  investors  say  execu- 
tives told  them  that's  what  led  to  Fai"- 
ley's  sale  of  900,000  Fmit  shares  in  May 
and  Jime  last  yeai-.  Fai"ley  pocketed  $30.6 
million — and  then  riled  investor  again 
w'hen,  foiu-  weeks  later,  Fniit  annotinced 
a  ol7c  slide  in  second-quaiter  earnings. 

That  shai'eholders  will  put  that  his- 
toiy  aside  and  follow  Fai'ley  abroad  stu*- 
prises  some.  "If  you  saw^  Men  in  Black, 
they  had  that  little  dexice  that  flashed  a 
light  and  the  person's  memory  was 
erased,"  comments  a  consultant  for  a 
rival  apparel  maker.  "It's  like  Farley 
has  the  same  effect  on  Wall  Street." 
But  investors  say  they  haven't  forgot- 
ten. They  simply  see  the  Caymans 
deal — and  the  possibility  of  a  lucrative 
sale — as  the  best  exit  strategj'  for  a 
stock  that  has  gone  now^here.  "The  fi- 
nancial community  in  America  is  for- 
ward-looking," says  Faiiey.  "Not  for- 
giving necessaiHy,  bu'  fonvai'd-looking." 
Southw'ard-looldng,  at  any  rate. 

By  De'Ann  Weimer  in  Chicago 


STRATEGIES 


HOME  IMPROVEMENT 
AT  BLACK  &  DECKER 

It's  getting  back  in  the  groove,  and  Wall  Street  has  noticed 


As  Black  &  Decker  Coip.  Cliief  Ex- 
ecutive Nolan  D.  Ai'chibald  tells 
it,  the  timing  was  perfect.  In  eai'- 
ly  1998,  he  announced  plans  to 
unload  a  handful  of  underperforming 
and  peripheral  units.  After  nearly  a 
decade  of  managing  a  hodgepodge  of 
btisinesses.  Black  &  Decker  would  focus 
on  its  strengths:  power  tools  and  home- 
improvement  products.  The  businesses 
for  sale  had  been  improved,  and  a 
booming  market  made  it  a  gi'eat  mo- 
ment to  sell.  With  its  best  balance  sheet 
in  years,  the  company  could  absorb  the 
cost  of  the  makeover,  including  a  $900 
million  wiite-olf.  "It  all  came  together  at 
the  right  time,"  says  Archibald. 

Tliat  may  be  so,  but  the  ceo  appears 
to  have  had  plenty  of  other  motivation. 
Franklin  Mutual  Advisors,  mn  by  ac- 
tivist investor  Michael  Price,  began  ac- 
cumulating its  1.7  million  Black  &  Deck- 
er shares  in  late  1996.  Other  investors 
also  questioned  Archibald's  strategj^ 


ARCHIBALD:  Restocking  the  toolbox 
after  gears  of  managing  a  hodgepodg 


And  last  fall,  Albert  J.  "Chainsaw  A 
Dunlap,  chairman  of  rival  Sunbeai 
Coip.,  was  ramored  to  be  considering 
takeover. 

Whatever  the  cause,  investors  ai 
tluilled  that  Ai'diibald  is  moving  to  pi 
Black  &  Decker's  erratic  peribrman< 
behind  it.  After  years  of  trailing  tl 
market,  the  stock  is  up  19%,  to  $51 
share,  since  the  announcement.  Tl  I 
Towson  (Md.)  company  still  faces  i 
tense  competition,  but  the  new^  foci 
on  what  it  does  best  may  finally  positii 
it  for  solid  double-digit  eaiTiings  gi-owt 
"There's  a  lot  of  work  to  get  ther( 
notes  Laiuianji  C.  Kloppenbiu'g,  direct 
of  equity  research  at  Loomis,  Sayles 
Co.,  a  large  investor.  "But  now,  th 
can  actually  be  in  the  game  to  do  it.'^ 

For  shareholders,  even  such 
siu'ed  hope  has  been  a  long  time  co^l. 
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ing.  Through  much  of  the  1990s,  Black 
&  Decker's  perfoiTnance  has  been  dis- 
appointing. At  the  heait  of  its  problems 
was  the  1989  acquisition  of  Emhart 
Corp.  for  a  steep  S2.7  billion  in  cash. 
Archibald  argued  that  Emhait's  plumb- 
ing and  locks  businesses  fit  Black  & 
Decker's  home-improvement  customer 
base  and  the  retailers  it  ah-eady  sensed. 

Nevertheless,  half  of  Emhart 's  busi- 
nesses— including  a  golf-club-shaft  mak- 
er and  a  manufacturer  of  glassmaking 
equipment — ^just  didn't  fit.  Archibald  ' 
planned  to  sell  those,  but  after  the  ac-  I 
quisition,  a  global  recession  hit,  the  deal 

HOW  BLACK  &  DECKER 
IS  POWERING  UP 


1^  Selling  peripheral  and  underper- 
forming  businesses,  including  small 
household  appliances  and 
sports  equipment.  Total 
expected  proceeds:  More 
than  $500  million. 


unwanted  vestiges  of  Emhart,  and  a 
small-apphance  business.  That  should 
help  Black  &  Decker's  margins.  But  to 
gi'ow,  Ai'chibald  needs  innovative  prod- 
ucts and  strong  marketing.  Recent  hits 
include  the  VersaPak  system  of  inter- 
changeable batteries — usable  in  Black 
&  Decker's  consumer  cordless  power 
tools — and  DeWalt  professional  power 
tools. 

The  DeWalt  line,  launched  in  1992, 
has  been  a  tremendous  success,  gi'owing 
to  neai'ly  $1  biUion  in  sales  in  just  six 
years.  Combining  high-quaUty  products, 
bold  yellow-and-black  packaging,  ag- 


Streamlining  manufactur- 
ing, particularly  in  Europe. 
Eliminating  3,000  jobs  and 
shutting  down  four  plants 
should  generate  $100  million 
in  annual  cost  savings. 


market  dried  up,  and  Black  &  Decker 
was  forced  to  hold  on  to  a  number  of 
unwanted  businesses.  That  left  the  com- 
pany staggering  under  a  debt  load  that 
peaked  in  1990  at  billion.  Earnings 
quickly  went  into  a  tailspin,  and  the 
bottom  came  in  1992,  when  continuing 
operations  generated  a  .$95  million  loss. 
STUMBLES.  Eventually,  Archibald  sold 
several  revamped  businesses.  But  just 
as  results  were  ramping  up,  manufac- 
turing problems  caused  Black  &  Decker 
to  stumble  again.  The  upshot:  Operating 
income  has  risen  only  T'X  since  1990,  to 
$489  million  in  1997.  Sales  have  grouTi 
modestly,  to  $4.9  bilhon  last  year. 

Now,  Archibald  promises,  the  bad 
news  is  over.  Up  for  sale  are  the  last 


Rolling  out 
higher-margin  new 
products,  especially  in 
consumer  power  tools. 
Goal  is  to  get  as  much 
as  30%  of  sales  from 
new  products,  up 
from  20%  in  1997. 

gressive  promotion,  and  free  trials,  De- 
Walt  knocked  competitor  Makita  Coi-p. 
out  of  the  No.  1  position  in  the  U.  S.  in 
1995.  Pindential  Securities  Inc.  analyst 
Nicholas  P.  Heymann  says  such  success 
has  helped  make  Black  &  Decker  "the 
Michael  .Jordan  of  power  tools." 

To  defend  that  title,  Black  &  Decker 
has  cut  development  time  for  new  prod- 
ucts from  36  months  five  years  ago  to 
20  months  today.  It  is  also  on  a  drive 
for  manufacturing  efficiency.  Scheduled 
to  cut  $100  million  in  annual  costs,  the 
overhaul  will  consolidate  production  and 
close  four  plants  outside  the  U.  S. 
Archibald  says  this  will  help  hike  oper- 
ating margins  from  11%  to  13%  in  two 
years,  and  ultimately  to  15%. 


Even  with  a  histoiy  of  strong  new 
products  and  promising  manufacturing 
improvements.  Black  &  Decker  faces 
plenty  of  challenges.  The  consumer  pow- 
er-tool market  is  crowded  and  will  get 
even  tougher  if  the  economy  cools  and 
recent  strong  levels  of  homebuilding 
slow.  Consultants  Frost  &  Sulhvan  in 
Mountain  View,  Calif.,  figure  that 
slowdowTi  will  trim  the  cuirent  annual 
growth  of  4%  to  6%  in  electric  powei 
tools  to  a  more  moderate  3%  to  4%  in 
the  next  year  or  two. 
"SWARM"  TEAMS.  WTiile  overseas  mar- 
kets seem  promising,  Europe  is  likely  tc 
be  slower  going  than  the  U.  S.  At  home 
Black  &  Decker  sells  through  giants 
such  as  Lowe's  Cos.  and  Home  Depo' 
Inc.  In  Europe,  however,  retailing  ii 
fi-agmented.  To  boost  Eui'opean  demandT 
the  company  is  doublina 
its  number  of  "swarm'J 
teams,  which  \isit  con 
struction    sites  t( 
demonstrate  and  len< 
products  directly  t 
workers. 

Oddly  enough,  no  mat 
ter  what  happens  on  th 
operating  front,  Blac 
&  Decker's  earning 
will  get  a  guarantee 
boost  in  coming  year 
fi"om  the  fii^st  quaiter 
$900  million  chargi 
Most  will  go  t 
write  off  goodwi 
that's  still  on  th 
books  from  the  Emhail  deal.  (Goodwi 
is  the  difference  between  what  is  pa 
for  an  acquisition  and  the  book  value  i 
what  is  bought.)  Analysts  such  as  Me' 
rill  Lynch  &  Co.'s  .Jonathan  L.  GolS 
farb  say  Black  &  Decker  ovei-paid  fj 
Emhart.  Still,  the  company  says  th 
write-off  reflects  only  an  accountii 
change  preferred  by  its  outside  au( 
tors.  The  move  will  cut  amortizatii 
charges  by  about  .$;30  million  annual 
for  the  next  30  years,  almost  complet 
ly  offsetting  the  lost  income  fi'om  t 
businesses  being  sold. 

That  will  lift  the  heavy  shadow  t 
deal  has  long  cast  over  Black  &  Dec, 
er's  balance  sheet,  but  Ai-chibald  has 
long  way  to  go.  "There  is  still  soi 
skepticism  [about  the  company],"  sa 
Goldfarb.  Surprisingly,  one  w 
Archibald  plans  to  grow  is  throu 
more  acquisitions.  This  time,  howev 
he  promises  the  deals  will  be  sm 
product-line  pui'chases.  It's  a  more  c(|; 
sen'ative  approach  than  he  took  w 
Emhait,  and  probably  a  wise  one. 

By  Amy  Barrett  in  Towson,  M 
with  Gail  DeGeorge  in  Miami 


Where  would  you  like  that  delivered? 


■  We're  probably  not  the  first  state  to  promise 


you  the  moon.  But  we  are,  perhaps,  more  qualified 


than  most  to  follow  through  on  it.  Mississippi  has 


an  aggressively  pro-business  environment.  And, 


given  our  long-standing  tradition  of  cooperation 


between  business  and  government  leaders,  you'l 


have  the  opportunity  to  establish  relationships 


destined  to  last  long  after  the  negotiations.  ■  Call 


1-800-340-3323  to  hear  exactly  what  we  have  to 


offer.  Who  knows?  We  might  be  persuaded  to 


throw  in  the  stars,  as  well 


Mississippi.  We  can  do  that. 
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Information  Technology 


INTERNET 


THE  800-POUND 
GORILLA'S  NEW  TOY 

Microsoft's  new  video  software  is  coming  on  strong 


For  the  past  year  and  a  half,  there 
hasn't  been  much  to  cheer  about 
in  Building  9  on  Microsoft  Corp.'s 
campus  in  Redmond,  Wash.  That's 
where  engineers  labor  on  the  compa- 
ny's NetShow  streaming-media  technol- 
ogy— which  has  been  roundly  criticized 
for  producing  nearly  unwatchable  post- 
card-size videos  on  PC  screens.  "To  date, 
NetShow  has  been  a  no-show,"  says  an- 
alyst Gregory  Tapper  of  Giga  Infomia- 
tion  Group. 

That's  about  to  change.  On  May  4, 
Microsoft  plans  to  release  its  first  public 
test  version  of  NetShow  3 — in  advance 
of  a  formal  .June  launch.  People  who 
have  seen  the  new  technology,  used  to 
send  video  and  audio  clips  over  the 
Web,  say  NetShow  is  finally  ready  for 
prime  time.  It  has  improved  compres- 
sion, which  makes  video  clips  satisfy- 
ing even  on  a  28.8  kbps  modem.  And  its 
so-called  intelligent  streaming  technolo- 
gy adjusts  on-the-fly  to  changing  net- 
work conditions,  such  as  traffic  bottle- 
necks. "It  improves  the  quality  of  the 
video  dramatically,"  says  Mark  Cuban, 
CEO  of  AudioNet  Inc.,  a  leading  pro\ider 
of  live  video  and  audio  content  via  the 
Web  and  a  NetShow  user. 

Video  technology'  may  seem  arcane, 
but  Microsoft  sees  it  as  the  key  to 
crossing  the  chasm  between  the  PC 
world,  where  it  niles  with  its  Windows 
softwai'e,  and  the  much  lai'ger  TV  realm, 
where  it  barely  has  a  toehold.  Microsoft 
is  distributing  NetShow  with  its  Win- 
dows operating  system  free  of  chai-ge. 
Wide  acceptance  of  the  new  version  by 
Web  publishers  and  consumers  could 
drive  demand  for  its  Windows  NT 
servers,  WebTV  service  for  browsing 
the  Intemet  via  television,  and  its  new 
software  for  interactive  cable.  "In  the 
long  i-un,  the  Intemet  and  coiporate  in- 
tranets will  join  radio,  TV,  cable,  and 
satellite  as  a  major  broadcast  network 
for  entertainment  and  business  commu- 
nication," says  NetShow  product  man- 
ager Gary  Schare. 

Today  less  than  1%  of  Web  sites 
make  heavy  use  of  video.  But  Giga's 


Tapper  estimates  that  those  sites 
will  number  in  the  thousands  with- 
in two  years  and  will  be  tens  of 
thousands  a  couple  of  years  later. 
That's  largely  because  of  im- 
provements by  Microsoft  and 
video  technology  leader  Real- 
Networks Inc. — combined  with 
the  switchover  to  faster  56  kbps 
modems.  These  changes  make  the 
Web  more  appealing  to  businesses 
and  consumers  and  could  spawn  a  slew 
of  new  products,  services,  and  content 
worth  several  billion  dollars  over  the 
next  half  decade,  according  to  market 
researcher  Paul  Kagan  &  Associates. 
LIVE  COVERAGE.  Web  site  operators  and 
software  developers  already  are 
revving  up.  Media  giants  such  as  CNN, 
Fox,  and  msnbc  are  making  aggressive 
use  of  video  on  their  Web  sites.  Last 
summer,  CNN  transmitted  live  video 
over  the  Web  of  Princess  Diana's  fu- 
neral. ZDNet  News,  a  leading  technolo- 
gy news  site,  plans  to  offer  far  more 
video  over  the  coming  months.  Execu- 
tive Producer  Patrick  Houston  points 
to  Apr.  20  when  Microsoft  Chairman 
William  H.  Gates  III  was  embarrassed 
after  Windows  98  crashed  during  his 
demonstration  at  the  Comdex  comput- 
er industry  conference.  "You  can't  ex- 
press that  moment  any  better  than  in 
video,"  says  Houston.  And  in  the  busi- 
ness realm,  dozens  of  software  compa- 
nies are  building  progi'ams  for  video- 
based  training,  video  archiving,  and 
video  corpoi'ate  communications. 

Mici'osoft's  technology  is  fuially  up  to 
the  challenge.  It  includes  Microsoft  Me- 
dia Player,  software  for  receiving  video, 
audio,  and  other  multimedia  content 
over  PCS.  The  server-side  component 
makes  it  possible  to  deliver  quarter- 
screen  video  over  dial-up  modems — on 
up  to  high-quality,  full-screen  video  over 
cable-TV  networks.  And  a  high-end  prod- 
uct, Theater  Server,  is  designed  for  ho- 
tels and  airlines  that  want  to  deliver 
broadcast-quality  video  with  such  ser- 
vices as  city  guides  and  interactive 
shopping. 


FIRST,  MICROSOFT  BUYS 
INTO  THE  TECHNOLOGY... 

VDONET,  OCT.  6,  1996  Microsoft 
invests  $5  million  for  a  10%  stake 
in  VDOnet  of  Palo  Alto,  Calif.  The 
two  companies  share  their  video- 
conferencing technologies.  But 
Microsoft's  expected  entry  into 
video  streaming,  which 
allows  continuous  motion, 
slows  demand  as  cus- 
tomers wait  to  see  the 
giant's  technology.  Last 
fall,  VDOnet  was  forced 
to  cut  Its  staff  in  half. 


REALNETWORKS, 
JULY  21,  1997  Microsoft  invests  $1 
million  and  pays  another  $30  milli 
license  the  Seattle  company's  core: 
and  video-streaming  technologies.  ; 
remains  the  leader,  with  85%  marl: 
share,  but  is  forced  to  give  its  basil 
streaming  software  away  free  in  orcifn 
match  Microsoft's  giveaway  strategj! 

VXTREME,  AUG.  5,  1997  Microsof 
pays  $75  million  to  buy  the  Sunny 
(Calif.)  company  and  moves  its  op(  if^^ 
tions  to  Washington.  -VXtreme's  tec  \^ 
gy  forms  the  basis  for  NetShow  3.( 
first  version  of  Microsoft's  video  sti  .j^^, 
ing  that  analysts  are  taking  serious  p 


Microsoft's  pricing 
tactic  is  very 
familiar.  It's 
exactly  the 
approach 
Gates  used  to 
batter 
Netscape, 
the  early 
front-runner 
in  Web  browsers 


..THEN  GIVES  IT  AWAY 

!C  )FT  NETSHOW  3.0 

!C  y  in  Windows  NT  server  that 
r  n-demand  and  live  audio  and 

teiligent  streaming"  adjusts  to 
r;  onditions.  Price:  Free 

0  >FT  MEDIA  PLAYER 

01  oftware  that  receives  and  plays  a 
c  ty  of  content  streamed  across  the 
c  a  NetShow  server.  Price:  Free 

0  >FT  NETSHOW 
T  ;  SERVER 

tware  for  broadcast-quality  video 
V   networks  in  hotels  and  corpo- 
ic  ies.  Price:  To  be  announced 


Microsoft  didn't  get  here  by  hard 
work  alone.  The  software  giant  has  ei- 
ther bought  or  made  equity  investments 
in  most  of  the  top  video-streaming  play- 
ers in  a  bid  to  catch  up.  It  spent  $60 
million  on  an  equity-investment  and  h- 
-V     censing  deal  with  RealNetworks  and 
paid  $75  million  to  buy  vxtreme 
H^^L  Inc.  Earlier,  it  invested  $5  mil- 
lion  to  get  a  peek  at  technology 
leveloped  by  video  pioneer 
vDonet  Corp.  That  has  given 
Microsoft  access  to  technology 
that  it  combined  with  its  own 
software,  wliich  first  debuted 
in  December,  1995. 

It  also  has  given  trust- 
busters  cause  for  concern.  As 
part  of  a  wide-ranging  anti- 
trust probe,  the  Justice  Dept. 
is    investigating  Microsoft's 
video-streaming  moves.  Justice 
was  alarmed  that  Microsoft  might 
buy  its  way  into  dominance  of  Web 
video,  according  to  executives  of  rival 
companies  who  have  been  interviewed 
by  government  investigators. 

Of  particular  worry:  that  Microsoft's 
dominance  and  appetite  for  video- 
streaming  companies  would  poison  the 
field  for  startups.  "We  told  them  ven- 
ture capitalists  don't  like  to  invest 
where  Microsoft  has  its  foot  in  the 
door,"  says  James  Long,  chairman  of 
Starlight  Networks,  a  developer  of  busi- 
ness-video applications  based  in  Moun- 
tain View,  Calif.  Still,  Long  and  other 
execs  say  they  didn't  accuse  Microsoft  of 
playing  unfaii'ly.  And  Rob  Glaser,  ceo  of 
RealNetworks,  the  video-software  leader 
that  holds  an  85%  share  of  all  Web 
pages  that  use  streaming  media  vs.  Mi- 
crosoft's 5%  share,  says  he's  not  count- 
ing on  government  help  (page  64). 
"Even  if  Microsoft  prices  below  cost," 


says  Glaser,  "we  still  think  we  can  vdn." 

Pricing  is  Microsoft's  key  advantage 
in  its  attempt  to  catch  up  with  Real- 
Networks. Microsoft  bundles  the  Net- 
Show  player  and  server  for  free  with 
Windows  and  NT  server  software.  If  the 
tactic  sounds  familiar,  it  is.  That's  ex- 
actly the  approach  Microsoft  used  to 
batter  Netscape  Communications  Corp., 
the  early  leader  in  Web  browsers.  The 
result:  Microsoft  grabbed  a  40%  mar- 
ket share  in  two  years  and  forced 
Netscape  to  start  giving  away  its 
browser,  too.  The  analogies  between 
browser  and  video  softwai'e  "ai'e  hamit- 
ing.  This  happens  time  and  time  again," 
says  David  Limp,  vice-president  for 
marketing  at  Network  Computer  Inc., 
which  competes  vrith  Microsoft's  WebTV 
unit. 

But  there  are  some  key  differences. 
Most  significantly,  unlike  Netscape  and 
its  browser,  RealNetworks  poses  no  di- 
rect threat  to  Microsoft's  Wmdows  desk- 
top hegemony — so  there's  less  motiva- 
tion to  crush  it  outright.  Instead  of 
tai'geting  RealNetworks  as  pointedly  as 
it  did  Netscape,  Microsoft  can  instead 
overtake  it  in  time. 

SETTING  STANDARDS.  Indeed,  Microsoft 
is  trying  to  promote  the  entire  video 
industry.  Last  summer,  the  company 
proposed  the  so-called  Advanced 
Streaming  FoiTnat — a  de  facto  standard 
ultimately  supported  by  more  than  40 
other  companies,  including  RealNet- 
works. A  standard  was  needed  to  assure 
compatibility  between  the  major  stream- 
ing-media technologies.  But  it  also 
means  that  Microsoft  is  tiying  to  set 
up  its  own  technology  as  central,  giving 
it  an  advantage  in  comting  developers. 

In  new  mai'kets  such  as  video,  friends 
matter.  So  Microsoft  is  following  its  suc- 
cessful Windows  blueprint  by  diaunming 
up  support  from  developers  of  software 
progi"ams  and  tools.  Some  100  compa- 
nies learned  how  to  build  applications  on 
top  of  NetShow  3  at  a  Febiiiaiy  work- 
shop. For  Excalibui"  Technologies  Coip., 
which  is  developing  a  video-search  prod- 
uct, the  ubiquity  of  Windows  was  the 
deciding  factor  in  its  decision  to  forge  a 
major  relationship  with  Microsoft,  even 
though  it  is  collaborating  with  Real- 
Networks. "We  went  where  there's  a 
significant  market  opportunity,"  says 
Daniel  Agan,  vice-president  for  world- 
wide marketing.  Excahbur's  new  prod- 
uct. Screening  Room,  which  is  used  to 
search  and  archive  videos,  works  on  top 
of  NetShow. 

Right  now,  RealNetworks  is  the  pre- 
ferred video-technology  provider  for 
most  of  the  major  consumer  Web  sites. 
But  Microsoft  is  beginning  to  gain 
mindshare.  Over  the  next  couple  of 
years,  Paul  Kagan  &  Associates  expects 
it  to  captm'e  25%  of  the  video  server 


This  should  finally  put  an  end 
to  all  that  "less  is  more"  nonsense. 


Whose  Idea  ...  ^  ,  .  .le  'less  is  more"  business,  anyway^  Certainly  not  ours.  That  will  be  apparent  the  moment  yb, 
slip  into  the  supple  leather-tnmmed  seats  of  the  new  Lincoln  Town  Car.  Everything  you  look  for  in  a  luxury  car  is  the  , 
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t  ienew  Town  Car  from  Lincoln.  What  a  ii 


Information  Technology 


market.  "This  can  be  like  Pepsi  and 
Coke,  with  neither  one  totally  dominat- 
ing," says  analyst  Jae  Kim. 

Already,  populai-  media  sites  such  as 
Bloomberg  LP  and  CNN  Interactive 
have  decided  to  support  both  Mi- 
crosoft's and  RealNetworks'  technolo- 
gies, even  though  NetShow  is  not 
widely  used  by  consumers  yet.  They 
say  the  quahty  is  roughly  comparable. 


And  "there's  gi-eat  appeal  in  something 
that's  free,"  says  Jonathan  Fram,  gen- 
eral manager  for  Bloomberg's  Intemet 
Group.  At  CNN  Interactive,  which  next 
month  is  launching  a  video  site,  the 
decision  to  use  both  technologies  was  a 
strategic  one.  General  Manager  Mark 
Bernstein  says  he  wants  to  help  make 
sure  that  there  is  always  an  alternative 
to  Microsoft.  "We  don't  want  Microsoft 


to  dominate  the  Internet,"  he  says. 

Still,  he  won't  bet  against  the  soft^ 
ware  giant.  And  over  the  long  haul, 
even  cnn  might  find  it  cumbersome  to 
support  two  \ideo  foiTnats.  If  that's  the 
case,  the  technology'  that's  available 
nearly  everywhere,  and  for  free,  will 
have  the  advantage — and  Gates  may  be 
the  one  saying,  "Lights,  camera,  action." 

By  Steve  Hamm  m  Smi  Mateo,  Calif. 


A  TRAILBLAZER  SCRAMBLES  TO  STAY  OUT  FRONT 


Don't  ask  RealNetworks 
Chief  Executive  Rob 
Glaser  how  the  latest 
version  of  his  Internet  video 
software  stacks  up  against 
Microsoft's  similar  product. 
Says  the  pugnacious  Glaser, 
who  was  the  first  to  bring 
audio  to  the  Internet:  "I 
can't  imagine  that  anyone 
who  has  seen  Real's  software 
would  think  Microsoft  is 
even  on  the  same  planet, 
much  less  in  the  same 
neighborhood." 

Such  chutzpah — and  some 
cutting-edge  technology — has 
made  Seattle-based  RealNet- 
works Inc.  the  No.  1  provider 
of  software  that  dresses  up 
the  Net  with  hvely  video.  To- 
day, Real  claims  its  software 
is  used  on  85%  of  all  Web 
pages  that  use  streaming  media,  with 
some  21  million  people  having  regis- 
tered to  use  it.  That  helped  double 
the  company's  revenues  in  1997,  to 
$32.7  million,  and  a  48%  jump  is  ex- 
pected this  year,  says  analyst  John  F. 
Powers  of  BancAmerica  Robertson 
Stephens. 

REDMOND  RIVAL.  Or  at  least  it  was 
expected.  Suddenly,  it  looks  as 
though  software  giant  Microsoft 
Corp.  may  be  getting  its  video  act 
together.  On  May  4,  Microsoft  plans 
to  release  a  test  version  of  its  much 
improved  rival  product,  called  Net- 
Show  3.  If  it's  a  hit,  as  some  analysts 
predict,  Microsoft  will  come  out 
swinging,  and  the  four-year-old  start- 
up could  find  itself  trying  to  avoid 
the  ropes. 

Not  that  Glaser  isn't  used  to  fancy 
footwork.  The  36-year-old  ceo  spent 
most  of  his  software  tutelage  work- 
ing for  the  master — Microsoft's 
William  H.  Gates  III.  Glaser  joined 
Microsoft's  marketing  ranks  at  age 


REALNETWORKS'  GLASER:  Battling  his  former  mentor 


21  and,  over  the  years,  became 
known  for  a  pit-bull  style  not  unlike 
that  of  his  mentor.  Glaser  built  Mi- 
crosoft's multimedia  cd-rom  business 
into  a  powerhouse  before  resigning 
in  1993  with  $15  million  worth  of  Mi- 
crosoft stock.  In  1994,  Glaser 
plunged  $1  million  of  that  into  his 
stailup,  then  called  Progi'essive  Net- 
works, but  renamed  to  align  with  its 
product  names  when  the  company 
went  pubhc  last  fall. 

But  Glaser  has 
never  strayed  far 
from  Microsoft.  Last 
year,  Microsoft  paid 
$60  milhon  for  a  10% 
stake  in  RealNet- 
works and  licensing 
rights  to  some  of  its 
technology.  Since 
then,  Glaser  has 
zigzagged  between 
being  a  Microsoft 
aDy  and  an  adver- 
sary. On  one  hand. 


REALNETWORKS' 
PROFITLESS  PROSPERITY 
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MILLIONS  OF  DOLLARS 
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Microsoft  includes  Real's  4.0 
software  in  its  browser  and 
Windows  NT  server.  That 
gives  Real's  technology  broad 
distribution.  But  because 
Microsoft  gives  the  video  soft- 
ware away  free,  RealNet- 
works was  forced  to  stop 
charging  for  its  basic  server, 
priced  at  up  to  $995. 

The  benefits  have  out- 
weighed the  disadvantages, 
says  Glaser.  Microsoft  helped 
seed  the  market  for  Real  to 
sell  its  $5,000-plus,  high-end 
video  server.  And  Microsoft 
doesn't  have  the  licensing 
rights  to  Real's  new  technolo- 
gy without  ponying  up  more 
money. 

What's  ahead,  though,  may 
not  go  as  smoothly.  By  all  ac- 
counts,  Microsoft's  latest  ver- 
sion of  NetShow  is  on  par  with  Real's  j 
last  update,  RealSystem  5.0.  Glaser's 
answer:  a  second-generation  technolo- 
gy, dubbed  G2,  that  will  be  out  in 
test  form  in  May  and  has  better  reso- 
lution and  automatic  update  features. 

The  snag:  G2  won't  be  included  in 
Microsoft's  products,  while  NetShow 
will  be.  Analysts  say  that  could  boost  j: 
Microsoft's  market  shai'e  to  25%  in 
the  next  couple  of  years.  "What  they  ; 
have  isn't  adequate  or  sufficient," 

counters  Glaser,  who 
was  strutting  around  li 
RealNetworks'  head-  |j 
quarters  recently  with|i 
a  G2  T-sliirt  stretched 
over  his  button-down  ' 
shut.  Maybe  so,  but 
many  ai'e  betting  that 
it's  going  to  take 
more  than  G2  T-shirtsi 
to  outmaneuver 
Microsoft. 

By  Seanna  Brow-  \ 
der  in  Seattle  ji 
\ 
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Those  who  fly  First  Class  for 
the  price  of  Coach  share  a  very 
highly  developed  characteristic. 


It's  been  said  that  we  use  a  mere  10% 
of  our  brain  capacity  If,  however,  you're 
flying  ConnectFirsf^  from  Northwest 
Airlines,  you're  using  considerably 
more.  Because  with  ConnectFirst,  you 
can  fly  First  Class  for  the  price  of 
Coach.  Pretty  smart.  Ju.st  purcha.se  a 
full-fare  Coach  ticket  on  a  qualifying 
connecting  flight,  and  you'll  receive  an 
automatic  upgrade  to  First  Class.  Plus, 
you'll  receive  an  additional  1,000 
■WorldPerks  Bonus  Miles 
rcuindtrip.  Call  Northwest 
at  1-800-225-2525,  lxx)k 
online  at  wwwnwa.com, 
or  call  your  travel 
agent  and  ask  for  a 
ConnectFirst  fare.  You  11 
be  glad  you  thought  of  it. 


Travel  in  First  Class  using  -UP  fare  ts  valid  in  most  but  not  all  domestic  markets  Reservations  m  First  Class  are  required 
Passenger  must  travel  in  First  Class  if  seats  are  available  Offer  excludes  Airlink  Seats  are  limited  Some  restrictions  apply 
©  1998  Northwest  Aidines,  Inc  Northwest  recycles  enough  paper  products  in  one  year  to  sav«  over  6.87^.000  gallons  of  water  O 


NORTHWEST 
AIRLINES 

ConnectFirst" 


1-800-225-2525  /  www.nwa.com 


NTELLIGENCE  Every  day,  the  need  becomes  more  critical.  Your  data  network  has  got  to 
vork.  No  matter  what.  No  matter  where.  (Just  like  your  voice  network.)  What's  it  going  to  take 
0  get  that  kind  of  reliability?  For  128  years,  we've  built  the  most  reliable  networks  on  earth, 
md  we  bring  that  same  level  of  reliability  to  data. 
Ve're  building  data  networking  products  with  self- 
lagnostic  software.  They  monitor  themselves.  They 
IX  themselves.  We're  also  making  most  critical 
omponents  redundant.  Just  to  be  smart.  We  know 
'hat  the  reliable  data  network   of  the  future 
)oks  like.  We  can  make  sure  that  network  is  yours. 

(e  make  the  things  that  make  communications  work; 


'^"cent  Technologies 

Bell  Labi  Innovations 


1  Lucent  Tect^nologies 
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TAMMY  MARQL  EZ  FROM  ARAMARK  s  I'Hll  DREN  S  WOREP  EEARMNX;  CENTERS®  with  CATHERINE  HODEARD  FROM  EUIITSL'S  MICROELECTRONICS,  GMD, 


TARDINESS  IS  DOWN 

10%  thanks  to  ARAMARK's  Children's  World  Learning  Centers,  and  we've  managed  to  save 

$60,000  A  YEAR. 


"It  started  out  pretty  simple,"  savs  Catherine  Hoofard  of  Fuiitsu®  Microelectronics,  tjMD.  "We  wanted  to  increase  child  care 
benefits  for  our  employees.  Tammy  Marquez  and  her  team  at  AR.\MARK  showed  us  how  to  do  that  and  sa\e  mone\'. 
They  tailored  the  hours  ot  two  centers  to  accommodate  our  specific  needs.  By  opening  the  centers  earlier  than  usual, 
our  employees  can  drt)p  off  their  children  and  make  it  to  work  on  time."  At  ARAMARK  we're  always  looking  for  ways 
to  help  our  partners  make  their  employees  happy  And  with  FuiitsuS'  Microelectronics,  GMD,  it  was  iust  a  matter  of 
working  together  to  plan  the  best  child  care  program  for  everyone  involved  -  especially  the  children.  It  was  such  a 
success,  we've  already  expanded  the  program  to  include  infant  care.  What  do  employees  think?  Catherine  says  it  best, 
"Parents  are  coming  back  to  work  sooner  and  staying  with  Fuiitsui)  Microelectronics,  GMD  longer.  W'e  were  even  voted  one 
of  the  top  100  companies  to  work  for  in  Oregon.  Not  to  mention,  we've  had  a  10"o  drop  in  tardine.vs  and  save  $60,000  a  year.' 

To  learn  more  about  Managed  Services  through  Unlimited  Partnership  call  1 -800-ARAM ARK  or  visit  us  at  www.aramark.coni 


'  ARAMARK 

Managed  Serx'ices,  Managed  Better. 


Sports  Business 


TADIUMS 


rOO  MUCH 

)F  A  GOOD  THING? 


Battle  and  other  cities  may  be  overbuilding  sports  facilities 

When  Paul  Allen,  co-founder  of  Mi- 
crosoft and  owner  of  the  Seattle 
Seahawks,  forced  a  special  refer- 
;lum  on  a  $425  million  football  stadium 
t  spring,  the  odds  seemed  stacked 
unst  him.  Taxpayers  were  being  asked 
subsidize  a  team  that  had  never  won 
ything,  had  been  losing  fans  for  years, 
1  was  owned  by  one  of  the  world's 
hest  people — "the  accidental  zillion- 
e,"  as  Wired  magazine  has  dubbed 
1.  And  it  didn't  help  that  Allen  made 
pitch  on  the  het  ls  of  contentious  ne- 
iations  with  the  Seattle  Maiinei-s  over 
ir  newly  approved  $417  million  ball- 
k.  Still,  the  stadium  measure  passed. 
Seattle  is  like  that  these  days — a 
;e  where  anything  seems  possible. 
!  economy  is  up,  crime  is  down,  the 
is  out  (take  a  bow.  El  Nino),  and 
biggest  problem  for  the  area's  lead- 
company,  Microsoft  Corp.,  is  that  it 
00  dominant  in  its  industry.  Given 
chance  to  erect  a  spectaculai"  football 
ice  next  to  the  ballpark,  voters  fig- 
1,  what  the  heck,  let's  build  our  ovm 
e  mountain  range  between  the 
Tipics  and  the  Cascades, 
he  football  complex  is  the  most  ex- 
5ive  in  the  sport's  history.  The  re- 
table-roof  ballpark  also  sets  a  record 
baseball  stadiums.  All  told,  vdth  a 
million  overhaul  of  the  SuperSonics' 
a  and  $50  million  in  planned 
■ades  to  the  Univer- 
of  Washington 

etball  fa-  ^ 


cility,  close  to  $1  bOlion  has  been  dumped 
into  Seattle  spoils  in  the  past  two  yeai's. 

When  all  the  buildings  are  finished 
after  the  turn  of  the  century,  Seattle 
will  have  one  of  the  most  enviable  sets 
of  sports  facilities  in  the  world — all 
vdthin  a  10-mile  radius.  And  with  a  new 
rail  system  on  the  way,  the  city  seems 
well-positioned  in  its  bid  for  the  2012 
Summer  Olympics.  But  amid  all  the  feel- 
good boosterism,  there's  a  pesky  ques- 
tion that's  starting  to  demand  an  an- 
swer: Can  we  affoi'd  all  of  this? 

More  specifically,  is  Seattle's  corpo- 
rate community  big  enough — and  moti- 
vated enough — to  gobble  up  the  luxury 
suites  and  othei-  high-end  seating  that 
help  make  the  new  generation  of  stadi- 
ums so  profitable?  When  the  last  dab  of 
paint  has  dried  on  the  new  facilities. 

There  are  nine 
markets  with  more 
luxury  suites  than 
companies  to  buy  them 

THE  KINGDOME:  HEADED  FOR  A  FALL 


there  will  be  194  luxury  suites  avail- 
able—at $50,000  to  $125,000  a  year— in 
a  market  that  currently  has  only  146 
companies  with  500  oi'  more  employees. 

Seattle  is  not  alone.  There  are  cur- 
rently nine  U.  S.  mai'kets-including  Dal- 
las, Detroit,  and  Tampa-St.  Pete-with 
more  suites  and  skyboxes  available  than 
there  are  large  companies  to  fill  them. 
That  number  wiW  grow  in  the  next  few 
years  as  16  stadiums  and  arenas  in  13 
cities  open  for  business. 
KEEPiNG  UP.  Today,  teams  desperately 
need  corporate  support,  says  Mark  S. 
Rosentraub,  an  Indiana  University  pro- 
fessor who  studies  the  impact  of  sports 
on  urban  areas.  Rosentraub  says  if  a 
team  can't  sell  luxmy  seats,  "eveiytliing 
drops.  The  club  cuts  [highly  paid]  play- 
ers, and  it  gets  worse.  It  becomes  a 
spiral."  And  when  the  going  gets  tough, 
owners  get  going — right  back  to  City 
Hall.  There,  they  thi-eaten  to  break  leas- 
es and  take  teams  out  of  town  unless 
they  get  a  sweeter  deal. 

The  pressure  is  intense  to  keep  up 
with  the  Joneses — Jeny  or  othei"wise. 
No  league  requires  clubs  to  share  mon- 
ey generated  by  luxury  seating,  so 
teams  such  as  Jones's  Dallas  Cowboys, 
vrith  its  380  skyboxes  and  $50  million  a 
yeai"  in  nonshai'ed  revenues,  gain  a  com- 
petitive advantage.  It's  no  coincidence 
that  three  of  the  foui-  contenders  for  a 
baseball  pennant  last  season — Cleve- 
land, Baltimore,  and  Atlanta — are 
among  the  high-revenue  teams. 

Still,  observes  Chicago  investment 
banker  Paul  Much:  "The  real  competi- 
tion is  between  leagues."  Clubs  in  mar- 
kets with  more  than  one  pro  team  must 
compete  with  the  other  fi-anchises  for 
the  local  corporate  dollar.  That  is  pai'tly 
why  Seattle's  20-year-old  Kingdome,  an 
othex'wise  fine  facility  in  which  to  watch 
football  on  rainy  fall  days  (thanks 
to  a  new  $60  million  I'oof) 
will  be  torn  down 
and  replaced.  It 
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was  deemed  economically  obsolete  by 
Allen,  who  will  be  trying  to  sell  70 
suites  at  the  same  time  the  Mariners 
are  looking  to  fill  their  66.  Can  they  do 
it?  "I  don't  think  anyone  knows  the  an- 
swer for  siu-e,"  says  Seattle  Chamber  of 
Commerce  official  Michael  Campbell. 
EGALITARIANS.  Bay  Area  franchises, 
which  rely  on  the  same  technology-fu- 
eled wealth,  offer  little  encouragement. 
The  Oakland  Coliseum  Arena  reopened 
this  NBA  season  with  .$100  million  in  up- 
gTades  and  72  new  suites.  Many  of  them 
remain  empty.  It's  the  same  story  next 
door  at  the  Oakland-Alameda  County 
Coliseum,  where  the  mediocre  Raiders 
play.  And  at  the  Kingdome,  only  22  of 
54  suites  have  been  sold  on  a  year- 
round  basis.  "The  [business  execs]  here 
want  to  be  part  of  the  crowd  rather 
than  separate  from  it,"  says  Virginia 
T^nderson,  the  Seattle  ofiicial  who  over- 
sees city-owned  Key  Arena. 

Egalitarian  as  that  corporate  ethic 
may  be,  it  will  have  to  change  if  Seattle 
is  going  to  support  the  sports  facilities 
that  are  about  to  change  its  skyline. 
When  building  your  own  mountain 
range,  it's  not  enough  to  mei'ely  gaze  at 
the  wonder  you  just  created. 

By  Tom  Faireij  in  Seattle 


WHY  THE  YANKEES  WANT  TO  WALK 


That  hardy  pei'ennial,  the  love-hate 
relationship  between  New  York 
and  George  Steinbrenner,  is  in 
full  bloom  tliis  spring  as  the  debate 
over  a  new  Yankee  Stadiimi  and 
where  to  put  it  gets  hotter. 
Mayor  Rudy  Giuliani  has 
been  winning  points  by  vo- 
ciferously ti-^ing  to  keep 
the  Bronx  Bombers  fi'om 
straying  to  New  Jersey. 
But  a  stadium  on  Manhat- 
tan's West  Side,  which  Giu- 
liani supports,  faces  a  bar- 
rage of  opposition. 

One  of  the  only  issues 
that  is  not  debatable,  how- 
ever, is  that  the  New  York-New  Jer- 
sey market  for  luxury  sports  suites  is 
ripe  for  the  picking.  There  are  some 
200  suites  for  about  1,060  companies 
with  more  than  500  employees. 

Says  Marc  Ganis  of  sports  consult- 
ing firoi  SportsCorp:  "The  Yankees 
will  be  able  to  tap  into  the  most  un- 
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derserved  market  in  the  country  for 
luxury  seating.  The  price  per  suite 
will  be  the  highest  in  the  histoiy  of 
baseball.  And  the  number  of  suites  is 
limited  only  by  the  geometiy  of  the 
stadium.  You  could  see 
some  suites  for  $250,000  a 
year  or  more." 

How  much  more"?  Fred 
Wilpon,  CEO  of  the  Mets, 
suggests  that  some  80 
suites  at  the  proposed 
multi-use  replacement  for 
Shea  Stadium  will  be 
priced  comparably  to  Madi-|J 
son  Square  Garden.  The 
Garden  charges  .$325,000  to 
$400,000  for  corporate  suites.  So  if  iUf 
Yankees  principal  owner  Stembren- 
ner  traded  his  paltiy  18  suites  in  the 
Bronx  for  100  elsewhere  at  even 
$300,000  a  pop,  he'd  probably  be 
looking  at  a  minimum  annual  rev- 
enue stream  of  $30  million.  No  won- 
der he's  so  antsy  for  a  new  park. 
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EXECUTIVES 


YOU'RE  CLEARED  FOR 
TAKEOFF,  BOSS' 

Longtime  pilot  Bill  Compton  is  fl>ing  TWA  toward  profitability^ 


WILLIAM  F. 
COMPTON 


AGE  51 


EDUCATION 

Associate  Degree, 
Miami-Dade 
Community  College 

CAREER 

►  1968-PRESENT 

TWA  Pilot 

►  1986-96  Official  at 
TWA  branch  of  Air 
Line  Pilots  Assn. 

►  1993-PRESENT  Mem- 
ber, TWA  board 

►  1998-97  Executive 
Vice-President  of 
Operations 

►  1997-PRESENT 
President 

PERSONAL  Married. 
Two  children  from  a 
previous  marriage. 
Lives  in  St.  Louis 

SALARY  $320,000 
in  1998 


Tile  pas.sengei's  had  buaruea.  iiie 
plane  was  fueled,  and  the  cockpit 
had  been  checked.  Yet  the  t\va  jet 
sat  idle  at  the  gate  in  St.  Louis, 
and  Captain  Bill  Compton  wasn't  veiy 
happy.  He  clenched  his  jaw  and  got  on 
the  radio:  "We  need  a  tug."  Minutes 
passed.  No  help  arrived  to  push  the 
plane  away  fi'om  the  gate.  In  the  race 
to  get  to  San  Francisco  on  time,  FHght 
177  had  already  fallen  behind. 

UnUke  the  thousands  of  other  delays 
at  ail-ports  across  the  countiy  on  that 
Apiil  day,  however,  this  one  would  not 
to  unnoticed  by  those  higher  up  the 

■  ulder.  Before  a  week  had  passed,  TWA 

■  i-Kj.ld  analyze  its  entire  operation  at 

Louis  to  determine  whether  tug  de- 
vere  common.  It  was  all  the  doing 


ui  tiie  pilut — who  has  a  Little  bit  ui  pull 
back  at  company  headquarters. 

In  fact.  William  F.  Compton,  when 
he  isn't  out  fl>ing  md-sos,  is  the  presi- 
dent of  Ti'ans  World  Airlines  Inc.  A  pi- 
lot at  the  caiTier  for  the  past  30  years, 
he  joined  the  company  board  as  a  union 
representative  in  1993  and  was  picked 
to  join  management  in  a  1996  shake- 
up.  Today,  Compton  is  the  orJy  major 
au'lLne  executive  whose  voice  you  might 
hear  over  the  intercom  on  your  next 
flight.  He's  also  the  latest  in  a  line  of  pi- 
lots-cum-managei*s  at  twa  that  includes 
Charles  A.  Lindbei-gh  and  Howard 
Hughes. 

"You  get  thousands  of  written  re- 
ports telling  you  how  things  are  going, 
but  you  get  the  best  view  from  the 


shop  floor."  says  the  afl'able,  white-haii-f 
51-yeai-old.  "My  shop  floor  is  the  coc 
pit."  So  despite  a  work  schedule  th 
keeps  Compton  at  the  office  imtil 
most  nights,  he  gets  airborne  for  a  eo 
pie  of  days  a  month.  Each  time.  '. 
comes  back  with  a  list  of  things  th  - 
need  improvement,  and  he  fires  off  i 
quisitive  E-mail  to  the  company's  xv.  i 
presidents.  Compton  has  had  the  wli 
lines  repainted  on  the  St.  Louis  au-p( 
taiTOac  so  that  baggage  tioicks  no  loni 
get  in  the  way  of  planes.  And  he  fire< 
manager  at  another  major  aii-port  wb 
four  months  after  Compton  had  be 
there,  bags  were  still  routinely  late 
ing  loaded  onto  planes. 

Thanks  lai'gely  to  his  leadership,  T 
is  in  the  midst  of  a  di*amatic  operatic 


i  They  will  do  business  at  a  pace  that's  hard  to  conceive  of. 

Widi  industry  in  constant  motion  and  global  growdi  at  lightning  speed, 

they  will  compute  and  invent  fester  than  we  can  imagine. 

America's  largest  generator  of  electricity  a 

Where  in  the  world  will  they  get  the  energy  they  need? 

provides  energy  for  millions  of  people  worl 
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turnaround.  Fii-st  as  head  of  operations, 
and  since  his  December,  1997,  promotion 
to  president,  Compton  has  overseen 
twa's  efforts  to  get  its  planes  to  their 
destinations  on  schedule.  The  strategy: 
On-time  planes  mean  more  business 
travelers,  which  means  more  revenue 
and  more  financing,  which  will  allow 
TWA  to  invest  in  the  newer  planes  need- 
ed to  complete  the  turnaround. 
STILL  IN  THE  RED.  So  far.  Flight  177  isn't 
much  of  an  advertisement  for  the  strat- 
egy— it's  limning  18  minutes  late  be- 
fore it  even  leaves  the  gate.  But  Comp- 
ton and  the  twa  management  team  have 
a  better  story  to  tell  about  the  airline's 
performance  generally  By  rallying  the 
carrier's  22,000  employees — the  same 
people  he  has  been  eating  dinner  with 
in  airport  motels  for  years — Compton 
helped  lift  the  au'line's  on-time  ranking 
from  dead  last  in  1996  to  second  in  1997. 
The  percentage  of  Ti-ans  World's  seats 
being  filled  is  now  the  liighest  since  au'- 
line  deregulation  in  1978,  and  on  Apr.  22 
TWA  reported  its  best  fu'st  quarter  in  a 
decade. 

Of  course,  it  still  lost  money — $54 
million,  including  a  noncash  charge  to  is- 
sue stock  to  employees — and  many  chal- 
lenges remain  for  the  carrier.  Con- 
sumers view  it  as  a  faded  brand  with  a 
fleet  full  of  old  planes.  Lingering  un- 
easiness over  the  crash  of  Flight  800 
has  not  helped.  And  if  twa's  financial 
position  is  improving,  it  has  a  long  way 
to  go.  Margins,  as  well  as  the  average 
fares  it  collects  from  passengers,  are 
neai"  the  bottom  of  the  industry,  in  part 
because  twa  attracts  far  fewer  high- 
paying  business  passengers  than  any 
other  major  carrier.  Though  analysts 
expect  it  finally  to  turn  a  slim  profit 
this  yeai;  its  weak  cash  position,  at  $i4Q 
million,  could  leave  it  vulnerable  in  a 
slowdown.  "This  is  one  of  the  gi'eatest 
envu'onments  for  the  airline  business  in 
a  veiy  long  time,  and  twa  is  not  making 
any  money.  That's  scaiy,"  says  one  big 
investor 

On  top  of  all  that,  with  the  recently 


TWA'S  TRAVAILS 

The  carrier  has  shown  signs  of  life 
recently  but  still  has  a  long  way  to 
go.  Its  challenges: 

►  No  major  U.S.  airline  carries  a 
smaller  percentage  of  high-revenue 
business  travelers 

►  Employees,  whose  pay  badly 
trails  that  of  workers  at  rival  air- 
lines, want  big  raises  in  current 
labor  talks 

►  Other  carriers  are  signing 
domestic  alliances,  making  their 
schedules  even  more  convenient 
than  TWA'S 

►  TWA's  international  hub  at  New 
York's  JFK  suffers  from  the  lack  of 
a  big-name  partner  airline 

DATA:  BUSINESS  WEEK 

announced  marketing  alliance  between 
Ainerican  Ab-lines  and  i^SAifways  and  a 
pending  one  between  United  and  Delta, 
TWA  will  have  to  overcome  rivals  with 
even  more  convenient  schedules  than 
before.  Indeed,  twa's  bid  to  survive  vrill 
be  a  test  of  whether  today's  skies  have 
room  for  anything  but  behemoths  and 
low-fai'e  cairiers.  "twa  did  not  provide  a 
good  product  for  north  of  a  decade," 
concedes  Compton,  as  Flight  177  breaks 
above  the  clouds  and  moves  beyond  the 
10,000- foot  ceihng  under  which  all  cock- 
pit chatter  must  relate  du'ectly  to  the 
flight.  "People  don't  come  back  in  the 
blink  of  an  eye." 

Still,  it's  hard  to  deny  the  progress 
that  Compton,  ceo  Gerald  L.  Gitner, 
and  other  executives  have  made  in  the 
18  months  since  they  took  over,  "twa 
is  working  on  all  the  things  that  need 
to  get  worked  on,"  says  Cameron  Bmr, 
president  of  Burr  &  Associates  Inc., 
a  New  Canaan  (Conn.)  aerospace-in- 
vestment firm  that  owns  about  1%  of 
TWA.  With  .$500  million  in  new  financing 


over  the  past  six  months,  the  carrier 
has  freed  itself  from  debt  to  Carl  C. 
Icahn  and  no  longer  seems  an  immi- 
nent candidate  for  a  spot  next  to 
Eastern  Air  Lines  in  the  corporate 
dustbin. 

The  fight  to  save  the  company  is,  in 
many  ways,  a  personal  one  for  Comp- 
ton. He  has  worked  there  since  he  was 
21,  and  he  even  met  his  wife,  a  twa 
flight  attendant,  through  the  company. 
As  for  his  love  affair  with  planes,  that 
began  in  Peru  where,  as  a  child, 
Compton  used  to  watch  his  father  fly- 
ing for  a  subsidiary  of  Pan  American 
World  Airlines  Inc.  "I'd  sit  out  on  the 
ramp  in  Lima  and  look  at  the  DC-3 — 
with  only  20  seats,  and  it  would  only 
go  120  miles  an  hour — and  I'd  say, 
'Now,  look  at  this  big  airplane,' " 
Compton  recalls  as  Flight  177  soars 
over  the  Rockies  at  530  miles  an  hour 
"I  knew  I  wanted  to  be  a  pilot." 
FLIGHTS  TO  MECCA.  Fresh  out  of  Mia- 
mi-Dade Community  College  with  an 
associate  degree  in  aerospace  in  1968,  he 
passed  up  offei's  from  Pan  Am,  Eastern, 
and  Delta  and  joined  twa  because  it 
was  then  the  most  global  of  U.  S.  air-: 
hues.  However,  the  carrier,  which  w^as; 
already  in  dechne,  had  hfred  too  many, 
pilots  in  the  1960s.  By  1971,  Compton- 
was  put  on  ftuiough,  and  he  returned  tq 
South  Florida,  w^here,  as  general  man^ 
ager  of  the  Opa-Locka  Airport  flight 
school,  he  obtained  his  fii'st  business  ex 
perience.  Compton  expanded  the  school's 
fleet  from  8  planes  to  38  and  was  put  or 
the  company's  board  of  directors  at  th( 
age  of  25. 

TW^A  called  liim  back  soon,  only  to  re 
lease  him  again  in  1973.  Eager  to  sta^ 
in  the  cockpit,  Compton  was  forced  t( 
leave  the  country.  Nigeria  Air'ways  I.t(' 
signed  him  up  to  fly  Muslim  pilgfim 
to  Mecca  from  the  country's  capital,  !>a 
gos — a  city  whose  airport  nowadays  i 
often  listed  on  signs  at  American  inte 
national  air-ports  warning  travelers  th 
it's  among  those  that  the  U.  S.  Stat 
Dept.  considers  unsafe.  ("The  signs  ar 
right,"  Compton  says.) 

Twenty-five  years  ago,  the  Lagos 
port  wasn't  exactly  state  of  the  art  e 
ther-.  Tlie  Nigerian  gover-nment  was  pa] 
ing  for  the  flights  to  Mecca  and  had  tl 
arira-ests  in  the  Boeing  707  removed  s 
that  a  fourth  person  could  squeeze  inl 
each  row.  More  often  than  not,  at  lea 
one  of  the  passengers  would  die 


Flying  for  Nigeria  Airways  in  the  1970s  is  what 
gave  Compton  his  white  hair,  he  says 
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People 


board  during  the  return  leg  of  a  pil- 
grimage. Compton  explains:  "Coming 
back  ft-om  Mecca,  the  will  to  live  was 
gone." 

Once,  Compton  returned  to  his  room 
at  the  Lagos  airport  hotel  to  find  it 
flooded  with  sewage  and  his  shoes  na- 
ined.  WTien  the  aii'line  fell  fai*  behind 
on  pa\ing  wages,  the  crews  flew  the 
planes  to  London  and  refused  to  return 
until  they  were 
paid.  The  next 
dav,  a  man  ai'- 


in  San  Francisco,  Compton  began  mn- 
ning  a  small  investment  and  real  estate 
business. 

Back  on  the  job  at  twa  in  the  mid- 
'80s,  Compton  ran  for  a  imion  post,  ai'- 
guing  that  Icahns  proposed  cuts  were 
too  severe.  He  says  he  never  planned  to 
leave  the  cockpit  for  nearly  full-time 
union  or  management  work:  "I  didn't 
have  an  ambition  to  be  chaimian  [of  the 
local  union]  or  to  do  this  job."  But  majiy 
people  who  have  worked  with  him.  and 
who  remember  how  carefully  he  pre- 


agement  side."  One  sticking  point 
Compton  is  only  two  years  youngei 
than  Gitner.  and  if  twa  begins  to  si: 
Compton  would  likely  be  seen  as  pait 
the  team  that  didn't  come  thi-ough. 

Compton's  effort  to  improve  twa' 
operations  began  with  a  direct  appeal  t' 
its  employees.  He  wants  them  watchin; 
the  canier's  on-time  numbei-s  as  closel; 
as  he  studies  the  St.  Lotiis  Cardinal?' 
box  scores. 

Shortly  after  taking  over.  Gitner  an^ 
Compton  decided  that  reversing  twa' 


Looking  down  at  the  Sierra  Nevadas,  Compti 


rived  with  a  case  full  of  SlOO  bills.  By 
the  time  Compton  retiuTied  to  the  L".  S. 
after  seven  months,  his  6-foot.  2-inch 
body  weighed  132  pounds.  "That  was 
wiiere  my  hair  ttuiied  wiiite."  he  says. 

From  Nigeria,  Compton  moved  on  to 
Iran,  wiiere  he  flew  cargo  flights  into 
Tehran,  bringing  luxury  goods  from 
Frankfurt,  London,  and  Paris  to  be 
snapped  up  by  the  Shah's  myriad 
cronies,  twa  called  him  back  again  in 
1976,  but  by  the  time  Compton's  thh'd 
fiuiough  came  along,  in  1981.  he  was 
ready  for  calmer  ptirstiits.  Then  settled 


pared  for  meetings  with  management, 
don't  buy  that.  "I  think  it's  something 
he  at  least  always  had  his  eye  on."  says 
Joe  Clii'onic.  a  26-year  veteran  and  the 
ciuTent  holder  of  Compton's  old  job  as 
chairman  of  twa's  pilot  tmion. 
BOX  SCORES.  Compton's  ascent  at  t^va 
may  not  be  over,  either.  "Bill  has  all  of 
the  quahfications"  to  be  ceo.  says  Git- 
ner. who  co-foimded  People  Express  and 
wiio  was  part  of  the  executive  team 
that  couldn't  save  Pan  Am  in  the  ■80s. 
"It  has  been  veiy  pleasing  to  me  to  see 
how  quickly  he  has  picked  up  the  man- 


dismal  on-time  flight  peifoi-mance  had  : 
be  their  fu-st  priority.  In  early  199 
Compton  chau'ed  a  gi'oup  of  employee 
that  identified  a  dozen  major  reasons  ti 
flights  w-ere  so  often  late.  The  culpr. 
ranged  fi'om  twa's  aging  fleet — its  oldt 
planes  requii'e  fi-equent  repairs  that  cau.- 
delays — to  the  fact  that  virtually  ai  c 
gi'ound  crew  mem.ber  was  authoiized  i  c 
hold  up  a  flight,  no  matter  how  tii\ial  tl  ff. 
reason.  Cai'eful  always  to  talk  about  saf  t 
ty  fii-st— Fhght  800  had  crashed  ju  ' 
months  before — Compton  traveled  tl 
countiT,  con\iricing  employees  of  the  ii  su' 
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It  will  be  a  glorious  day  when  all  letters  receive  equal 
treatment,  whether  printed,  Faxed,  copied,  or  scanned. 


■lance  of  a  reliable  schedule  and  gath- 
ng  ideas  on  how  to  improve. 
Now,  employees  receive  daily  reports 
out  on-time  performance — and  only 
■  station  manager*  at  each  airport  may 
d  up  a  flight.  Moreover,  departures 
no  longer  delayed  to  ensure  con- 
tions  with  incoming  planes.  While 
t  may  str'and  a  few  passenger-s,  it 
s  hundr-eds  more  to  their  destina- 
is  on  time  by  preventing  the  entir-e 
)  system  from  running  late.  But 
re's  still  work  to  be  done.  A  tough 
ter  in  the  St.  Louis  hub  that  caused 
ry  flights  to  be  delayed  has  sent  twa 
k  down  to  fifth  place  in  on-time  per- 


while  bantering  with  his  34-year-old  co- 
pilot, Joe  Tersteeg,  whom  he  had  met 
just  that  day. 

Employee  r'elations  ar-e  pr-obably  the 
trickiest  part  of  Compton's  new  job.  Only 
two  years  after  he  was  serving  as  the  pi- 
lots' appointed  advocate,  he  finds  him- 
self as  the  executive  whom  manage- 
ment's labor  negotiator's  r-eport  to.  That 
has  strained  Compton's  friendships  with 
some  pilots,  they  say — and  the  toughest 
test  is  yet  to  come.  The  company's  ne- 
gotiations with  its  unions,  wliich  began 
last  fall,  will  not  be  easy.  After  15  year-s 
of  concessions  to  keep  the  company 
afloat,  TWA  employees  are  paid  far  less 


As  Flight  177  approaches  the  Sierra 
Nevada  r-ange,  it's  easy  to  put  such 
thorny  issues  aside  and  appreciate  the 
joys  of  flying.  Ther-e  are  no  clouds,  and 
the  cockpit  has  a  180-degr'ee  view  of 
the  mountains  that  separate  Nevada 
and  Califor-nia.  The  sun's  glare  reflects 
off  lakes  dozens  of  miles  away.  Best  of 
all,  gentler  headwinds  have  helped  make 
an  on-time  ariival  start  to  seem  possi- 
ble. "This  must  be  a  nice  change  of  pace 
fi-om  the  stuff  you  deal  with,"  co-pilot 
Tersteeg  says.  "This,"  Compton  r'eplies, 
"is  like  playing  hooky." 

Touchdown  comes  at  1:50  p.m.  Even 
with  a  short  wait  on  the  runway,  the 


lappy  man.  "This,"  he  says,  "is  like  playing  hooky" 


aance  this  year.  "We  had  a  good 
t,  but  now  it's  been  more  spotty," 
:  Chr'onic. 

BHEST  TEST.  So  every  flight  becomes 
niature  battle  to  win  back  the  confi- 
e  of  travelers  who  gr-ew  fed  up  with 
ing  meetings  because  of  twa.  "It  got 
iie  point  in  199-")  and  '96  where  I 
dn't  wear"  a  twa  T-shirt  in  my  neigh- 
ood,"  says  Compton  with  a  laugh, 
'as  afi-aid  I'd  get  rocks  tlu'own  at 
With  Flight  177  on  autopilot,  he 
s  to  chew  on  the  same  lunch  that 
engers  ar-e  eating  back  in  coach 


and  have  less  gener'ous  benefits  than 
their-  counterparts  at  other  airiines.  The 
maximum  that  a  pilot  of  an  md-80  can 
earir,  for  example,  is  .$103  for  each  horn- 
spent  in  the  air;  vs.  an  industry  aver- 
age of  $160.  Flight  attendants,  who  often 
wander  up  to  the  cockpit  when  Compton 
is  flying  to  plead  with  the  boss  for  a 
better  contr-act,  have  it  worse,  ear-ning  in 
the  mid-$20,000s  even  with  seniority,  twa 
agr-ees  its  wor-ker-s  need  a  r-aise,  though  a 
fight  is  likely  over  how  big  it  should  be. 
Still,  both  sides  say  they'r*e  confident 
they'll  strike  a  deal  by  the  summer*. 


plane  taxies  into  the  gate  just  five  min- 
utes behind  its  scheduled  1:52  ariival, 
qualifying  it  as  "on  time."  Compton's 
day,  of  cour-se,  isn't  over.  He  will  head 
back  to  the  crew  hotel,  call  the  office  in 
St.  Louis,  answer  mail  fi:"om  employees, 
and  review  revenue  projections.  After 
all,  wind  and  air-tr-affic  contr-ol  may  have 
allowed  Flight  177  to  land  nearly  on 
time,  but  254  other  twa  jets  came  in 
late  that  day.  On  each  one,  he  wonies 
there  may  be  some  passengers  who 
have  decided  they'r-e  fed  up  with  TWA. 
By  David  Leonhardt  at  31,000  feet 
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REAL  ESTATE 


THERE'S  TOO  MUCH  DAMN 
CAPITAL  OUT  THERE' 

Are  eye-popping  prices  signs  of  a  property  crash?  No-but  a  soft  landing  is  likely 


Are  the  good  old  days  in  commer- 
cial real  estate  getting  a  little  too 
good?  For  the  past  tliree  years, 
the  market  has  wowed  property 
investors  and  buried  the  nightmarish 
memories  of  the  eai'ly  1990s,  when  fore- 
closui-es  and  bankioiptcies  reigned. 

But  now  there  are  worrying  signs 
that  the  industiy  has  reached  a  peak — 
or  soon  will.  Like  the  seasons  and  the 
stock  market,  real  estate  has  cycles, 
paiticularly  in  the  capital-intensive  com- 
mercial arena:  offices,  hotels,  retail  out- 
lets, and  industrial  space.  As  many  pros 
see  it,  the  market  is  overheated  and 
due  for  a  correction,  albeit  nothing  like 
the  early-'90s  catastrophe.  "There's  too 
much  damn  capital  out  there,"  says 
Lewis  M.  Goodkin,  president  of  Goodkin 
Consulting,  "and  too  much  optimism." 

The  industiy  is  cnaising  on  a  liigh-oc- 
tane  mix  of  a  hot  economy,  modest  in- 
terest rates,  and  low  office  vacancy 
rates  in  many  major  cities.  Downtovm 
Manhattan  has  12%  office  vacancies, 
about  half  the  1991  rate,  as  Wall  Street 
activity  has  exploded.  Midtown  Man- 
hattan has  a  tight  8.1%  vacancy  rate, 
making  good  space  hard  to  find.  Since 
veiy  little  constniction  took  place  dming 
the  last  bad  peinod,  the  recent  surge  in 
demand  has  produced  a  squeeze  that 
has  sent  rent  prices  skyward. 
BIDDING  WARS.  Remember  how  it  wasn't 
supposed  to  be  this  way?  Futiuists  once 
said  telecommuting  would  render  the 
need  for  additional  office  space  iiTele- 
vant.  Well,  the  ciurent  boom  shows  that, 
for  now,  face-to-face  office  envii-onments 
are  still  a  desired  commodity.  And  the 
cash  is  out  there  to  buy  it.  Real  estate 
investment  trasts  (reits)  and  other  big 
playei-s  ai'e  flooding  into  the  m;u'ket  with 
capital  aplenty. 

The  cjuestion:  Is  it  too  mud.?  A  spell 
of  interest-rate  hikes  and  an  ^'conomic 
slowdown  could  mean  troublt  as  ten- 
ants shinnk  their  space  needs  ai;d  rents 
plummet,  leaving  generous  buyers  with 
ua!f-empty  buildings  and  holes  in  their 
baUuice  sheets.  Even  now,  a  good  num- 
ber of'  recent  deals  are  looking  pricey 


(table).  Take  the  Embai'cadero  Center,  a 
landmark  office  address  in  San  Fran- 
cisco's fiiiancial  district  and  among  the 
highest-priced  assets  on  the  West  Coast. 
Owners  Pnidential  Insurance  Co.  and 
David  Rockefeller  are  auctioning  the 
five-building  complex  off  with  at  least 
tkree  ardent  REITs  bidding  at  piices  in- 
siders say  exceed  $300  per  scjuare  foot. 
That's  up  50%'  fi'om  what  local  obsei-vei-s 
say  the  complex  would  have  fetched 
two  years  ago.  It  may  be  the  classiest 
trophy  around.  Yet  paying  such  a  high 
price  would  seriously  erode  yields  fi'om 
rent,  warns  Gerald  W.  Haddock,  chief 
executive  of  Crescent  Real  Estate 
Equities  Co.,  which  dropped 
out  of  the  bidding. 

Another  sign  that  the  good 
times  are  waning  comes 
the  performance  lately  of 
REITS,  whose  market 
value    has  almost 
quadrapled  since  1994. 
REITS,  pubhcly  traded 
companies  that  own 
and  manage  pools  of 
properties,  are  this 
decade's   answer  to 
small  investors'  desire 
to  be  landlords.  LIntil  re- 
cently roaring  along — at  a 
19%  "pace  in  1997  and  36%  in 
1996  (table,  page  82) — the  reits' 
total  rate  of  return,  which  encom- 
passes stock  appreciation  and 
dividends,  took  a  disheartening 


REITs  turned  in  a 
disheartening  first 
quarter  dive. 
"They're  paying 
too  dearly  for 
properties,"  says 
one  analyst 
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e  in  1998's  first  quarter,  posting  a 
)4%  showing.  Says  Frederick  S.  CaiT, 
rincipal  of  the  Penobscot  Group  re- 
rch  firm:  "They're  paying  too  dearly 
properties,  and  the  market  is  be- 
ginning to  find  that  out." 

The  intrinsic  problem  for-  reits  is 
somewhat  like  that  of  a  shark: 
They  have  to  move  forwaixl  or 
founder.  By  law,  they  must 
pay  95%  of  their-  taxable  earn- 
ings in  dividends  to  share- 
holders. As  a  result,  they 
must  keep  tapping 
Wall    Street  for 
m  I  ^.Mlrr^   funds  and  contin- 


ue  buying  property  to  sustain  gi'owth. 
REITS  are  racing  big  private  investors 
and  pension  funds  foi'  acquisitions.  That 
could  lead  to  mistakes.  Can-  and  others 
hope  returns  will  improve  somewhat  by 
next  year  at  a  more  sustainable  return 
in  the  low  teens,  as  rent  hikes  drive 
cash-flow  growth.  Still,  real  estate  in- 
vesting is  clearly  no  longer  the  slam- 
dunk  it  has  been  and  requii'es  careful 
navigating  (page  82). 
BURNED.  Despite  all  the  nervousness, 
however,  hardly  anyone  thinks  we're  in 
for  a  reprise  of  the  last  gut-wrenching 
cycle.  Rather,  the  industry  may  be  head- 
ed for  a  soft  landing.  Or-  perhaps  a  mild 
slump  in  two  to  thr-ee  year's. 
^  roperty  investing  nowa- 
days is  nothing  like 
hat  in  the  orgiastic 
1980s,  when  heed- 
less overbuilding 
:/  led  inevitably  to 
the  reckoning 
of  the  early 
'1990s.  A 
decade  ago, 
a  project's 
economics  of- 
ten were  an 
after-thought. 
Real  estate  tax 
shelters,  since 
abolished,  funded 
constraction  no  one 
wanted  to  lease, 
leading  to  helpful  pa- 
per losses.  Cowboy 
savings  and  loan  opei'- 
ators  thi"ew  money  at 
dubious  deals  out 
of  ill-considered  op- 
timism and  some- 
times  to  aid 
cronies. 

Biuned  so  badly  not 
very  long  ago,  investors 
in  the  ciurent  boom  ar'en't 
as  giddy  as  they  were  in 
the  '80s.  "Almost  every  new 
office  building  announced  trig- 
gers hand-wringing  over  'are  we 
doing  it  again?' "  says  M.  Leanne 
Lachman,  managing  director  at 
Schr-oder-  Real  Estate  Associates,  in- 
stitutional asset  managers.  Construc- 
tion frgur-es  illustr-ate  the  relative  caution 
that  is  today's  watchword.  Look  at  of- 
Tices,  the  largest  commercial  sector.  Ac- 
cor-ding  to  The  McGr-aw-Hill  Companies' 
F.  W.  Dodge  Div.,  new  space  weighed  in 
at  184  million  square  feet  in  1997,  double 
the  1992  perfor-mance,  but  notliing  like 
the  350  million  peak  in  1985.  While 
Dodge  projects  a  healthy  11%  increase 
for  1998,  that's  nothing  like  the  toriid 


SKY-HIGH:  A  SAMPLING  OF 
PRICEY  DEALS 


PROPERTY 


SELLING  PRICE  IN  ACQUIRER 
DOLLARS  PER  SQ.  FT. 


CHRYSLER 
BUILDING  (N.Y.) 

150 

Tishman 
Speyer 

EMBARCADERO 
CENTER  (S.F.) 

300* 

Several 

FOX  PLAZA 

(L.A.) 

360 

Davis 
Cos. 

GENERAL  MOTORS 
BLOG.  (N.Y.) 

500* 

Several 

HOTEL  DEL  475,000** 

CORONADO 

(S.  DIEGO) 

Lowe 

Enterprises 

PRUDENTIAL 
CENTER (BOSTON) 

280 

Boston 
Prop. 

SEARS  TOWER 
(CHI.) 

270 

Trizec- 
Hahn 

WASHINGTON 
HARBOUR  (D.C.) 

300 

Crescent 

*Est.    **Per  room 

DATA:  BUSINESS  WEEK,  INSTITUTIONAL  REAL  ESTATE  INC. 

32%'  growth  last  year.  This  time,  far 
fewer  buildings  ar-e  going  up  "on  spec" — 
without  tenants  alr-eady  signed  up. 

Over'all,  the  rise  of  public  mar-kets  for 
pr-operty  investing  keeps  the  parly  fi-om 
getting  too  out  of  hand.  With  wads  of 
cash  available  fi'om  investor's,  these  com- 
panies put  mostly  equity  into  building 
piu'chases,  as  opposed  to  the  debt-loving 
1980s  bunch  that  had  trouble  meeting 
interest  payments  once  the  economy 
dipped.  The  incr-easing  r-ole  of  reits  and 
their  ilk  spreads  the  risk,  which  means 
less  of  an  impact  if  a  big  pr-oject  fails. 
And  although  the  prices  some  ar-e  paying 
may  be  questionable,  reits  and  other 
publicly  owned  gr-oups  at  least  have 
more  r-eal  estate  expertise  than  many 
of  the  last  decade's  dealmaker's. 

Securities  laws,  further,  r-equir-e  pub- 
licly tr-aded  r-eal  estate  vehicles  to  report 
detailed  infor-mation  on  properties  they 
ar-e  buying.  "Ther-e  is  r-eal  resear-ch," 
says  Thomas  Barrack,  ceo  of  r-eal  estate 
fund  Colony  Capital.  "Ther-e  ar-e  r-eal 
businesses  with  r-eal  executives  and  real 
pr-ograms." 

At  this  stage,  ther-e  ar-e  no  obvious 
disaster-s  happening.  But  ever-yone  has 
opitrions  about  appar-ent  excess,  whether 
so-and-so  overpaid  for-  this  pr-operty  or 
that.  The  purchase  of  the  Ritz  Carlton 
Lagima  Niguel  hotel  by  Seciuity  Capital 
for  $500,000  a  room  has  raised  eye- 
brows. Ditto  for  the  TrizecHahn  r-eal 
estate  company's  $804  million  payout 
for  Chicago's  Sears  Tower  last  Decem- 
ber-. The  spate  of  massive  casino-hotel 
projects  under  way  in  Las  Vegas  gives 
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rise  to  doubts  that  they'll  attract  enough 
gamblers  to  support  them.  Only  a  tine 
economic  downtui-n  will  determine  how 
wise  or  foolish  these  investments  are. 

As  always  in  real  estate,  local  pecu- 
liarities drive  supply  and  demand.  In 
San  Francisco,  tough  zoning  laws  make 
building  a  new  edifice  tough.  Result: 
The  city's  office  vacancy  rate  is  a  mere 
4.1%,  making  possession  of  office  space  a 
sure  cash  cow.  That  accounts  for  the 
fi-enzied  bidding  for  the  Embarcadero 
Center  On  the  other  hand,  the  consoli- 
dation following  Charlotte  (N.  C.)'s  Na- 
tionsBank merger  with  San  Francisco's 
BankAmerica  may  result  in  a  big-time 


loss  of  BofA  jobs  and  empty  office  space. 

If  the  economy  sags  in  the  next  few 
yeai's,  the  office  market  would  be  par- 
ticularly vulnerable.  That's  because 
many  10-year  leases,  signed  in  the  wan- 
ing days  of  the  last  boom,  will  come 
due.  With  layoffs  lowering  demand  for 
space,  tenants  would  enjoy  the  upper 
hand.  Even  if  the  economy  keeps  chug- 
ging along,  a  mass  of  leases  expiring 
all  at  once  is  bad  news  for  any  landlord. 
"We'll  see  a  ciimch  ai'oimd  2000,"  wams 
Michael  L.  Evans,  national  research  di- 
rector of  the  Ernst  &  Young  Kenneth 
Leventhal  consultancy. 

There's  no  predicting  macroeconomics 


that  deteiTnine  the  commercial  mai'ket 
fate,  along  with  that  of  its  sister,  tl 
residential  market,  where  new  hon 
sales  in  1997  were  at  a  19-year  hig 
Although  the  cmrent  boom  could  roll 
for  a  few  more  years,  it's  significai 
that  a  lot  of  savants  think  an  end  is 
sight.  Says  Jack  Rodman,  an  e&y  Le 
enthal  partner:  "I'm  telling  my  clien 
to  sell  U.  S.  real  estate  and  invest 
Asia."  In  short,  no  terror  but  plen 
of  nervousness. 

By  Larry  Light  in  New  York  at 
Kathleen  Morris  in  Los  Angeles,  m 
Edward  C.  Baig  in  New  York  a7id  b 
reau  reports 


REAL  ESTATE:  WHERE  THE  BARGAINS  ARE 


After  last  October's 
swoon  in  stocks,  did 
you  move  some  of 
your  portfolio  to  some- 
thing steadier,  like  real 
estate?  If  you  did,  you 
might  be  wondering  if 
you'd  made  a  mistake. 
While  the  Standard  & 
Poor's  .500-stock  index 
has  surged  12%  this  year, 
real  estate  investment 
trusts  have  sunk  4.7%., 
with  real  estate  mutual 
funds  right  behind.  But 
don't  abandon  ship.  Sure, 
commercial  properties 
are  changing  hands  at  eye-popping 
prices  again.  But  pros  say  shares  of 
REITS  remain  undervalued,  especial- 
ly compared  with  corporate  stocks. 
"People  are  worrying  about  REITs 
but  buying  Internet  stocks  at  20 
times  no  earnings,"  says  G.  Kenneth 
Heebner,  who  runs  stock  and  REIT 
portfolios  for  COM  Mutual  Funds 
gi'oup  in  Boston. 

STILL  CHEAP.  The  numbers  bear  him 
out.  While  the  s&p  trades  at  6  times 
book  value  and  23  times  the  next  12 
months'  estimated  earnings,  REITs 
are  selling  for  an  average  of  1.2 
times  book  and  11  times  cash  flow. 
They're  also  yielding  an  average 
5.75%,  versus  the  s&p  500's  1.3%. 
And  Fidelity  Investments  expects 
•  iRlT  cash  flow  to  gi'ow  an  average  of 
]').7%  this  year,  twice  that  of  the 
niai''-:et.  "REITs  are  cheaper  than  any 
timf  ;.  the  last  12  years,"  says  Bar- 
ly  Grtf  . 'field.  Fidelity's  chief  of  real 
estate  securities  investment.  Still, 
■  !<.•  p::.^y  pickings  are  over.  .Judy  K. 


THE  ST.  REGIS:  Posh  hotels  may  be  sound  investments 


Hedin,  a  Jefferies  &  Co.  senior  vice- 
president,  says  REIT  shareholders 
should  expect  returns  "somewhere  in 
the  mid-teens,"  down  fi'om  more  siz- 
zling gains  of  the  past  two  years. 

The  trick  is  to  pick  re  its,  such  as 
Starwood  Hotels  &  Resorts  or  Equi- 
ty Office  Properties  Tiiist,  that  boast 
strong  positions  in  hard-to-build-in 
markets.  Stai-wood's  clutch  of  deluxe 
hotels,  including  Manhattan's  St. 
Regis,  are  fortified  by  high  baniers 
to  competition.  "A 
high-end  hotel  costs 
.$50  million  or  .$60 
million  to  put  up  and 
has  a  long  construc- 
tion period,"  Hedin 
notes.  "A  limited 
service  hotel — a 
Quality  Inn  or  a 
Comfort  Inn — takes 
only  $5  million  to  $8 
million  and  a  few 
months."  REITs  that 
focus  on  low-end  mo- 
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tels,  such  as  Jameson  Inns 
Inc.,  are  expected  to  lag 
theu'  tonier  counterparts. 

You  also  have  to  "be 
very  specific  in  kno-wing 
what  mai'kets  you  want  to 
be  in,"  says  David  A. 
Kruth,  an  Alliance  Capital 
Management  real  estate  r 
portfolio  manager.  He  seesi 
continuing  strength,  for  j- 
example,  in  apartment 
REITS  on  the  West  Coast, 
specifically  in  Seattle,  and 
in  San  Francisco,  Los  An- 
geles, and  San  Diego, 
which  enjoy  high  demand 
but  have  a  limited  supply  of  new 
units.  Bay  Apartment  Communities 
Inc.  is  well  positioned  in  California, 
Kinth  notes.  Its  pending  acquisition 
of  Avalon  Properties  Inc.  -will  pick  u] 
apaitment  complexes  in  enviable  lo- 
cations in  the  Northeast.  Avoid  the 
Southeast,  where  such  cities  as  At- 
lanta are  overbuilt  and  longtime 
players,  including  Meny  Land  &  In- 
vestment Co.  figure  to  be  fighting  oi 
rivals.  And  shun  factoiy  outlet  REiTi 
in  favor  of  regional 
mall  operators  that 
are  continuing  to  cor 
solidate.  The  trend  i: 
giving  owners  such 
as  Simon  DeBartolo 
Group  more  power  t 
raise  rents. 

You  may  not  earn 
30%  on  a  REIT  in 
1998,  but  this  year's 
losses  may  prove 
short-lived. 

By  Robert  Barkei 
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y.  It  happens.  That's  why  netvvorkMCI  Conferencing'  offers 
layback  and  written  transcripts.  We  also  offer  language 
on.  Meeting  Managers.  Even  broadcast  fax  services  to  distribute 
h  or  minutes  to  participants. 

lid  by  adding  networkMCI  NET  Conferencing"  to  audio 
pnce  calls,  you  can  use  the  Internet  to  simultaneously  view 
^nts  with  parricipants. 

lid  you  don't  have  to  be  an  MCI  long-distance  customer  to  use 
ervices. 

|U  listening?  Call  1-888-239-2368,  and  you  c;m  enter  to  win  a 
pycom  SoundStation"'  speakerphone,  or  visit  nmc.mci.com. 

( 

S  necessary.  Void  where  prohibited.  Open  to  U.S.  residents  only.  Thre"  separate  sweepstakes  end  e/30'96. 
i;12/31/98  respectively.  For  Official  Rules,  tiy  which  entrants  are  Sni.na,  call  1-883-239-2363  or  log  ontc  ilie 
BpV/nmc.mci.com. 
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THE  GRAVE  DANCER':  NOW 
THE  WORLD'S  HIS  STAGE 

Sam  Zell  looks  at  the  REIT  revolution  he  helped  create 


Iconoclastic,  brash,  hugely  success- 
ful— Chicago  financier  Samuel  Zell 
is  all  that  and  more.  Originally,  he 
was  dubbed  "the  grave  dancer"  for  his 
purchases  of  undervalued  corporate  as- 
sets such  as  radio  stations  and  drug- 
stores. Now  Zell  is  among  a  handful  of 
innovators  who  have  been  assembling 
huge  packages  of  commercial 
real  estate  properties  into  real 
estate  investment  tmsts.  His  of- 
fice, apartment,  and  prebuih- 
home  REITS  are  the  industry's 
biggest.  He  is  considering  a  pri- 
vate international  fund  to  bf 
converted  into  a  REIT.  Just  be- 
fore Zell  took  off  with  a  dozen 
friends — the  "ZelVs  Angels" — 
for  his  annual  motorcycle  tour, 
he  talked  irith  busixess  week's 
Chicago  Bureau  Chief  Richard 
A.  Melcher. 

Q:  Real  estate  has  always  been 
plagued  by  violent  cycles.  Wliaf  '.< 
different  this  time? 
A:  I  think  there's  a  revolution. 
The  pubhc  market  has  become 
the  ultimate  source  of  capital 
for  real  estate  and  the  bench- 
mark for  the  industiy.  \\Tiat  I'm 
talking  about  is  a  worldwide 
movement  toward  liquidity  in 
real  estate.  You're  mo\ing  from 
direct  investment — you  buy  a 
building — to  indii-ect,  like  bu\ing 
stock  on  the  New  York  Stock 
Exchange.  That  creates  disci- 
phne  in  an  industiy  that  histor- 
ically had  little  or  none.  And 
there's  another  factor:  You  have  all 
kinds  of  information  that  was  never 
available  before.  You  can  find  out  how 
much  it  costs  to  rent  an  apartment  in 
any  market  in  the  U.  S.  Information 
dramatically  reduces  volatility. 

Q:  Some  analysts  say  real  estate  is 
overpriced. 

A:  Eveiybody  is  talking  about  it  being 
the  end  of  the  world.  We're  dealing 
with  pai-anoia  from  [eai-lier  penods  of] 
massive  oversupply — that  the  real 
estate  investment  world  to  some  ex- 


tent is  like  a  game  of  musical  chaii*s. 

Q:  The  market  cap  of  re  its  has  gone 
from  about  S-5  billion  i7i  1992  to  about 
§160  billion  to  §170  billion.  Will  that 
continue? 

A:  I  think  that  when  this  yeai*  is  up 
total  retuiTis  ai*e  going  to  be  anwhere 


sets  to  an  integi-ated  network.  That'j 
where  you  really  produce  optimimi  rei 
suits.  \\'hat  do  I  mean?  Ob\iously.  m 
tional  pm-chasing,  insui^ance.  In  Seattl( 
when  we  had  3,000  imits,  it  used  t 
cost  us  S150  each  to  have  them  painte( 
Now  we  have  12.000,  and  it  costs  SlOi 

Q:  What  international  markets  ai 
irderesting? 

A:  I  can  stait  with  Western  Europ 
where  there  stUI  ai'e  significant  prival 
zations  and  unbundling  from  stat 
o^TOed  banks.  In  Eastern  Eiu'ope  ai 
the  foiTner  So\'iet  Union,  the  perceiv( 
iTsk  is  gi-eater  than  the  reality.  We  thi 
Asia  is  very  interesting,  especial 
•Japan.  If  they  ever  get  their  act  t 
gether  and  stop  tning  to  overregula 
eventhing,  it  could  be  veiy  attractiv 
I'm  most  bullish  on  Lat 
America.  It  is  going  to  outpe 
foiTn  the  rest  of  the  world  in  t 
next  10  yeai's.  Chile,  Brazil,  a 
Ai-gentina  are  all  creating  p  ' 
vate  pension  funds  providi  j 
capital  for  real  estate.  Capital  | 
flo\\'ing,  and  I  believe  it  is  lo;  ' 
to  create  a  worldwide  real 
tate  company  that  effectively 
bitrages  risks,  retiuTis,  and 
set  classes  all  over  the  world 


'I 


Wliat  I'm  talking  about  is  a  [global] 
movement  toward  liquidity'  in  real 
estate.  That  creates  discipline  ..." 

SAMUEL  ZELL 

Chicago  financier 


Q:  You're  chairman  of  nine  p 
'•  companies.  How  do  you 
nice  it  all? 
A:  Fu-st,  eveiy  company  I'm 
volved  \vith  has  a  ceo  who 
day-to-day  full  responsibility 
lis  company  on  an  ongoing  ha 
And  my  contiibution  is:  1)  to 
a  sounding  board;  2)  to  b 
strategic  and  directional  thin! 
3)   where    appropriate,  o 
dooi-s,  create  access,  and  par] 
pate  where  my  paitictilai-  talrt 
or  experiences  are  relev| 
We're  great  believers  in  zr, 
based  thinking — you  start  e{ 
day,  and  if  you  don't  sell  it, 
you've  bought  it. 


from  12''"c  to  20'^f.  For  the  foreseeable 
futui'e,  over  the  next  10  yeai-s,  it's  prob- 
ably going  to  compound  at  a  30*^  to 
40%  rate,  both  on  the  equity  side  and 
debt  side.  And  we've  only  converted 
about  Wyi  of  the  commercial  real  es- 
tate portfoUo.  There's  still  90%  of  the 
world  to  equitize. 

Q:  Real  estate  has  alivays  been  a  local 
business.  Now.  the  REIT  industry  is 
building  national  groups.  Are  there 
economies  of  scale? 

A:  We've  gone  from  a  collection  of  as- 


Q:  You've  often  said  you  like  to  test 
limits.  ^Mlere  do  you  go  from  here? 
A:  It's  all  about  painting  on  an  en 
canvas.  I  have  an  opportunity  to  n  ~ 
rially  influence  the  reshaping  of  a 
gantuan  indtistiy — an  industiy  that 
resents  12%  of  the  GXP  in  this  count  - 
wTote  [retuing  American  Aiiiines 
ChaiiTnan]  Bob  Ci*andall,  who's  ar  - 
fiiend,  and  said:  "You  know  wha 
extraordinaiy  opportunity  you  had? 
had  an  industiy  with  a  blank  cai 
and  you  painted  it."  That's  the  opp 
nitv  I  have  in  real  estate. 
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HESE  OIL  RIGS 
RE  SiniNG  DUCKS 

Vhy  are  some  money  managers 
buying  Global  Marine  (glm), 
lose  stock  has  slid  downhill  lately? 
"has  become  a  sitting  duck,"  says 
.  3  head  of  a  New  York  hedge  fund 
it  invests  chiefly  in  oil-related  is- 
is.  He  says  the  decline,  the  result  of 
nagement  woes  and  a  drop  in  oil 
COS,  opens  Global  Marine  up  to  a 
:eover. 

international  oil-and-gas  con- 
etor  with  31  offshore  rigs,  "Global 
Marine  is  a  play 
OR  A  SLIPPERY      on  the  resurg- 

SLOPE  ing  demand  for 

rigs — and  an  at- 
tractive buyout 
target,"  argues 
this  pro.  The 
stock  hit  35  on 
Nov.  5,  dropped 
to  19  in  January, 
and  has  since 
crept  up  to  23. 

One  outfit  ru- 
mored to  be  in- 
terested is  Santa 
Fe  International, 
the  leading  con- 
tract driller.  San- 
e,  owned  66%  by  Kuwait  Petrole- 
Corp.,  "has  the  critical  mass  and 
)  pockets"  for  a  deal,  notes  one 
»al  stakeholder.  Santa  Fe's  fleet 
lid  best  fit  with  a  company  with 
lium  rigs  such  as  Global,"  he  says. 
5anta  Fe  spokesman  declined 
Tient. 

"hat's  Global  Marine  worth?  In  a 
ut,  35  to  40  a  share,  figures  the 
e-fund  manager,  based  on  recent 
One  factor  expected  to  persuade 
igement  to  do  a  deal  is  the  prob- 
of  finding  a  successor  for  ceo 
ell  Luigs,  65,  when  he  retires, 
lalyst  Kevin  Simpson  of  Merrill 
h  thinks  that,  on  fundamentals 
,  Global  Marine  should  climb  back 
,e  mid-30s  in  the  next  12  to  18 
hs.  For  1998,  he  expects  $2.05, 
)97's  $1.58. 

ata  Fe  operates  mainly  outside 
I.  S.,  with  26  mai-ine  rigs  and  28 
rigs  in  16  countries.  Acquiring 
1  Marine  would  give  Santa  Fe  a 
market  in  the  U.S.,  chiefly  the 
Df  Mexico.  With  Global  Marine's 
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premium  fleet,  and  as  the  region's 
largest  provider  of  management  ser- 
vices, it  has  benefited  ft"om  this  resur- 
gence, notes  Norman  Rosenberg  of 
Standard  &  Poor's.  Global  Marine  didn't 
return  calls. 

IGEN  MAY  BE  SET 
TO  SHINE  AGAIN 

For  some  stocks,  no  news  can  be  bad 
news.  That's  what  happened  to  igen 
International  (igen),  whose  electro- 
chemiluminescence  (ECL)  technology  is 
used  in  immune  tests  and  nucleic-acid 
probes,  igen's  stock,  which  rocketed 
from  11  in  October  to  45  on  Apr.  2, 
had  fallen  back  to  34  by  Apr.  29.  In- 
vestors had  expected  the  company  to 
sign  up  a  strategic  partner  for  a  new 
product,  and  the  lack  of  news  about 
that  caused  investor  dismay. 

Not  to  worry,  say  some  who  have 
bought.  George  Soros  recently  upped 
his  stake  from  5.3%  to  8.7%.  "There 
has  been  speculation  that  negotiations 
with  potential  partners  haven't  been 
going  well,"  notes  Heiriot  Tabuteau  of 
NationsBanc  Montgomery  Secmities. 
"Our  sense  is  the  opposite.  Things  are 
proceeding  well,  and  we  view  the  de- 
cline as  a  buying  opportunity." 

igen's  ECL  system  attaches  a  label  to 
a  biological  substance  that,  when  elec- 
tronically stimulated,  emits  a  light  de- 
tectable during  diagnostic  tests,  igen's 
new  miniaturized  product,  eclm,  has 
reduced  ecl  to  the  size  of  a  deck  of 
cards  and  can  be  plugged  into  any  di- 
agnostic device.  A 
A  DIP  CAUSED  BY     large  medical-de- 
LACK  OF  NEWS?     vice  maker  is  ex- 
pected to  sign  on 
as  partner  for  the 
new  product. 
Whispers  are  that 
the  partner  and 
potential  licensee 
will  take  a  stake 
in  igen. 

Tabuteau  values 
its  core  ecl  prod- 
uct at  44  a  share 
and  the  small 
ECLM  technology 
at  a  further  40. 
Conservatively,  he 
says,  the  stock  could  hit  70  in  a  year. 
George  Migausky,  igen's  chief  financial 
officer,  says:  "We  are  in  discussions 
with  a  number  of  potential  partners 
and  expect  we'U  have  one  or  two  deals 
this  year."  igen's  current  partners  are 
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biggies  in  health  care:  Pfizer  (page  92), 
Perkin-Elmer,  Agoui'on  Phannaceuti- 
cals — and  Roche/Boehringer  Mannheim, 
with  which  igen  has  a  royalty  dispute. 

COVENTRY  AIMS 
TO  SNARE  AIRLINES 

lot  only  is  Coventry  Industries 
I(COVN)  a  microcap  stock  but  it  is 
also  a  maker  of  such  prosaic  items  as 
fire  sprinklers  and  power-transmission 
systems.  Soon,  however,  the  company 
could  become  an  airline.  According  to 
several  investors,  Coventry  is  in  talks 
to  acquire  three  small,  low-fare  caiTi- 
ers — among  them  Kiwi  International 
Holdings,  pai-ent  of  Kiwi  International, 
which  flies  from  Newark  Intemational 
to  such  cities  as  Atlanta,  Boston,  Chica- 
go, Las  Vegas,  Orlando,  Palm  Beach, 
San  Juan,  and  Tampa. 

With  Kiwi,  Coventiy's  revenues  will 
jump  fi-om  an  estimated  $20  million  this 
year  to  about  $100  million,  according  to 
one  investor  Manny  Shulman,  president 
of  Shulman  Associates,  a  merchant  bank 
in  Florida,  says  if 


RESOLVED  TO  GET 
OFF  THE  GROUND 


NOV.  5.  '97 
▲  DOLLARS 


APR.  29,  '98 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


the  deal  material- 
izes, Coventry  wiU 
convert  Kiwi  into 
a  chartered  air- 
line, concentrating 
on  a  few  cities, 
such  as  Las  Ve- 
gas, that  have 
heavy  traffic. 
Coventry's  two 
other  targets  fly 
routes  in  the 
South,  says  Shul- 
man. Those  two 
have  combined 
revenues  of  $35 
million,  he  says. 

Kiwi's  greatest  asset,  he  notes,  is  its 
experienced  operational  capability.  "It 
has  a  perfect  five-year  safety  record," 
he  adds,  and  has  consistently  been 
ranked  near  the  top  in  consumer  satis- 
faction. Twice  gi'ounded  by  the  Federal 
Aviation  Administration  for  inile  viola- 
tions. Kiwi  was  saved  fi'om  bankruptcy 
in  July,  1997,  when  it  was  acquii'ed  by 
an  investor  gi-oup  headed  by  Charles 
Edwards.  Coventry's  stock,  which  hit  a 
high  of  12  a  share  in  April  last  year, 
closed  at  nearly  6  on  Api-.  29,  1998. 

CuiTently  in  the  red,  partly  because 
of  a  restracturing,  Coventry  is  expected 
to  earn  about  75(Z  a  share  next  year — if 
Kiwi  is  acquired.  Coventry  ChauTnan 
Robert  Hausman  declined  comment. 
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CABLE'S 
COMEBACK  KIO 

TCI's  John  Malone  is  back-and  ready  for  the  digital  future 


John  C.  Malone  looks  a  little  gi'ayer 
and  a  touch  stooped.  It  has  been 
two  rough  yeai's  at  the  helm  of 
Tele-Communications  Inc.,  battling 
falUng  subscriber  rolls,  mounting  debt, 
and  the  anxiety  of  investors  who  feared 
the  chainnan  of  the  No.  1  cable  company 
had  lost  Ms  way.  But  as  he  strolls  the 
halls  of  Denvei''s  Convention  Center  at  a 
TCi-sponsored  shindig  for  stock  analysts 
and  investors,  Malone  attracts  a  cluster 
of  admirer's.  "Hey,  you  guys  act  like  I've 
been  away,"  he  chides. 

Now,  Malone  is  back.  After  some  sav- 
age cost-cutting  that  axed  more  than 
2,500  employees  and  scaled  down  plans 
to  lay  fiber-optic  wires,  the  once  un- 
wieldy cable  giant  is  in  fighting  trim 
again.  In  the  year  just  ended,  TCi  re- 
ported cash  flow  <jf  $2.97  billion,  a  30.7% 
increase  from  199(1,  on  $7.6  billion  in 
revenues.  In  early  April,  Moody's  In- 
vestors Service  raised  TCi's  debt  to  in- 
vestment-gi'ade  status.  At  the  moment, 
no  cable  company  is  better  poised  to 
benefit  from  the  industi-y's  delayed  but 
fast  approaching  digital  future:  Furious 
dealmaking  has  given  TCi  all  or  pai'tial 
ownership  of  as  many  as  one-quarter 
of  the  nation's  65  million  cable  sub- 
scriptions. "I'm  hard-pressed  to  come 
up  with  another  company  that  has 
turned  ai-ound  so  quickly,"  says  Salomon 


Smith  Barney  analyst  Spencer  Grimes. 

Like  TCI,  most  of  cable  is  on  the  re- 
boimd.  By  the  end  of  1998,  as  many  as 
47%  of  the  nation's  subscribers  will  have 
two-way  fiber-optic  wiling  in  theii"  homes, 
giving  cable  the  fastest  pipeline  to  deliv- 
er mteractive  services  such  as  pay-per- 
view  movies,  electronic  shopping,  and 
data  sei-vices.  The  prospect  of  a  captive 
audience  with  living  rooms  reached  by 
high-speed  links  liu'ed  the  likes  of  Mi- 
crosoft Coip.  founders  William  H.  Gates 
III  and  Paul  Allen  into  investing  in  cable. 
It  also  has  prompted  a  doubling  of  cable 
stock  prices  in  the  past  yeai".  By  2003, 
the  i"ush  of  digital  services  will  give  the 
industry  cash  flow  of  $26  billion,  says 
Salomon's  Grimes,  more  than  double  its 
expected  $12.6  billion  in  1998. 


THE  AXMEN:  Malo7ie 
(Did  Hindery  (far 
left)  had  to  do  some 
savage  cost-cutting 

No  company  benefi 
ed  fi'om  cable's  new  £ 
lure  more  than  TC 
whose  stock  has  near 
tripled  in  the  last  yes 
to  30K  on  Apr.  28.  On 
derided  for  his  decl 
ration  of  a  500-chann 
cable  universe,  the 
chief  is  negotiatii 
from  strength  on 
more.  In  Febnaary, 
played  software  giar 
Microsoft  and  Sun  Microsystems  Ii 
against  each  other  and  won  concessio 
for  the  new  generation  of  digital  box 
that  win  reach  consumer's  late  next  ye 
Taking  advantage  of  cable's  new  pc 
ulaiity,  Malone  has  invited  "anchor  te 
ants"  to  help  defray  the  cost  of  the 
million  boxes  TCI  has  ordered  from  G< 
eral  Instnmient  Corp.  In  retm'n  for 
exclusive  right  to  supply  their  servicesj 
TCI  subscribers,  BankAmerica  Coi-p. 
Intuit  Inc.  ar'e  pa.^/ing  an  estimated 
the  $;300  cost  for  each  tci  box.  Now 
cable  company  is  said  to  be  lookingl 
other  such  deals,  including  an  estimaf 
$1  billion  fi-om  AT&T,  which  wants  to 
lize  cable's  entry  to  the  Internet! 
launch  local  phone  service. 
"SMARTEST  THING."  Putting  TCI  bacli 
such  a  commanding  position  took  so 
doing.  As  r-ecently  as  late  1996,  Mal4 
was  bi-eaking  the  batl  news  that  the 
pany  had  lost  70,000  cable  subscrit 
and  would  show  only  a  3%  inci'eas^ 
earnings  before  inter-est,  taxes,  depre 
tion,  and  amortization — less  than  a 
of  analysts'  projections  at  the  time. 

Then  Malone  br'ought  in  longtime  at 
exec  Leo  J.  Hindery  as  president  in 
r-uary,  1997.  Hindery  quickly  redi 
planned  rate  hikes  and  nixed  a 
wide  ser-vice  center;  dividing  TCi's  op| 
tions  into  six  separ-ate  r-egions  to 
vide  better  service  and  mar'keting  cli 


TCI'S  IMPROVED 
CASH  FLOW... 


...IS  HELPING 
TO  LOWER  DEBT... 


...AND  ITS  REACH 
IS  WIDER 


'95  -96 
▲  BILLIONS  OF  DOLLARS 

DATA  TELE-COMMUNICATIONS  INC  ,  NATIONSBANC  MONTGOMERY  SECURITIES,  fURMAN  SELZ  LLC 


'95  '96 
EST   A  SUBSCRIPTIONS  i\ 
MILLION  SUBSCRIBERS  COME  FROM  TCI  JOINT  VEIf 


Who's  picking  your  i<id  up  after  the  prom? 

tunately,  some  kids  drink  on  prom  night.  So  please  plan  alternate  transportation,  or  your  local 
pital  may  do  it  for  them.  To  help  ^;^^"xi:     ^;4_  keep  your  teen  safe,  see  your  Allstate      ^|  1 1 
Agent  or  call  I  888  All  SFTY  Bein?  in  ?ood  hands  is  the  onlv  Diace  to  bel"   iiiu'reinatMidhands. 


are  steps  from  world-class  shopping, 
are  minutes  from  famed  museums, 
are  about  to  duck  out  of  vour  meetinq. 


who  are  you  sleeping  with? 


Child-proof  caps  protect 
those  "who  can't  read. 

Medicine  labels  protect 
those  idio  can. 


The  Westin 

GALERIA  PLAZA 
Mexico  Cicy 

You  like  mixing  business  with  pleasure. 
You'll  love  The  Westin  Galeria  Plaza. 

Mexico  Cit\-.  Located  off  the 
Reforma  Boulevard.  The  Westin  offers 
Guest  Office '  rooms  that  provide  what  j 
vou  need  to  work  productivelv  on  the  j 
road.  N"ot  to  mention  dailv  international  j 
newspapers  and  continental  breakfast  in 
our  Executive  Floor  Lounge  Westin 
Premier'  points  and  airline  miles. 

Choose  your  travel  partner  wisely.* 
Call  l-800-WESTIN"-l 

www. westin. coir 
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I  to  the  consumer.  And  to  wipe  S4.5  biUio 
in  debt  off  TCi's  balance  sheet.  Hinder 
put  3.8  miUion  subscribei"s  into  12  joir 
ventui'es  with  other  cable  companie; 
"Hiring  Leo  was  the  smanest  thing  Joh 

■  has  ever  done."  says  Gordon  Ci*a-«-fon 
senior  \ice-president  of  Capital  Resean 
&  ]\Ianagement  Group,  which  holds  S^f  - 
TCi's  shares. 

Hindeiy  is  as  unlike  ]\Ialone  as  cou 
be.  Previous  TCi  brass  were  oft( 
bi-usque  with  investoi-s.  the  press,  ar 
even  feUow  cable  execs,  but  Hindei 
chaiTns  outsiders.  "^^Tien  Malone  ar 
News  Coi-p.  ChaiiTnan  Rupeit  ]VIui-do4 
locked  homs  over  Mui'doch's  plans  | 
compete  via  satellite.  Hindeiy  quietly  n 
gotiated  the  truce  by  which  News  Coil 
c-ontiibuted  its  fledgling  ASkj^B  service  I 
the  cable-iim  Piimestai-  consoitiiun  | 
exchange  for  caiiiage  of  his  prograJ 
ming.  Then  Hindeiy  u-aded  TCi's  800,(M 
New  York-ai*ea  subseribei-s  for  a  oil 
third  interest  in  Cablevision  SysteJ 
Coi-p.  and  also  won  the  rights  for  TCI 
.50'^-owTied  Fox  Spoits  Network  to  ta 
vise  the  New  York  Knicks  and  Rangej 
NET  MERGER?  With  Hindeiy  at  the  aj 
ti"ols.  ^^lalone  v\"as  fi-eed  to  focus  on  strj 
eg}-  and  stioictm'e  complex  deals.  Iffl 
one  now  has  a  sizable  consteUationj 
holdings  in  evemhing  fi-om  at&t  » 
Genei*al  Instimnent  to  cable  operatj 
Time  Warner  and  Cablevision.  Mala 
has  also  been  working  behind  tlie  scm 
to  negotiate  a  mei-ger  between  TCi's  4(1 
c-onn-oUed  Internet  senice  @Home  Cd 
and  Hme  Warner  Inc.s  Roadrunner, I 
ble's  other  big  Net  senice.  I 
The  latest  joint  ventures  broaden  ij 
reach  into  some  of  the  lai'gest  markJ 
whose  subsaibei-s  have  gi"eat  bmingj 
tential,  says  XationsBanc  Montgomj 
Secuiities  analyst  -John  Tinker.  I 
yeai-end.  precUets  Tinker,  the  1  mill 
or  so  TCI  customei-s  with  new  digital  4  . 
es  wiU  generate  §262  million  in  new  m  " 
enue  and  provide  profit  mai*gins  of  Tt 
TCI  isnt  out  of  the  woods  yet.  Itl 
nancial  woes  have  put  it  behind  rii 
in  rolling  out  sophisticated  technollp. 
To  catch  up.  it  will  spend  neai'ly  -32  Wj'" 
over  the  next  two  yeai-s  to  provide  i 
of  its  customei"s  with  two-way  interaJ 
capability  by  2000.  Even  so.  as  mani 
40*"^  of  its  customei-s,  those  in  smil. 

j  communities,  won't  be  getting  as  nr--" 
channels  as  theu-  m-ban  coimtei-parfcj 

I  Cable  also  has  political  battles  to  J 
in  Washington,  and  the  newiy  ordJ 
technologv"  has  yet  to  be  put  to  the  1 
But  Malone  and  Hindeiy,  seeingj 
promise  of  new  senices  and  a  rusj 
revenue  on  the  hoiizon,  have  the  (I 
giant  at  the  ready.  I 

I  B;/  Ronald  Grove r  in  Da 


ere  lie  looks, 
ions  foil 


ow. 


Last  /ear,  his  company  spent  $2.1  billion  on  outside  vendors. 
A  lot  of  that  was  spent  on  companies  just  like  yours.  He  found  out  about  those  companies  in  his 
business-to-business  media,  where  he  turns  for  credible,  in-depth  coverage  of  trends, 
lew  technology  and  the  most  critical  issues  impacting  his  business.  We're  American  Business  Press,  the  industry 

association  for  business-to-business  information  providers.  Our  members  produce  magazines, 
CD  ROM's,  Web  sites,  trade  shows  and  other  media  reaching  an  audience  of  over  37  million.  We'll  show  you 

how  to  use  these  media  to  get  seen  by  the  business  leaders  that  matter  most  in  your  industry. 
To  learn  more,  contact  Peter  Shih  today  at  212-661-6360,  ext.  308,  or  visit  us  at  www.americanbusinesspress.com  . 
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First  Read  of  Decision 


ers 


t's  talk  about  clients  on  two  coasts 

...I  need  all  my  files  at  both  offices... 

Let's  talk  about  flight  delayed. 

...and in  between. 


Let's 


talk  about  popcorn 

...did  I  mention,  I  love  movies? 


Let*s  talk  about  your  Gate w a y;^ 


^^{(jp^  When  you  call  Gateway,  we'll  build  a  computer  just  for  you.  Karen  said  "I  don't  need  a  wimpy  laptop,  I 

|,^|^  need  a  desktop  that  travels."  So  we  built  her  a  portable  with  the  power  of  a  desktop.  What  can  we  build 

iW^I'^/  for  you?  Do  you  work  in  one  place  or  all  over  the  place?  Do  you  need  to  give  presentations  on  the  fly? 

PPoH^'HT!®!!  Write  memos?  Both?  Want  to  watch  movies?  Play  games?  Call  us,  and.. .Let's  talk  about  your  Gateway." 


the  ultimate  copilot  (Solo®  5100SE) 

Want  0  lighter  portable  that  still  works  like  a 
heavyweight?  This  one's  only  6.6  lbs.  and  1.6" 
thin  and  comes  with: 

14.1"  Active  Matrix  Color  Display 

An  Intel' Pentium"  II  Processor  at  233MHz  with  512K  Cache 

32MB  of  RAM  (for  smooth  presentations) 

2GB  Hard  Dme(holds  all  your  files) 

A  modem  ('/'or  Internet  access  and  e-mail) 

An  interchangeable  CD-ROM  and  3.5"  Diskette  drive 

Altec  Lansing*  Speakers 

Microsoft*  Windows'95  already  loaded 

(MS*  Windows  98  Upgrade  Offer  valid  through 

June  20, 1998) 

And  we  back  it  all  with  Gateway  Gold  Service  &  Support 
for  portable  PCs 

$2999  As  low  as*$104/mo. 


Karen's  portable  desktop  (Solo  9100SE) 

Karen  wanted  a  desktop  PC  she  could  use  at 
two  offices,  so  we  built  her  a  portable  with: 

A  14.1"  Active  Matrix  Color  Display 

(more  viewable  area  than  most  15"  desktop  monitors) 

An  Intel  Pentium  II  Processor  at  233MHz  with  512K  Cache 

32MB  of  RAM  ('to  manage  multiple  tasks) 

4CB  Hard  Dn\/e (for  extra  storage) 

A  vnode<m(for  Internet  access  and  e-mail) 

Microsoft  Windows  95  already  loaded 

(MS  Windows  98  Upgrade  Offer  valid  through 

June  20, 1998) 

A  4MB  3-D  graphics  accelerator  and  game  port 
Altec  Lansing  Speakers 

But  she  likes  to  have  some  fun  too,  so  we  added: 

A  removable  combo  DVD-ROM  and  3.5"  diskette 
drive  Cfor  movies,  games  and  software) 


$3899Aslowas*$135/mo. 


Let's  talk  about  your 

www.gateway.com 


^Gateway 
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leNew 
Era. of 


Viagra  and  other 
blockbusters  are 
transforming 
the  $300  billion 
industry 


Viagra,  Viagra,  Viagra,  tv  shows  are  interview- 
ing ecstatic  customers.  Newspapers  and  maga- 
zines are  analyzing  its  cultui'al  implications.  In- 
ternet chat  sites  are  spreading  info  on  how  to  get 
it.  Bars  and  cocktail  parties  are  buzzing  with 
jokes  about  it.  But  Viagra  is  more  than  just  a 
blockbuster  drug  that  treats  a  widespread  sexual  ailment.  It 
represents  a  whole  new  class  of  drugs  which  will  alter  the 
lifestyle  of  millions,  transform  the  pharmaceutical  industry, 
and  add  vigor  to  the  economy. 

Pfizer  Co.'s  new  impotence  drug  is  barely  a  month  into  its 
debut,  but  already  Wall  Street  analysts  estimate  that  the 
medicine  could  easOy  hit  sales  of  So  billion  a  year — even  $11 
billion  according  to  some  optimistic  projections.  Demand 
is  off  the  charts,  ndc  Health  Information  Services, 
a  Phoenix-based  market-research  firm,  says  206,246  pre- 
scriptions for  Viagra  were  filled  in  the  week  ended  Apr.  24, 
up  nearly  70%  from  the  prior  week's  number.  "It's  kind 
of  a  cultural  phenomenon,"  crows  Pfizer  chief  William  C. 

Steere  Jr.  mmmi^m^mmmamam 

VAST  APPEAL.  Sure,  Viagra  is  a  godsend 
for  men  with  clinically  diagnosed  impo- 
tence, just  as  weight-loss  drugs  already 
available  or  coming  to  market  can  be  a 
major  health  boon  for  the  seriously 
obese.  But  what  gives  such  drugs  vast 
appeal  is  their  ability  to  enhance  the 
lives  of  people  with  less  severe  sjTnp- 
toms.  Other  drugs  in  the  pipeline  control 
everything  from  minor  irritations  like 
baldness  and  wrinkles  to  debilitating  dis- 
eases such  as  arthritis,  memory  loss,  and 
ncontinence.  "We  may  find  targets  for 


Pfizer's  Winning  Formula 

Viagra  is  just  one  of  a  host  of  hot 
products  driving  sales  page  96 

Is  This  Rx  Necessary? 

When  the  issue  is  enhancing  a 
lifestyle,  who  should  pay?  page  98 

Danger:  Read  the  Label 

Doctors  are  prescribing  drugs  for 
unapproved  uses  page  100 


hair  loss,  aging  skin,  all 
the  lifestyle  issues  of  the 
baby  boomers,"  says  Pfizer's  Steere.  Soon  they'll  be  joi 
by  drugs  that  could  actually  prevent  the  diseases  of  ag 
such  as  osteoporosis,  heart  disease,  and  some  forms  of  < 
cer  (table,  page  94).  The  demand  will  be  fueled  by  de 
graphics.  "The  aging  baby  boomer  population  wants  to 
main  young  and  is  very  willing  to  use  drugs  that  counte; 
some  of  the  ravages  of  aging,"  says  independent  phari 
ceutical  analyst  Jack  Lamberton. 

Ultimately,  the  new  lifestyle  dings  could  turn  the 
maceutical  industry'  into  an  engine  of  growth  for  the  e 
economy.  Right  now^  worldwide  spending  on  phaiTnaci 
cals  is  running  at  about  $;300  billion  a  year,  with  the  U. 
counting  for  some  one-thii'd  of  the  total.  At  that  level, 
lot  smaller  than  the  high-tech  sector  But  strong  den 
combined  with  new  technology'  is  a  formula  for  a  pha 
ceutical  economic  boom  in  the  next  decade  that  could  riva 
high-tech  explosion  of  the  last  10  years.  At  a  time 
■MMMMMM  many  people  lay  out  S20  to  $30  a  n\ 
on  cable  television,  it  seems  likely  tl 
pay  as  much  for  a  lifestyle  drug, 
enormous  spending  could  double  the 
of  the  drug  industn,^  over  the  next 
years,  sending  ripple  effects  thi-ougl 
entire  economy. 

Investors  are  already  placing 
bets.  Pfizer  is  now  trading  at  54 
the  consensus  for  expected  1998  e; 
above  both  Microsoft  Corp.'s  multi] 
52  times  eaiTiings  and  the  Pacific 
Exchange  technology  index  multi] 
49.  Suddenly,  drug  stocks  are  perl 


Cover  Story 


ing  like  those  Wall  Street  darlings,  the  high-tech  stocks. 
"The  drag  industiy  is  hitting  on  all  cylinders,"  says  Cowen  & 
Co.  analyst  Stephen  M.  Scala. 

The  whole  focus  of  the  industiy  is  undergoing  dramatic 
change.  Until  recently,  most  reseai'ch  was  aimed  at  curing  life- 
threatening  or  severely  debihtating  illnesses.  But  the  new 
megadrugs  target  medical  conditions  that  are  somewhere 

between  painful  and 
uncomfortable.  Treat- 
ment could  even  be 
considered  optional  for 
some.  Impotence  is  only  the  most  sensational  of  these  so- 
called  lifestyle  conditions.  Hundreds  of  millions  of  dollars 
are  also  being  poured  into  efforts  to  discover  safe  and  effec- 
tive treatments  for  obesity,  anxiety,  memory  loss,  depres- 
sion, incontinence,  and 
ailhiitis.  Cui'es  seem  re- 
mote. But  drug  compa- 
nies are  working  up 
medicines  that  may  hold 
these  ailments  in  check 
if  taken  regularly  for  a 
lifetime — the  siu'efii-e  in- 
gi-edient  for  a  huge-sell- 
ing drag. 

OPEN  DOOR.  The  indus- 


What's  Viagra  Worth? 

Pflzer's  1997  sales  came  to  $12.5  billion  and  its  earnings  per  share  were 
$1. 76.  Here's  what  Viagra  could  add  to  sales  and  earnings  in  2001 
under  varying  assumptions  of  usage. 


AVERAGE 
DOSES 


10 


SALES* 


EPS** 


women — an  additional  29  million  potential  customers.  EvistaY 
annual  sales,  if  approved  for  both  purposes,  could  easilj 
ti-iple  the  $1.2  billion  it's  estimated  to  reach  by  2001  for  os 
teoporosis  alone.  "This  has  really  opened  the  door  to  th( 
pharmaceutical  industi-y  to  exploit  preventive  maintenancf 
therapies  for  a  whole  range  of  diseases,"  says  V.  Craig  Jordan 
director  of  breast  cancer  research  at  Northwestern  Universitj 
This  new  class  of  drags  raises  a  lot  of  questions.  Wh( 
wiW  pay,  for  example.  It's  not  a  hard  call  for  an  insurer  t- 
pony  up  for  a  drag  that  may  prevent  osteoporosis,  but  not  s 
clear  when  an  ailment's  biggest  impact  is  on  one's  lifestyki 
Many  insurance  companies  are  already  balking.  And,  aK 
though  the  side  effects  produced  by  medicine  are  worth  th^ 
risk  when  the  diseases  ai'e  life  thi'eatening,  the  calculus  is  di''- 
ferent  when  the  outcome  is  merely  lifestyle-enhancing. 
^,^^„^,^^,^„^^^^^^^^^^^^       Even     if  insurer 

refuse  to  reimburse  fc 
Viagra  in  some  cases, 
may  not  matter  to  far 
of  the  little  blue  pil 
They're  likely  to  pay  fc 
it  themselves.  "Viagi-a 
special,"  says  Salome 
Smith  Barney  analy 
Christina  Heuer.  "It 
the  epitome  of  a  bran 


MILLIONS  OF  USERS 
13.5 
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EPS* 


SALES*  EPS* 


,     ,      ,^    .                 TWICE  A  MONTH    $1.82    $0.35       $2.50    $0.50       $2.90    $0.59  , 
try  hasnt  grven  up  on       new  market. 
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research  into  more  seii 
ous  diseases.  But  for 
these  diseases,  an  em- 
phasis on  pr-evention 
could  generate  mega- 
bucks  as  well.  It's  not  a  very  hai'd  sell  to  get  someone  to  take 
a  pill  every  day  for  decades  if  it  could  pr'event,  say,  cancer*, 
stroke,  or  Alzheimer'"s.  Eli  Lilly's  Evista  is  the  pr-eventive 
model  every  drag  company  would  hke  to  emulate.  The  dr-ug, 
which  blocks  cancer-causing  estrogen  in  the  breast  while  in- 
cr-easing  bone  mass,  won  appr-oval  last  December  for  the 
treatment  of  osteoporosis,  a  weakening  of  the  bones  that  af- 
fects 18  million  women  in  the  U.  S.  Now,  recent  clinical  data 
indicate  the  chug  may  also  pr'event  breast  cancer-  in  liigh-risk 


2.00 


11.65  2.36 
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"AMAZING."  How  big 

the  market?  W)!' 
knows?  It's  not  cle  f 
how  many  men  mi  \ 
prove  to  be  regular  ci 
tomers — or  women,  for  that  matter,  who  may  also  decide  s 
try  the  drag.  Heuer  expects  Viagr-a  to  soar-  to  $2  bUlion  in  2  l^t' 
nual  wor-ldwdde  sales  by  1999,  r-ivaUng  the  year--old  cholester  ifi 
reducer  Lipitor,  jointly  marketed  by  Pfizer  and  War-ner-La  Hi' 
bert  Co.,  as  the  most  explosive  drnag  launch  ever.  Cowe  i' 
Scala,  who  conser'vatively  estimates  that  Viagra  sales  will 
$2.5  billion  by  2001,  has  laid  out  scenarios  in  which  the  dr  te 
could  pi'oduce  as  much  as  $11  billion  in  annual  sales  by  tl  fc- 
year-.  In  fact,  if  just  16  milUon  people  use  it  once  a  week,  i  te 


Redefining  the  Blockbuster 

The  blockbuster  designation  has  typically  been  applied  to  drugs  with  sales  of$l  billion  or  more  a  yei 
typically  medicines  used  by  several  million  people.  New  drugs  may  make  the  old  definition  archan 

Big-SeUing  Drugs  Hitting  the  Market  Now... 


DRUG 


MAUDY 


LAUNCHED 


COMPANY 


ESTIMATED  ANNUAL  H 


VIAGRA 


Impotence 


1998 


PFIZER 


$10  billio 


r 


LIPITOR     Cholesterol  reducer      1997       WARNER-LAMBERT  AND  PFIZER      $  6  billlc 


ZYPREXA  Schizophrenia  1996 
CELEBRA " "  Arthritis'  1 999^ 


ELI  LILLY 

MONSANTO  AND  PFiZER 


$  3.6  bi 


$  3.2  bi 


VIOXX  Arthritis 
REZULIN  Diabetes 


1999^ 
1997 


MERCK 

WARNER-LAMBERT 


EVISTA      Osteoporosis  1998 

•Expected  launch    **2002    tBUSiNESS  WEEK  estimate 


ELI  LILLY 


$  2.4  bi 
$  2.2  bi 
$  2.0  bi 


1  sales  could  hit  $5.8  billion.  But  doctors  say  the  average 
rate  would  likely  be  closer  to  a  dozen  times  a  month, 
ledical  experts  say  that  a  big  part  of  that  market  is  nor- 
ly  potent  men  who  are  looking  for  enhanced  sexual  per- 
lance.  "This  is  clearly  being  prescribed  to  a  veiy  large 
.ber  of  people  whose  primaiy  problem  is  that  they  don't 
along  with  theii'  partner,"  says  Di'.  Sidney  Wolfe,  dii'ector 
ublic  Citizen's  Health  Research  Group, 
or    milhons  of 
— perhaps  as 
y  as  30  million 
irieans,  urologists 
nate — who  have 
red  silently  fi'om 
1  ilment  that  few 
j  d     even  talk 
t  just  a  couple  of 
3  ago,  the  drug 
Tiiracle.  The  $10 
■estores  potency 
may  have  been 
hrough  such  ail- 
s  as  diabetes, 
"tension,  anxiety, 
en  simple  aging. 
3stores  feelings 
forgotten  were 
"  says  a  63-yeai- 
I  who  has  been 
it.  "This  is  ab- 
ly amazing,  and 
!  to  say  that." 

^  ;er's  competitors  are  already  looking  to  improve  on  Vi- 
The  drag  got  its  start  as  a  potential  angina  ti-eatment 
loecause  it  suppressed  a  key  enzyme,  facilitated  blood 
nto  the  penis.  Industry  executives  say  Pfizer  rivals 
&  Co.  and  Bristol-Myers  Squibb  Co.  ai-e  hard  at  work 
Jiiiilar  compounds.  Their  challenge:  to  come  up  with  med- 
;  that  don't  produce  such  unwanted  side  effects  of  Viagi-a 
occasional  headache,  and  less  frequently,  blue  haze  in 
i:,tient's  vision.  Many  of  the  impotence  treatments,  in- 


cluding Viagra,  are  also  being  studied  to  see  what,  if  anything, 
they  might  do  for  women. 

Viagi'a  is  sure  to  be  sharing  the  impotence  market  soon. 
Schering-Plough  is  expected  to  enter  the  market  in  1999 
with  Vasomax,  a  pill  developed  by  Zonagen  Inc.  that  blocks 
receptors  in  the  penis  that  prevent  blood  vessels  fi"om  dilat- 
ing. In  2000,  a  joint  venture  of  Abbott  Laboratories  sand 
Takeda  Chemical  Industries  Ltd.  is  expected  to  debut  its 

DRAWING  CARD 

Says  Dr.  Kenneth 
Goldberg  (right): 
"Tfiis  drug  will 
bring  a  lot  of  men 
into  the  office.  We 
can  pick  up  other 
medical  problems" 

so-far  unnamed  pill, 
based  on  a  drag  called 
apomorphine.  Vivus 
Inc.,  a  smaller  con- 
tender, generated  about 
$129  million  in  sales  last 
year  with  a  less  conve- 
nient— though  arguably 
more  effective — pellet 
inserted  in  the  lu'ethra. 
Marketing  of  the  pellet 
stalled  in  Januaiy,  1997. 
And  Phannacia  &  Upjohn  Inc.  sells  an  injectable  forai  of  the 
compound  used  by  Vivus. 

The  fast  entrance  of  competing  drugs  highlights  a  dra- 
matic change  in  the  phannaceutical  industiy.  Wliere  once  it 
took  some  15  years  to  develop  a  new  drag,  advances  in  tech- 
nology and  the  understanding  of  how  cells  work  has  allowed 
dragmakers  to  shave  years  off  that  incubation  period.  At 
waip  speed,  new  technology  allows  chemists  to  test  thousands 
of  drug  candidates  in  one  day.  And  that's  just  the  begin- 


...And  ill  the  Pipeline 


TREATMENT 


COMPANIES 


POTENTIAL  USERS 


Pills  that  reduce  appetite  and 
speed  up  metabolism 

ROCHE  HOLDING,  BASF, 
BRISTOL-MYERS  SQUIBB 

60  million 
U.S.  adults 

Drugs  to  fight  the  growing  threat  of  hepatitis 
B  and  C 

BRISTOL-MYERS, 
PFIZER,  OTHERS 

360  million 
people  worldwide 

)N 

Drugs  that  block  brain  chemicals  that  are  a 
factor  in  depression  and  a  variety  of  other 
psychiatric  disorders 

PFIZER,  ELI  LILLY, 

BRISTOL-MYERS 

MERCK 

27  million 
U.S.  adults 

NCE 

Drugs  aimed  at  imiproving  bladder  control 

ELI  LILLY,  PFIZER, 
BRISTOL-MYERS 

120  million 
adults  worldwide 

The  next  generation  treatment, 
meant  to  act  faster  and  longer 

MERCK,  PFIZER,  BRISTOL- 
MYERS,  PHARMACIA  &  UPJOHN 

25  million 
U.S.  adults 

Nonaddicting  drugs  that  work  like  Valium 
but  without  the  side  effects 

PFIZER,  NEUROGEN, 
BRISTOL-MYERS 

10  million 
U.S.  adults 

Drugs  that  enhance  cognition  may  be  useful 
for  Parkinson's  and  Alzheimer's  sufferers 

PFIZER,  MERCK, 
BRISTOL-MYERS,  ELI  LILLY 

7  million 
U.S.  adults 

DATA:  SALOMON  SMITH  BARNEY,  BUSINESS  WEEK,  MERCK,  PFIZER, 
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ning:  Di-ugmakers  are  now  able  to  identify  tlie  specific  re- 
ceptors on  many  cells  that  attract  disease-causing  agents. 
By  pinpointing  those  pieces,  they  hope  to  tai'get  theii"  attacks 
on  everything  ft'om  cancer  to  vii'uses  with  amazing  accm-acy 
and  few  side  effects. 

All  of  these  techniques  are  being  marshalled  to  look  for 
what  could  be  the  biggest  hfestyle  blockbuster — the  next 

Prozac.  The  pioneer- 
ing antidepressant 
Prozac,  introduced  in 
the  late  1980s,  and  its 
younger  cousins  Zoloft  and  Paxil,  target  the  brain  chemical 
serotonin.  They  are  widely  used  for  a  whole  host  of  ailments, 
from  eating  disorders  to  obsessive-compulsive  behavior.  The 
result:  Annual  sales  for  the  tliree  this  year  should  top  $6  bil- 
Hon.  Drug  companies  are  searching  for  a  new  psychotropic 
drug  with  even  more  uses  and  fewer  side  effects. 
SIZE  COUNTS.  There  are  lots  of  candidates.  Merck  is  investi- 
gating a  new  class  of  dnags  that  block  the  action  of  a  brain 
chemical  called  Substance  P  and  could  be  used  to  treat  de- 
pression and  schizophrenia.  Pfizer,  in  partnership  with  Neu- 
rogen  Corp.,  is  in  early  clinical  trials  with  a  dnig  that  is 
aimed  at  gaba,  a  brain  chemical  involved  in  anxiety.  If  suc- 
cessful, the  compound  should  have  all  the  benefits  of  Vahum, 
with  none  of  the  addictive  cjualities  or  other  dangerous  side 


effects.  Given  that  medical  experts  estimate  that  10%  of  tl 
U.  S.  population  suffers  from  chi'onic  or  acute  anxiety,  a  sa 
and  effective  treatment  could  easily  nval  Prozac  in  sales. 

The  huge  sums  that  must  be  spent  to  find  these  bloc 
busters  will  spawn  dramatic  changes  in  the  industry.  Dru 
makers  have  long  felt  they  needed  size — especially  mj 
sive  research  budgets — to  pi'oduce  the  gigantic  sellers.  Wj 
billion-dollar  dings  have  come  billion-dollar  research-and-c 
velopment  budgets  and,  paradoxically,  the  need  to  cha 
still  more  megasellers  to  keep  growth  rates  up.  Look  foi 
raft  of  mergers,  affecting  largely  those  companies  ti 
aren't  able  to  deliver  their  own  blockbusters,  and  a  ] 
ordering  of  the  ty])e  of  ailments  druginakers  focus  on.  0\ 
time,  old  deals  that  collapsed  amid  ego  clashes — such 
the  aborted  joining  of  SmithKline  Beecham  plc  and  Am 
ican  Home  Products  Corp.  early  this  year  and  then 
SmithKline  and  Glaxo  Wellcome  PLC — could  get  a  secc 
wind.  Even  huge  players  such  as  Merck — whose  executr  k 
pondered  a  deal  with  Pfizer  in  the  early  1990s — might  ; 
less  resistant  to  approaching  the  altar  ! 

A  wave  of  patent  expirations  will  further  accelerate  c  i 
solidation.  Wliile  Pfizer's  bumper  crop  of  new  di'ugs  has  k  k 
it  above  the  merger  fray,  Eli  Lilly  &  Co.  and  Merck,  am( 
others,  are  more  vulnerable  because  star  dings  such  as  :-: 
antihyj^ertensive  Vasotec  and  Prozac  will  face  cheap  gen( 


THE  FORMUU  AT  PFIZER: 
DON'T  RUN  WITH  THE  CROWD 


It's  ironic.  With  the  explosive  launch 
of  Viagra,  Pfizer  Chairman  William 
C.  Steere  Jr.  now  finds  himself  at 
the  center  of  a  cultural  phenomenon. 
And  yet  Steere 's  leadership  at  Pfizer 
Inc.  has  been  based  largely  on  avoiding 
the  latest  fad. 

When  a  number  of  drug-industry  gi- 
ants stmck  merger  deals  in  the  late 
1980s  and  early  1990s,  Steere  passed  on 
dealmaking.  And  as  giants  such  as 
Merck  &  Co.  and  Eli  Lilly  &  Co.  ac- 
quii'ed  companies  that  manage  pharma- 
cy benefits,  again  Pfizer  took  a  pass.  In- 
stead, Steei'e  continued  to  pump  billions 
into  developing  new  drugs  and  expand- 
ing Pfizer's  sales  force — investments 
that  for  years  put  a  drag  on  earnings 
and  di-ew  the  scorn  of  analysts.  "We 
went  counter  to  some  trends,"  says 
Steere,  "and  we  took  a  lot  of  beatings." 

Any  bmises  from  those  years  have 
long  since  healed.  Thanks  in  large  part 
to  its  heavy  investment  in  research  and 
marketing,  Pfizer  is  poised  to  become 
the  new  dmg-industry  leader.  The  Via- 
gi'a  juggernaut  is  just  one  of  a  host  of 
hot  products  driving  Pfizer's  sales  and 
earnings  growth.  Cowen  &  Co.  analyst 
Stephen  M.  Scala  figures  the  company's 
sales  vrill  ratchet  up  16%  annually  over 
the  next  several  years  while  net  income 
soars  at  nearly  a  20%  annual  clip.  Rev- 
enues last  year  gi-ew  11%,  to  $12.5  bil- 
lion, and  net  income  was  up  15%,  to 


$2.2  billion.  Merck  ranked  first,  with 
phannaceuticals  revenues  of  $14  billion. 

Steere 's  biggest  challenge:  how  to  de- 
ploy the  vast  wealth  Pfizer's  hits  will 
generate.  He  says  it  will  flow  into  new 
research  and  mai'keting,  and  to  share- 
holders through  the  bottom  line  or  via 
stock  buvbacks  or  higher  dividends. 

pfiTeTsdinf'  NO  MERGERS 

portfolio.  The  Pfizer  eschewed 

Viagi-a  rollout,  industry  hookups, 

^n^^°^^  ^^^^  instead  pumping 

350,000  pre-  non  / 

scriptions  wiit-  ^W"' 

ten  in  the  first  co-marketing 

thi-ee  weeks,        ^lOW  hot  drUQS 
has  blown  past 

Wall  Street  estimates  and  is  shaping  up 
to  be  the  strongest  drug  launch  ever 
But  Pfizer  also  is  capitalizing  on  dings 
that  didn't  come  out  of  its  own  labs. 
The  fastest  launch  before  Viagra  was 
for  Lipitor,  a  cholesterol-reducing  drug 
developed  by  Warner-Lambert  Co.  that 
hit  the  market  in  '97.  Pfizer  is  co-mar- 
keting Lipitor,  which  could  ring  up  an- 
nual global  sales  of  $6  billion  by  2002. 
Steere  landed  yet  another  expected 
blockbuster  when  Monsanto  Co.'s  G.  D. 
Searle  unit  chose  Pfizer  to  co-market  its 
upcoming  arthiitis  treatment,  Celebra. 

Those  three  drugs — Lipitor,  Viagra, 
and  Celebra — make  for  a  potent  combi- 
nation. "It's  like  the  Yankees  fielding 


I' to; 


Babe  Ruth,  Lou  Gehrig,  and  j^jfij 
DiMaggio  in  one  season,"  sayi 
Smith  Barney  analyst  Christi] 
No  surprise,  then,  that  some 
expect  Pfizer  to  hit  a  home  n  j 
stock.  Despite  its  huge  runup 
stock  could,  says  Cowen's  Sc^ 
$135  in  the  next  18  months, 
$113  on  Apr.  28.  ^ 
Much  of  Pfizer's  success  ste 
Steere's  relentless  focus  on  m 
breakthroughs.  Pfizer  now  sp< 
ly  16%^  of  sales— $1.9  bilUon  1} 
on  research  and  development, 
from  11%  in  1990  and  among 
levels  of  spending  by  the  ind\ 
players.  But  throvdng  money 
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lis  within  six  years.  Moreover,  thanks  to  the  technology- 
ren  speedup  in  new  drug  discoveries,  competitors  can 
My  follow  innovative  drugs  to  market  with  knockoffs 
ed  at  the  same  disease.  That's  why  Merck's  Zocor,  for  in- 
ice,  is  losing  share  in  the  cholesterol-reducer  market  less 
1  a  yeai*  after  the  introduction  of  the  wildly  successful  Lip- 
Lipitor's  edge:  gi'eater  efficacy. 

"onically,  the  drug  now  at  the  forefront  of  all  this  fer- 
t  was  discovered  more  by  serendipity  than  fancy  chem- 
A  Pfizer  researchers  were  investigating  the  compound, 
nically  known  as  sildenafil  citrate,  for  angina  in  men 
n  they  heard  that  study  participants  reported  an  unex- 
ed  side  effect:  The  drug  was  improving  their  sex  lives. 
;  guys  in  those  early  [impotence]  trials  didn't  want  to 
it  back,"  says  Pfizer  executive  vice  president  John  F. 
ack. 

indful  that  occasional  impotence — a  natui'al  effect  of  the 
down  that  comes  with  aging — is  a  gTowing  worry  for 
boomers,  the  Pfizer  researchers  quickly  launched  full- 
clinical  trials.  Eventually,  they  tested  it  in  over  4,500 
aged  19  to  87,  who  suffered  from  "erectile  dysfunc- 
as  a  result  of  causes  ranging  fi'om  anxiety  to  diabetes. 
■  some  five  years  of  research,  Pfizer  found  that  the  drug 
s  in  about  70%  of  sufferers.  Taken  about  an  hour  before 
ous  pui'suits,  the  dnag  becomes  a  poweiful  aid  to  natural 


stimulation.  As  nitric  oxide  builds  up,  Viagi'a  enhances  its 
erection-producing  power  by  inhibiting  another  biochemical, 
PDE5,  that  works  against  arousal. 

Viagra  has  entranced  even  veterans  of  the  sexual-treatment 
field.  "Nothing's  perfect,  but  this  is  as  close  as  you  can  get," 
says  Dr.  Uri  P.  Peles,  director  of  the  Beverly  Hills  Center  for 
Sexual  Medicine  in  Los  Angeles.  Peles,  57,  has  tried  the  di-ug 
as  well  as  prescribed  it  for  patients  and  says  Viagi'a  pro- 
duces a  long-lasting  "rejuvenation"  that  couples  find  exhila- 
rating. Peles'  56-year-old  lover  agi'ees,  saying  that  the  drug 
made  Peles  "a  little  more  mellow,  not  as  anxious." 

Men  who  have  been  impotent  for  years  are  ecstatic  over 
the  ding.  Bany  Fribush,  a  marketing  consultant  in  Bethesda 
(Md.),  was  rendered  impotent  by  surgery  for  colon  cancer  a 
few  years  ago.  He  ti-ied  eveiything  from  a  tree  bark  known 
as  yoliimbine  to  the  injectable  Caveiject,  but  nothing  was  sat- 
isfactory. His  urologist  enrolled  him  in  the  trials  for  Viagi-a 
and  he  hasn't  been  disappointed  since.  "I  have  the  kind  of 
erections  I  had  when  I  was  20  years  old,"  he  says. 

Doctors  say  the  drug  could  deliver  some  important  side 
benefits.  Men  who  shy  away  from  discussing  impotence 
could  have  more  dire  ailments  that  will  turn  up  in  medical 
assessments.  Studies  have  shown  that  as  many  as  40%  of 
men  over  age  40  have  some  degi'ee  of  erectile  dysfunction 
but  most  ignore  the  problem.  "This  drug  will  bring  a  lot  of 
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"We  went  counter 
to  so  me  trends, 
mid  we  took  a 
lot  of  beatings," 
says  Pfizer 
CEOSteere 


Viagra  Pays  Off  for 
Pfizer  Investors 
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lbs  hardly  assures  research 
at  has  distinguished  Pfizer 
and  flexibility. 

ty  to  adapt  helped  the  com- 
n  the  Viagi'a  opportunity, 
ally  tested  the  drug,  silde- 
as  a  treatment  for  angina, 
also  produced  an  unexpect- 
•t — improved  sexual  perfor- 
company  quickly  shifted 
igan  developing  the  dmg 
e.  Pfizer's  research  team 
to  get  its  winners  to  mar- 
With  Viagra,  for  example, 
preparing  for  large-scale 
when  the  dnig  was  still  in 
.  While  that  would  have 


APR.  28,  '98 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 

backfired  if  the  drug  fizzled  in  later 
testing,  it  let  the  company  hit  the 
ground  running  when  it  got  govem- 
ment  approval  to  sell  Viagi'a. 

Pfizer  has  also  been  aggressive  in 
striking  partnerships  with  smaller  de- 
velopment operations  to  speed  testing. 
While  some  big  di-ugmakers,  such  as 
Merck,  prefer  to  do  most  of  the  impor- 
tant chnical  trials  in-house,  Pfizer  Exec- 
utive Vice-President  John  F.  Niblack 
says  more  than  half  the  trials  on  Viagi'a 
and  the  recently  launched  antibiotic 
Trovan  were  handled  by  outside  testing 
outfits.  That  move  helped  to  greatly  cut 
development  time  on  those  products. 
"They  aren't  bound  with  the  'not-in- 


vented-here'  syndrome,"  says  Chris  A. 
Kuebler,  chairman  of  Covance  Inc.,  a 
Princeton  (N.J.)  company  that  helps  de- 
velop drugs  for  large  companies. 

Just  as  critical  has  been  the  compa- 
ny's massive  marketing  muscle.  Pfizer 
now  boasts  the  largest  U.  S.  pharma- 
ceuticals sales  force,  v^^ith  4,500  sales 
reps  calling  on  doctors.  That's  the  third- 
largest  sales  force  globally,  just  behind 
Glaxo  Wellcome  PLC  and  Bristol-Myers 
Squibb  Co.  Pfizer's  marketing  reach 
helped  it  nab  the  Celebra  and  Lipitor 
deals,  which  could  bring  the  company  a 
combined  $4  billion  in  revenues  by 
2002,  according  to  Salomon's  Heuer. 
PRAGMATISM.  Pfizer's  rising  fortunes 
mean  it  can  keep  powering  its  research 
engine.  The  company  is  boosting  "dis- 
covery" facilities  in  the  U.  S.,  Britain, 
and  Japan  by  50%,  which  will  help  lift 
the  number  of  early-stage  compounds  in 
its  pipeHne.  And  Pfizer  has  a  number  of 
promising  products  beyond  Viagra. 
Next  year,  Pfizer  will  launch  a  new  mi- 
graine treatment  and  a  drug  for  atrial 
fibrillation,  an  iiregular  heartbeat  condi- 
tion. Analysts  also  are  buzzing  about  an 
inhaled  insuhn  product  for  diabetes.  It 
could  hit  the  market  as  early  as  2002. 

But  don't  look  for  Pfizer  to  radically 
bulk  up  its  R&D  based  on  the  company's 
newfound  wealth.  "If  you  build  a  work- 
force that  outstrips  your  ability  to  man- 
age it,  you're  wasting  your  time,"  says 
Pfizer's  Niblack.  That  sort  of  discipline 
and  pragmatism  should  go  a  long  way 
toward  ensuring  that  Wall  Street's  ro- 
mance with  Pfizer  is  more  than  just  a 
momentary  thrill. 

By  Amy  Barrett  in  Philadelphia 
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men  into  the  office,"  says  Dr.  Kenneth  A.  Goldberg  of  the 
Male  Health  Institute  at  Baylor  Health  Center  in  Irving- 
Copell,  Tex.  "We  can  pick  up  other  medical  problems." 

If  they  do,  ding  companies  hope  to  be  there  with  a  cure. 
"We  are  very  interested  in  dioigs  for  the  aging  population," 
says  Pfizer's  Niblack.  "That  is  where  you  should  watch  us — 
osteoporosis,  strength,  and  fragility  in  the  elderly,  mental  ill- 
ness in  the  elderly,  prevention  of  second  heart  attacks." 

Industry  executives  figure  baby  boomers  would  gladly 
pay  to  pop  a  pill  rather  than  diet,  exercise,  watch  their 


cholesterol — or  do  without  sex.  Viagra  costs  little  mo' 
than  the  price  of  a  movie  ticket — a  small  price  to  pay  f( 
many  men  whose  joie  de  vivre  can  now  get  a  chemic 
kick-start.  "I  don't  smoke.  I  don't  drink  much.  I  could  sper 
my  money  that  way,"  says  a  58-year-old  Los  Angeles  res 
dent  who  is  a  happy  Viagi-a  consumer.  For  dmgmakers  ai 
theii"  investors,  finding  new  ways  to  encourage  consumers 
spend  their  money  is  the  most  powerful  elixir  of  all. 

By  Joseph  Weber  in  Toronto  and  Amy  Barrett  in  Philad 
phia,  with  Michael  Mandel  and  Jeff'  Laderman  in  New  Yo 


COMMENTARY 


By  Peter  Coy 

IS  THIS  PRESCRIPTION  NECESSARY? 


The  list  of  things  that 
money  can't  buy  has 
just  shrunk  by  one. 
Now,  milhons  of  men  who 
suffer  from  impotence 
have  a  $10  pill.  It's  a  great 
day  for  medicine,  not  to 
mention  male  self-esteem. 

But  for  health  insurers, 
Viagi'a  raises  difficult 
questions.  Should  they  re- 
imburse patients  for  Via- 
gra pills?  If  so,  are  five 
pills  a  month  enough?  Or 
30?  Do  95-year-olds  quali- 
fy? What  if  a  patient  is 
only  a  little  impaired? 
Should  it  matter  if  his  impaimnent 
has  psychological  roots — and  what  he 
mainly  needs  is  psychotherapy? 

Sex  is  not  what  makes  Viagi-a 
complicated.  There  are  similar  ques- 
tions about  mood  dings  like  Zoloft 


Cover  Story 


and  Prozac,  diet  drugs,  memory 
drags,  and  gi-owth  hormones.  For 
each,  the  issue  is  whether  insurers — 
and  by  extension,  society  at  large — 
must  pay  for  drags  even  if  some  pa- 
tients taking  them  are  not  severely 
impaired  but  simply  want  to  improve 
their  hves.  As  modem  medicine  spits 
out  more  and  more  miracle  drags, 
these  questions  will  gi'ow  in  urgency. 
THINK  TANK.  Let's  start  wdth  a  basic 
principle:  In  general,  insurers  should 
pay  for  treatments,  not  for  enhance- 
ments. This  distinction  was  made  by 
Tufts  University  philosopher  Nonnan 
Daniels,  a  medical  ethics  expert.  The 
terminology  became  a  touchstone  for 
a  recently  completed  study  by  The 
Hastings  Center  in  Gairison,  N.  Y., 
called  On  the  Prospect  of  Technolo- 
gies Aimed  at  the  Enhancement  of 
Human  Capacities  and  Traits.  With 
$140,000  from  the  National  Endow- 


ment for  tla-  Humani- 
ties, the  ethics  center 
spent  two  years  thrash- 
ing out  the  issue  with  20 
leading  thinkers  from 
law,  philosophy,  sociolo- 
gy, and  medicine. 

It's  easiest  to  under- 
stand the  treatment  vs. 
enhancement  distinction 
with  an  example.  Let's  say  two  boys 
are  candidates  for  growth  hormone 
therapy  because  their  full-grown 
height  without  treatment  would 
be  5  feet  3  inches.  The  one  whose 
shortness  is  caused  by  a  brain 
tumor  would  qualify  for  reimburse- 
ment. The  one  who  had  short  par- 
ents would  not — for  him,  the  thera- 
py would  be  deemed  an 
enhancement. 

That  intellectual  fi-amework  could 
help  quell  the  chaos  over  Viagi'a. 
Cigna  Healthcare  says  that  until  it 
sets  a  peiTnanent  policy,  it  will  reim- 
bui'se  foi'  just  six  pills  a  month — and 
only  for  "a  preexisting,  documented 
condition  of  organic  impotence,  which 
is  cui'rently  being  treated  by  other 
medical  means."  Kaiser  Pemianente 
probably  won't  limit  the  number  of 
pills,  but  is  leaning  toward  reimburs- 
ing only  50%  of  the  cost.  And  so  on. 


PROZAC 

When  a  treatment 
is  prescribed  in 
order  to  enhance  a 
lifestyle,  who 
should  pay 
the  bill? 


Limits  on  reimburse- 
ment may  seem  arbitrary 
and  unfair.  But  making 
tough  calls  is  better  than 
pro\iding  blanket  cover- 
age for  unlimited  usage 
an  enormous  cost  to  poli 
cyholders — or  going  in  th^ 
opposite  direction  and 
denying  coverage  for 
"hfestyle"  drags  entirely. 
That  would  penalize  peo 
pie  who  traly  suffer  from 
dysfunction.  And  it  would 
divide  society  by  ensurinj 
that  only  rich  people 
could  correct  their  sexual 
dysfunctions,  treat  their 
depression,  combat  their 
obesity,  improve  their 
memory,  and  raise  tall 
children. 

The  treatment  vs.  en- 
hancement distinction 
isn't  perfect.  It  opens  up 
the  perplexing  question  c 
how  to  define  noiTnality: 
How  bad  does  yom*  sexual  function- 
or  yoiu'  memoiy,  or  obesity — have  t( 
be  before  you're  considered  impaire( 
And  there's  the  honesty  question:  Ir 
sui-ers  could  try  to  duck  out  of  pay- 
ing for  treatments  by  construing 
them  as  enhancements,  while  many 
patients  would  persuade  theii'  docto 
to  wiite  prescriptions  for  drugs  the; 
don't  absolutely  need.  Scott-Levin, 
Newtown  (Pa.)  health-care  consultai 
cy,  says  over  90%  of  patients'  re 
quests  for  depression  treatments  lii 
Zoloft  and  Prozac  are  honored  by 
their  physicians. 

While  it's  not  the  cleanest  of  dis-| 
tinctions,  treatment  vs.  enhancemej 
is  a  starting  point  for  a  much  need 
debate  on  who  pays  for  what.  The 
excitement  over  Viagi'a  may  be  juf] 
the  thing  to  get  that  debate  rollinji 
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Danger: 

Read 

The  Label 

Doctors  are  prescribing 
drugs  for  unapproved  uses 
-and  patients  are  at  risk 

The  thousands  of  men  who  are  demanding  Viagra 
from  their  doctors  because  they  think  it  will  en- 
hance an  already  well-functioning  libido  might  do 
well  to  tltink  back  on  fen-phen.  That's  the  combina- 
tion of  two  obesity  drags,  fenfliu'amine  and  phen- 
tei-mine,  that  diet  clinics  were  prescribing  to  almost 
anyone  who  asked  over  the  past  few  yeai's,  even  though  they 
had  never  been  approved  as  a  combination  treatment.  Nor 
were  they  0.  K.'d  as  a  diet  aid  for  the  slightly  overweight. 
Then,  last  summer,  researchers  at  the  Mayo  CUnic  reported 
that  some  women  taking  the  combination  suffered  serious 
damage  to  their  heart  valves — at  least  six  required  open- 
heait  surgery' — and  fenfluramine  was  pulled  off  the  mai'ket. 

Like  fen-phen,  Viagra  is  also  being  widely  prescribed  for 
uses  other  than  the  male  impotence  it  was  approved  for  No 
one  knows,  however,  what  might  happen  if  millions  of  sexually 
healthy  men  start  taking  the  drug  over  a  long  period.  It's 
even  more  worrisome  if  women  start  taking  it — the  drug 
has  never  been  rigorously  tested  for  them. 
The  rash  for  Viagra 


highlights  a  troubling 
medical  practice:  Once 
the  Food  &  Drag  Ad- 
ministration approves 
a  drug,  doctors  can 
prescribe  it  any  way 
they  see  fit.  It's  called 
off-label  prescribing, 
because  the  prescrip- 
tions ai"e  being  written 
for  diseases  that  ai-en't 
i  indicated  on  the  label, 
g  The  FDA  has  virtually 
S  no  control  over  off-la- 


Have  Pen,  Will  Prescribe 

Patients  often  demand  drugs  for  uses  not  indicated  on  the  label. 
Too  many  doctors  go  along. 

FENFLURAMINE  AND  PHENTERMINE  (FEN-PHEN)  The  combo  soared  in  popularity 
among  the  overweight,  but  deadly  heart  valve  problems  cropped  up 

ENCAINIOE  AND  FLECAINIDE  Approved  for  heart  arrhythmias  but  widely  pre- 
scribed after  heart  attacks — until  deaths  occurred  from  side  effects 

ANTIBIOTICS  One-fifth  are  prescribed  for  colds,  even  though  they  don't 
work  against  viruses  and  can  foster  drug-resistant  microbes 


bel  prescriptions.  In  fact,  27  state' 
have  laws  requiiing  that  insurerl 
pay  for  such  prescriptions  whe 
given  for  life-threatening  diseases! 

It's  trae  that  off-label  prescrip 
tions  are  often  beneficial.  Becaus 
few  clinical  trials  ai'e  conducted  usj 
ing  children,  many  drugs  are  nc? 
approved  for  kids,  but  pediatriciari 
still  prescribe  them  on  the  assum) 
tion  that  they've  been  proven  saf 
Then  there  are  the  discoveries,  o 
ten  dm-ing  large  chnical  trials,  th;;- 
an  ah'eady  approved  drag  is  effe 
tive  against  another  disease.  Tl 
FD.A  usually  expedites  approval  f 
such  additional  uses,  but  docto 
need  not  wait. 

Medical  experts  wony,  howevi 
that  fai"  too  many  off-label  prescri 
tions  ai-e  wTitten  without  the  s 
ence  to  back  them  up.  Perhaps  the  most  glaring  example  is  t 
huge  amount  of  antibiotics — up  to  one-fifth  of  all  prescr 
tions,  according  to  one  study — ^that  are  uselessly  handed  out 
cold  sufferers.  Colds  are  caused  by  vinases,  and  antibiot 
simply  do  not  work  against  \irases.  By  taking  them,  patiei 
only  contribute  to  the  increase  in  antibiotic-resistant  bactei 
a  major  health  ciisis.  Still,  doctoi-s  repon  that  patients  regula 
demand  antibiotics  for  colds — and  they  acquiesce. 

Off-label  prescribing  is  likely  to  increase,  because  of  a  f( 
eral  law  passed  in  December  that  lets  dragmakers  proni' 
unapproved  uses  dii'ectly  to  doctors  if  they  can  back  up  tli 
claims  with  a  published  study.  "We  think  being  able  to  sel 
tively  pick  out  an  ailicle  and  send  it  to  :300,000  doctors  i| 
bad  idea,"  says  Dr.  Sidney  M.  Wolfe,  director  of  Public  C 
zen's  Health  Research  Group,  a  watchdog  organization  k; 
Washington.  "For  that  matter,  it's  a  bad  idea  to  engage  in  n  & 
sive  use  of  any  drag  off-label  in  the  absence  of  cleai*  data 
HALCION  DAZE.  Wolfe  can  back  up  Ms  point  with  plenty  of  if 
amples  beyond  fen-phen  (table).  Take  Halcion,  a  sleeping  Bt 
that  has  been  banned  in  Britain  but  not  in  the  U.  S.  The  d  ? 
has  been  shown  to  increase  aggi'essive  beha\ior  and  {  ffli 
chosis  if  taken  for  more  than  7  to  10  days.  But  an  FDA  st  iUi 
in  1996  found  that  85'7f  of  Halcion  prescriptions  were 
longer  periods.  f 

The  FDA  does  have  some  control  over  how  an  appro  SiC; 
drag  is  promoted,  and  doctors  are  requh-ed  to  report  any  tj  i 
verse  effects  to  the  agency.  "We  have  a  pro\ision  that  all  v.\ 
us  to  put  in  the  label  a  warning  about  off-label  use  if  thj  i 
causing  a  major  health  risk,"  says  Dr  Murray  M.  Ltimj 
deputy  director  for  the  fda's  Center  for  Drag  Evaluatio  flif 
Research.  But,  he  adds,  "it  doesn't  happen  that  frequeni  Un 
In  the  case  of  Viagi'a,  the  fda  issued  plenty  of  materiS  [  jea 
the  drag's  risks,  which  include  headaches,  blackouts,  ani  !iini[ 
^^^^^^^^^^^^^^^^^^^^^    sion  problems.  Bi  fejuii 

has  no  way  of  ki  ki^ 
ing  how  many  do(  I'Jiirj 
are  passing  on  t  itif, 
warnings.  PatM  Eyfj; 
though,  might  tW.^ 
back  to  fen-phenlf.ji  J, 
fore  reaching  fifcLf.; 
drag  to  spice  up  wi.vj; 
sex  lives.  Theyi:i),)5 
discover    down  ^-.la, 


road  that  it  was  I:- 


not  worth  the  ris! 


By  Catherine  -^K^ 
in  New  York 


developments  to  Watch 


FED  BY  OTIS  PORT 


;LE  SAM  RECUTS 
R&D  PIE 

21ST  CENTURY  COULD 

with  a  bang  for  re- 
■h  and  development.  For 
irst  time  in  60  years, 
an  R&D  could  overtake 
ise  technology  in  Wash- 
n's  spending  priorities. 
;over  should  occur  in  fis- 
m,  and  by  2003,  non- 
se  research  could  grab 
)f  the  federal  r&d  bud- 
.ccording  to  the  Ameri- 
issociation  for  the  Ad- 
ment  of  Science  (aaas). 
(|  ler  industrialized  coun- 
iiave  long  plowed  most 
ir  public  R&D  funds  into 


nondefense  work.  And  com- 
petitiveness gurus  have  been 
urging  the  U.  S.  to  follow 
suit.  Adding  fuel  to  the  fire,  a 
1997  study  by  Chi  Research 
Inc.  in  Haddon  Heights,  N.J., 
turned  up  strong  new  evi- 
dence that  tax-supported  re- 
search, especially  at  uni- 
versities, is  crucial  to 
industrial  technology. 

The  AAAS  study,  which 
was  prompted  by  the 
sizable  r&d  boosts  in 
President  Clinton's  pro- 
posed 1999  budget,  does 
raise  some  warning  flags, 
though.  Most  new  non- 
defense  funding  would 
go  to  health  and  biomed- 
ical research.  But  break- 
throughs   there  often 


stem  from  advances  in  the 
physical  sciences  and  mathe- 
matics— disciplines  not  slated 
for  big  increases.  Also,  much 
of  the  new  money  would 
come  from  tobacco-settlement 
funds,  which  are  still  prob- 
lematic, politically.  □ 

CIVILIAN  RESEARCH 
BEATS  DEFENSE 
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k  BILLIONS  OF  DOLLARS 
DATA:  AMERICAN  ASSOCIATION  FOR  THE  ADVANCEMENT 
Of  SCIENCE,  WHITE  HOUSE 


fE  SINGULARITY  SENSATION 

3ICISTS  ARE  NOW  IN  HOT  PURSUIT  OF  A 

ory  of  everything"  that  would  merge 
U,  theories  for  quantum  mechanics,  gravi- 
tj  nd  relativity — and  unleash  a  new  wave 
ol  ientiflc  breakthroughs.  The  first  step 
IS   understand  how  everything  began  by 
•<  ating  the  Big  Bang  of  10  billion  years 
i;  when  a  tiny  "singularity"  erupted  and 
n   birth  to  the  subatomic  particles  that 
n  ■  up  matter  as  we  know  it. 

simulate  the  event,  physicists  at  Co- 
u  ia  University  have  built  a  special-pm- 
upercomputer  to  chew  on  quantum 
lodynamics  (qcd)  equations — perhaps 
h  )ughest  problem  in  quantimi  physics, 
'i  (ibia  built  its  first  qcd  computer  in 
.  irly  1980s,  and  Norman  H.  Christ, 


head  of  physics,  is  sure  the  new  one  wOl 
cough  up  the  most  precise  answers  yet. 

The  experiment  will  get  under  way  by 
June,  running  on  two  home-built  super- 
computers. Columbia's  machine  handles  400 
gigaflops,  or  billions  of  calculations  per  sec- 
ond. For  extra  oomph,  it  will  run  in  tan- 
dem with  an  even  faster,  600-gigaflops 
computer  that  Christ's  crew  is  still  con- 
structing at  Brookhaven  National  Labora- 
tory. Together,  they  should  be  able  to  out- 
strip earlier  qcd  simulations,  including  a 
1992  effort  by  IBM.  Big  Blue  confirmed 
qcd's  predictions  in  1993,  but  only  after 
taking  some  math  shortcuts.  By  eliminat- 
ing the  shortcuts,  Columbia's  experiment 
should  be  more  accurate.  Chi-ist  figures  it 
will  take  close  to  a  soHd  year  of  number 
crunching  to  begin  getting  answers.  □ 


PUniNGAPATGH 
ON  FAULH  RNA 

MOST  APPROACHES  TO  GENE 

therapy  involve  deleting  or 
replacing  faulty  genes.  But 
for  some  genetic  disorders, 
repairs  may  be  possible.  That 
potential  is  described  in  the 
Apr.  28  issue  of  Proceedings 
of  the  National  Academy  of 
Sciences  by  researchers  from 
the  University  of  North  Car- 
olina and  BeiTi  University  in 
Switzerland. 

Messenger  rna  molecules 
ferry  information  from  dna 
in  a  cell's  nucleus  to  its  out- 
lying cytoplasm,  where  pro- 
teins are  made.  Malformed 
RNA  is  hnked  to  a  number  of 
serious  illnesses,  including  a 
hemoglobin  deficiency  called 
beta-thalassemia.  This  malady, 
common  in  the  Middle  East 
and  Southeast  Asia,  can  cause 
anemia  and  death  in  children. 

Working  with  modified  hu- 
man cells,  researchers  were 
able  to  correct  the  problem 
with  moleculai'  bandages.  The 
patches,  known  as  "antisense" 
molecules,  are  mirror  images 
of  the  sites  producing  faulty 
RNA.  Thus,  they  fit  perfectly 
over  problem  sites,  blocking 
the  production  of  defective 
RNA.  In  culture,  treated  cells 
responded  with  an  increase 
in  globin,  a  key  protein  in  he- 
moglobin. The  researchers  ex- 
pect to  begin  animal  studies 
soon.  Neil  Gross 


m 

year,  U.  S.  dairy 
dump  out  rivers  of 
jiitaminated  with  peni- 
hich  fanners  feed  to 
)  thwart  infections. 
.5  million  gaUons  were 
ast  year  in  Wisconsin 
I  ut  such  milk  could  be 
good  use — as  house 
^ary  Leuther-Glass,  a 
logist  at  Leuther  Lab- 
in  Coon  Valley,  Wis., 
'eloped  a  process  to 
i/he  penicillin  vrith  en- 
''The  milk  still  isn't 


drinkable,  but  Wisconsin's 
Agriculture  Dept.  says  the 
milk  could  now  be  turned  into 
$15  million  worth  of  latex. 
■  Smokers  not  killed  by  their 
tobacco  habit  may  face  anoth- 
er heart-wrenching  condition: 
senility.  Analyzing  the  results 
of  fom-  European  studies  in- 
volving 9,223  nondemented  se- 
niors, a  reseai'ch  team  led  by 
Lenore  Launer  at  Erasmus 
University  Medical  School  in 
Rotterdam  found  smokers 
^  showed  a  much  greater  de- 
^  cline  in  memory  and  other 
cognitive  faculties  than  did 


participants  who  had  quit 
smoking  or  hatl  never  smoked. 
■  Scientists  at  an  Apr.  27 
American  Association  of  Neu- 
rological Surgeons  meeting  re- 
ported on  12  patients  with 
Pai'kinson's  disease  who  last 
year  received  transplants  of 
fetal  pig  brain  cells.  Before 
the  treatment,  the  patients  had 
moderate-to-severe  disease  for 
an  average  of  almost  14  years. 
Results  ai"e  good  so  far,  says 
Dr.  James  Schumacher,  a  neu- 
i"osurgeon  at  Neurological  As- 
sociates in  Sarasota,  Fla.,  who 
will  continue  the  work.  □ 
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speed,  wild  speed,  but  how  do  you  tame  it?  consider  that  the  speed  of  light  travels  at  669,60Cl-; 
mph.  nothing  is  faster,  consider  the  Qwest  IVlacro  Capacity  Fiber  Network,  v\/hich  harnesse  ^ 
power  of  light  to  move  two  trillion  bits  of  information  per  second,  and  to  tame  vyild  speed,  cont.''  ;, 

il 


!<  -p  it  secure?  Qwest  Absolute  Data  Integrity."  it  allows  for  no  more  than         riile  tie  IJ^t 
t  of  error  in  every  quadrillion  bits,  that  is  like  one  grain  of  salt  missing 
1  twenty-mile  stretch  of  desert  flats,  like  we  said.  wild.  www.qwest.net 
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THE  TITANS 
OF  TEMPLETON 


Alound  the  aiiy  Nas- 
sau offices  of  Temple- 
ton  Worldwide,  they're 
known  as  the  Marks 


Brothers:  Mark  Holowesko, 
38,  and  his  Hong  Kong-based 
colleague,  Mark  Mobius,  61, 
heii's  to  Jolin  Tem- 
pleton's  fabled 
global  value-invest- 
ing foiTnula.  Wliile  Sir  John 
left  fund  management  11 
yeai's  ago,  investors  still  tirni 
to  Templeton's  65  fimds  when 
they  want  global  exposiu'e. 

Plunging  Asian  markets 
have  caused  some  Templeton 
funds  to  stumble  lately.  But 
over  the  long  haul,  investors 
have  fai'ed  well.  Ovei'  the  past 
3,  5,  and  10  year's,  total  retmiis 
for  the  group's  flag-ships — Tem- 
pleton Growth  and  Templeton 
Emerging  Markets  Funds — 
have  ranked  among  the  top 
third  in  their  sectors  despite 
their  relatively  liigh  expenses. 
Franklin  Resoui'ces,  which 
bought  Templeton  in  1992  for 
$786  million,  has  helped  biing 
in  new  assets  by  tiu'bochai'ging 
the  gi'oup's  mju'keting. 

In  Asia,  Franklin  capital- 
ized on  Mobius'  globe-ti-otting 
ways,  spotlighting  his  shaved 
head  in  full-page  newspaper 
ads  that  promote  his  three 
decades  of  emerging-market 
experience.  Franldin  has  even 
di'opped  the  Templeton  open- 
end  funds'  5.75%  load  for  in- 
vestor's who  patronize  selected 
financial  advisers.  The 
stepped-up  sales  effort — plus 
bull  mai-kets  in  the  U.  S.  and 
Eui"ope — have  helped  assets 
rise  more  than  fivefold  since 
1992,  to  $107  billion. 
Holowesko's  global-equity 
portfohos  account  for  .$80  bil- 
lion of  that,  with  Mobius  man- 
aging .^14  billion  in  emerging- 
market  stocks. 


FUNDS 


The  cash  deluge  hasn't  di- 
verted them  from  Su"  John's 
stock-picking  strategy:  Buy 
cheap  companies  that  boast 
strong  balance  sheets  and  look 
ripe  for  change;  don't  wony 
about  country  allocations  and 
currencies;  and  hold  for  at 
least  five  yeai's. 

After  Asia's  col- 
lapse, will  a  strict 
value  formula  let 
Holowesko  and  Mobius  find 
bar-gains?  How  about  the  U.  S. 
and  Eiu'ope,  where  prices  ar*e 
sky-high?  Per-sonal  Finance 
Editor  Toddi  Gutner-  and  Asia 
correspondent  Mar-k  Clifford 
met  with  the  Mar'ks  Br'other-s 
to  divine  their-  strategies. 


GLOBAL  PIONEER 

Some  international  in- 
vestor's make  a  few  trips 
a  year'  to  far--flimg  coim- 
tries  in  sear'ch  of  new  ideas. 
Then  ther'e's  Mar'k  Mobius. 
With  a  cor'porate  Gulfstream 
IV  jet  as  his  per-sonal  vehicle, 
Mobius  spends  300  days  an- 
nually shuttling  fr'om  one  ex- 
otic locale  to  another  in  sear'ch 
of  emerging-market  values. 
But  lately,  investor's  might  be 
wondering  if  Mobius,  a  Mass- 
achusetts Institute  of  Tech- 
nology economics  and  political 
science  PhD  who  manages 
about  $14  bilhon,  has  lost  Iris 
touch. 

An  aggr'essive,  bottom-up 


Mobius'  Record 


value  manager,  Mobius  was 
blindsided  by  Asia's  collapse. 
He  started  an  offshore  Thai 
fimd  on  Jime  20,  just  12  days 
befor-e  the  coimtry's  cmrency 
devaluation  trigger'ed  Asia's  fi- 
nancial crisis.  By  Mar-.  31,  the 
fimd  was  down  53%.  His  Indi- 
an and  Japanese  offshore 
funds  have  each  lost  27%  since 
their-  launch  last  June.  And  a 


TOTAL  RETURN* 


1ST  QUARTER       12  MONTHS      3  YEARS 


TEMPLETON  DEVELOPING  MARKETS 

5.36% 

-12.00% 

7,26% 

TEMPLETON  DRAGON** 

2.80 

-17.66 

15.93 

TEMPLETON  EMERGING  MARKETS** 

10.28 

1.13 

39.42 

'Through  Mar.  31       **Ciosed-end  funds;  total  return  based  on  net  asset  value 
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Korean  fund  introduced  if 
had  fallen  67%  by  thej 
quarter's  end.  "It  has 
r'ough,"  he  says. 

But  nobody's  writingl 
bius  off  yet.  Declaring! 
Asia  offer's  "once-in-a-gel 
tion  bar-gains,"  he's  m(i 
back  into  Tliailand,  Maliliiijclj 
and  Hong  Kong — as  wm%j^ 
Mexico,  Argentina,  and  m% 
which  have  drifted  this  I 
Indeed,  over  the  long  hi^^f^ 
Mobius'  per'ennial  optiHjpj 
about  emerging  markeflii- jjjj 
paid  off.  His  flag-sliip  $28J  ,-ir 
lion    Templeton  EmejS;:^^^^ 
Mar'kets  Fimd,  one  of  thi 
ftmds  of  its  kind  with  . 
term  recor'd,  has  produK  -  jj^^^ 


23.4%  annual  retm-n  f(, 
10  year's  ended  on  Fe 


3ite  losing  12.4%  in  the 
six  months. 

[obius  buys  stocks  with 
idea  of  holding  them  for 
years.  He  says  investors 
■merging-market  funds 
Id  adopt  the  same  time 
zon.  "Mobius  is  one  of 
best,  because  he  has 
1  in  emerging  markets 
3r  than  everyone  else," 
Kevin    McDevitt,  a 
lingstar  analyst, 
rhaps  Mobius'  long-teiTn 
ss  has  contributed  in  part 
s  recent  comedown.  As 
ging-market  investing 
d  respectability,  assets  in 
is'  funds  exploded.  That 
mts  him  from  taking 
ingful  positions  in  small- 
:ocks  that  may  have  the 
est  hidden  values.  In- 
he  is  forced  to  buy  big 
For  example,  a  quailer 
China  Fund's  assets  are 
I  Hong  Kong  blue  chips, 
ing  HSBC  Holdings,  par- 
Hongkong  &  Shanghai 
As  Asian  fiu  has  swept 
Kong,  the  offshore  Chi- 
nd  has  ended  up  losing 
'  its  value  since  its  1994 

I  FIGHT.  Fi-anklin's  diive 
I  land  its  global  empire 
so  pushed  Mobius  to 
several  single-country 
that  so  far  have  been 
its.  Take  the  New  York 
Exchange-listed  Viet- 
)poitunities  Fund.  An- 
rej  hat  the  closed-end  fund 
i     invest  in  Vietnam  as 
ij  'd,  shareholders  have 
K  1  obius  and  Templeton 
I  V  District  Court  in 
Mobius  says  the  suit 
lit  merit  and  the  com- 
>}  ;11  "vigorously  contest" 
'A  ays  the  problem  ai'ose 
a  '  Vietnam  failed  to 
■n  stock  market  as  ex- 
tt  Mobius  beat  a  proxy 
it  liquidate  the  ftind,  and 
i"(  Iders    approved  a 
in  the  fund's  mandate 
n  de  Southeast  Asian 
k  r'he  fund  is  down  34% 
t'  year  ended  Mar.  31, 
it  the  woi'st  perfonn- 
e  foui-  Vietnam  fimds 
\j  nee. 

iol  s  is  snapping  up  Thai 
^^  ncluding  a  chunk  of 
jOT  TTiers  Bank,  in  hopes 


of  a  tiUTiaround  in  the  sector. 
He  also  placed  a  big  bet  on  a 
beaten-down  Thai  telecom 
provider.  Advanced  Informa- 
tion Service.  His  Emerging 
Mai'kets  Firnd  has  taken  lai'ge 
Malaysian  positions  i-ecently, 
including  power  producer  YTL 
and  Malaysian  Aii'line  System. 
And  recently,  Mobius'  old 
friend  Pliilip  Tose,  co-founder 
and  fomier  chairman  of  bank- 
napt  Hong  Kong-based  Pere- 
gi-ine  Investments  Holdings, 
joined  Templeton  to  help  ex- 
pand its  Asian  business. 

Mobius'  record  suggests  he 
has  a  good  chance  of  restoiing 
liis  luster.  In  emerging  mar- 
kets today,  "the  opportunities 


are  there — amazing,  inci'edi- 
ble  opportunities  beyond  any- 
one's reckoning,"  says  Mobius. 
But  wUI  his  investore  have  the 
patience  to  wait  for  these  op- 
portunities to  pay  off?  Mark 
Clifford,  with  Toddi  Gutner 


COOL  SAILOR 

Mark  Holowesko,  the 
athletic-looking  in- 
vestor who  watches 
over  $80  billion  for  Templeton 
Worldwide's  global-equity 
gToup,  is  having  a  hard  time 
finding  bargains  these  days 
in  many  of  the  world's  hot 


Holowesko's  Recordi 


TOTAL  RETURN* 

1ST  QUARTER 

12  MONTHS 

3  YEARS 

TEMPLETON  FOREIGN  FUND  1 

10.75% 

14.15% 

15.54% 

TEMPLETON  GROWTH  FUND  1 

10.36 

24.65 

21.15 

TEMPLETON  WORLD  FUND  1 

12.19 

28.86 

23.74 

'Through  Mar  31 

DATA:  MORNINGSTAR  INC. 
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markets.  As  chief  of  Temple- 
ton's  Foreign  and  Growth 
Funds,  among  others,  the 
Bahamian-born  Holowesko 
thinks  France  and  Italy  are 
getting  too  pricey — and  the 
U.  S.  is  off  the  charts.  Amer- 
ican investors,  he  says,  "are 
driven  by  liquidity  and  mo- 
mentum, not  by  valuations." 
In  fact,  20%  of  Holowesko's 
assets  are  in  cash. 

So  where  is  he  shopping 
now?  He  still  likes  Britain 
and  Scandinavia  despite  theii* 
recent  gains.  And  he  finds 
value  in  Asia's  dirt-cheap 
markets.  Holowesko  could 
use  some  hits  to  spice  up  his 
perfoirnance  (table).  Over  the 
past  year,  Growth  and 
Foreign  have  lagged 
behind  the  Standard 
&  Poor's  500-stock  in- 
dex and  Morgan 
Stanley  Capital  Inter- 
national World  and 
Europe,  Asia,  &  Far 
East  indexes.  As  a 
result,  they  have  fall- 
en to  the  bottom  half 
of  their  peer  gi'oups. 
"His  value  orientation 
leads  to  short-term 
underperformance," 
says  Morningstar  an- 
alyst Bill  Rocco. 

Holowesko,  who 
skippered  a  two-man 
boat  for  the  Bahamas 
in  the  1996  Olympics, 
accepts  the  criticism 

LOOKING  EAST:  Asia 
has  Holowesko's 
lo)ig-ter)n  vote 

with  equanimity.  "We 
tend  to  buy  too  early 
and  sell  too  late  on  a 
third  of  our  stocks," 
he  says.  One  he  failed 
to  exit  early  enough 
was  Peregiine,  which 
crashed  in  December, 
costing  him  $80  million. 

But  he  takes  solace  in 
Imowing  that  only  11%-  of  his 
group's  assets  were  in  Asia 
when  the  crisis  hit.  So  why  is 
he  going  back  now?  Dis- 
tressed companies'  prices  are 
so  far  below  Templeton's  es- 
timates of  their  true  book 
value  that  their  long-term  po- 
tential far  outweighs  the  risk 


Personal  Business 


of  fuilher  declines,  he  says. 

That's  why  Holowesko  is 
buying  Hong  Kong  stocks. 
He's  adding  more  South  Chi- 
na Morning  Post,  pubhsher 
of  Hong  Kong's  largest  Eng- 
lish-language daily  newspa- 
per A  classic  asset  play  is 
Cheung  Kong,  a  Hong  Kong 
real  estate  conglomerate  that 
owns  half  of  Hutchison 
Wliampoa,  another  conglom- 
erate that  rans  ports,  among 
other  things.  Holowesko 
argues  that  Cheung  Kong's 
mai'ket  cap  almost  equals  the 
value  of  its  Hutchison 
Whampoa  holdings,  giving 
him  the  former's  assets  for 
free. 


Indonesia's  crony  capital- 
ism doesn't  faze  Holowesko. 
He  likes  Asia  Pulp  &  Paper, 
a  Singapore-based  exporter 
with  huge  Indonesian  opera- 
tions that  sold  $500  million 
in  convertible  debt  recently. 
He's  also  sticking  by  South 
Korea,  wliich  has  agi'eed  to  a 
$57  billion  Intemational  Mon- 
etary Fund  rescue.  He  likes 
SK  Telecom,  a  cellular-phone 
provider  that  uses  advanced 
technology  and  has  seen  its 
American  depositary  receipts 
drop  to  a  mere  5.5  times  op- 
erating earnings. 

Europe  used  to  offer  simi- 
lar values  five  years  ago, 
when  Holowesko  began  buy- 


ing there.  Since  then,  Eu- 
rope has  been  restructm-ing. 
But  there  are  still  some 
plays  left.  "Economic  condi- 
tions there  today  are  simi- 
lar to  what  was  happening 
in  the  U.  S.  10  years  ago," 
he  says.  Lately,  Holowesko 
bought  Hillsdown  Holding,  a 
British  foodmaker,  and  added 
to  his  stake  in  Noi"wegian  oO 
independent  Saga  Petroleum. 
Even  in  the  U.  S.,  which  he 
says  would  have  to  fall  40% 
to  return  to  its  average  val- 
uation of  the  past  20  years, 
he  has  found  value.  He  re- 
cently bought  Titanium  Met- 
als, a  big  supplier  to  Boeing. 
It  sells  for  nine  times  earn- 


ings, vs.  the  average  mark 
valuation  of  26. 

That  Holowesko  has  fe 
reted  out  cheap  stocks  in 
midst  of  Wall  Street's  boom 
no  surprise.  He  remains 
devoted  acolyte  of  Sir  Jo^ 
Templeton,  who  rejected 
then  hired  the  Holy  Crc 
and  Babson  College  gi-ad 
1985  only  after  he  proved 
worth  by  excelHng  on 
Certified  Financial  Anal 
exam.  He  keeps  Templetc 
rejection  letter  on  his  de 
along  with  one  announc 
his  first  raise  of  $1.50 
hour.  His  ex-boss  practi 
what  he  preached — as  d 
Holowesko.      Toddi  Gut 


MAKING  A  BUCK 
AS  BANKS  HOOK  UP 


Has  merger  mania 
among  financial-ser- 
vices companies  final- 
ly awakened  your 

interest  in  the  sector?  Picking 
individual  stocks  at  this  stage 
is  risky,  since  investors  have 
bid  up  many  banks,  brokers, 
and  insurers  on  expectations 
they'll  be  acquired.  But  con- 
solidations should  go  on  for 
years.  So  you 
may  want  to 
look  at  a  financial-sector  fimd. 
It  can  offer  access  to  an  ar- 
ray of  stocks  that  should  ben- 
efit as  industiy  players  seek 
higher  profits  and  greater  ef- 
ficiency by  teaming  up. 

Of  the  2'i  financial  funds 
Momingstar  tracks,  neai'ly  all 


SMART  MONEY 


have  had  market-beat 
ing  returns  over  the 
past   five  years. 
The  gi'oup's  aver- 
age return  over 
the  period  is  a  tidy 
26%,  against  the  23% 
for  the  Standard  & 
Poor's  500-stock  index. 
But  not  eveiy  financial 
fund  is  the  same  (table). 

Given  that  much  of  the 
dealmaking  has  been 
among  local 
lenders,  you 
might  want  to  pick  a  fund 
that  focuses  exclusively  on 
regional  banks.  Fidehty  In- 
vestments has  one,  as  well  as 
others  that  concentrate  on 
home  finance,  insurance,  con- 
sumei-  finance,  and  general  fi- 
nancial seraces.  An  even  bet- 


Bank  Stocks  Plus 


FUND 


PERCENT  OF 
ASSETS  IN 
U.S.  BANK  STOCKS 


TOTAL  RETURN* 


YEAR-TO-DATE  5-YEAR 


DAVIS  FINANCIAL 

23% 

8% 

27% 

FIDELITY  SELECT  HOME  FINANCE 

68 

9 

33 

INVESCO  STRATEGIC  FINANCIAL  SERVICES 

49 

10 

25 

JOHN  HANCOCK  FINANCIAL  INDUSTRIES 

22 

9 

NA 

T.  ROWE  PRICE  FINANCIAL  SERVICES 

28 

11 

NA 

•Through  Apr.  27                   NA=Not  applicable 

DATA:  MORNINGSTAR  INC, 

ter  bet  might  be  a  diversi- 
fied financial-sector  fund. 
These  fimds  offer  the  poten- 
tial for  higher  returns,  be- 
cause they're  likely  to  benefit 
from  the  next  consolidation 
trend:  mergers  across  indus- 
tries, like  Citicorp's  pending 
marriage  to  Travelers  Group. 
Regiilations  sepai-ating  banks, 
brokers,  and  insiu'ers  are  ex- 
pected to  break  down  over 
the  next  few  years.  "A  finan- 
cial-sector fimd  can  give  you 
a  little  more  spice,"  says  Tom 
Finucane,  co-manager  of  Jolm 
Hancock  Financial  Industries. 

Davis  Financial  is  another 
fund  playing  the  broad  con- 
sohdation  theme.  Three-quar- 


ters of  its  $800  million  in 
sets    are    divided  ami 
banks,  insurers,  and 
versified  companies  s 
as  American  Expi 
and  Travelers.  The 
mainder  is  in  stocks  f 
other  sectors,  such 
technology'  and  re 
ing.     The  f 
boasts  a  five-} 
average  annual 
turn  of  27%.  ' 
nice  to  have  a ; 
shopping   list  f 
which  to  choose," 
Ken  Charles  Feink 
co-manager  of  the  f 
T.  Rowe  Price  Fi  V 
cial  Services  and  Inv  | 
Strategic  Financial  Ser 
rely  more  heavily  on  fi 
cial  stocks  but  have  diffe 
strategies.  Invesco's  fund 
tures  high  turnover, 
nearly  half  its  assets  ii 
mestic  banks  and  thrifts  ^^ 
the  rest  in  other  fina  p^r 
businesses.  T.  Rowe  Prioi, 
fairly  low  turnover  and 
28%'  of  its  assets  in  bi 
according  to  Morningsts 

Diversified  funds 
tarn  out  to  be  more  vc 
than  pure  banking  f 
Commercial  banking  is 
ble,  slow-growth  husk-  j; 
with  fairly  predictable  iki!^] 
ings.  Brokers  and  fundfJ  n^jjj' 
panies,  meanwhile,  coulcj*-  .jj., 
a  big  hit  if  the  bull  t^^'':^^ 
ends.  But  with  maniage^  „ 
ing  place  across  indiv  j^' 
lines,  broader  may  be  %  r^^, 
in  this  arena.  Arney}^\.J^ 


I 
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T  PLAYS 
(R  DAREDEVIL  INVESTORS 


be  shocked  if, 
ling  weeks,  you 
eople  wlio  have 
id  money  into 

stocks  crooning  the 
classic,  That's  Life, 
i  stocks  were  riding 
^pril.  But  will  they 
down  in  May?  From 
valuations  that  such 
ys  as  Amazon.com 
to!  are  fetching,  you 

willing  to  bet  that 
ten.  "It's  dangerous 

that  traditional  val- 
jed  not  apply  to  this 
ays  Seema  R.  Hin- 
.n  analyst  with  T. 

ce  Associates. 


Dangerous  or-  not,  investor 
have  been  singing  the  Inter- 
net's praises  for  most  of  this 
year.  Hambrecht  &  Quist's  50- 
stock  Internet  Index  is  up 
32%  for  the  year  through 
Apr  27,  against  12%  for  the 
Standai-d  &  Poor's  500  (chail, 
page  108).  Some  individual  is- 
sues have  gone  ■ 
through  the  roof  ■ 
(table,  page  108).  A  week  af- 
ter Yahoo  !'s  fii-st-quailer  earn- 
ings came  out  twice  as  high 
as  Wall  Street  expected  on 
Apr  8,  for  example,  the  stock 
soared  to  a  record  $129.63, 
giving  the  four-year-old  Net 
search  company  a  market 
capitalization  approaching  $7 
billion.  Yahoo  !'s  shares  have 


NVESTING 


since  slipped  to  about  $112, 
but  they're  still  nowhere  near 
their  $20  low  of  neaiiy  a  yeai" 
ago.  Shares  of  three  other 
search-engine  operators — Ex- 
cite, Lycos,  and  Infoseek — also 
spiked  to  highs  in  April.  And 
Broadcom,  a  supplier  of  chips 
for  set-top  boxes  and  cable 
modems,  saw  its 
$24-a-share  initial 
public  offering  make  a  buzz 
on  Apr.  17,  when  the  stock 
climbed  as  high  as  $70  before 
settling  back  to  $53.63. 

One  cause  of  the  Net  stock 
frenzy  is  a  squeeze  on  short- 
sellers.  Shorts  make  money 
by  selling  bon-owed  shares  in 
hopes  of  buying  them  at  low- 
er prices  down  the  road. 


Michael  Mmphy,  editor  of  the 
Overpriced  Stock  Service 
newsletter,  for  one,  has  been 
advising  clients  to  short  the 
search  companies  Excite, 
Go2Net,  Lycos,  Infoseek,  and 
Yahoo!  Also  on  Muiphy's  hit 
list  were  Amazon,  the  Web's 
leading  bookseller;  Onsale,  an 
online  auctioneer;  Preview 
Ti-avel;  SportsLine  usa;  and 
two  music  retailers,  N2K  and 
cdNow.  "We  don't  pay  300 
times  1999  or  2000  earnings," 
he  explains.  But  when  stock 
prices  rise  instead  of  fall,  as 
has  happened  lately,  shorts 
have  to  scramble  to  buy 
shares  to  cover  their  posi- 
tions. That  pushes  their 
prices  even  higher. 

Can  this  help  explain  the 
mysterious  rise  of  K-Tel  In- 
ternational? It's  certainly  one 
of  the  oddest  Net  plays 
around.  Best  known  for 
hawking  music  compilations 
on  late-night  TV,  K-Tel  an- 
nounced plans  to  market  its 
wares  via  the  Web  on  Apr.  9 
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and  saw  its  stock  jump  from 
almost  $7  to  an  astonishing 
$44.62  less  than  two  weeks 
later.  K-Tel's  trading  volume, 
virtually  nil  on  most  days,  hit 
14.2  million  shai'es  on  Apr.  20, 
triple  the  number  outstand- 
ing. It  has  since  settled  back 
a  bit.  But  even  on  Apr.  27,  a 
day  when  Dow  Jones  indus- 
trials slumped  147  points,  K- 
Tel  spiu-ted  30%,  to  .$34.75. 
BROWSER  BRUISING.  The 
shorts  can  point  with  some 
justification  to  the  decline  of 
browser  maker  Netscape 
Communications  to  explain 
their  pessimism.  Netscape 
shot  up  sha^^ly  when  it  went 
public  in  1995.  But  its  shares 
fizzled  when  Microsoft  began 
giving  away  its  own  browser 
for  free.  Now,  Microsoft's  plan 
to  get  into  the  business  of 
making  Web  transactions  se- 
cui'e  is  helping  to  pummel  the 
shares  of  another  onetime  Net 
software  stai-,  Israel's  Check 
Point  Software  Technologies. 
Check  Point's  stock  is  trading 
at  $32.38,  down  fi-om  a  liigh  of 
$50.50  in  November 

But  for  eveiy 
Check  Point  or 
Netscape,  there 
are  many  other 
Net  companies 
that  may  be 
worth  investing- 
in — if  you  have 
a  taste  for  ex- 
pensive stocks 
and  a  high  de- 
gree of  risk. 
"Companies 
came  pubhc  two 
years  ago  on  a  hope  and  a 
ch-eam,"  says  Geof&"ey  Yang,  a 
partner  in  the  ivp  venture 
capital  firm  in  Menlo  Park, 
Calif.  "Now  that  they're  start- 
ing to  put  up  re.sults,  people 
ai'e  saying,  'Hey,  tliis  is  a  real 
business.' "  Take  Yurie  Sys- 
tems, a  maker  of  equipment 
for  transmitting  data  over  the 
Net.  Just  over  a  year  ago 
Yurie  went  pubhc  at  $12  a 
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share.  On  Apr.  27,  Lucent 
technologies  agreed  to  buy 
the  company  for  $35  a  share. 

Net  stock  fans  insist  the 
industry's  growth  is  nearly 
limitless.  By  the  end  of  1997, 
more  than  100  million  people 
were  online,  and  Internet 
traffic  has  been  doubling 
every  100  days,  the 
Commerce  Dept.  re- 
ports.  Cheaper  pes, 
set-top    boxes,  and 
browsers  in  phones  will 
only  make  the  Net 
more  accessible.  More- 
over,  by   2002,  Net 
commerce  between 
businesses  should  sm*- 
pass  $300  billion.  That 
could  be  a  boon  for  in- 
vestors in  such  compa- 
nies as  Harbinger  and 
Sterling  Commerce, 
providers   of  E-commerce 
software  and  services. 

Opportunities  also  abound 
ovei-seas.  On  Apr.  21,  America 
Onhne  Europe,  a  joint  ven- 
ture between  AOL  and  Ber- 
telsmann, struck  a  one-year 
deal  vdth  N2K  to  sell  music 
via  AOL  to  Euro- 
pean customers. 
AOL  also  recent- 
ly passed  the  12 
million-  mai-k  for 
subscribers,  in- 
cluding more 
than  1.3  million 
users  abr'oad. 
Gaining  such  a 
crowd  makes 
AOL  a  huge  por- 
tal to  the  Web 
and  affords  it  an 
advantage  in  attracting  ad- 
verti-  sers  and  shoppers.  But 
Yahoo!,  Excite,  Microsoft, 
('Net,  and  others  also  are 
scrambling  to  become  portals. 
"To  com]Dete  effectively,  seai'ch 
engines  must  evolve  into  me- 
dia companies,"  says  Alan 
Braverman,  a  Credit  Suisse 
Fh'st  Boston  analyst  who  has 
buy  ratings  on  Yahoo!  and  Ly- 
cos, in  part  because  of  theii- 


success  so  far  in  managing 
that  transition. 

Yahoo!,  of  course,  has  one 
of  the  premier  brand  names 
on  the  Internet.  Keith  Ben- 
jamin, an  analyst  .with  Banc- 
America  Robertson  Stephens, 
says  that  although  Yahoo  !'s 
cmrent  market  cap  is  stun- 


market  capitalization  of 
bUlion,  Cisco  looks  expens 
But  the  company  merits 
premiimi  price  because  it 
defines   the  standard 
routers  in  a  hypergro^ 
mai-ket,  says  Geoffrey  Mo- 
co-author   of  The  Gor 
Game:  A7i  Investor's  Gi 
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STOCK 
PRICE* 

52-WEEK 
HIGH 

52-WEEK 
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COMMENTS 

AMAZON.COM  (AMZN) 

82K 

100 

15K 

The  leading  Web  booksetl 

AMERICA  ONLINE  (AOL) 

m 

765^ 

21 

Boasts  12  million  subscribf 

CISCO  SYSTEMS  (CSCO) 

70'/6 

74 

Its  routers  make  the  Web  hi 

DOUBLECLICK  (DCLK) 

49K 

26K 

Provides  advertising  servici 

SPORTSLINE  USA  (SPLN) 

m 

38M 

1% 

Advertisers  love  it 

YAHOO!  (YHOO) 

WIA 

129:^ 

19% 

Cyberspace's  red-hot  bra 
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ning,  its  audience  level  ex- 
ceeds that  of  most  TV  shows. 
Benjamin  also  favors  Excite, 
whose  reported  fii'st-quartei- 
revenues  soared  206%,  to  $23 
million,  although  the  company 
probably  won't  tui-n  a  profit 
until  next  year.  Excite  has 
about  one-fifth  of  Yahoo !'s 
market  cap  and  about  tlu-ee- 
quarters  of  its  revenues. 

Excite  or  Yahoo!  clearly 
are  Net  plays,  of  coiu-se.  But 
Maiy  Meeker,  an  analyst  with 
Morgan  Stanley  Dean  Witter, 
puts  Dell  Computer  in  that 
category  as  well.  The  PC 
manufacturer's  shares  have 
nearly  quadrupled,  to  $74.31, 
in  a  year.  Early  last  year, 
Dell  was  selling  $1  million  in 
computers  over  the  Net  each 
day.  Dell  is  now  up  to  an  av- 
erage $4  million  daily  and  ex- 
pects to  do  half  its  business 
via  the  Internet  by  2000. 
HYPERGROWTH.  Don't  over- 
look Microsoft  as  an  Intemet 
play,  either.  Or  Cisco  Sys- 
tems. The  computer-network- 
ing equipment  maker  has  the 
dominant  shai'e  of  the  routers 
used  to  move  Internet  traffic 
fi-om  place  to  place.  With  a 


to  Picking  Winners  in 
Technology. 

If  you  don't  want  to  ti 
pick  individual  stocks, 
may  want  to  invest  in  a 
fund.  The  Internet 
(www.theinternetfund 
888  fundwww),  Munder 
ital  Management's  Ne 
Fimd  (netnet.munderconr 
4Munder),  and  www  Int( 
(www.webfund.com;  606 
2204)  have  posted  gains 
year.  Paul  Cook  and  S 
Appledorn,  co-portfolio  j 
agers  at  NetNet,  are  :| 
ping   up    Cendant,  vl 
plunged  46%  after  repi 
accounting  uTegulaiities 
dant  owns  NETMai'ket, 
line  mall.  Cook  and 
dorn  also  see  promise 
more  traditional  Net 
Doubleclick,  a  recent  IP< 
pro\ades  Web  advertisin 
\ices  for  businesses.  An( 
like  online  brokers  E 
Ameritrade,    and  Cl 
Schwab.  To  Net  fans  si 
these,  the  opportunities 
berspace  have  no  bounc 
just  that  the  price  of 
for  investors  isn't 


cheap. 
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valuations  need  not  apply  to  this  group,"  says  an  analy 
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What  kind  of  choices  do  you  have  when 
it  comes  to  group  benefits?  The  Principal® 
provides  you  with  insurance  options  like  life, 
health,  and  disability  Also  vision  and  dental. 
These  are  quality  benefits  that'll  help  you 
and  your  employees  get  ahead. 

And  no  matter  what  you  choose, 
expect  excellent  service.  Our  timely  claims 
payment  and  accurate  reporting  will  make 
administrative 
headaches  a  thing 
of  the  past.  Plus, 
through  superior  medical 
claims  management,  The 
Principal  saved  employers  and 
employees  $2.23  billion  in  1997.* 
lliat's  43%  of  the  nearly  $5.1  biUion 
submitted  to  us. 

Choices.  Service.  Value.  That's  the  total 
performance  you  get  when  you  choose  a 
group  benefit  provider  with  over  a  cenairy 
of  financial  expertise.  To  get  a  taste  of  how 
you  and  your  company  can  get  ahead, 
give  us  a  call  at  1-800-986-3343  or 

visit  us  at  www.principal.com 
on  the  Internet. 
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Falling  asset  values,  slowing  con- 
sumption, and  high  interest  rates  are 
just  some  of  the  effects  of  the  Asian 
stock  and  currency  market  turmoil. 
The  financial  shock  and  crisis  has 
forced  companies  to  adopt  a  sounder 
and  more  sustainable  approach  to  their 
business  strategy.  At  Business  Week's 
8th  Annual  Asia  Leadership  Forum,  key 
government  and  business  leaders  will 
share  their  experience  on  managing 
through  the  current  challenges.  They 
will  explore  the  forces  driving  the 
region's  crisis  and  corporate  transfor- 
mations, analyze  the  newest  challenges 
for  continued  reform  and  develop- 
ment, and  share  their  visions  of  what 
lies  ahead. 
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Lusiness  Week  Index 


DUCTION  INDEX 


PRODUCTION  INDICATORS 


hange  from  last  week:  0.2% 
hange  from  last  year:  5.6% 


PRODUCTION  INDEX 

Apr.  18=132.3 
1992=100 


,pr-  Aug.  Dec  Apr. 

197  1997  1997  1998 

index  IS  a  4-week  moving  average 

oduction  index  rose  for  the  fourth  viieek  in  a  row,  while  the  unaveraged 
'ell  to  131.5,  from  132.8.  After  seasonal  ad|ustment,  lumber  output 
il-freight  traffic  were  up.  Steel  production  was  down  1.9%,  with  a 
y  utilization  rate  of  only  89.4%,  the  lowest  it  has  been  in  months, 
jtpiit  was  down  by  2.8%,  with  large  decreases  in  Virginia  and 
Ivania.  Production  of  autos,  trucks,  electricity,  and  oil  were  also  down. 

".tiori  'ndex  copyright  1998  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (4/24)  s&p  too 

1107.90 

1122.72 

44.8 

RATE  BOND  YIELD,  Aaa  (4/24) 

6.72% 

6.67% 

-13.3 

SUPPLY,  M2  (4/13)  billions 

$4,146.2  $4,146.7r 

6.6 

CLAIMS,  UNEMPLOYMENT  (4/18)  thous 

317 

288r 

-0.3 

AGE  APPLICATIONS,  PURCHASE  (4/24) 

241.4 

227.3 

28.6 

&GE  APPLICATIONS,  REFINANCE  (4/24) 

1,157.0 

1,087.0 

323.5 

tandard  &  Poor's,  Moody's,  Federal  Reserve.  Labor  Dept..  Mortgage 
n.  (Index:  March  16,  1990=100) 

PESTRATES- 

L  FUNDS  (4/28) 

LATEST 
WEEK 

5.28% 

WEEK 
AGO 

5.37% 

YEAR 
AGO 

5.53% 

fCIAL  PAPER  (4/28)  3-month 

5.51 

5.47 

5.72 

CATES  OF  DEPOSIT  (4/29)  3  month 

5.61 

5.58 

5.72 

ORTGAGE  (4/24)  30-year 

7.19 

7.06 

8.22 

1  (BLE  MORTGAGE  (4/24)  one-year 

5.77 

5.84 

6.05 

1  1/24) 

8.50 

8.50 

8.50 

Federal  Reserve.  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (4/25)  thous.  of  net  tons 

LATEST 
WEEK 

2,200 

WEEK 
AGO 

2,148# 

YEARLY 
%  CHG 

6.9 

AUTOS  (4/25)  units 

120,096 

105,753r# 

-9.0 

TRUCKS  (4/25)  units 

147,322 

121,104r# 

37.0 

ELECTRIC  POWER  (4/25)  millions  of  kilowatt-hrs 

56,527 

56,175# 

0.1 

CRUDE-OIL  REFINING  (4/25)  thous.  of  bbl./day 

14,895 

15,157# 

4.3 

COAL  (4/18)  thous.  of  net  tons 

20,156# 

20,623 

-3.6 

LUMBER  (4/18)  millions  of  ft 

498.4# 

482.1 

-1.3 

RAIL  FREIGHT  (4/18)  billions  of  ton-miles 

26. 5# 

26.1 

1.1 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 

American  Railioads 

PRICES 

GOLD  (4/29)  $/troy  oz. 

LATEST 
WEEK 

308.250 

WEEK 
AGO 

312.800 

YEARLY 
%CHG 

-9.4 

STEEL  SCRAP  (4/28)  #1  heavy,  $/ton 

133.50 

133.50 

0.0 

COPPER  (4/24)  c/lb. 

87.6 

86.8 

-24.1 

ALUMINUM  (4/24)  e/ib. 

69.8 

69.8 

-8.2 

COTTON  (4/25)  strict  low  middling  1-1/16  in.,  (Z/ 

b.  61.62 

61.05 

-10.9 

OIL  (4/28)  $/bbl 

15.49 

15.13 

-23.1 

CRB  FOODSTUFFS  (4/28)  1967=100 

233.24 

231.85 

-1.8 

CRB  RAW  INDUSTRIALS  (4/28)  1967=100 

306.21 

300.33 

-8.1 

Sources:  Lonijon  Wednesday  final  setting,  Chicago  market,  Metals 
market.   NYMEX.  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (4/29) 

LATEST 
WEEK 

132.05 

WEEK  YEAR 
AGO  AGO 

130.76  126.95 

GERMAN  MARK  (4/29) 

1.79 

1.79 

1.73 

BRITISH  POUND  (4/29) 

1.67 

1.67 

1.62 

FRENCH  FRANC  (4/29) 

6.01 

6.01 

5.84 

ITALIAN  LIRA  (4/29) 

1773.0 

1771.9  1712.2 

CANADIAN  DOLLAR  (4/29) 

1.44 

1.43 

1.40 

MEXICAN  PESO  (4/29)' 

8.499 

8.459 

7.944 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/29) 

110.4 

109.9 

107.1 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


i  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW 
l^Western  Wood  Products  Assn.       2-Southern  Forest  Products  Assn. 


index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


JNDEX 

May  5,  10  a.m.EDT  >■  The  Confer- 
rd's  index  of  leading  indicators 
;  0.1%  in  March,  on  top  of  Febru- 
o  gain,  says  the  median  forecast 
lists  polled  by  Standard  &  Poor's 
it  of  The  McGraw-Hill  Companies. 

INVENTORIES 

,)y.  May  6,  10  a.m.EDT^  The 

ip  in  factory  output  suggests  that 

-s  grew  little  if  at  all  in  the  month, 
lis  rose  0.5%  in  February. 

OK 

y,  May  6,  2  p.m.EDT^-  The  Feder- 
's  roundup  of  regional  economic 


activity  will  give  anecdotal  readings  of  local 
business  trends,  including  how  labor  short- 
ages are  affecting  wages.  The  Beige  Book  is 
being  prepared  in  advance  of  the  May  19 
policy  meeting. 

PRODUCTIVITY  AND  COSTS 

Thursday,  May  7,  10  a.m.EDT>-  Output  per 
hour  worked  at  nonfarm  businesses  proba- 
bly had  little  or  no  growth  in  the  first  quar- 
ter after  rising  at  a  1.6%  annual  rate  in  the 
fourth.  For  the  year,  productivity  would  be 
up  about  1.8%.  Without  efficiency  gains  to 
offset  much  of  the  rise  in  compensation, 
unit  labor  costs  likely  grew  at  an  annual 
pace  of  3%  or  so  last  quarter,  after  advanc- 
ing 3.3%  in  the  fourth  quarter. 


INSTALLMENT  CREDIT 

Thursday,  May  7,  3  p.m.EDT>  Consumers 
probably  took  on  $4  billion  in  new  debt  in 
March,  says  the  s&p  MMS  survey,  on  top  of 
the  unexpectedly  large  addition  of  $7  bil- 
lion in  February. 

EMPLOYMENT 

Friday,  May  8,  8:30  a.m.EDT>  The  s&p 
MMS  median  forecast  expects  that  235,000 
jobs  were  created  in  April,  with  manufac- 
turing continuing  to  add  workers.  In  March, 
payrolls  dropped  36,000,  but  the  low  level 
of  unemployment  claims  for  the  month  sug- 
gest that  the  decline  may  be  revised  to 
show  an  increase.  The  employment  rate 
likely  remained  at  4.7%. 


(  berlin  the  only  ) 
(  european  city  ) 
(  with  more  museums  ) 
(than  rainy  days.) 


Besides  offering  all  the  advantages 
of  a  top  business  location,  Berlin  gives  you 
a  unique,  dynamic  and  varied  cultural  scene 

to  explore.  No  matter  what  the  weather, 
there's  always  plenty  to  see  and  to  do  here. 

Whether  your  taste  is  classical, 
avantgarde  or  highly  individual,  if  you  were 

to  visit  one  of  these  attractions  each 
rainy  day,  you'd  be  busy  well  into  the  next 
century.  So  come  and  take  fiill  advantage 

of  both  our  cultural  and  business 
opportunities.  For  more  information  about 
Berlin  as  your  next  business  location,  please 
contact  us  at:  Berlin  Economic  Dev.  Corp. 
Fax: +  49  (30)  399  80-239, 
e-mail:  info@wf-berlin.de, 
.  Internet:  http://www.berlin.de 
Your  Gateway  to  New,  i  _ 


Index  to  Companies 

This  inda  gives  the  starting  page  for  a  stny  or 
feature  with  a  significant  tefeience  to  a  companyi 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  aie  not  induded. 
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vestment  Figures  of  the  Week 


%  change 


<P500 

Oct.     Apr.  Apr.  23-29 


1100 
1034.62 


tek  change  1 -week  change 
,6%  -3.1% 


flENTARY 

U.S.  financial  markets 
clouded  by  interest-rate 
:s.  Concern  about  rising 
sent  30-year  bond  rates 
ing  10  basis  points,  to 

on  Apr.  27.  That  led  to 
-off  in  stocks.  The  Dow 
industrial  average  fell 
joints,  its  worst  loss 
Ian.  9.  interest-rate  sen- 
stocks,  such  as  banks 
jmebuilders,  led  the  de- 
which  was  sparked  by 
lat  the  Federal  Reserve 
lise  rates,  nasoaq  stocks 
especially  hard  hit. 

staged  a  mild  recov- 
Apr.  29. 


EST  RATES 


SURY  BOND  INDEX 

Get.    Apr.  Apr.  23-29 


■1590  16 


1-week  change 
-1.3% 


hange 

mberg  Financial  Markets 


■  U.S.  Diveisified       All  Equity 

eturn         52-week  total  return 
-  1 


ngstar,  Inc. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8951.5 

-2.5 

27.7 

NASDAQ  Combined  Composite 

1851.6 

-3.4 

46.9 

S&P  MidCap  400 

370.5 

-2.7 

44.1 

S&P  SmallCap  600 

199.3 

-3.2 

43.7 

S&P  SuperComposite  1500 

234.9 

-3.1 

37.6 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

345.1 

-2.7 

41.1 

S&P  Financials 

132.4 

-5.3 

45.6 

S&P  Utilities 

236.1 

-2.3 

26.9 

PSE  Technology 

-1.2 

42.4 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5833.1 

-1.7 

31.5 

Frankfurt  (DAX) 

5106.5 

-4.7 

48.6 

Tokyo  (NIKKEI  225) 

15,395.4 

-2.3 

-19.6 

Hong  Kong  (Hang  Seng) 

10,471.2 

-4.6 

-18.8 

Toronto (TSE  300) 

7609.5 

-2.7 

27.3 

Mexico  City  (IPC) 

5028.7 

-2.6 

33.9 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.43% 

1 .38  % 

1.86% 

S&P  500  P/E  Ratio  (Last12mos. 

25.9 

26.9 

20.1 

S&P  500  P/E  Ratio  (Next12mos. 

)*  21.4 

22.2 

16.6 

First  Call  Earnings  Surprise* 

2.65% 

2.88% 

3.52% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

983.4 

978.6 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Computer  Systems 

11.5 

Broadcasting 

103.5 

Entertainment 

11.4 

Specialty  Appar.  Retailers 

99.7 

Stioes 

9.1 

Homebuilding 

93.1 

Gold  IMining 

7.6 

Communications  Equip. 

92.1 

Defense  Electronics 

7.4 

Personal  Loans 

77.1 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                         months  % 

Commercial  Services 

-15.2 

Metals 

-29.2 

Tobacco 

-12.1 

Engineering  &  Constr. 

-19.0 

Food  Chains 

-9.8 

Shoes 

-12.9 

Engineering  &  Constr. 

-9.6 

Photography/Imaging 

-12.7 

Leisure  Time 

-8.4 

Tobacco 

-5.2 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Stocks  above  200-day  average  57.0%  65.0%  Neutral 
Options:  Put/call  ratio  0.54       0.47  Negative 

Insiders:  Vickers  Sell/buy  ratio       3.18      3.09  Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 

change 

Chase  Manhattan 

133% 

-Vb 

Oracle 

26 'A 

-5Vl6 

AT&T 

59^/16 

-7% 

Beneficial 

123^4 

-V4 

Lockheed  Martin 

111 

-V2 

Motorola 

5578 

-1  3/16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

89'/8 

1  '5/t6 

Pfizer 

liar's 

15^16 

Cisco  Systems 

70'/8 

3'/l6 

Infoseek 

33 

14% 

Eli  Lilly 

68^8 

10% 

Lernout  &  Hauspie  Speech  Prod. 

60% 

18^16 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.08 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds 

90-DAY  TREASURY  BILLS 

5.05 

5.09 

5.28 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.07 

5.08 

5.23 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.48 

5.41 

5.90 

GENERAL  OBLIGATIONS 

4.58% 

4.48% 

5.18% 

5.08% 

10-YEAR  TREASURY  NOTES 

5.81 

5.68 

6.72 

PERCENT  OF  TREASURIES 

78.89 

78.88 

85.36 

85.18 

30-YEAR  TREASURY  BONDS 

6.07 

5.96 

6.95 

TAXABLE  EQUIVALENT 

6.64 

6.49 

7.51 

7.36 

LONG-TERM  AA  INDUSTRIALS 

6.66 

6.55 

7.47 

INSURED  REVENUE  BONDS 

4.75 

4.64 

5.37 

5.29 

LONG-TERM  BBB  INDUSTRIALS  7.10 

7.01 

7.92 

PERCENT  OF  TREASURIES 

81.82 

81.70 

88.49 

88.70 

LONG-TERM  AA  TELEPHONES 

6.91 

6.80 

7.71 

TAXABLE  EQUIVALENT 

6.88 

6.72 

7.78 

7.67 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 

Lexington  Strat.  Invmnts. 
Gabelli  Gold 

Evergreen  Free.  Metals  B 
Am.  Cent.  Global  Gold 
Van  Eck  Intl.  Inv.  Gold  A 

Leaders 

S2-week  total  return 


Laggards 
%    Four-week  total  return  % 

19.7  Matthews  Korea  I  -13.3 

10.7  Montgomery  Emerg.  Asia  R  -9.7 

9.8  OFA  Pacific  Rim  Small  Co.  -9.6 

9.2  lex.  Crosby  Sm.  Cap  Asia  -8.9 

9.2  Kemper  Asian  Growth  A  -8.4 

Laggards 

S2-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 
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104.3  Matthews  Korea  I  -54.1 

94.4  Lex.Crosby  Sm.  Cap  Asia  -49.5 

92.3  U.S.  Global  Investors  Gold  ^9.5 

87.3  Morgan  Stan.  Asian  Grth.  C  -48.1 

85.9  Morgan  Stan.  Inst.  Asia  Eq.  A  -48.0 


Communications  55.9  Pacific/Asia  ex-Japan  -33.4 

Financial  52.8  Diversified  Pacific/Asia  -25.2 

Small-cap  Blend  46.3  Precious  Metals  -21.5 

Small-cap  Growth  46.2  Japan  -12.2 

Large-cap  Growth  43.5  Diversified  Emerging  Mkts.  -8.4 
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Editorials 


THE  FED  IS  ON 
BUBBLE  PATROL 

Throughout  history,  financial  bubbles  have  had  telltale 
characteristics:  At  the  outset,  new  profit  opportunities 
draw  investors.  As  prices  rise  and  buyers  are  swept  up  in  the 
euphoria,  easy  money  fuels  the  process.  Soon,  mob  psycholo- 
gy takes  over.  But  as  time  passes,  people  become  uneasy 
about  the  dizzying  heights  prices  have  scaled  and  stait  to  pull 
out.  Amid  a  mad  scramble  for  the  exits,  the  bubble  bursts. 

Today's  stock  market  bears  some  of  these  chai'acteristics 
(page  28).  Trading  has  certainly  seemed  frenzied  and  irra- 
tional, and  valuations  have  gotten  historically  high.  But  for  the 
overall  market,  they  haven't  touched  the  50  or  so  times  eai-n- 
ings  Japan's  Nikkei  stock  market  exhibited  a  decade  ago.  And 
while  U.  S.  money  gi'owth  has  picked  up  over  the  past  three 
years,  it  hasn't  lubricated  the  mai'ket's  iimup  the  way  Japan- 
ese money  gi-owth  did  for  many  years.  Most  important,  though, 
the  U.  S.  mai'ket's  perfonnance  hasn't  triggered  the  boom  con- 
ditions that  can  unravel  entire  industries  and  economies.  Real 
estate  prices,  while  climbing,  haven't  reached  the  stratos- 
phere, and  inflation  hasn't  taken  off. 

Still,  this  is  a  market  that  makes  people  uneasy,  and  with 
reason.  Simply  put,  corporate  earnings  don't  seem  to  justify 
cun-ent  valuations.  Defendei's  point  out  many  props  to  the 
market,  from  the  weight  of  baby  boomer  demand  to  the  appeal 
of  the  U.  S.  as  a  safe  haven.  But  stock  prices  reflect  investors' 
expectations  of  futui'e  earnings,  and  it  has  become  appai-ent  in 
recent  weeks  that  investors  have  probably  been  too  optimistic. 

Reported  earnings  for  the  386  of  the  Standard  &  Poor's 
500-stock  index  whose  results  are  in  for  the  first  quarter 
are  mnning  nearly  5%  below  estimates.  When  the  Fed  let  it 
be  known  that  it  might  lean  toward  raising  rates  in  May,  it 
immediately  put  a  damper  on  the  mar-ket.  In  the  end,  the  Fed 
may  not  opt  to  raise  rates.  Certainly,  continued  weakness  in 
Japan  and  much  of  Asia  suggests  that  the  Fed  should  be  cau- 
tious about  pushing  U.  S.  rates  higher  at  this  time.  But  sim- 
ply by  signaling  its  inclination,  the  Fed  took  some  wind  out  of 
the  market's  sails.  And  that  looks  like  a  good  thing. 

CONSUMERS  DESERVE 
BETTER  DRUG  DATA 

The  phenomenon  that  is  Viagra  is  but  the  latest  and  most 
spectacular  example  of  a  powerful  trend  sweeping  the 
drug  industry — so-called  lifestyle  drugs  that  ameliorate  clrron- 
ic  conditions  from  impotence  to  aithritis  to  depression.  In- 
creasingly, such  drugs  appeal  to  a  wide  swath  of  users,  many 
of  them  baby  boomers  and  many  of  them  people  seeking 
"off-label"  use.  Medical  experts  believe  that  a  laige  part  of  the 
market  for  Viagra,  for  ijistance,  is  among  noiTnally  potent  men 
who  are  looking  to  improve  their  se:;aal  performance. 


These  blockbuster  drugs  may  seem  like  a  godsend, 
they  biing  with  them  a  slew  of  problems  for  the  medical 
fession,  insurers,  government,  and  consumers  (page  92) 
cause  off-label  use  is  so  prevalent,  doctors  need  to  be  vig 
about  the  the  drugs'  possible  side  effects  and  their  int< 
tions  with  drugs  patients  are  already  taking.  Look  at 
happened  with  Fen-Phen,  two  drugs  not  meant  to  be  us( 
combination.  Prescribed  for  weight  loss,  they  led  to  h 
valve  problems  in  some  patients. 

Evidence  shows  that  doctors  have  been  sloppy  about 
itoring  drug  use.  In  one  survey,  the  Food  &  Drug  Adn 
tration  found  that  70%  of  patients  were  not  told  about  sic 
fects.  Meanwliile,  the  FDA  relies  on  doctors'  voluntary  re 
of  problems.  If  the  medical  profession  doesn't  do  a  bette 
of  tracking  reactions  to  drugs,  perhaps  the  FDA  should  raj 
formal  monitoring. 

Of  course,  some  drugs  have  effects  that  aren't  know, 
years — witness  breast-cancer  drug  Tamoxifen's  possibl 
motion  of  uterine  cancer  a  decade  later.  But  a  patient  fj 
death  today  may  gladly  chance  getting  a  life-tkreateninjl 
ease  in  10  years.  Not  so,  perhaps,  with  someone  po]| 
pills  to  counter  baldness.  Lifestyle  dmgs  change  eve: 
sumer's  risk-benefit  calculus — and  require  patients  to 
greater  responsibility.  But  they  need  more  informatio: 
way  to  get  it  is  for  more  patients  to  be  enrolled  in  clini( 
als.  Today,  only  3%  to  5%  of  potential  users  of  new  druj 
ticipate;  experts  think  10%  would  yield  more  useful 
Insurers  should  help  shoulder  the  cost  of  broader  cj 
trials.  They  shouldn't,  however,  be  expected  to  covel 
costs  of  off-label  or  "enhancement"  uses  of  new  dmgs 

SAVE  COMPETITION 


IN  AMERICA'S  SKIES 


Do  domestic  airhne  aUiances  make  any  sense?  For 
years,  U.  S.  carriers  have  been  forming  alliancei 
overseas  carriers,  an  innocuous  enough  move  that  e: 
service  and  routes  for  customers  who  may  be  traveling 
the  U.  S.  But  the  rationale  for  the  three  domestic  alliajt 
the  works  now — between  American  Airlines  and  US  Ai| 
Continental  Ab-lines  and  Northwest  Airlines,  and  De 
Lines  and  United  Airlines — seems  flimsy  (page  32). 
cates  say  it  will  lead  to  more  seamless  travel,  better  cj 
tions,  and  broader  use  of  frequent-flier  miles.  Laboj 
sumers,  and  smaller  au'lines  see  it  another  way:  The  bil 
ai'e  getting  bigger  without  even  having  to  merge  fina 
and  they'll  cut  costs,  i-aise  prices,  and  cut  routes  in  the  ji 

Critics  are  probably  imputing  greater  organizatiomi 
to  the  airiines  than  they  actually  possess.  After  allj 
ners  in  the  international  alliances  seem  to  shift  rej 
Still,  it's  worthwhile  for  the  Justice  Dept.  and  the 
portation  Dept.  to  take  a  hard  look  at  these  pr 
arrangements.  Airline  ticket  prices  rose  at  a  37% 
rate  in  the  first  quailer-.  Washington  needs  to  ensure  t 
airlines  don't  become  a  cartel. 
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£1997  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today'  are  registered  trademarte  and  Outlook  is  a  tradennarV  of  Microsoft  CorporatkKi. 


From:  Microsoft  Office  97 
Sent:  Thursday,  7:15  p.m. 
To:  Project  Team 

Re:  The  fat  lady  is  about  to  sing... 


Surrounding  every  great  idea  is  a  steaming  heap  of  busywork.  And  you,  the 
owner  of  that  great  idea,  get  to  do  it  all.  That's  why  was 
designed  to  get  the  busywork  out  of  your  way.  It's  a  suite  of  smart  productivity 
tools  fully  integrated  onto  your  desktop  and  into  the  Internet.  So  while  you're 
pounding  away  at  your  thoughts,  Microsoft  Word  is  correcting  your  flubs  on 
the  fly.  As  e-mail  comes  in,  AutoPreview  in  the  Outlook'"  desktop  information 
manager  lets  you  know  what's  important  and  what's  a  yard  sale.  Find  relevant 
information  on  the  Web  and  drop  it  straight  into  your  work,  automatically 
formatted  into  links.  With  Microsoft  Excel's  natural  language  formulas,  give 
row  and  column  headings  names  like  "Sales"  and  "Profit"  instead  of  "G3" 
and  "F19."  Office  97  does  the  thinking  that  lets  you  do  your  thinking.  So  your 
ideas  can  emerge  from  the  paperwork  bigger  than  life.  Check  out  Office  97 
at 
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There  was  a  rime  w  hen 
hauling  7.300  pounds 
w  as  unheard  of  i)i  the 
class.  Now:  with 
Durango's  n mxii nwn 
available  tow  ing 
uipacirx.  it's  all  in  a 
da\ 's  pla\. 


Durango's  theater-sty  le 
seating  has  a  patented 
Fold-and-Twnble^\featui 
that  you'll  just  flip  over 
It  lets  passengers  in  the 
optional  third  row  get 
in -and  out- with  ease. 


veraisei 
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Raising  the  roof  above  the  sec- 
ond and  third  row  seats  yielded 
two  benefits.  W'e  created  more 
headrooni.  .And  wc  were  able  to 
design  the  "seats  theater-style,  with 
the  rear  row  s  in  jvo<;ressivel\  more 
elevated  positions.  .\ow.  evenbodv 
gets  a  great  view. 
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To  help  passeniiers 
keep  their  cool. 
Durango  offers  a  separate 
rear  compartment  cooling  system. 


Durangos  strongest-in-class 
frame  is  one  reason  for  its 
best-in-class  maximum  avail- 
able towing  capacity}  The 
legendary  capability  of  Dodge 
Magnum®  engines  is  another. 


le  roof 


With  up  to  88 
cubic  feet  of  room, 
Durangos  cargo  capacity  is 
best-in-class.  How  do  you 
top  that?  With  a  standard 
roof  rack,  of  cou  rse. 


An  optioned  stereo 
system  with  Infinity® 
speakers  lets  you 
switch  from  CD  to 
cassette  at  the  push 
of  a  button. 


Durang)M  The  New  Dodgp 

For  more  infonnatioii  call  1-800-4-A-DODGE.  Or  visit  our  Web  site  at  wwwAadodge.com 

tAvailable  feature  comparisons  vs.  domestic  compact  SUV  models.  Excludes  other 
Chrysler  Corp.  vehicles.  All  comparisons  based  on  data  available  at  time  of  printing. 

Always  use  seat  belts.  Remember  a  backseat  is  the  safest  place  for  children. 
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DEJA  VU 


NEH,  THEY'LL  BE  OFFERING  GREEN  STAMPS 


IN  THE  GOOD  OLD  DAYS,  AS 

anyone  can  tell  you,  drivers 
didn't  pay  for  road  maps. 
Well,  the  good  old  days  are 
back,  at  least  at  Exxon  USA. 
The  oil  giant  is  reviving  the 
practice  as  pait  of  its  Driver- 


Friendly  campaign,  a  two- 
year  program  to  upgrade 
8,500  Exxon  gas  stations. 

"Our  research  on  driver 
behavior  shows  that  they  like 
life  in  the  car,  but  they  hate 
life  on  the  road,"  says  Jim 
Carter,  marketing  vice-presi- 
dent. Driver-Friendly  ah'eady 
has  begun  in  Texas.  Among 
the  highlights:  rest  rooms 


with  diaper-changing  tables, 
music  at  the  sei-vice  islands,  a 
larger  and  better  choice  of 
food,  and  a  39(?  cup  of  Joe. 
And,  yes,  free  maps. 

Oil  companies  have  seen 
the  benefit  of  more  user- 
friendly  gas  stations 
ever  since  Arco  began 
accepting  .ATM  cards  at 
its  gas  pump  islands  in 
the  early  1980s.  And 
giving  drivers  that 
'^l?!  warm  and  fuzzy  feel- 
-  ing  away  from  the 
pimips  also  has  become 
increasingly  important.  Shell, 
for  instance,  sells  tchotchkes 
with  its  famous  logo  from  a 
store  in  Houston's  upscale 
Galleria.  Analysts  say  that 
Exxon,  with  its  Driver- 
Friendly  progTam,  is  now  def- 
initely upping  the  ante  in  the 
gas  station  wars.  Just  don't 
hold  your  breath  for  29(2-a- 
gallon  gas.  □ 


UNION  DUES 

DID  THE  FEDS  NUDGE 
OUT  A  LABOR  BOSS? 

DID  THE  LEADER  OF  ONE  OF 

the  countiy's  most  successful 
unions  agi-ee  to  step  down 
when  a  federal  monitor  ended 
its  oversight  of 
the  union's  affaii's? 
That's  what  union 
insiders  are  saying 
about  Edwai'd  Han- 
ley,  longtime  head 
of  the  Hotel  Em- 
ployees &  Restau- 
rant Employees  In- 
ternational Union. 

HERE  has  been 
one  of  the  afl-cio's 
stai'  peifoiTners,  or- 
ganizing thousands 
of  workers  in  recent  years  at 
Las  Vegas  casinos.  But  here 
was  also  one  of  four  unions, 
including  the  Teamsters, 
linked  to  the  mob  by  a  1985 


HANLEY:  To  retire 


federal  report.  The  Justice 
Dept.  claimed  that  Hanley 
gained  the  top  job  in  1973 
with  help  fi'om  Chicago  crime 
figxu'es.  However,  Justice  has 
never  found  evidence  of 
wTongdoing  on  Hanley's  part 
since  the  allegations  were 
made  20  yeai's  ago.  Nor  has  a 
federal  monitor  ap- 
pointed in  1995  to 
supervise  here. 

That  oversight 
ended  in  March. 
Union  officials  now 
expect  Hanley  to 
annoimce  his  retu'e- 
ment,  perhaps  as 
eai'ly  as  here's  May 
18  executive  boai'd 
meeting.  A  spokes- 
man denies  all  mob 
allegations  and  any 
deal  to  end  the  monitorship. 
Hanley's  likely  successor?  John 
WOhebn,  his  No.  2,  who  added 
30,000  members  in  Las 
Vegas.        Aaron  Bernstein 


TALK  SHOW  UNot  everybody  wants  to  work  for  the  IRS 
right  now. 55 

— Commissioner  Charles  Rossotti  at  Senate  hearings  on  IRS 
abuses 


SKEPTIC:  We 

at  his  vineyo 


AFTERLIVES 

VINO  SA 

mm  NO 
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DON  T  COUNT  HENRY  WENDT, 

SmithKline  Beecham's  foiTner 
chief  executive,  among  the 
hordes  smitten  with  Viagi'a, 
Pfizer's  phenomenally  suc- 
cessful "love  dmg."  Now  that 
Wendt,  64,  has  retired  fi"om 
the  daily  giind  of  the  phar- 
maceutical business,  he's 
quick  to  inject  a  dose  of  skep- 
ticism into  the  industiy's  ap- 
petite for  more  quality-of-life 
dnigs  such  as  Pfizer's  impo- 
tence pill. 

Only  12  yeai-s  ago,  he  says, 
SmithKline's  ulcer  fighter, 
Tagamet,  became  the  fu'st  $1 


billion-a-j 
drug.  It  w: 
medicine 
remedied  a 
tially  life-th 
ening  condi 
D  r  u  g  m  a  k 
should  be  cl 
"in  the  business  of  prod 
products  for  serious  c 
lions,"  he  says.  Moreov€ 
thinks  that  Viagra  coul 
bad  for  business  in  the 
run:  Strong  demand  foi 
$10  pill  could  reawakei 
mands  for  government 
controls. 

Wendt  retired 
SmithKline  in  1994  aft( 
years.  These  days,  his  i 
ests  in  chemistiy  mainly 
cem  feirnentation:  He  ar 
wife.  Holly,  run  a  wi 
Quivira  Vineyards,  in  N 
ern  California.  Wendt 
about  20,000  cases  of  Qi 
wines  annually.  The  win( 
tail  for  $11  to  $18  a  bott 
few  bucks  more  than  a 
of  Viagi-a.       Joseph  1 


THE  LIST  SOMEBODY  STILL  LOVES  DETROIT 


Cars  built  by  American  com- 
panies liave  been  los- 
ing market  share 
steadily  to  foreign 
manufacturers.  Howev- 
er, when  it  comes  to  cus- 
tomers who  choose  to  buy  or 
lease  a  new  version  of  the 
same  car  as  the  one  they 
already  have,  Detroit  iron 
still  has  its  fans,  according 
to  the  second  annual  Polk 
Automotive  Household  Loy- 
alty Awards.  The  Polk 

MODEL  SEGMENT  WINNER 


mtiE 


awards  for  the  1997  mo< 
year  recognized  General 
Motors  for  the  highest  m 
facturer  loyalty  among  Ce 
buyers  (58.7%)  and  Fore 
the  highest  model  loyaltj 
(59.5%). 


LOYALTY 


AV6.  LOYi 


LARGE  CAR 

MERCURY  GRAND  MARQUIS* 

40.5% 

27: 

MIDSIZE  CAR 

TOYOTA  CAMRY 

33.4 

19.( 

SMALL  CAR 

FORD  ESCORT* 

29.9 

17.' 

LUXURY  CAR 

LINCOLN  TOWN  CAR* 

44.9 

23.( 

SPORT  UTE 

JEEP  GRAND  CHEROKEE 

28.6 

21.1 

'Repeat  winner  from  1996 


SOURCE;  THE  POLK  CO. 
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Dean  Witter 
Dividend  Growth  Securities 

★  **★ 

Mo  rn  ings  ta  r 

Overall  Rating  as  of  3/31/98  among  2,437  Domestic  Equity  Funds 


Class  B 
As  of  3/31/98 

I  Year 

5  Years 

10  Years 

Life  of  Fund 

(3/30/81) 

Average  Annual 
Total  Returns- 

+40.43% 

+18.96% 

+16.66% 

+16.31% 

SEC  Standardizea 
Avg.  Annual 
Ibtal  Returns" 

+35.43% 

+18.76% 

+16.66% 

+16.31% 

$18.4  Billion  in  Assets  (all  shares) 
Growth  of  a  hypothetical  $10,000  investment 


ft 


pont  you  wish  you  had  seen  this  ad  in  1981  ? 


3f  course  you  do.  Over  the  past  17 
s,  the  Dean  Witter  Dividend  Growth 
irities  fund,  in  up  markets  and  down, 
)rovided  consistent  growth  and  income 

00.  000  investors. 

M  the  impressive  numbers  don't  end 

1.  Dean  Witter  has  a  network  of  over 
)0  Account  Executives,  each  with  the 


experience  to  give  you  the  investment 
advice  that's  right  for  your  individual  goals. 

Remember,  past  performance  cannot 
guarantee  future  results,  and  you  may  have 
a  loss  or  gain  when  you  sell  your  shares. 

Call  Dean  Witter  today  for  more  infor- 
mation on  these  and  other  impressive 
numbers.  And  for  the  office  nearest  you. 


www.deanwitter.toni/intercapitaI 

We  Measure  Success  One  Investor  At  A  T 


M  e 


DEAN  WITTER 


our  free  brochure  and  a  prospectus,  which  contains  complete  information  on  risl<s,  charges  and  expenses.  Read  the  prospectus  carefully  before  you  invest  or  send  money. 

iph  Illustrates  a  hypothetical  $10,000  investment  from  March  30. 1981,  (the  Fund's  inception  date)  through  March  31. 1998.  with  dividends  and  capital  gains  reinvested  at  net  asset 
t  does  not  reflect  the  effect  of  any  sales  charges.  On  July  28, 1997  the  Fund  introduced  multiple  classes  of  shares  featuring  various  sales  charge  structures  and  ongoing  fees.  Most 
!  shares  in  the  Fund  were  designated  Class  B  shares,  which  are  subiect  to  a  contingent  deferred  sales  charge  (CDSC)  that  starts  at  5.00%  and  declines  to  zero  after  six  years  and 
only  upon  the  sale  of  Fund  shares.  Investment  return  and  principal  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  purchase  price, 
rformance  is  no  guarantee  of  future  results.  Inflation  is  a  measure  of  the  change  in  the  cost  of  living  as  monitored  by  the  U.S.  Bureau  of  Labor  Statistics. 

gstar  proprietary  ratings  reflect  histoncal  risk-adjusted  performance  through  March  31, 1998.  Overall  ratings  are  calculated  from  the  Fund's  3-,  5-  and  10-year  average  annual  total 
(v^hen  applicable)  in  excess  of  90-day  Treasury  bill  returns  (with  appropriate  fee  ad|ustments)  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  These 
are  subject  to  change  each  month.  Ten  percent  of  the  funds  in  an  investment  category  receive  5  stars,  22.5%  receive  4  stars.  Dean  Witter  Dividend  Growth  Secunties  Class  B  received 
for  10  years  (of  698  domestic  eguity  funds),  5  years  (of  1,363  funds)  and  3  years  (of  2,437  funds). 

je  annual  total  returns  reflect  the  actual  performance  of  the  Fund  without  taking  sales  charges  into  account, 

standardized  returns  reflect  the  Fund's  contingent  deferred  sales  charge  (Class  B  shares),  which  applies  only  if  the  shares  were  sold  within  six  years  of  purchase, 

©  1998  Dean  Witter  Disthhiiti >rs  liic     \leiulxr  SIPC 


Up  Front 


DRAWN  &  QUARTERED 


MAD  AVE 


FROM  WHITE  HOUSE 
TO  OUR  HOUSE? 


WHEN      I'luXE      HOUSE,  A 

manufaccui'er  of  smait-card 
teiTninals  in  Britain,  decided 
to  catch  the  attention  of 
American  cus- 
tomers for  a 
product  launch, 
it  went  all  the 
way  to  the  top. 
Maybe  even 
over  the  top. 

The  company 
sent  out  6.500 
brochui'es  to 
potential  cus- 
tomers with  a 
full-color  close- 
up  of  First 
Lady  Hillaiw 
Rodham  Clinton 
on  the  cover.  Underneath  the 
photo,  the  caption  blared: 
"She's  stayed  loyal  to  Bill  for 
yeai"s.  Now  discover  how  she 
could  stay  loyal  to  you."  In- 
side the  mailing.  Dione  asks 
prospective  buyers  to  see 


BAD  PITCH: 

Hillary  am- 
handheld 
card  readei 


"the  other  outstanding  dis- 
play of  loyalty  in  ^\'ashiBg- 
ton"  by  healing  about  satis- 
fied customers  at  a  recent 
trade  show  there.  It  also 
pitched  its  handheld  smait- 
cai"d  readei-s  and.  other  prod- 
ucts at  the  show.  In  fine 
print,  a  disclaimer  on  the 
brochure  notes  that 
Clinton  is  not  en- 
doi-sing  the  products. 

Although  Richard 
Parsons,  mai'keting 
manager  for  Dione. 
admits  that  the  mai'- 
keting  tool  was 
meant  to  be  "particu- 
larly intiTisive."  he 
says  that  so  fai",  "the 
reaction  has 
been  very  fa- 
vorable." He 
added  that  to 
date,  the  flyer 
has  evoked  only 
one  complaint. 
Fu'st  Lady's  office  de- 
clined comment.  On  the  oth- 
er hand,  no  one  knows  how 
Kenneth  Starr  feels  about 
all  this.  Dennis  Blank 


SILICON  CULTURE 


THE  DECLINE  AND  FALL  OF  THE  SLIDE 


FUR  A  WHILE  THERE,  A  >LIDE 

between  flooi-s  was  the  must- 
have  accessoiy  in  Silicon  \'al- 
ley  offices.  But  that  trend 
seems  to  be  on  the  skids. 

The  ups  and  dowTis  of  this 
ston"  begin  at  Macromedia,  a 
San  Francisco  softwai-e  com- 
pany that  installed  a  black 
playgi'oimd  slide  between  the 
second  and  tliiixl  flor.!--  :' 


building  in  1994.  Then  last 
yeai;  Excite,  a  seai-ch  engine 
company,  put  in  a  slide  at  its 
Redwood  City  (Calif.)  office. 
And  @Home,  an  Internet 
company  based  next  door,  de- 
cided it  wanted  a  slide,  too. 

But  at  an  office  party  in 
March,  five  overexuberant 
sliders  suffered  injui-ies — in- 
cluding broken  bones,  says  an 
insider.  So  tmtU 
SLICK:  further  notice, 

Macromedia  OHome  has 
slide  banned  the 

sUde's  tise.  Says 
David  Salbavaro.  who  de- 
signed (s Home's  office:  "The 
last  dip  or  so  was  a  little 
faster  than  we  thought.'" 
(5  Home  says  the  slide's  sta- 
tus is  imdetennined.  But  tine 
to  Silicon  Valley's  spirit,  it 
sa>'s  that  its  \ideo  ai'cade  and 
ping-pong  tables  ai'e  still  fully 
operational.     Riith  G.  Davis 


B-SCHOOL  BUSINESS 

NICE  GUYS  FINISH 
WITH  MBAs  

WILLING  TO  BET  THAT  THIS 

yeai's  crop  of  MBA  gi-aduates 
are  just  a  btmch  of  money- 
grtibbei-s  looking  for  the  fat 
test  pay  package? 
You'd  lose.  'While 
undergraduate- 
show  signs  of  be- 
ing more  mateiial- 
istic    (page    2^  . 
neai'ly  half  of  tlu.- 
yeai-'s  top  B-school 
graduates  turned 
do\\T\  their  high- 
est-pajing  job  of- 
fer, prefening  to 
work  for  compa- 
nies that  offered 
room  for  pei"sonal 
gixiwth  or  had  a  more  appeal- 
ing coi-porate  cultm-e. 

That's  one  conclusion  of 
The  Fuqua  Report,  a  peri- 


^1 


COSBY:  Dad.i  are 
most  admired 


odic  sm-vey  of  1,400  gri 
ating  students  at  10  top- 
business  schools  condui 
by  Fuqua.  the  B-schoo 
Duke  University.  The 
also  immasked  a  more  ti 
tional  side  of  these  studt 
Overall,  they  rated  n.^ 
health,   and  ethics   ac  ; 

career,  prest 
and  wealth, 
the    MBA  g: 
still  admii-e  fc 
ness  succ 
While  U'-c  of 
graduates 
that  the  pei 
they  admj 
most  was  t 
father.  Bill  G. 
took  second. 
o9c.  beating 
their  moth 

  with  49c, 

their  spouses,  with  2%. 
of  the  above  beat  out  J( 
Chi-ist,  who  won  I've  of 
vote.        Jennifer  Reim 


HOW  TO  BALANCE  THE  BUDGHT 

Take  a  bow.  ta.Kpayers.  Federal  and  local  budgets  alike 
have  swung  into  surplus,  thanks,  in  part,  to  the  larger 
share  of  vour  paycheck  going  to  government. 


TAX  BITE  FROM  THE  FAMILY  BUDSEt 


•57 
L  PERCEffT 


FOOTNOTES  U.  S.  kids  with  allowances  whose  parents  help  them  budget:  76%;  whose  pai-ents  help  them  save:  56% 


77 


A  notepad  that  uploads  to  your  PC? 

(LOOKS  LIKE  YOUR  NOTES  JUST  GOT  A  LOT  MORE  POWERFUL) 


Store  all  of  your  notes  on  your  PC 
search  your  notes  by  keyword  or  date 
convert  selected  handwriting  to  text 
cut  and  paste  into  other  documents 
e-mail,  print/  or  fax  notes  from  your  PC 


anywhere.  At  2.2 
agcr     laptop.  Welcome  tp 


4"  thick,  it's  lighter  and  slimmer  than  a 


800-510-9660.  www.cross-pcg.com. 


Only  UPS  guarantees  every  ground  package  you  send  to  any  business  address  from  coast  to  coast.  Now( 
consider  the  millions  of  packages  we  deliver  every  business  day,  you  begin  to  understand  just  how  much  gti||' 


'n'  )ur  shipment  will  arrive  by  the  day  it's  promised— the  precise  day—or  your  money  back.  And  when  you  |  ?[?  i 
e  ally  covers.  Go  to  www.ups.com  or  call  1-800-PICK-U  PS.  MOVING  at  the  SPEED  of  BUSINESS.' 
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TALE  OF  A  TITAN 


In  1990,  Ron  Chernow  burst  on 
the  literary  scene  with  The 
House  of  Morgan,  a  splendid 
biography  of  J.  P.  Morgan  and  his 
financial  empire.  Here  was  a  book 
that  was  a  brilliant  blend  of  schol- 
arship and  readability.  It  had  no 
recreated  scenes  or  made-up  dia- 
logue. Every- 
thing was  fully 
documented, 
rich  in  detail. 
Yet  its  narrative 
flow  and  fine 
writing  made  it 
read  like  a  nov- 
el. It  went  on  to 
win  the  National 
Book  Award  for 
nonfiction. 

Ever  since, 
I've  looked  forward  to  ever\1:hing 
Chernow  \\Tote:  The  Warhurgs  in 
1993  and  The  Death  of  the  Banker 
in  1997.  Now  comes  Titan:  The  Lfe 
of  John  D.  Rockefeller  Sr.  We  are 
proud  to  publish  an  excerpt,  intro- 
duced with  an  essay  \\Titten  for  us 
by  Chernow  that  draws  parallels  to 
today.  You'll  And  it  on  page  64. 

Titan  starts  by  examining  Rocke- 
feller's early  life,  \^ith  special  atten- 
tion given  to  his  father,  an  itinerant 


peddler  of  quack  medicines  who  wi 
also  a  bigamist.  Rockefeller's  shami 
about  his  father  lasted  a  lifetime 
and  drove  him  to  his  phenomenal 
success  in  business  and  philan- 
thi-opy.  It's  all  here — the  Baptist 
fundamentalism,  the  formation  of 
Standard  Oil.  the  monopohstic  ex- 
cesses, Ida  Tar- 
bell's  mucki-akir  ' 
the  family  dy- 
namics, the  ex- 
traordinary phil  ■ 
anthropy  in 
education  and 
medicine,  and  uj:. 
timately  the 
breakup  of  his 
empire  in  1911. 
Our  excei-pt  fo- 
cuses on  the  fa- 
mous antitrust  case. 

You  can  read  the  book  as  a  symfc 
pathetic  portrait  of  a  complex  man 
a  business  history,  a  legal  battle,  o 
simply  as  a  great  yam.  I  liighly  re 
ommend  it. 


Editor-in-Chi  n 


WHY  BIG  BANKS  MAY  MEAN 

BIG  PROBLEMS  

As  an  investment  banker  for  small, 
closely  held  companies  in  New  England, 
I  find  that  bank  loans  ai-e  more  difficult 
to  aiTange  than  in  prior  yeai's,  due  to 
the  concentration  of  assets  among  the 
larger  banks  ("Ti'lUion  dollar  banks," 
Cover  Stoiy,  Apr.  27).  If  a  Massachu- 
setts company  is  seeking  a  S^S  million  to 
S.5  million  loan  package  to  recapitalize 
and  update  its  inachineiy  and  building. 


tliis  amount  isn't  large  enough  to  ir| 
est  any  of  the  tlu-ee  largest  banks  \ 
control  some  48'yt  of  the  banking  asj 
in  the  state. 

Megabanks  ai'e  not  Ukely  to  be 
som'ces  of  financing  for  small  husii 
despite  pre-merger  announcements  I 
megabillions  in  loans  will  be  reseij 
for  them.  Indeed,  any  notion  that 
emergence  of  megabanks  \vi\\  be:! 
small  businesses  seems  to  be  an  illu 
Michael  G.  Mok 
Famiington, 
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lu'  two  pieces  on  megabanks  ("Citi- 
):  Really  big  may  not  be  better," 
dais,  Apr.  20,  and  "Big  banks,  big 
;ms"  EcUtorials,  Apr.  27)  liighlight  a 
il  public  policy  concem:  Wlio  will 
or  Travelers  Group  Inc.'s  other  uni- 
?  I  am  refening  to  the  implicit  fed- 
iafety  net  shielding  giant  financial 
inies,  such  as  the  new  Citigi'oup, 
ire  "too  big  to  fail." 
s  government  umbrella  always  pro- 
1  Citicorp  and  other  behemoth 
with  federally  insured  deposits, 
ame  federal  umbrella,  however,  has 
I  ten  used  to  bail  out  failed  insiu'ance 
\  ;cuiities  finns.  With  tliis  new  merg- 
ese  and  other  nonbank  firms  now 
1  the  same  coii^orate  gi'oup  with 
tp.  This  results  in  an  increased  tax- 
exposure,  potentially  to  all  of  the 
jiUion  in  assets.  In  the  worst-case 
•io,  the  government  will  have  no 
but  to  bail  out  the  lai'gest  financial 
my  in  the  nation  (and  the  world), 
s  not  um-easonable  to  suggest  that 
lers  should  pay  something  in  i"e- 
l\  or  this  federal  sabsidy.  At  a  mini- 
they,  like  their  Citicorp  partner, 
I  be  covered  by  the  Community 
estment  Act  (cra),  which  encoui"- 
lanks  to  invest  in  low-  and  moder- 
■ome  neighborhoods.  Another,  more 
t-based  solution  is  requiting  Citi- 
and  the  20  or  so  other  [large] 
to  pay  a  separate  insurance  pre- 
to  the  Treasiuy,  simOar  to  the  de- 
nsui'ance  premium  banks  now  pay 
Federal  Insurance  Deposit  Coi-p. 
?ould  Travelers,  which  wi'ote  the 
uto  insui-ance  policy  in  1897,  ar- 
id J'ainst  the  concept  of  paying  for 
y  ge  that  ensui'es  eternal  solvency? 
i(  orst  alternative  is  to  do  nothing. 

Kenneth  H.  Thomas 
Wliarton  School 
Philadelpliia 

li  UN  A  SPORT-UTE? 

\f :  AGAIN.  BOOMERS  

I  "Suddenly,  boxy  is  beautiful" 
e  nal  Business,  Apr.  27),  boomers 
'ii  ly  large  sport-utility  vehicles  are 
<\'  yed  as  caring  about  safety  for 
ei  -Ives  and  their  kids  more  than 
e  st  of  us.  Actually,  they're  kid- 
11}  lemselves. 

I  d  one  and  couldn't  wait  to  get  rid 
il  laving  driven  all  kinds  of  vehicles 
r  40  yeai's,  I  never  felt  safe  in  my 
v   the  Northeast.  On  diy  roads,  it 
ol  ir  longer  than  a  car  to  make  a 
lie  stop,  and  on  wet  pavement,  it 
■>u  iften  skid  dangerously.  Even  at  le- 
f'ds,  a  sudden  maneuver  could  tip 
,  especially  if  a  wheel  hits  a  cm-b 
1     While  fom-wheel  drive  got  me 
c   I  snowbank  once  eveiy  few  years, 
A  no  help  in  stopping  or  driving  in 


snow  or  ice.  Yet,  many  suv  drivers  act 
as  if  they're  invincible. 

In  a  collision  with  a  car,  the  SUV 
might  fare  better,  although  the  car 
might  be  better  at  avoiding  the  acci- 
dent. But  wouldn't  boomers  want  their 
kids  to  be  safe  in  a  wide  range  of  dri- 
ving situations?  And  wouldn't  they  want 
to  leave  those  kids  a  legacy  of  courtesy 
on  the  road  (vs.  intimidation)  and  air 
that  is  significantly  less  polluted? 

Karen  Cooper 
Pound  Ridge,  N.  Y. 


SCIENCE  CAN'T  FATHOM 

THE  BEAUTY  OF  A  BACH  FUGUE 

To  the  question  asked  in  "Can  science 
make  sense  of  eveiything?"  (Books,  Apr 
20),  the  answer,  of  coiu-se,  is  no.  Pi'obably 
no  one  has  been  more  clear  about  the 
distinctions  between  tiuths  of  the  mind 
(science)  and  truths  of  the  spirit  (the 
aits,  religion,  feehngs)  than  Edith  Hamil- 
ton, who  understood  both  tmths,  espe- 
cially as  they  coexisted  in  ancient  Greece. 

Since  to  doubt  and  to  question  is  the 


Mutual  suspicion  between  network  wholesalers 
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that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 
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Get  Ready  For  A  First-Of -its-Kind 
Media  Extravaganza  at  SUPERCOMM '38 


As  The  Official  Media  Services 
Provider  of  SUPERCOMM  '98, 
The  McGraw-Hill  Companies' 
leading  publications  will  offer  an 
array  of  media  options  to  keep  you 

plugged  in  at  SUPERCOMM  '98 

(June  7-1 1,  Atlanta,  GA). 


0.00  111 

mnniiiiiicatMifis 


BusinessWeek 


;i(n  1,..)       Ill,  Ml -.imr  I  till  I  n,iif„nn, 

Official  Media  Services  Provider 
For 


Explore  the  Whole  World  of  CommuriKations 


FOR  ADVERTISING  INFORMATION 
ABOUT  THESE  MEDIA  OPPORTUNITIES, 
PLEASE  CALL: 

Bernie  Hockswender,  National  Advertising  Director, 
/e/e.fom  (404)  843-4782 
Glenn  Moiorano,  National  Advertising  Director, 
Da\a  Communications  (212)51 2-631 7 


SUPERCOMM  SHOW  DAILIES 

3  Show  Dailies 
1  Post-show  Daily 

The  Daily  is  your  guide  to  SUPERCOMM! 

A  daily  account  of: 

Key  Industry  Happenings 
New  Technology  Trends 

Service  Updates  . 

Hot  Product  Launches  '  -  ; 

And  Key  Business  and  Policy  Issues 

On-line  News  SerWce  & 
LIVE  TV 

Interactive  On-line  News  Service 

An  interactive  on-line  news  service  offering  complete  content  from  the 
Show  Dailies  as  well  as  a  bevy  of  interactive  media. 

Hyperlink  to  a  Host  of  Pertinent  Industry  Sites 

Participate  in  Daily  Interactive  Polls 

Play  and  Win  the  Interactive  Quiz 


Slti! 

i(cn 


Live  Event  TV 

Don't  miss  this  exciting  new  part  of  SUPERCOMM-Live  TV.  Tune  in  to  daily  shov\|ani 
coverage  from  one  of  the  many  TV  monitors  in  the  convention  center  or  come 
relax  in  the  Live  TV  studio  (Hall  H).  Take  in  live  debates  and  interviews  with  ke 
industry  luminaries  or  catch  up  on  the  newest  industry  trends  from  the  experts  at' 
fele.com,  Data  Communications,  and  Business  Week  magazines.  Live  TV  Will  Offe 

Interactive  Panels 

Q  &  A  Sessions 

Reports  From  The  Show  Floor 

Keynote  Coverage 

Press  Conferences 

And  Much  More 

Live  Event  TV  will  be  the  place 
to  inform  and  be  informed! 


mi 

k  ■  • 

Connect  The  Dots? 

itroducing  IRIS.  Its  the 
.siest,  most  dependable  way 
connect  all  the  members 
your  organization,  wherever 
ey  are. 

's  like  having  your  own 
iiistomized  Internet. 

s  called  INTRAnet.  And  it 

orks  just  like  the  Internet, 

1th  one  important  difference: 

ily  the  members  of  your 

iganization  have  access  to  it. 

•:nd  individual  and  broadcast 
mail.  Post  messages.  Store 
iita.  Hold  video  conferences. 
.<change  documents.  Train, 
ill  private.  All  completely  secure. 

othing  ever  becomes 
3l)solete.  Except  our 
)mpetition. 

tilike  other  INTRAnet  providers, 
f.ere's  no  extra  equipment  to 
ly,  and  no  additional  technical 


people  to  hire.  We  buy, 
maintain  and  upgrade  all 
of  the  server-site  and  system- 
support  hardware  and  software. 

So  you'll  have  access  to  the  latest, 
fastest  technology  without 
paying  for  constant  upgrades. 

Instant  access  to  important 
information.  No  one  makes 
it  easier. 

Connect  the  dots  by  calling 

(916)  635-5690. 


Integrated  Realtime 
Information  Services 

www.irlsl.com 
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P  it  HAS  BEEN 
SAID  THAT  TO  TRULY 
UNDERSTAND  OTHERS 
YOU  HAVE  TO  WALK 
A  MILE  IN  THEIR 
SHOES. 

DOYOU 
HAVE  THAT  KIND 
OF  TIME? 


Not  if  xoii  R^  an  excciitiw  in  a  'Jolnil  coiporation.  But  to  nia\'  not  in  Taiw  an.  WTiat  \on  need  is  a  wav  to  tu 

get  tlie  most  Ironi  xonr  international  worklorce,  \()u  neetl  xour  eiiiploxfes'  (li\'ersit\  into  a  eonipetitix e  advar 

to  know  1  low  to  enij;a<j;e  aworkloree  with  xaiied  haekijionnds.  At  Watson  \\\att,  we  ha\e  tlie  experienee  and  resoi 

eultures,  and  \alnes.  Alter  all.  what  niotixates  in  Mexico  to  help  xon  do  just  that.  As  a  global  Innnan  resoi 


ling  firm  with  offices  in  36  countries,  we  can  of  \onr  <rlohal  woiiforce.  call  xonr  local  Watson  Wxatt  office 

'  what  you  need  to  increase  \-onr  conipan\  s  return  or  1  -S()()-S5 1-4346, 

nvestment  in  human  capital.  And  \  ()u  can  do  it  or  \  isit  our  weh  site  at 

5  your  own  shoes.  To  learn  Ikjw  to  ti;et  the  most  out  \\A\Av.wats<jn\\A  att.com. 


Watson  Wyatt 


Your  customer  is  at  4  minutes  and  holding 


Care  to  wager  how  much  longer  she'll  be 


your  customer? 


Treat  a  customer  right  and  you'll  keep  their  business. 
Lose  focus  on  your  customer  and  your  competition  will  be  right 
there.  But,  how  can  you  ensure  customer  loyalty?  CallQuintus. 

Quintus  gives  your  sales  and  service  people 
the  information  they  need  to  keep  customers 
happy  with  the  industry's  only  end-to-end  call 
center  solution.    So  any  customer  request, 


whether  via  telephone,  fax,  e-mail  or  the  Internet  car 
instantly  and  accurately  handled. 

Fifteen  of  the  Fortune  50  already  use  Quintus  to  build  custc 
loyalty  and  reduce  costs.  "Customer  for 
is  not  an  outdated  ideal.  You  just  have  to  i 
the  right  call.  I-800-337-8941.  Or 
www.quintus.com. 


Quintus 

Turning  contacts  into  loyal  customers. 


/U.LIED  A 
UILD 


CIRCA  1929 


Early  California  Landmark  ♦  Magnificent  Spanish  Gardens 

Professional  Artists'  Studios  ♦ 
Unique  Shops  ♦  Restaurant 

open  to  the  public  Monday— Saturday,  10am— 5pm 
75  Arbor  Road,  Menlo  Park,  CA  94025 

take  El  Camino  to  end  Cambridge 

For  information,  call  4l5*322»2405 
For  restaurant  reservations,  call  4l5*324*2588 

The  Allied  Arts  Guild  is  managed  by  the  volunteers  ofWoodside—Atherton  Auxiliary, 
benefitting  Lucile  Salter  Packard  Children's  Hospital  at  Stanford 


Lucile  Salter  Packard 
Children's  Hospital  at  Stanford 
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if  the  mind,  the  truths  of  the  mind 
lonstantly  being  modified.  The 
;  of  the  spirit,  on  the  other  hand, 
■  no  time  and  all  time.  They  are 
for  the  humblest  and  the  mighti- 

experience.  A  play  by  Euripides, 
;h  ftague,  a  book  from  the  Bible 
mplete  unto  themselves.  It  would 
inic  if  in  the  21st  century,  scien- 

like  the  medieval  Church,  set 
elves  up  to  define  not  only  the 

of  science  but  also  those  of  reh- 
jrt,  and  the  realm  of  feelings,  like 
!,  compassion,  love,  and  theii'  coun- 
ts. Those  who  did  not  beheve  in 
definitions  could  be  drammed  out 
;ir  professions,  and  in  a  monolithic 
n  of  thought  such  exclusion  could 
it  to  a  living  death.  That  would  be 
'ay  to  achieve  what  Edward  0. 
I  calls  "consihence." 
'  vever,  tomorrow's  scientists  may 
one  more  string  in  their  bows 
'  vas  lacking  in  the  past.  It  just 
e  possible  to  use  gene  manipula- 
i  nd  ehmination  to  modify  the  hu- 
ipecies  so  that  it  will  fit  into  a 
y  that  is  almost  ant-like  in  its 
city,  efficiency,  and  conformity. 
,hat  would  be  another  way  to 

e  consilience. 

Helen  Myers 
Claremont,  Calif. 


\i  ERDICT  IS  ALREADY  IN: 
S  SIZE  MATTERS 


3uld  Uncle  Sam  pour  more  bucks 
■hools?"  (Social  Issues,  Apr.  20) 
0  depict  the  many  reasons  why 
ng  class  size  now  can  help  our 
its.  Smaller  classes  provide  more 
lual  attention  for  students,  bring 
li  der  to  classrooms,  and  improve 
R'hing  and  learning  envii'onment. 
•ticular,  research  has  suggested 
.udents  in  early  grades  are  most 
to  benefit  from  smaller  classes, 
classes  in  the  early  grades  will 
nsure  that  students  master  the 

and  enter  higher  grades  with 
st  foundation  possible, 
nessee's  Project  star  study  is  a 
irk  study  in  educational  research, 
he  only  large-scale,  randomized, 
)ntrolled  study  on  class-size  re- 
1.  For  four  years,  the  star  study 
^d  7,500  students  in  more  than 

assrooms  in  79  schools,  from 
garten  to  grade  3.  It  found  that 
its  in  small  classes  substantially 
■formed  those  in  larger  classes. 

-up  studies  show  that  for  a  sig- 
t  portion  of  the  same  students, 
gains  persisted  throughout  ele- 
i'y  school.  We  do  not  agree  about 


From  American  Century: 

An  Over-AdiieviiD 
International  Funi 


Average  Amuuil  Total  Returns 
AsOfMnrch  31,  199S 

1  Year 

3  Years 

5  Years 

Life  of  Fund 

iNlEliNATIONAL  1 

Growth  Fund  I 

33.8% 

23.2% 

177% 

16.3% 

LlPPER  iNTERNAnONAL 

Funds  Average 

19.5% 

14.1% 

13.3% 

n/a 

Please  ask  for  a  prospectus  ivith  more  complete  information,  including 
charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest. 

Naturally,  past  performance  can 't  giunautee  fiUure  results.  These  figures  are 
for  investor  class  shares  and  assume  all  dividends  were  reinvested.  Please 
consult  a  prospectus  for  mformation  about  other  share  classes.  Investment 
return  and  the  value  of  your  principal  will  fluctuate,  and  the  final  value  of 
your  investment  may  be  more  or  less  than  what  you  started  with.  The  Upper 
Intenwtional  Tund  average  is  an  average  offimds  tlw't  invest  tlwir  assets  in  semrities 
u'ith  primary  tradmg  markets  outside  the  U.S.  It  is  not  an  investment  product 
available  for  purchase.  You  should  keep  m  mmd  that  international  investments 
are  subject  to  special  risks,  such  as  airrency  fluctuation  or  political  instabilihj. 
©1998  American  Centiin/  Services  Corporation,  Funds  Distributor,  Inc.  bsw 
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TIBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-time,  event-driven  enterprise.  (Over  500  of  the  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business. 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 


See  that  four-lenf  clover?  It's  \oiivs. 


I88TIBCO 


www.tibco.com 
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aders  Report 


eed  to  wait  for  additional  findings 
e  embarking  on  critical  initiatives. 

Marshall  S.  Smith 
Acting  Deputy  Secretary 
Education  Dept. 
Washington 

RICH  FOLKS 

LATE  

"Why  taxpayers  file  late"  (Eco- 
c  Trends,  Apr.  20)  you  suggest 
higher-income  taxpayers  owed  a 
d  ffle  at  the  last  minute  because  of 
lological  reasons.  I  believe  you 

overlooked  the  fact  that  those 

higher  incomes  typically  have 

complex  returns  and  are  more 
ident  upon  third  parties  for  infor- 
in,  especially  K-ls. 
en  upon  receipt  of  all  outside  K-ls 
.099s,  the  complexity  of  a  return 

higher-income  individual  is  such 
in  inordinate  amount  of  time  is  re- 
i  to  collate  this  infonnation  for  a 
ssional  tax  preparer.  Further,  the 
irer  takes  longer  to  process  the 
a  once  all  infonnation  is  received. 

a  result,  even  though  a  refund  is 
;d  in  a  timely  manner,  complex  re- 

by  their  very  nature  are  likely 

filed  at  the  last  minute. 

Jeff  Day 
Hillsboi'ough,  Calif. 

ANY  WONDER  THAT 

SEO'S  PAYCHECK  IS  SO  BIG? 

"Executive  Pay"  (Special  Report, 
20),  you  say  that  the  average  boss 
326  times  a  factory  worker  does, 
^an't  be  stopped  as  long  as  these 
executives  sit  on  each  others' 
Is  as  members  of  compensation 
!  ittees.  The  remedy  can  only  come 
rkers  and  nonexecutive  share- 
-  rs  sit  on  these  committees. 

Lance  Chow 
Brooklyn,  N.Y. 

OFILM:  HERE  TODAY, 
a  TOMORROW  

this  age  of  computerized  data  and 

i  decay,  "From  digits  to  dust"  (Sci- 
i  Technology,  Apr.  20)  builds  a 
1  -lling  case  for  the  only  storage 
f  im  besides  paper  that  has  with- 
'  the  test  of  time  for  more  than 
H  'ars — microfilm. 

like  many  digital  files,  original  doc- 
t  ts  stored  on  microfilm  several 

es  ago  are  readable  and  will  con- 
1  to  remain  so  in  the  foreseeable  fu- 
j  vVhy?  Because,  like  paper,  microfilm 
r  '  read  by  the  eye  and  is  not  hai'd- 


From  American  Century: 

A  5-Star  Way  To  Reduce 
Stock  Market  Risk 


Avem'fc  Aimnal  Total  Rctiiri 
As  O  f  March  31,  199S 

IS 

I  Year             3  Years 

Life  of  Fund 
(8/1/94) 

Morumgstar' 
Rating 

Equtiy  Income  1 
Fund  I 

378%  26.3% 

24.5% 

★★*★* 

5  Stars 

'/VI(i/  j)i)/;^'>fi;)  i^aliii  niaiiti'  latin;^  i 

11/  MarJi  M.  I'-MX  fund  mtai  loi  llic  inv 

111!  ['crioti  aiiion^  2A^7 

doiiik'ilii  -Uick  hiiidi 

Please  ask  for  a  prospechts  with  more  complete  infonnation,  including  clmrges 
and  expenses.  Be  sure  to  read  it  airefidh/  before  you  invest.  Natnralh/,  past 
performance  can't  guarantee  future  results.  Tliese  figures  are  for  investor  class  sliares  and 
assume  all  divideiuis  were  reinvested.  Please  consult  a  prospechts  for  information  about 
other  sliare  classes.  Investment  return  ami  tlie  vahie  of  your  primipal  will  fluchmte,  and 
the  final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with. 
Morningstar  proprietan/  ratings  reflect  risk-adjusted  performance  as  of  3/31/98. 
These  ratnigs  may  chaii'i^e  itiontlili/,  and  are  calculated  from  the  fimd's  three-  and 
five-year  (when  available)  average  annual  total  returns  in  excess  of  90-day 
Treasury  bill  returns,  with  the  appropriate  fee  adjustments  and  a  risk  factor  that 
reflects  fund  performance  below  90-dai/  Treasun/  bill  returns.  Equity  Income  has 
a  5-star  rating  for  three  years  out  of 2,437  domestic  stock  fimds.  10%  of  the  funds 
in  an  investment  categori/  received  five  stars;  the  next  22.5%  received  four  stars. 
©1998  American  Century  Seri'ices  Corporation,  Funds  Distributor,  hic.  bsw 
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Programs 
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Applications 

Software 

Programs 
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1  Your  Interview 
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The  only  guide  to  feature 
accurate  business  school 
rankings  and  profiles  by 
recent  graduates  and 
recruiters 

•  NEW!  Expanded  ratings  of 
more  schools  than  ever 

•  NEW!  Rankings  of 
GMAT  prep  courses 

•  NEW!  Comparisons  of 
application  software 
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averages  for  graduates, 
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Available  at  bookstores  everywhere 
Visit  us  on  the  Web  at  www.b00ks.mc2raw-hill.com 


The  Oce  3165  digital  copier  printer  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


When  investing  in  a  digital  copier/printer,  a  little 
forethought  can  go  a  long  way.  Before  taking  the  plun 
consider  this:  many  digital  copiers  are  painfully  slow,  n 
networkable  and  require  an  advanced  degree  to  opera 

Now  consider  the  Oce  3165  digital  copier'printe 
It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 
with  any  PC  on  virtually  any  network,  maximizing 
your  productivity  by  letting  you  print,  copy,  and  collati 
right  from  your  desk.  And  with  Oce  Image  Logic, 
high-quality  images,  graphs  and  text  are  achieved 
without  endless  adjustments. 

Invest  in  the  smarter,  faster,  more 
productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  mutterin 


"In  hindsight  we  should  have  gone  with  Oce." 


Sharpen  your  digital  acumen  with 
Copier  Buyer's  Guide.  Call  l-888-4> 
For  general  copier  enlightenment,  visit  www.oceusa.col 


n    R    I    N  s 


BEHIND 


B     E     T    T     E  n 


D  0 


or  software-dependent.  In  addi- 
microfilm  can  survive  water  and 
'xre  that  would  ruin  paper  records, 
>\\  as  exposure  to  heat,  magnetic 
and  "digital  decay"  that  can  render 
lly  stored  data  um-eadable.  As  dig- 
orage  modalities  proliferate,  we  see 
film  remaining  an  impoitant  long- 
storage  media  that  wOl  enable  pre- 
nd  future  generations  to  view  orig- 
iocuments  and  have  access  to 
tant  historical  data. 

Kenneth  Kopald 
Fuji  Photo  Film  us  A 
Elmsford,  N.  Y. 

John  Luke 
Eastman  Kodak  Co. 
Rochester,  N.  Y. 

Tad  Yokota 
Minolta  Corp. 
Ramsey,  N.J. 
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TwoFundsThatlfeep 
BeatingThe  S&P 


Aivrage  A}iinml  Total  Rtiiims 
M  Of  March  31, 1998 

1  Year 

3  Years 

5  Years 

Life  of  Fund 

Income  &  Growth 

34.3% 

,22.7% 

22.7% 

112/17/911) 

Equity  Growth 

55.5% 

35.2% 

23.5% 

20.8% 

(V9/9II 

S&P  500  Index 

479% 

32.7% 

22.4% 

21.4%  19.6% 

112/17/90)  (5/9/91) 

Please  ask  for  a  prospechis  xvith  more  complete  infonmition,  including  charges  and 
expenses.  Be  sure  to  read  it  carefully  before  you  invest.  Naturally,  past  performance 
can 't  guarantee  future  results.  These  flgiircs  are  for  investor  class  shares  and  assume  all 
dividends  were  reinvested.  Please  consult  a  prospectus  for  infonitation  about  other  share 
classes.  Investment  return  and  the  vahieofyour  principal  will  fluctuate,  and  the  final  value 
of  your  investment  may  be  more  or  less  than  what  you  started  with.  The  S&P  500  is 
an  index  created  by  Standard  &  Poor's  Corporation  that  is  considered  to  represent  the 
performance  of  the  stock  market  generally.  It  is  not  an  investment  product  ai>aikihle  for 
purchase.  ©1998  American  Century  Services  Corporation.  Funds  Distributor,  Inc.  asw 
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1  COUR.^i 

1  nuTi 

1  rARTicir.M  i>  ' 

1      SACRIFIi  1 

PROFESSOR:  JOHN  F.  KENNEDY 

PLEASE  NOTE:  Read  each  que:>tion  carefully  before  answering. 
If  unsure  of  answers,  visit  tlie  Jotin  F.  Kennedy  Library  &  IVIuseum 
today.  Open  daily  from  9  to  5.  Please  call  617-929-4523. 

SUBJECT:  iOHN  F,  KENNEDY'S  LIFE  (1917  1963) 

Test  No 

.2:  Fill  in  the  blanks 

is  the  item  tliat  traveled  farthest  to  reach  the  Library. 


3    His  Library  &  Museum  is  built  on  a  former 


5    To  strengthen  his  voice  he  used  to 


Via 's 

33Bjao3  ttl 

SI  onody  moli 
3(00  J  uooyi  ■  T 


is  the  Pulitzer  Prize  winning  book  he  wrote. 


was  his  favorite  musical. 


every  morning. 


Extra  Credit: 

Visit  tlie  Library  to  find  out  why  Jackie  got  a  "D"  on  her 
report  card  at  Miss  Chapin's  School,  what  J.F.K.  named 
his  boyhood  sailboat  and  where  Jackie's  camera  is  kept. 

FOR  MUSEUM  USE  ONLY 


John  F.  Kennedy 

LIBRARY   AND  MUSEUM 


■L., 


MTELUGENCE  Every  day,  the  need  becomes  more  critical.  Your  data  network  has  got  to 
ork.  No  matter  what.  No  matter  where.  (Just  like  your  voice  network.)  What's  it  going  to  take 
get  that  kind  of  reliability?  For  128  years,  we've  built  the  most  reliable  networks  on  earth, 
id  we  bring  that  same  level  of  reliability  to  data, 
e're  building  data  networking  products  with  self- 
lagnostic  software.  They  monitor  themselves.  They 
X  themselves.  We're  also  making  most  critical 
■jmponents  redundant.  Just  to  be  smart.  We  know 
hat   the   reliable   data   network   of   the  future 
oks  like.  We  can  make  sure  that  network  is  yours. 

e  make  the  things  that  make  communications  work. 


tucent  Technologies 

^^'1  Labs  Innovations 


"00  Mounta,n  Av.nu. 
''"^[^ym.NJ  07974-06,6 
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«TELLIGENCE  Every  day,  the  need  becomes  more  critical.  Your  data  network  has  got  to 
ork.  No  matter  what.  No  matter  where.  (Just  like  your  voice  network.)  What's  it  going  to  take 
I  get  that  kind  of  reliability?  For  128  years,  we've  built  the  most  reliable  networks  on  earth, 
id  we  bring  that  same  level  of  reliability  to  data, 
e  re  building  data  networking  products  with  self- 
lagnostic  software.  They  monitor  themselves.  They 
X  themselves.  We're  also  making  most  critical 
)iTiponents  redundant.  Just  to  be  smart.  We  know 
hat  the  reliable  data  network   of  the  future 
oks  like.  We  can  make  sure  that  network  is  yours. 

e  make  the  things  that  make  communications  work: 


Lucent  Technologies 

Bell  labs  Innovations 

600  Mounram  Avenue 
'^'^^I'^y^.NJ  07974-0636 
"ilP-V/.yn'vv./ucent.com 
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Books 


PORTRAIT  OF  DR.  CACHET 

The  Story  of  a  van  Gogh  Masterpiece 

By  Cynthia  Saltzman 
Viking  •  406pp  •  $25,95 


HOW  AN  $82  MILLION 
PAINTING  GOT  THAT  WAY 


In  the  spring  of  1990,  at  the  peak  of 
the  art  market's  frenzied  boom,  a 
Vincent  van  Gogh  portrait  was  sold 
to  Ryoei  Saito,  a  Japanese  paper  mag- 
nate, for  an  astonishing  $82.5  milhon. 
The  event  made  headlines  worldwide, 
partly  because  the  price  was  a  record 
and  partly  because  the  sale  happened 
exactly  100  years  after  the  troubled 
ailist  painted  the  work.  (Six  weeks  lat- 
er, at  the  age  of  37,  he  committed  sui- 
cide). The  painting,  of  Paul-Ferdinand 
Gachet,  the  provincial  French  doctor 
who  last  treated — or,  in  spite  of  in- 
structions from  van  Gogh's  brother, 
failed  to  adequately  treat — van  Gogh, 
had  first  sold  for  $58. 

FoiTner  Forbes  and  Wall  Street  Jour- 
nal reporter  Cynthia  Saltzman  had  the 
fehcitous  idea  of  investigating  the  his- 
torj'  of  the  famous  van  Gogh  work.  Her 
well-researched  book.  Portrait  of  Dr. 
Gachet,  traces  the  painting's  sales  and 
eventual  rescue  to  the  U.  S.  after  the 
Nazis  condemned  it  as  "degenerate."  It 
provides  a  case  study  of  how  the  mod- 
em art  market  developed  and  how  the 
forces  of  commerce  and  connoisseui'ship 
can  ensui'e  that  genius  will  out. 

But  Saltzman's  book  also  contains 
some  giijn  reminders.  It  shows  how  two 
world  wars  and  the  Holocaust  devas- 
tated Europe's  cultural  life.  It  also 
shows  how  easily  even  a  seminal  work 
by  a  great  artist  might  have  been  lost 
or  destroyed.  As  it  is,  the  "Gachet" — 
purchased  in  1990  as  an  investment 
rather  than  for  display — has  spent  the 
last  eight  years  wTapped  in  cotton  and 
locked  in  a  warehouse  in  Japan.  What  a 
terrible  loss  to  the  world's  cultural  life. 
The  painting — not  to  be  confused  with 
the  similar  Musee  d'Orsay-owned  work, 
the  authenticity  of  which  some  have 
questioned — is  now  being  shopped 
around  and  likely  will  soon  be  sold  to  a 
private  buyer  for  a  price  similai-  to  w^hat 
it  fetched 'in  1990. 


How  does  a  work  of  ait  achieve  such 
value?  As  Saltzman  notes,  the  drama 
of  van  Gogh's  life  gave  him  almost  in- 
stant cachet.  His  madness  and  self- mu- 
tilation (he  really  did  cut  off  pait  of  one 
of  his  eai's  in  a  fit  of  despaii')  made  him 
the  protot\'pical  tortui-ed  genius.  And 
his  sad  death  made  far  more  compelling 
copy  than  the  comfortable  if  unconven- 
tional fainily  lives  of  such  contempo- 
raries as  Claude  Monet  or  Pieire-Au- 
guste  Renoir.  As  early  as  1914,  one 
critic  was  calling  van  Gogh  the  suffering 
Chiist  figure  among  artists. 
By  1934,  van  Gogh  had  been 
immortalized  in  Irving 
Stone's  best-selling  novel 
Lust  for  Lfe. 

Moreover,  van  Gogh  was 
one  of  the  fii-st  beneficiaries 
of  the  rise  of  the  modern 
ait  mai'ket  in  the  late  1800s. 
It  was  then  that  the  French 
Impressionists,  and  the  pio- 
neering ait  dealers  and  col-  r « t  s , 
lectors    who    championed  * 
them,  started  to  break  the 
hold  of  consei-x'ative  teach- 
ing academies  and  museums  that  had 
kept  art  focused  on  classical  themes. 
That,  in  tum,  allowed  the  flowering  of 
flamboyant  and  highly  individualistic 
Post-Impressionists  such  as  van  Gogh, 
Cezanne,  and  Matisse,  as  well  as  a  mul- 
titude of  successors  fi'om  Picasso  on. 

The  rise  of  van  Gogh's  reputation  is 
tyjjical  of  how  aitistic  taste-making  has 
worked  ever  since.  Contraiy  to  populai' 
m\th,  van  Gogh's  talent  was  recognized 
before  his  death.  Fellow  artists  such  as 
Paul  Gauguin  saw  his  genius  almost  im- 
mediately, as  did  a  handful  of  pioneering 
art  dealers.  Initially,  van  Gogh's  paint- 
ings failed  to  sell  and  were  derided  by 
critics  as  "splotchy"  and  unintelligible. 
Indeed,  many  of  the  w'orks  might  have 
been  lost  if  Johanna  van  Gogh-Bonger, 
the  widow  of  Vincent's  art-dealing 


brother  Theo,  aided  by  a  few  co 
geous  galleiy  owTiers,  hadn't  contir 
to  promote  them  following  Vincf 
death. 

Van  Gogh  liimself  might  have  enj( 
a  prosperous  old  age,  as  many  Imf 
sionists  did,  had  he  not  committed 
cide.  By  the  turn  of  the  century, 
reputation  was  on  the  ascendant, 
by  1911,  when  van  Gogh  would  1 
been  58,  Frankfurt's  Stadelsi 
Kunstinstitut  imd  Stiidtische  Galerie 
ah'eady  acquii-ed  the  Gachet  porti-ai: 
$3,861.  The  following  year,  Alfrec 
Bames,  a  patent-medicine  magnate 
ground-breaking  art  collector  f 
Pennsylvania,  helped  internation? 
van  Gogh's  following  when  he  bee 
the  first  American  to  buy  one  of 
paintings. 

Saltzman's  story  takes  an  unu 
turn  at  the  point  where  the  Nazis 
came  involved — and  this  provides  s 
of  the  most  interesting  reading  in 
book.  It  is  often  forgotten  that 
Nazis  criminally  plundi 
their  owti  nation  as  we 
the  rest  of  Europe.  By  1 
the  Frankfiut  museum 
hiding  the  "Gachet"  and 
er  daring  modem  paintj 
in  its  attic  because  ] 
leaders  were  raiding  co 
tions  across  Germany' 
burn  "degenerate"  wd 
sell  them  for  hard  cur 
IT  OF  cy,  or  keep  them  for  tl 

ASTt. PIECE  selves.  The  Nazis  got 
"Gachet  "anyway,  and 
it  in  1938  to  a  German 
lector  living  in  Amsterdam  to  help  i 
Hermann  Goring's  collection  of  ta 
tries.  The  painting,  then  valuec 
$53,000,  was  cjuickly  resold  to  Siegi 
Ki'amai'sky,  a  Jewish  financier  who 
to  New  York  to  escape  the  Holocaus 
was  his  heu's  who  sold  the  work  at 
1990  Cliiistie's  auction. 

Saltzman's  telling  of  this  tale  sc 
times  bogs  dowTi  in  the  data  she  are 
es  in  over  408  pages  of  text  and  n( 
Also,  sadly,  the  illustrations  are  s: 
and  in  black  and  wiiite.  But  the  be 
detail  is  more  often  than  not  compel 
For  anyone  interested  in  art,  the 
market,  and  the  cultural  life  of  Eur 
this  is  a  fascinating  book. 

BY  THANE  PETER 
Frankfurt  bureau  chief  Peterson 
«H  avid  oil  painter 


THE  ODYSSEY  OF  THIS  VAN  GOGH  IS 


A  CASE  STUDY  OF  THE  MODERN  ART  MARKET 
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Wi  DID  OIL  m 


li  Mm  mmm  mm  if  mm  mm  m  m  m  n  n  \m. 


After  100  years,  California's  Kern 
River  oil  field  needed  a  little  help.  Even 
though  there  was  plenty  of  oil,  there  was 
no  way  to  get  all  that  oil  out. 

Then  some  of  the  bright  young 
minds  at  Texaco  came  up  with  a  new 
way  to  use  a  process  called  multi-zone 
steam  flooding,  and  turned  an  old  field 
into  a  veritable  fountain  of  youth. 


You  see,  the  oil  was  hidden  m  layers 
of  rock  and  sand.  They  forced  steam  into 
those  layers  and  heated  the  oil,  so  it  could 
separate  from  the  earth  and  he  pumped 
to  the  surface. 

Suddenly,  a  source  that  was  nearing 
the  age  of  retirement  is  producing  millions 
of  new  barrels  of  oil.  And  counting. 

By  rejuvenating  oil  fields  at  Kern 


River  and  elsewhere,  we  can  now  get 
astounding  amounts  of  additional  energy. 
All  the  tummy  tucks  and  liposuction 
in  the  world  couldn't  work  that  kind 
of  miracle. 

It's  all  part  of  our  relentless  search 
for  the  energy  to  keep  the  world 
running.  To  learn  more,  pay  us  a  visit 
at  www.texaco.com. 


I 


I'  1998  Texaco  Inc 


Look  on  the  bright  side.  There'll  also  be  lots  more  cherries  and  watermelons  in  the  future.  Becaus 
agribusiness,  Hoechst  Schering  AgrEvo,  we  aim  to  utilize  biotechnology  in  improving  crop  produc 
protection  for  harvests  that  are  more  bountiful  than  ever.  After  all,  the  cultivated  areas  of  the  worl 
get  any  bigger.  But  our  children  will.  And  it's  their  future  that's  at  stake. 


(jl'^  AgrEvo  is  the  agribusiness  of  Hoechst,  an  international  group  of  companies  spearheading  mri' 


The  Future  in  Life  Sciences  Hoechst 


Hoechst  AG,  D-65926  Frankfurt,  http://www.hoechst.com 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


GOOD-BYE,  TOLLBOOTHS 
AND  TRAFFIC  JAMS? 


OPEN  ROAD: 

The  economic 
cost  of 
congestion  is 
huge.  Putting 
usage  meters 
on  cars  and 
offering  peak 
and  off-peak 
rates  would 
change  all  that 


Gar,     Seeker,  the  1992  Uzze. 
3^rea:€.  'aaches  ar  the  Jnversty 

-Z'.Jir  'stit^ion 


An  iron  law  of  economics  states  that  de- 
mand always  expands  beyond  the  sup- 
ply of  free  goods  to  cause  congestion 
and  queues.  Drivers  caught  in  traffic  jams 
on  the  freeways  in  and  ai"ound  major  cities  of 
the  world  regulai'ly  run  afoul  of  this  law. 

Road  congestion  imposes  large  hidden  costs 
on  drivers  by  increasing  the  time  and  fuel 
requii-ed  to  travel  from  home  to  work  and 
airpoits.  to  \isit  friends,  and  enjoy  restau- 
rants and  other  entertainment.  Traffic  in 
many  nations  increased  enonnously  duiing 
the  past  couple  of  decades  as  gasoline  prices 
fell,  cars  became  more  fuel-effident,  and  fam- 
ilies became  richer  In  New  York,  Los  Ange- 
les. Chicago,  and  most  other  American  cities, 
roads  have  become  jammed  in  both  direc- 
tions between  the  center  and  surrounding  ar- 
eas during  iush  "hotu's"  that  last  throughout 
most  mornings  and  afternoons.  I  now  allow 
two  hom-s  diuing  congested  periods  to  get 
to  O'Hare  Internationa!  Airport  from  my 
Chicago  home,  a  trip  that  takes  less  than  35 
minutes  in  Ught  ti-affic. 

The  value  of  the  time  aiid  fuel  lost  in  1994 
to  congested  traffic  in  American  cities  has 
been  estimated  by  the  Texas  Transportation 
Institute.  Theii-  calctilations.  which  ignore  pol- 
lution costs,  assume  l-i  di-ivei-s  per  car  and 
that  time  in  ti-affic  has  an  average  value  of 
Sll  per  hotu"  per  person.  The  cost  of  hea\y 
traffic  exceeded  S75  billion,  with  the  Los  An- 
geles ai-ea  leading  at  S9  bUhon  annually  and 
New  York  at  SS  billion. 

Congestion  in  European  and  Asian  cities  is 
even  greater  than  in  the  U.  S.  The  average 
speed  at  peak  times  in  many  cities  is  less 
than  nine  rmles  an  houi;  and  the  time.  fuel, 
noise,  and  pollution  cost  of  road  congestion  in 
Eiu'ope  is  said  to  be  worth  more  than  SlOO 
billion  per  year. 

METER  READQt.  A  vastly  better  solution  than 
building  additional  highways  through  dense 
ui'ban  areas  would  be  to  chai-ge  for  the  right 
to  use  congested  roads  with  electronic  toll 
collectors  (etcs).  These  collectors  meter  cai-s 
that  have  radio  ti-ansponders  affixed  to  them 
as  they  pass  thi-ough  designated  ai'eas.  The 
ti*anspondei-s  emit  an  automatic  vehicle  I.  D. 
that  generates  a  toU  for  each  customer's  ac- 
count as  the  vehicle  passes  an  etc. 

Everyone  could  be  requii*ed  to  have 
transpondfci-s  on  theu-  vehicles,  the  way  homes 
have  meters  to  record  gas  and  electric  bills. 
Drivers  who  fail  to  install  transpondei*s  could 


be  a-acked  down,  since  etcs  can  caprm 
cense-plate  images.  Monthly  bills  could  i 
ize  accumulated  toUs.  or  toll  charges  mi^ 
deducted  automatically  from  prepaid  s 
cai-ds  loaded  into  these  transponders.  A 
vate  company  is  already  using  electronic 
ters  and  transponders  to  charge  cars 
use  a  major  road  near  San  Diego.  Cahf. 
HEADACHE  RELIEF.  Electronic  toUs  are 
fees  :ha:  v.  u' i  pro\ide  revenue  to  c 
pressed  for  funds  because  of  narrow 
bases.  Yet  imlike  taxes,  these  fees  migl 
welcomed  by  drivers  if  they  saved  time, 
and  human  energy-  by  alle\iating  traffic  j 

Although  electronic  toUs  have  been  gro 
rapidly  in  some  coimtries.  their  flexibilii 
reducing  traffic  congestion  has  not  been 
ized.  Tolls  could  vaiy  with  the  time  of 
and  day  of  week,  the  degree  of  traffic 
gestion.  the  u-affic  lane  used — "express" 
could  be  more  expensive — and  with  othe 
phisticated  traffic  criteria,  etcs  usually 
alongside  conventional  toU  booths,  which  ( 
themselves  cause  traffic  bottlenecks. 
ciaUy  duiing  peak  times.  Instead,  ele- 
toll  coUectoi-s  should  replace  toU  booths, 
they  can  be  placed  at  bottlenecks  and  c| 
cnicial  ti-affic  positions  along  all  major 
ways  and  other  roads. 

I  beheve  road  traffic  is  much  more 
tive  to  price  than  is  commonly  believ 
German  study  suggests  considerable  resp 
to  fees  imposed  on  cai's  enteiing  one 
duiing  peak  ti"affic  periods.  Road-user  cha 
imposed  by  electronic  meters  would  in' 
some  people  to  change  their  work,  li^ing, 
shopping  patterns.  Commuters  who  v 
their  time  highly  might  be  willing  to  pay 
fees  duiing  congested  periods,  but  reti 
and  yotmg  pei^sons  with  cheaper  and  l 
flexible  time  would  alter  their  dii\ing 
terns  to  avoid  costly  sui'charges.  Some  ^ 
consider  shifting  to  buses  and  comm 
ti-ains.  More  tincking  companies  would 
to  dehver  goods  during  late  evening  and 
er  cheaper  periods  to  bj^pass  costly  toDs 
ing  peak  times.  Xeighboi-s  would  cai-pod, 
families  might  move  closer  to  work  to  re 
toU  chai'ges. 

Most  governments  pay  Httle  attentiol^ 
the  sizable  hidden  time  and  other  costs 
posed  by  the  hon-endous  traffic  conges 
in  theu'  metropoUtan  ai*eas.  Electronic 
can  reUeve  these  bottlenecks  and  also 
\ide  revenue,  a  win-win  situation  for  all 
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Economic  Trends 


BY  GENE  KORETZ 

IT'S  THE  EARLY- 
APRIL  EFFECT' 

Late  IRA  savers  boost  the  market 

According  to  efficient-market  theory, 
stock-marl<et  movements  are  es- 
sentially random.  That  is,  prices  show 
no  predictable  pattern  ft'om  day  to  day 
or  month  to  month,  but  instead  instant- 
ly reflect  only  changes  in  fimdamental 
infomiation.  Still,  market  observers  are 
constantly  looking  for,  and  finding,  "in- 
efficiencies"— mai'ket  trends,  such  as  the 
so-called  "Januaiy  effect,"  that  seem  to 
persist  over  time. 

Recently,  economist  Mike  Fairell  of 
Aeltus  Investment  Management  Inc. 
turned  up  one  such  pattern  that  seems 
to  have  legs.  Noting  that  the  law  creat- 
ing individual  retu-ement  accounts  went 
into  effect  20  years  ago,  he  figured  the 
hordes  of  taxpayers  inshing  to  ftmd  or 
establish  iFtAs  and  similar  accounts  close 
to  the  Apr  15  deadline  would  have  a 
positive  effect  on  the  market. 

Sure  enough,  FaiTell  found  that  the 
average  annualized  return  in  the  fii'st 
two  weeks  of  April  since  1978  was  an 
impressive  20.7%.  By  contrast,  the  av- 
erage retiuTi  ui  the  second  two  weeks  of 
the  month  was  only  13.6%,  which  is 
roughly  equal  to  the  14%  market  re- 
turn over  the  whole  20-year  period. 

A  RISKY  DEARTH 
OF  DIVIDENDS 

Who  really  benefits  from  buybacks? 

Once  upon  a  time,  in  the  not-too-dis- 
tant past,  investors  cared  a  lot 
about  dividends.  In  that  simpler  era, 
dividends  had  a  major  influence  on  stock 
prices  and  long-term  total  market  re- 
tums,  and  companies  tried  mightily  to 
maintain  and  boost  such  payouts. 

Flash  foi-ward  to  the  booming  1990s, 
and  it's  clear  that  things  have  changed 
dramatically.  The  dividend  yield  on 
stocks — dividends  as  a  percentage  of 
share  prices — has  plunged  to  an  all-time 
low  of  1.4%,  yet  the  market  has  doubled 
in  the  past  three  years,  and  investors 
keep  ftmneling  money  into  mutual  ftmds. 
Meanwhile,  companies  are  paying  out 
record-low  shares  of  earnings  in  the 
form  of  dividends  (chart). 

The  conventional  wisdom  is  that 


these  trends  reflect  changing  economic 
realities  and  investor  preferences,  so 
they're  not  really  worrisome  (BW-May 
11).  But  Wall  Street  economic  consul- 
tant Peter  L.  Bernstein  isn't  so  sure. 
"It's  time,"  he  says,  "to  ask  who  really 
benefits  from  the  downgrading  of  divi- 
dends— shareholders  or  managements?" 

A  new  study  by  Christine  Jolls  of 
Harvard  University's  law  school  sheds 
Light  on  the  issue.  Jolls  exainined  the  re- 
lationship between  stock-buyback  plans 
and  stock  options  awarded  to  top  execs. 
Most  companies  unveiling  buyback  plans 
say  then-  goal  is  to  raise  stock  prices  by 
reducing  shai'es  outstanding,  thus  boost- 

MARKET  CONUNDRUM: 
WANING  DIVIDEND  PAYOUTS 
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ing  per-share  earnings.  By  using  cash 
this  way,  they  can  provide  sharehold- 
ers with  capital  gains  I'ather  than  more 
highly  taxed  dividends. 

Jolls  doesn't  dispute  this,  but  she 
points  out  that  the  tax  advantage  of 
capital  gains  is  nothing  new,  whereas 
buybacks  have  boomed  only  in  the  past 
15  years — ^just  as  stock  options  for  top- 
level  execs  have  taken  off.  Since  these 
are  the  same  folks  who  make  the  deci- 
sion to  adopt  buyback  plans — and  such 
plans  obviously  benefit  them  by  boosting 
stock  prices — she  wondered  whether 
there  was  a  connection. 

Looking  at  850  major  companies  in 
1992,  Jolls  found  a  strong  correlation 
between  those  implementing  buybacks 
and  those  with  a  large  number  of  out- 
standing executive  options.  By  contrast, 
companies  providing  top  execs  with  oth- 
er forms  of  incentive  payments  were 
far  less  likely  to  implement  buybacks. 
Ajid  Jolls  found  no  relationship  between 
buybacks  and  options  for  lower-level 
employees. 

Of  course,  just  because  top  manage- 
ment benefits  from  buybacks  doesn't 
mean  shareholders  can't  benefit  as  well. 
Indeed,  options  are  supposed  to  focus 
management's  efforts  on  promoting 
shareholder  value. 

The  problem,  Bernstein  says,  is  that 
managements  aren't  simply  replacing 
dividends  with  buybacks.  As  earnings 


have  surged  in  recent  years,  comptii 
have  decided  to  forego  dividend  h« 
buyback  progi'ams  or  not.  Moreover : 
tax  advantage  from  buybacks  do( 
help  people  who  invest  in  tax-shelt 
pension  accounts  or  in  mutual  ftmds 
throw  off  short-temi  capital  gains  n 
ai'e  subject  to  ordinary  income-tax  rt 

By  hanging  on  to  an  outsize  shai 
earnings,  Bernstein  argues,  man 
ments  are  making  reinvestment  i 
sions  that  should  be  made  by  the 
market — that  is,  by  stockholders 
might  choose  to  invest  in  other  coi 
nies.  They  ai-e  also  exposing  investoi 
more  risk,  since  returns  become  i  ' 
dependent  on  uncertain  capital  apjj 
ation  and  less  on  cash  flow  from 
tively  reliable  dividend  streams. 

In  fact,  Bernstein's  own  researd 
dicates  that  low  dividend-payout  r 
historically  have  been,  and  continu  . 
be,  a  strong  predictor  of  weak  fu 
earnings  gro'wth — including  the  s 
down  that  is  now  under  way. 


MORE  FRESHME 
WANT  THE  MONE 

Fewer  care  about  wider  issues 


I 


Judging  by  the  latest  annual  na 
■wide  sui'vey  of  college  freshmei 
reseai'chers  at  the  University  of  Cal 
nia  at  Los  Angeles,  students  are  bei 
ing  increasingly  focused  on  materia 
terests  and  disengaged  from  polit 
social,  or  wider  educational  goals. 

Some  75%  of  freshman  surveyed 
fall  chose  becoming  "very  well  off  fi 
ciaJly"  as  an  important  objective,  vs. 
interested  in  developing  a  meaningfiil 
losophy  of  life.  By  contrast,  back  in  ; 
both  goals  were  cited  by  neai'ly  60' 
students.  In  addi-  wmmmmm 
tion,  fewer  than 
ever  said  they  fa- 
vored tax  liikes  on 
the  wealthy  or  to 
reduce  the  deficit. 

Students  backed 
away  fi"om  wider 
social  and  political 
issues.  Those  con- 
cerned with  pro- 
moting racial  un- 
derstanding or 
cleaning  up  the  en- 
vironment dipped 
to  10-year  lows. 
And  those  interest- 
ed in  keeping  up 
with  political  affair's 
hit  an  all-time  low. 


SHIFTING  VIEWS 
COLLEGE  FRESHI 

KEY  GOALS: 

■  ACHIEVING  AfFLUENCf 

■  DEVELOPING  MEANING 
PHILOSOPHY  Of  LIFE 


FALL  13 


FALL  1977 
APERCENT 

DATA;  HIGHER  EDUCATE 
RESEARCH  INSTITUTE.  UNIVER 
OF  CALIFORNIA  AT  LOS  ANGS 
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If  uncertainty  in  today's  stock  market  has  you  thinking  twice  about  your  investment  strategy  it's  time 
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-  Professional  Advice 

Prudential  Securities 
Financial  Advisors  offer 
personalized  advice  and  long 
tenn  planning  to  help  keep 
your  portfolio  on  target. 

-  Top-Flight  Research 

Behind  every  Prudential 
Securities  research 
recommendation  is  a 
dedicated  team  of  analysts 
who,  year  in  and  year  out, 
are  honored  among  the 
industry's  elite  by 
publications  such  as 
Hie  Wall  Street  Journal. 

-  investment  Choices 

No  matter  what  your 
investment  objectives. 
Prudential  Securities 
has  the  right 
solutions  — 
stocks,  bonds, 
annuities  and 
mutual  fimds  — 
to  help  you  build 
a  well-diversified 
portfolio. 


Zero  in  on  our  top  rated 
stocks.  Each  month,  our  analysts 
review  all  Prudential  Securities  buy-rated 
stock — looking  at  fundamental  and 
technical  characteristics  as  well  as 
economic  and  market  conditions — and 
place  the  most  attractive  stocks  on  our 
prestigious  Select  List.  You'll  find  them 
all  in  PruPicks. 

See  individual  stocks 
analyzed  in  detail.  Every 
stock  featured  in  PruPicks  comes  with  an 
in-depth  profile  including  an  overview  of 
the  company's  activity,  a  performance 
outlook,  informative  charts  and  statistics. 

Get  an  expert 
perspective  on 
what's  happening  in 
the  market.  Each  edition  of 
PruPicks  brings  you  insightful 
market  commentaries 
and  investment 
recommendations 
from  Prudential 
Securities  top 
investment 
experts. 


Call  Prudential 
Securities  today.  For  your 
complimentary  copy  of  PruPicks,  or  to 
find  a  Prudential  Securities  Financial 
Advisor  near  you,  call: 

1-800-THE-ROCK 

ext.  1014 

Or  visit  Prudential  at: 

www.prudential.com 


(®  Priidential 


3/98  Prudential  Securities  Incorporated,  www.prusec.com,  199  Water  Street,  New  York,  NY  10292,  a  subsidioiY  of  The  Prudential  Insurance  Company  of  America.  Member  SIPC. 


Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

Wm98:  JUMP  IN 
FOR  A  SPIN 


It  has  enough  new 
features  to  make  an 
upgrade  worthwhile 
for  most  people 

Any  day  now,  en  facto- 
ries around  the  world 
will  begin  stamping  out 
millions  of  copies  of  Windows 
98.  At  about  the  same  time, 
the  Microsoft  publicity  ma- 
chine will  move  into  high  geai; 
trying  to  persuade  you  to 
plunk  down  $90  or  so  for  a 
copy  on  June  25,  when — anti- 
ti-ust  officials  willing — the  op- 
erating system  update  goes 
on  the  market. 

I've  been  watching  Win98 
develop  since  last  fall  thi'ough 
a  series  of  test  versions  that 
culminated  in  the  nearly  fi- 
nal Release  Candidate  2.  The 
result  is  a  sohd,  evolutionaiy 
product.  Win98  smooths  out  a 
lot  of  Windows  95's  rough 
edges,  iritegi'ates  components 
that  have  been  released  for 
Win95  over  the  past  thi-ee 
years,  and  introduces  a  num- 
ber of  useful,  but  not  earth- 
shaking,  features. 

Whether  an  upgrade 
makes  sense  for  you  (lepends 
on  how  you  use  your  com- 
puter and  how  hap])y  you  are 
with  youi'  cuirent  setups.  For 
most  people,  it  will  be  a 
worthwhile  u])gTade,  though 
not  in  Windows  9.5's  "must- 
have"  class. 

CRASH  PROTECTION.  If  you 

have  been  using  Win95  with 
the  Internet  Explorer  i.O 
browser  and  Active  Deskt.  \ 
Win98's  screens  will  look  nt 
just  familiar  but  identical. 
Don't  be  fooled.  Despite  Mi- 
crosoft's claims  of  integi'ation, 
Internet  Exploi-er  was  tacked 
onto  Win95.  In  Win98,  the  in- 
tegration is  real  and  deep, 


and  the  payoff  is  a  system 
that  is  far  less  prone  to 
crashes  than  Win95  with  IE 
4.0  was. 

Anytime  you  open  a  file 
window  or  use  Windows 
Explorer  to  manage  files,  - 
you'i'e  nmning  the  browser, 
and  you  quicldy  come  to  de- 
pend on  the  forward  and 
back  buttons  to  navigate. 
You  can  use  Netscape  Nav- 
igator or  any  other  browser 
to  look  at  Web  pages. 

The  browser  interface  is 
just  one  of  the  features 
that  had  been  available 
separately  and  are  now 
rolled  into  the  operating- 
system.   Others  include 
NetShow,  for  playing  au- 
dio and  video  off  the  Web, 
and  NetMeeting,  for  Inter- 
net telephony,  videoconfer- 


use  of  disk  space.  FAT32  has 
been  available  to  computer 
manufactui'ers  since  October, 
1996,  but  Win98  is  the  fii-st 
time  it  has  been  offered  to 
individual  buyers  and  the 
fix'st  time  it  has  been  possible 
to  convert  existing  disk 
drives  to  the  system. 
GET  ON  THE  BUS.  Several  fea- 
tures are  brand-new  to 
Win98.  Probably  the  most  im- 
portant is  support  for  the 
universal  serial  bus,  or  use, 
^        an  easier  and  more 


I 


WHAT  TO  DO  ABOUT 
WINDOWS  98 


versatile  methotl 
of  connecting  ac- 
cessories. Some 
USB  devices 
have  been 
around  for  more 
than  a  year,  but 
the  difiiculty  of 
making  them 
work  with 
Win95  has 
stopped  them 
from  becoming 
widely  used. 

►  $90  price  steep  for  an  upgrade  L'^'^^^^Jr^'  J" 

—  z  r  s°.   a  Storm  Tech- 


WHY  GET  IT  NOW 


►  Truly  integrated  Internet  access  and 
Web  browser 

►  Easier  connection  of  accessories 
through  universal  serial  bus 

►  Improved  disk  storage  and  ability  to 
handle  larger  drives 


Chairman  William  H. 
III  demonstrated  Win98 
recent  trade  show).  As 
printers,  modems, 
drives,  and  other  devices 
rive  on  the  market  in  cor 
months,  hooking  up  ac 
sories  to  PCs  wUl,  for  the 
time,  become  traly  simple 
I'm  less  certain  about 
value  of  new  features 
signed  to  make  it  easj 
view  broadcast  or  cabl 
on   your   PC.  Right 
there's  not  much  hardv 
available  to  handle  Win 
TV  capabilities,  but 
take  a  closer  loo' 
j^^jO   these  features 
mm^^SmV  ftitui'e  column. 
Ve^ffl      Win98  also 

or  changes  desig 
to  make  badly  ne^l 
improvements  in 
stability  of  Win95 
eluding  the  a 
matic  inspec 
and  repaii-  of  c 
'/  cal  system  f 

  Microsoft  say 

has  fixed  3,000  W 
bugs,  many  of  them 
previously  acknowledj 
But  it  will  take  some 
and  experience  to  tell 
much   improvement  tl 
changes  will  bring.  The  s 
is  true  of  Win98's  ab 
to  fine-tune  your  softw 


tl 


WHY  SKIP  IT-ORWAIT 


►  Many  entertainment-oriented  tea 
tures  of  little  business  value 


►  Fixes  old  bugs,  but  waiting  lets  oth- 
ers discover  the  inevitable  new  ones 


I'licing,  and  document-shaiing. 

( )ne  of  the  most  important 
K  w  ly  integrated  features  is 
Hi  iinpi'oved  system  for  stor- 
ing iiles  called  FAT32,  which 
allow-  much  more  efficient 


nology  Scanner, 
a  Connectix 
VideoCUp  video- 
capture  port, 
and  an  Intel 
video  camera 
into  a  Win98  PC,  and  each  de- 
vice was  instantly  recognized 
and  installed  with  no  fuss  (al- 
though the  scanner  was  the 
same  one  that  caused  a  sys- 
tem crash  when  Microsoft 


partly    by  automaticiKE 

downloading  updates  f  i 
the  Internet. 

I  have  installed  Win98 
a  dozen  times  without 
ning  into  any  problems, 
cause  Win98  is  an  updat 
Win95  rather  than  a  new 
tem,  set-up  is  Hkely  to 
ceed  without  difficulty.  Sti 
you  are  completely  satis 
with  your  present  Win95 
up,  you  may  want  to  lea\  J» 
alone  until  others  shake  ' 
bugs  out  of  Win98.  And  n 
businesses  may  prefer  to 
out  for  the  more  work 
ented  Windows  NT  5.0,  wi 
is  expected  around  ei 
1999.  Most  people,  howe 
are  likely  to  consider  the 
and  half-hour  or  so  of  im 
lation  as  time  and  money 
spent. 


QUESTIONS?  C(i«MENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HE  ECONOMY  LOOKS  READY 
0  TAKE  A  BREATHER 

it  it's  still  too  early  to  tell  how  long  the  pause  will  last 


USECONOMY 


IMPENSATION  GROWTH 
IS  CREEPING  HIGHER 


PRIVATE  INDUSTRY 


JU. 
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The  economy  galloped  thi-ough 
the  winter  like  Real  Quiet  in 
home  stretch  of  the  Kentucky  Derby.  So  it  isn't 
prising  that  growth  is  set  to  slow  this  quarter — if 
/  enough  for  consumers,  homebuilders,  and  busi- 
ses  to  catch  their  breath.  Just  how  much  will 
wth  cool  off,  though,  and  will  any  slowdown  last 
)  the  second  half?  The  answers  are  crucial  for 
letary  policy  and  Wall  Street. 

The  goods-producing  sector, 
which  tyiDically  leads  the  econ- 
omy's short-term  swings,  holds 
the  key.  In  particular,  did  the 
Asian  drag  on  exports  bottom 
out  in  the  first  quarter,  or  is 
there  further  deterioration  to 
come?  How  much  will  con- 
sumers rein  in  their  outlays 
for  autos,  homes,  and  other 
durable  goods?  And  especially 
critical,  by  how  much  will 
ipanies  scale  back  their  rapid  pace  of  inventory 
ding?  The  data  on  these  questions  are  still  sketchy, 
they  suggest  that  some  degree  of  slowing  is  ab-eady 
rogress. 

owever,  any  second-quarter  downshift  will  have  to 
inue  in  the  second  half  to  ease  the  growing  pres- 
!  on  the  labor  markets  and  assure  that  the  Federal 
erve  keeps  policy  on  hold.  On  that  note,  the  data  of- 
little  help.  In  fact,  the  supports  under  domestic 
land — from  income  growth  to  confidence  to  financial 
litions — remain  sohd.  And  even  though  labor  costs 
eased  less  in  the  first  quarter  than  they  did  in  the 
th  quarter  of  last  year,  the  annual  growth  trend 
inued  to  rise  last  quarter  (chart). 

.9%  SURGE  in  domestic  demand  was  the  power 
nd  the  first  quarter's  surprisingly  strong  4.2%  ad- 
ze  in  real  gross  domestic  product.  The  economy 
grown  at  an  annual  rate  of  3.8%  for  the  past  two 
's.  That's  the  best  two-year  performance  in  nine 
■s,  and  back  in  1989  inflation  was  4%  and  rising.  In 
first  quarter,  the  price  index  for  gross  domestic 
luct  showed  a  1.4%  inflation  rate,  the  lowest  rate 
e  1965  and  down  from  2.3%  two  years  ago. 
exceptional  first-cjuarter  gains  in  consumer  spend- 
up  5.7%;  residential  construction,  up  17.7%;  and 
mess  investment  in  high-tech  equipment,  up  an 


IS  FOREIGN  DEMAND 
CRAWLING  BACK  UP? 
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.  PERCENT  REPORTING  IMPROVEMENT 

OAIA;  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


astounding  45.8%,  led  the  way.  The  overall  increase  in 
GDP  was  especially  stunning  given  that  Asian  weak- 
ness widened  the  trade  deficit  to  a  postwar  record.  By 
itself,  that  lai-ger  gap  subtracted  2.2  percentage  points 
from  the  quarter's  growth  rate. 

In  the  second  quarter,  at 
least  two  of  those  first-quarter 
demand  leaders  ai'e  set  to  slow, 
perhaps  substantially.  Home- 
building fundamentals  are  still 
strong,  but  the  data  will  look 
weaker,  because  measures  of 
activity  last  quarter  were  in- 
flated by  unusually  warm 
weather.  Also,  the  surge  in 
high-tech  investment  will  not 
be  repeated.  It  was  the  largest 
quarterly  increase  in  two  decades  and  by  itself  account- 
ed for  more  than  a  third  of  last  quarter's  GDP  gain. 

Consumers  are  also  unlikely  to  repeat  their  first- 
quarter  binge,  but  the  slowdown  may  not  be  substan- 
tial. Weekly  retail  reports  show  strong  gains  for  April, 
and  motor-vehicle  sales  shot  up  to  a  15.5-million  annu- 
al rate,  from  a  15.1  million  average  in  the  fii'st  quarter. 

Weakness  in  Asia  will  keep  the  trade  gap  wide  this 
quarter.  But  any  fuither  lai'ge  deterioration  is  unlikely. 
Some  of  the  trade  deficit's  fii-st-quarter  widening  was  a 
one-time  occuiTence,  reflecting  an  often  cited  data  quirk 
that  inflates  the  first-quaiter  deficit.  So  trade  is  likely  to 
play  a  comparatively  neutral  role  in  growth  this  quarter. 

AT  THE  BEGINNING  of  the  second  quarter,  though, 
manufacturing  was  still  feeling  the  chill  from  Asia. 
The  National  Association  of  Pui'chasing  Management's 
index  of  industrial  activity— comprised  of  survey  re- 
sponses on  output,  orders,  employment,  inventories, 
and  delivery  times — fell  to  52.9%  in  April,  from  54.8% 
in  March.  The  index  of  export  orders  showed  some 
weakness  in  foreign  demand,  but  not  as  much  as  the 
recoi'd  low  in  January  (chart).  The  rebound  may  signal 
that  the  Asian  drag  is  bottoming  out. 

Looking  to  the  second  half,  Asia  is  far  from  the  chief 
concern  of  the  napm's  membership.  That  distinction 
goes  to  labor  costs.  The  employment  cost  index,  a  gov- 
ernment gauge  of  wages  and  benefits,  rose  a  less-than- 
exiDected  0.7%  in  the  first  quaiter,  down  fi-om  the  fourth 
quarter's  1%  increase.  However,  the  annual  trends  in 
both  wage  growth  and  benefits  are  still  up.  Not  sur- 
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piisingiy,  cost  pressui'es  ai"e  the  greatest  in  the  Midwest 
and  the  South,  where  job  markets  are  the  tightest. 
Labor  costs  will  remain  in  an  uptrend  until  the  labor 
markets  start  to  loosen  up. 

THE  FIRST  QUARTER  was  also  strong  because  busi- 
nesses did  not  slow  theii'  inventoiy  building  as  expected. 
Instead,  real  inventoiies  grew  at  a  $77  billion  annual 
rate,  more  than  the  $74  billion  in  the  fouith  quarter. 

Three  factors,  though,  argue  that  the  inventory 
buildup  is  not  sustainable.  First  of  all,  stockpiles  have 
been  gi'owing  faster  than  sales  for  four  quarters  now 
(chart).  Second,  in  the  past,  large  inventory  accumula- 
tion lasted  only  about  a  year,  as  this  cycle  has  already. 
And  third,  the  extra  stockpiling  was  a  response  to  the 
sizzling  demand  of  the  past  year.  But  with  spending  ex- 
pected to  slow  this  quailer,  businesses  will  adjust  their 
inventory  levels  accordingly. 

That  may  ah'eady  be  happening.  In  March,  factory 
stock  levels  grew  O.o^c,  after  a  0.7%  jump  in  Febniaiy. 
And  the  napm  said  that  companies  reduced  inventories 
in  April.  Moreover,  the  pui'chasers'  outlook  shows  that 
businesses  expect  to  cut  their  inventories  throughout 
the  year  to  keep  them  in  line  with  sales. 

What  was  interesting  about  the  fii'st-quailer  buildup 
was  that  a  sizable  chunk  of  the  goods  came  fi'om  over- 
seas. U.  S.  factoiy  production  grew  at  only  a  1.8%  pace 
last  quarter,  while  merchandise  imports  surged  10.2%. 


FRANCE 


INVENTORY  GAINS 
OUTRUN  DEMAND  AGAIK 
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Since  final  sales  of  goods  rose  at  a  7.9%  pace,  much 
the  import  surge  apparently  wound  up  in  warehous 

Of  course,  inventories  are 
notoriously  volatile.  In  tliis  ex- 
pansion, the  average  quarterly 
s\ving  in  stock  levels  has  been 
about  $15  billion,  oi*  neai'ly  one 
percentage  point  of  GDP 
growth.  The  good  news  is 
that — since  impoits  were  Kke- 
ly  a  big  contributor  in  the 
first-quarter  buildup — the  in- 
ventory slowdown  in  the  sec- 
ond quarter  will  lead  to  a 
dropoff  in  impoit  growth.  That  means  the  subtract 
to  GDP  growth  fi-om  inventories  will  be  partly  offset 
a  reduced  drag  fiom  impoits 

The  mix  of  fii'st-quarter  growth — robust  domes] 
demand  and  inventory  building  counterbalanced  b 
weak  foreign  sector — bolsters  the  idea  that  the  eco; 
my  is  slomng  this  quarter.  But  it's  too  early  to  tel 
the  spring  break  is  just  a  pause  or  the  start  of  anot' 
soft  landing.  The  outcome  is  crucial  to  business  exe^ 
fives  who,  Uke  the  nation's  purchasers,  are  conce 
about  the  rising  trend  in  labor  costs  and  the  shoilage] 
skilled  labor.  That  obstacle  to  business  expansion 
profit  gains  won't  go  away  unless  this  racehorse  ec 
omy  slows  to  a  trot  for  more  than  one  quarter. 


GROWTH  AS  FAR  AS  THE  EYE  CAN  SEE 


As  the  Jan.  1,  1999,  launch  for 
Eui'ope's  single  cuirency,  the 
French  economy  is  enjo\ing  a  solid 
recoveiy  that  should  extend  into 
next  year.  Weakness  in  Asia  will 
depress  exports,  but  with  con- 
sumer and  business 
confidence  on  the  rise, 
inci'eased  consumer 
spending  and  business 
investment  will  boost 
the  economy.  Strong 
gi'owth  also  promises 
further  reductions  in 
the  budget  deficit. 

Real  gross  domestic 
product  should  grow 
3%  in  1998,  up  ft-om 
2.3%  in  1997.  That  faster  pace  will 
ensure  continued  improvement  in 
France's  labor  markets.  Unemploy 
ment  has  declined  in  six  of  the 
past  seven  months,  pushing  the 
March  jobless  rate  to  a  two-year 


CAPACITY  USE  HITS 
AN  EIGHT-YEAR  HIGH 
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low  of  12%,  fi-om  12.6%  last  June. 
Mai*ch  lining  was  broad  with  gains 
in  tenipoi'aiy  and  full-time  jobs. 

Stronger  labor  markets  head  the 
list  of  pluses  in  the  consumer  out- 
look. Better  job  growth  and  a  one- 
percentage-point  drop 
in  inflation,  to  0.8%, 
over  the  past  year  ai"e 
fueling  gi'owth  in  i"eal 
incomes.  Also,  tax-law 
changes  have  lessened 
the  incentives  to  save, 
generating  more 
spending.  Sales  of  big- 
ticket  items  such  as 
autos  and  ftmiiture 
ai'e  robust. 
In  addition,  10-yeai'  bond  yields 
hit  a  record  low  of  4.85%  in  late 
March,  and  they  remain  low 
enough  now  to  hold  fixed  mort- 
gage rates  at  about  5%.  Housing 
staits  jumped  in  March,  helped  by 


mild  weather,  and  housing  is  also 
getting  a  boost  fi'om  a  new  tax 
break  for  people  w^ho  buy  a  seconi 
home  and  rent  it  out. 

Amid  fiirnei'  domestic  demand, 
the  latest  survey  data  show  that 
businesses  are  gaining  the  confi- 
dence to  increase  then-  output  anc 
inventories  and  invest  in  new 
equipment.  Makers  of  capital  goot; 
are  especially  optimistic. 

Right  now,  French  manufactur- 
ing-— and  the  overall  economy — ai" 
stronger  than  Europe's  generally 
And  the  i-esulting  healthy  inflow 
revenues  is  wiiy  the  govemment 
projecting  that  its  budget  deficit 
will  fall  fi-om  3%  of  GDP  in  1997  to 
2.9%  in  1998  and  2.3%  in  1999.  Bu 
there  is  a  downside:  All  that 
shiinkage  is  cyclical.  Without  new 
sti-uctm-al  cuts,  the  fiscal  improve- 
ment will  reverse  when  economic 
growth  slows. 
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Wong.  Wang  Global  is  a  Irademark  of  Wang  laboratories,  Inc 


mbling  an  IT  network  for  o  worldwide  compony  is  a  tremendous  endeavor  Servicing  it  can 
in  even  more  colossal  task.  Precisely  why  you  should  call  Wang  Global,  on  over  $3  billion 
orked  services  and  solutions  provider  We  will  integrate  your  entire  company's  infrastructure; 
tops,  software,  peripherals,  into  one  remarkably  seamless  network.  Then  manage  and  upgrade 
network  as  your  company  grows.  And  grow  it  will.  1-800-262-3696.  www.wang.com 
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News:  Analysis  &  Commentary 


TRUSTBUSTERS 


THE  COPS  CONVERGE 
ON  MICROSOFT 


Justice  is  ready  to 
pounce  on  Win98, 
as  state  AGs  map 
their  own  attack 

By  tlie  time  Bill  Gates  assembled 
(iO  business  associates  on  May  5 
to  help  him  stage  a  last-minute 
public  plea  for  mercy  from  trust- 
busters,  the  clock  was  nmning  out.  Bar- 
ring a  last-minute  settlement,  business 
WEEK  has  learned,  the  Justice  Dept.  is 
prepared  to  launch  an  expansive  anti- 
trust action  against  Microsoft  Corp. 
within  days.  Ideally,  the  agency  wants 
to  i^ounce  by  May  15,  the  date  on  which 
the  software  giant  is  scheduled  to  start 
shipping  the  Windows  98  operating  sys- 
tem to  P{;  makers.  In  any  event,  Justice 
wants  to  move  no  later  than  June. 

Meanwhile,  officials  from  states  in- 
cluding Texas,  New  York,  and  California 
are  in  the  final  stages  of  assembling 
their  own  lawsuit — probably  to  be  filed 
in  federal  court  and  most  likely  with 
some  coordination  with  the  Justice  Dept. 
So  far,  the  states  are  tight-lipped  about 
what  they're  after — 
except  to  say  that 
INTEL  Will  the  they  hope  to  force 
chipmaker  Microsoft  to  ship  a 

be  next?     36     version    of  Win98 

  without  an  integi'at- 

SPIN  Gates,  ^d  Web  browser  Ac- 

master  of  cording  to  souix-es  in 

PR  overkill  37     these  states,  the  suit 

  could  come  early  in 

WINDOWS  98  Its  the  week  of  May  11. 
launch  will  "We're  waitmg  for  fi- 
be  low-key  38     "^^^  approvals  from 

  the  top  guys,"  the 

source  savs. 


SEE  ALSO... 


Gates's  May  5  rally  was  staged  to 
head  off  a  rumored  move  by  the  states 
to  prevent  shipments  of  Win98  entire- 
ly— a  threat  that  now  seems  unlikely. 
Then  he  flew  to  Wasliington  to  deal  with 
his  bigger  problem:  the  federal  probe. 

Dining  a  two-hoiu-  meeting  with  Jus- 
tice's antitnist  division  cliief  Joel  I.  Klein 
at  the  offices  of  Microsoft's  law  firni,  Sul- 
livan &  Cromwell,  Gates  made  his  case 
and  listened  to  Klein's  concems.  A  Mi- 
ci'osoft  spokesman  says  that  Gates  was 
not  asked  whethei-  he's  willing  to  make 
an  accommodation,  such  as  hiding  the 
icon  that  leads  to  the  Internet  Explorer 
browsei'  on  Win98.  "We're  going  foi-ward 
with  integration,"  says  the  spokesman. 
BROWSER-LESS.  Justice,  too,  is  going 
fonvard.  Sources  familiar  with  the  case 
have  told  business  week  how  the 
agency  would  proceed.  The  heart  of  the 
matter  is  the  chai-ge  that  Microsoft  uses 
illegal  means  to  protect  its  monopoly  in 
PC  operating  systems  and  to  extend  mo- 
nopoly power  into  other  markets. 

The  feds  are  prepared  to  launch  a 
quick  court  action  to  force  Microsoft  to 
alter  Win98.  By  bundling  the  Internet 
Explorer  browser.  Justice  lawyers  have 
concluded,  Microsoft  gives  PC  makers 
little  choice  but  to  distribute  its  brows- 
er rather  than  competing  products, 
while  still  allowing  the  sale  of  an  inte- 
gi'ated  version.  Justice  would  ask  the 
court  to  force  Microsoft  to  offer  a 
browser-less  version  of  Win98  that 
would  be  sold  at  "a  commercially  rea- 
sonable" price — meaning  significantly 
less  than  the  version  with  the  browser. 
The  idea  is  to  give  rival  browser  sup- 
pliers such  as  Netscape  Communications 
Corp.  an  ojjportunity  to  compete.  Ini- 
tially, Justice  may  ask  Microsoft  to  sim- 
ply liide  the  browsei'.  Later  it  may  press 
for  a  fully  browser-less  Win98. 

Another  immediate  action  would  be 
aimed  at  the  conti-acts  Microsoft  uses  to 


dictate  what  PC  makers  show  on  t 
opening  screen  of  computers  that  i 
Windows.  Microsoft  has  insisted  that  c 
tain  of  its  programs,  includi 
Intemet  Explorer,  show  up  as  icons. 
Justice  gets  its  way,  PC  makers  would 
allowed  to  install  whatever  they  wan 

Also  on  Justice's  list  of  immedi;  k 
remedies  is  a  ban  on  all  Microsoft  de 
designed  to  promote  its  browser  at  1 
exclusion  of  rivals'.  To  head  off  litigati 
Microsoft  has  given  up  contract  languj 
that  forbade  Net  services  that  feati 
Explorer  from  telling  new  users  ab( 


34  BUSINESS  WEEK  /  MAY  18,  1998 


MAY  18,  1998 


ler  bi'owsei"s.  But  online  providers  like 
lerica  Online  and  CompuSei've  ai-e  still 
ind  by  such  contracts, 
rhe  Justice  suit  will  also  address  the 
ger  issue  of  bundling  in  general — to 
ermine  what  features  can  and  can't 
included  in  the  operating  system.  Jus- 
;  lawyers  are  weigiiing  whether  in- 
ling  services  such  as  voice  recogiii- 
1,  video  streaming,  and  messaging  wiU 
off  growing  mai'kets.  In  cases  where 
t  may  be  a  possibility,  the  agency 
jld  ask  Microsoft  to  price  those  fea- 
es  sepai'ately — like  the  browser.  Mi- 
soft  could  still  bundle  featui-es,  how- 
r,  if  the  company  proves  there  are 
sepai'ate  markets  for  these  functions, 
ilean while,  Justice  lawyers  are  also 
sidering  remedies  aimed  at  "undo- 
the  effects"  of  Microsoft's  bundling 
,he  browser — including  a  sort  of  af- 
lative  action  program  to  make  up 
the  ground  Netscape  lost  to  al- 
id\y  illegal  maneuvers  by  Microsoft. 
;scape's  market  share,  which  once 
;  85%,  has  dropped  to  60%,  while 
rosoft's  share  has  risen  fi'om  zero  to 
h  Justice  is  exploring  ways  to  give 
scape  a  better  crack  at  PC  makers, 
ne  service  providei"s,  and  other  chan- 


nels of  distribution.  It 
might  even  require  Mi- 
crosoft to  include  a  copy 
of  Netscape  Navigator 
with  Windows,  some  ex- 
perts speculated. 

Microsoft  isn't  about 
to  accept  anything  so 
di-astic  without  a  mas- 
sive fight.  It's  willing  to 
make  minor  compromis- 
es, but,  according  to 
Paul  Maritz,  gi'oup  vice- 
president  in  charge  of 
platforms  and  applica- 
tions, "nobody  should 
think  we  won't  be  really 
serious  about  things 
that  are  core  to  our 
business."  Microsoft  de- 
nies it  has  broken  an- 
titrust laws  and  claims 
the  right  to  decide  for 
itself  what  features  it 
will  add  to  its  operating- 
system.  It's  adamantly 
opposed  to  any  govern- 
ment move  that  would 
force  it  to  sell  features 
separately.  Says  Maritz: 
"An  a  la  carte  menu 
would  be  a  nightmare 
for  usei's  and  add  years 
to  our  development  of 
operating  systems." 
ALL  UPHILL.*^  Wliat  about 
sometliing  as  simple  as  disabling  Internet 
Explorer'?  Microsoft  i-emains  opposed  to 
the  idea  of  a  browser-less  vereion  of  Win- 
dows 98.  But  company  officials  have  con- 
ceded that  it's  easy  to  hide  the  Internet 
Explorer  bi'owser  icon  so  it  doesn't  ap- 
pear on  the  Windows  desktop  screen. 


THE  FEDS* 
TWO-PRONGED 
AHACK 

SHORT-TERM: 

•  Take  Microsoft  to  court  to 
force  it  to  make  available 
a  browser-free  version  of 
Windows  98 

•  Cancel  Microsoft  con- 
tracts that  now  discourage 
online  Internet  service 
providers  from  offering  rival 
products 

•  Allow  PC  makers  to 
decide  what  appears  on  the 
openmg  screen 

LONGER-RANGE: 

•  Permanently  prohibit 
bundling  of  browser 

•  Initiate  market  remedies 
to  help  companies  such  as 
Netscape,  allegedly  injured 
by  Microsoft's  business 
practices,  to  regain  share 

•  Decide  what  software  ele- 
ments Microsoft  can  and 
cannot  connect  to  the 
operating  system 


Wliat  they  most  fear — 
and  what  prompted 
Gates  to  seek  public  suj> 
port  and  that  meeting 
with  Klein— is  a  court 
injunction  that  orders 
the  company  to  remove 
the  browser  code  from 
Win98,  which  could  de- 
lay shipment  by  months, 
according  to  analysts. 

If  either  Justice  or 
the  state  attorneys  at- 
tempt to  get  an  injunc- 
tion to  block  the  release 
of  Windows  98,  it's  like- 
ly to  be  an  upliill  stmg- 
gie.  "Windows  will  be 
very  hard  to  stop,"  ad- 
mits one  attoi'ney  I'ep- 
resenting  a  Microsoft 
rival.  "They'll  have  to 
show  irreparable  hai'm. 
That  will  take  a  lot  of 
convincing."  A  tempo- 
rary restraining  order 
is  more  readily  achiev- 
able— but  it  only  lasts 
a  few  days  until  a  hear- 
ing can  be  held. 

As  Justice  puts  the 
finishing  touches  on  its 
suit,  Netscape  and  oth- 
er Microsoft  critics  con- 
tinue to  hope  for  more 
draconian  relief.  Gary 
Reback,  a  Palo  Alto  (Cahf.)  attorney 
who  represents  10  high-tech  clients,  is 
calling  for  "structural"  changes  that 
will  prevent  Microsoft  fi-om  abusing  its 
monopoly  power.  "What  the  govern- 
ment does  has  to  change  the  funda- 
mental calculus  of  market  power," 
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says  Reback,  wlio  favors  breaking  up 
Microsoft. 

Until  now.  Justice  officials  have  said 
they  didn't  foresee  seeking  a  breakup. 
But  they  now  concede  that  could  be  the 
result  if  the  eomt  concludes  that  splitting 
the  software  giant  is  the  best  solution. 

Any  sort  of  remediation  would  cer- 
tainly be  welcome  at  Netscape.  Tlie  Web 
browser  pioneer  has  posted  losses  and 


laid  off  employees  as  its  market  share 
has  dwindled.  Says  Roberta  Katz,  Net- 
scape's vice-president  for  legal  affau's: 
"We  don't  sit  around  and  say,  'Woe  is 
us.'  But  you  have  to  ask  how  big  w^ould 
we  have  been  if  we  w^eren't  subjected 
to  illegal  exclusionaiy  behavior?  That's' 
worth  a  lot." 

With  D-Day  approaching,  an 
eleventh-hour  settlement  seems  the  only 


way  out  for  both  sides.  Othei-wise,  Fii 
Gates  can  expect  to  make  many  oth 
high-profile  appearances  to  tout  ^ 
crosoft's  luifettered  light  to  design  pr^ 
ucts  as  it  sees  fit.  Only,  next  time  t 
venue  may  not  be  a  New  York  rally, 
may  be  a  fedei'al  couit. 

By  Susax  B.  Garland  in  Washii- 
ton  and  Steve  Hamm  in  San  Matt 
with  Mike  France  in  New  York 


YOU'RE  THE  NEXT  TARGET.  INTEL 


When  Intel  ceo  Andrew  S. 
Grove  hands  over  the  reins  to 
Craig  R.  Barrett  in  May,  he 
may  pass  on  something  Intel  had 
hoped  to  avoid:  a  federal  antitrust 
action,  business  week  has  learned 
that  as  early  as  June,  Federal  Ti-ade 
Commission  staffers  are  aiming  to 
present  to  the  commissioners  a  pro- 
posed action  charging  Intel 
Corp.  with  illegally  using 
monopoly  power  to  harm 
rivals  and  punish  cus- 
tomers who  cross  the  chip 
giant.  The  agency  is  also 
probing  whether  Intel 
unlawfully  uses  its  chip 
dominance  to  muscle  into 
new-  markets — an  inquiry 
that  could  result  in  a  sepa- 
rate action  finther  down 
the  road. 

The  Intel  inqub-y  has 
many  parallels  to  the  Jus- 
tice Dept.'s  case  against  Mi- 
crosoft Corp.,  the  other  half 
of  the  "Wintel"  duopoly 
that  domijiates  computer- 
dom. As  in  the  Microsoft 
case,  there  will  most  ID^ely  be  a  quick 
sui"gical  strike  to  halt  anticompetitive 
behavior  Meanwhile,  investigators 
probably  will  pui-sue  a  wide-ranging 
probe  of  alleged  monopoly  abuses. 
"You  need  to  streamline.  Othei-wise 
you're  heading  off  into  a  Vietnam," 
says  Stephen  Calkins,  a  fonner  ftc 
general  counsel  who  teaches  at  Wayne 
State  University  law  school.  Intel 
won't  comment  on  the  potential  case. 
But  the  investigation  differs  in  one 
major  way  fi-om  the  Microsoft  probe: 
The  FTC  isn't  under  the  deadline  that 
the  launch  of  Windows  98  placed  on 
Justice.  So  FTC  lawyers  are  taking 
then*  time  to  ensure  they  have  enough 
evidence  to  build  a  strong  case. 

Soui'ces  familiar  with  the  ftc's  in- 
vestigation say  it  is  initially  zeroing  in 


on  charges  that  Intel  retaliated 
against  two  customers  that  sued  the 
company  in  patent  disputes.  After  the 
companies — Digital  Equipment  Coip. 
and  Intergraph  Coip. — fiJed  sepai'ate 
suits,  Intel  cut  off  chip  supphes  and 
techixical  infoiTnation.  That  didn't  sit 
well  with  U.  S.  District  Judge  Edwin 
L.  Nelson,  who  on  Apr.  10  slai)ped  an 


injunction  on  Intel  to  stop  such  be- 
havior towai'd  IntergTaph.  Industiy 
executives  say  the  FTC  probe  is  look- 
ing at  how  Intel  uses  such  intellectu- 
al-property "blackmaO"  to  keep  cus- 
tomers in  line. 

PRIX  FIXE?  Tlie  FTC  also  is  sifting 
tln'ough  complaints  that  Intel  discoiu'- 
ages  compute!'  makers  who  buy 
processors  fi-om  rivals.  The  company's 
most  obvious  weapon  here  is  the  fa- 
mous Intel  Inside  marketing  progTam. 
Tlie  chipmaker  paid  out  an  estimated 
$1  billion  in  rebates  last  yeai'  to  pc 
companies  that  use  Intel  chips  exclu- 
sively. Rivals  call  tliis  practice  exclu- 
sive deahng  and  chai'ge  that  it  fi-eezes 
out  competitive  products  and  allows 
]Drice-fixing. 

Industiy  execs  who  have  worked 


f 


with  the  FTC  say  it  is  also  taking  a 
careftil  look  at  Intel's  gi'owing  control 
over  the  basic  design  of  PCs.  Pails  of 
the  PC  that  used  to  be  based  on 
"open"  standai'ds  are  increasingly  get- 
ting superceded  by  Intel  technologies, 
which  the  chipmakei'  usually  has  li- 
censed for  free  to  all  comers.  But  de- 
tails about  the  latest  innovation,  the 
patented  connector  used  in 
the  Pentium  II,  are  being 
kept  secret.  That  could  shut 
out  rivals  Uke  Advanced  Mi- 
cro Devices  Inc.  and  Na- 
tional Semiconductor  Coi-p. 
if,  as  expected,  mother- 
boards designed  for  Pen- 
tium lis  become  ubiquitous 
in  PCS. 

Another  FTC  concern:  ef- 
forts by  Intel  to  leverage 
its  processor  monopoly  into 
othei'  chip  markets.  Intel's 
shai'e  in  cWpsets — the  com- 
panion cliips  that  work  with 
the  microprocessor — shot 
fi-om  8%  in  1993  to  more 
than  75%  last  year,  while  ri- 
vals such  as  VLSI  Teclmolo- 
gy  Inc.  were  driven  out.  Now,  Intel  is 
moving  into  gi-aphics  and  networking 
cliips.  Industiy  execs  says  Intel  can 
force  PC  makers  to  buy  these  other 
chips  by  bundhng  them  with  proces- 
sor on  Intel  motherboai'ds.  The  FTC 
might  label  that  monopoly  leveraging. 

If  the  FTC  decides  to  go  ahead  and 
pui-sue  Intel,  how  will  it  fare?  The 
agency  isn't  pusliing  any  fai'-out  legal 
principles,  and  it  has  had  a  good  track 
record  lately  with  actions  such  as  its 
bloclving  of  the  Staples-Office  Depot 
merger.  Indeed,  competitors  claim  its 
case  may  be  stronger  than  Justice's 
Microsoft  action.  That's  not  exactly 
the  sort  of  kickoff  that  Intel's  Barrett  Iti 
was  anticipating. 

By  Andy  Reinfmrdt  in  New  York 
and  Susan  B.  Garland  in  Washington  I 
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fou  might  have  thought  he  was 
talking  about  a  communist  men- 
ace— or  even  an  Old  Testament 
lague.  What  software  mogTil  William 
It  [.  Gates  III  was  warning  the  public 
J.  oout  was  what  might  happen  if 
ititrust  enforcers  interfere  with 
lies  of  Microsoft  Corp.'s  Windows 
i.  A  delay,  declared  Gates,  "would 
'feet  an  entire  ecosystem  of  compa- 
s   ;es.''  It  would  "hurt  the  American 

ionomy  and  cost  American  jobs,"  he 
'.   ent  on,  and  even  ". . .  create  an 
jening  for  foreign  companies." 
0    Come  on.  Just  months  ago,  Mi- 

osoft  execs  were  saying  that  Win98 
1-  as  "no  big  bang,"  merely  "an  intei'- 
tii  iting  upgrade"  of  Windows  95.  Now 
lat  it  must  fend  off  an  impending 
lit,  suddenly,  this  Windows  "tune-up" 
ri-   the  software  equivalent  of  Viagi"a:  a 
y   agic  bullet  to  Kft  PC  sales  and  keep 
is  e  economy  strong. 
i,,   5SUE  ADS."  So  Where's  the  tinth? 
"ho  cares?  It's  all  in  the  spin.  On 
ay  5,  as  Microsoft  braced  for  a  pos- 
3le  federal  antitnast  suit  and  the 
c    'ospect  that  attorneys  general  of 
,2,  me  13  states  would  block  the  sale  of 
,i]   'in98.  Gates  wildly  spun  his  tale  to 
porters  summoned  to  a  Manhattan 
ml  iditorium.  As  Compaq  Computer 
jel  ;o  Eckhard  Pfeiffer  and  some  60  no- 
[<   ;eably  lesser  lights  looked  on  stoical- 
t     Gates  and  his  lieutenant  Robert  J. 
(5   grbold  warned  about  innovation  that 
;    juld  be  quashed  by  government  in- 

rference.  "Wliat  is  at  stake  is  the 
.jtt  ility  to  continue  to  make  the  per- 
nal  computer  even  better  and  easier- 
use,"  Gates  said,  "^lere,  to  bolster 
p  at  claim  were  gi'oups  such  as  the 


National  Center  for  Disability  Ser- 
vices and  National  CouncO  on  Aging. 

This  last-minute  effort  is  the  cul- 
mination of  a  Microsoft  spin  cam- 
paign that  has  been  building  for 
months.  As  the  Justice  Dept.  tried  to 
enforce  its  1995  consent  decree  last 
fall,  the  company  hired  top  lobbyists 
and  took  out  "issue  ads"  that  spoke 
loftily  about  unfettered  innovation  in 
a  free-enterprise  system.  There  was 
even  a  faux  grassroots  movement — 
orchestrated  by  Microsoft  public-rela- 
tions agency  Edelman  Public  Rela- 
tions Worldwide  and  then  leaked  by 

11  [AWin98  delay]  would 
. . .  hurt  the  American 
economy  and  cost 
American  jobs^^ 

mmm  k.  siiis  lii 

ChnirniLui.  Microsoft  Corp. 

a  disgruntled  agency  employee. 

It's  the  type  of  campaign — at  once 
fi-ightening  and  condescending — that 
Big  Tobacco  has  nan  for  years.  And 
it's  getting  the  same  results:  The  pub- 
lic tunes  out  and  the  prosecutors 
ftune.  "Microsoft  is  saying  that  Win- 
dows 98  is  so  absolutely  essential  to 
the  PC  industry  that  even  a  slight  de- 
lay will  cause  immense  economic  dam- 
age," says  Connecticut  Attorney  Gen- 
ei'al  Richard  Blumenthal.  "If  that's 
t™e . . .  [there's]  moi'e  reason  to  be- 
lieve the  product  is  so  dominant  that 
anticompetitive  conduct  is  especially 
dangerous." 


It's  trae  some  companies  will  be 
hurt  if  Win98  is  held  up.  PC  makers, 
for  example,  could  lose  $2  billion  in  in- 
cremental computer  sales,  figures 
Michael  K.  Kwatinetz,  an  analyst  at 
Deutsche  Morgan  Grenfell.  Ironically, 
a  5%  dip  in  PC  sales  would  mean  only 
some  $40  million  in  lost  revenues  foi' 
Microsoft,  he  calculates. 

Microsoft  might  have  a  monopoly  in 
operating  systems,  but  not  in  hokey 
PR.  On  the  eve  of  the  May  5  event, 
Netscape  Communications  Corp.  E- 
mailed  journalists  a  tln-ee-page  docu- 
ment containing  "impoilant  questions" 
we  might  want  to  ask  Gates.  And 
anti-Microsoft  groups,  such  as  the 
Netscape-backed  ProComp,  hastily 
called  a  counterspin  session — outside 
the  Microsoft  meeting — attended  by 
reporters  too  quote-hungry  to  come  in 
out  of  the  I'ain.  Mici'osoft's  "was  a  po- 
Utical  PR  rally  to  derail  an  enforce- 
ment effort,"  protested  Edward  Black, 
president  of  the  Computer  &  Commu- 
nications Industry  Assn.  (at  least  from 
what  I  can  make  out  of  my  r'ain-splat- 
tered  notes).  "We  think  we  speak 
mor-e  for  the  industry." 

The  best  industry  spokesman  was 
Ted  Johnson,  chief  technology  officer 
of  softwar'e  maker-  Visio.  Befor-e  join- 
ing Gates  &  Co.  onstage,  he  wryly  ob- 
ser"ved  the  industry  debate  comes 
down  to  a  simple  goal:  "This  is  not 
about  curing  cancer-  or-  ending  world 
hmiger  Tliis  is  about  selling  nioi-e 
softwar-e  and  hardware.  It's  not  all 
that  noble." 


Cortese  covers  tiie,  computer  indus- 
try for  BUSINESS  WEEK. 
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WIN98:  TIPTOEING  INTO 
A  STORE  NEAR  YOU 

Microsoft's  upgrade  launch  will  be  surprisingly  low-key 


Should  the  trustbusting  dust  settle 
and  Microsoft's  Windows  98  ship 
on  its  June  25  schedule,  will  it  be 
a  hit  or  a  high-tech  snore?  Listening  to 
Microsoft  execs,  one  might  peg  it  near 
the  low  end  of  the  popularity  meter. 
"The  beauty  is  it's  not  a  radical 
change,"  reciuiring  more  powerful  com- 
puter hardware,  says  Windows  mar- 
keting director  Yusuf  Mehdi.  "It's  a 
tune-up." 

Mehdi  may  be  a  bit  too  modest. 
While  Windows  98  won't  revolutionize 
software  the  way  Windows  95  did,  it's  a 
substantial  step  up  for  consumers.  For 
starters,  it  finally  delivers  features  that 
make  PCs  much  easier  to  set  up  and 
use — a  feat  of  no  small  magnitude.  It 
weaves  in  the  simplicity  of  Internet 

WIN98  HAS  LOTS 
OF  NEW  FEATURES 

ACTIVE  CHANNEL  BAR  This 
option  lets  you  click  on  icons  for 
a  variety  of  preselected  Web 
sites,  including  Disney,  Warner 
Bros.,  and  Microsoft's  own  sites. 
You  also  can  subscribe  to  Web 
sites  and  have  info  like  news 
and  stock-price  updates  deliv- 
ered directly  to  your  PC  screen. 


browsing  for  viewing  Web  pages,  as 
well  as  files  on  your  hard  drive.  And  it 
makes  attacliing  devices  such  as  piinters 
as  easy  as  plugging  in  a  I'adio.  Win98 
K's  even  fu'e  up  more  like  a  TV — in  just 
a  couple  of  seconds.  Such  niceties  could 
help  Microsoft  and  the  [<'  industry  push 
PCS  into  the  55%  of  U.S.  homes  that 
have  yet  to  purchase  one. 

Still,  most  analysts  are  decidedly  cool 
on  the  product's  sales  prospects.  Sure, 
it  will  ship  on  about  90%  of  the  PCs 
sold  in  the  second  half  of  the  year,  but 
Microsoft  Coip.  isn't  raising  its  pnce  of 
about  $40  to  $45  per  copy  to  p('  mak- 
ers, so  those  sales  won't  bring  in  a  lot 
of  extra  revenues.  Upgi'ades  Mre  where 
the  company  gets  its  incremental  sales, 
but  Datacjuest  Inc.  analyst  Chris  Le 
Tocq  expects  only  4.8  million  upgrades 


will  be  sold  during  the  second  half  of 
the  year,  vs.  8.8  million  copies  of  Win- 
dows 95  sold  in  its  first  four  months. 

This  program  could  be  a 
sleeper,  though.  There's  an  in- 
stalled base  of  well  over  200 
million  Windows-based  pes 
now,  nearly  three  times  the 
number  that  existed  when 
Windows  95  was  launched  in 
August  of  that  yeai'.  Analyst 
Michael  K.  Kwatinetz  of 
Deutsche  Morgan  Grenfell 
Inc.  conservatively  figures 
that  2%  of  today's  Windows 
users  will  upgi'ade  over  the 
next  four  to  six  quarters,  ac- 
counting for  $200  to  $;300  mil- 
lion in  sales — a  fi"action  of  Mi- 
crosoft's expected  $16  bilhon  to 
$17  billion  in  1999  revenues. 
That's  based  partly  on  worries 
that  government  regailators  will 
slow  Win98's  launch.  "We  expect 
it  to  be  much  liigher,"  Kwatinetz 
says — easily  as  many  as  10%-  of 
all  Windows  users  could  snap  uj) 
the  new  software,  generating  in- 
cremental revenues  of  $1.6 
billion. 

Retailers  are  praying  he's 
right.  With  nearly  one-third  of 
new  consumer  PCs  selling  for 
$1,000  or  less,  retailers'  mai'gins 
are  wafer-thin.  Win98  offei's  the 
prosi>ect  of  millions  of  customers 
buyijig  new  comjjutei-s,  extra  soft:wai'e,  or 
computer  peripherals.  "The  entire  phe- 
nomenon will  be  as  big  as  Windows  95, 
but  it  will  be  over  a  longer  time,"  pre- 
dicts Nathan  P.  Morton,  CEo  of  the  96- 
store  Computer  City  chain. 

Most  retailers  launched  their  Win- 
dows 98  ad  campaigns  on  May  3.  Su- 
pei'store  chain  CompusA  Inc.  is  offering 
$98  discounts  on  airline  tickets,  hotels. 


and  car  rentals  to  people  who  preon 
Windows  98.  The  upgrade  cairies  a  si 
gested  retail  price  of  $109,  but  ms 
stores  ai"e  offeiing  it  for  $90  to  $95 — ^ 
same  as  Windows  95.  Retailers  also  ; 
planning  special  discounted  bundles 
PCS  and  hardware  add-ons,  hoping 
dows  98's  easy  plug-and-play  will  h 
them  sell  scanners,  graphics  accele 
tors,  joysticks,  and  the  like. 

PC  makers  aren't  expecting  any  si 
surge  in  demand  from  Windows  98,  1 
they  believe  it  will  help  them  m 


REAL  PLUG  AND  PLAY 

Win9S  supports  the  PC 
industry's  Universal  Serial 
Bus  standard,  which  lets 
you  plug  in  all  kinds  of 
hardware  to  a  universal 
plug — finally  making 
good  on  the  promise  of  "plug  and  play." 
Win98  recognizes  the  new  device  you're 
adding  and  automatically  loads  the  correct 
driver.  You  can  even  use  more  than  one  joy- 
stick— great  for  multiplayer  games. 


sales — especially  to  first-time  buy 
who  might  be  attracted  to  its  ease 
use  and  to  PC  enthusiasts  who  en 
the  latest  bells  and  whistles.  Sony  E 
tronics  is  pegging  its  fii'st  PCs  equip] 
with  digital  videodisks  to  the  Wii 
launch.  Sony  also  hopes  the  new  op 
ating  system  will  help  drive  demj 
for  its  new  digital  videocameras. 
TV  TURNOFF.  Some  Win98  featiu-es  1( 
likely  to  land  with  a  thud,  though- 
least  with  r'C  makers.  Don't  exp 
many  of  them  to  ship  TV  tuners  w 
their  new  models.  Clnis  Pedersen 
sumer  PC'  brand  manager  for  Hewl< 
Packard  Co.,  says  focus  groups  h; 
shown  that  "watching  TV  on  a  PC  sen 
doesn't  have  a  lot  of  value." 

Criticism — and  the  threats  of 
pending  lawsuits — help  explain  why 
crosoft's  marketing  of  Win98  is  so  rr 
ed.    Microsoft    won't    do  any 
advertising  this  time  around.  And  o\ 
all,  it's  not  s}jending  anywhere  near 
estimated  $200  million  it  spent  on  roll 
out  Win95.  Oddly,  though,  Microsoft 
ecs  say  the  legal  controversy  swirl 
around  Windows  98  may  prov 
its  most  i)owerful  come-on. 
people  wiio  heai-  about  it  take 
opportunity  to  fijid  out  about 
product,  it's  a  great  thing  for  i 
says  Mehdi.  Now,  that's  more 
the  Microsoft  marketing  mack 
we've  come  to  expect. 

By  Steve  Hat 
in  San  Mateo,  Ci 


LESS  WAITING  Startup 
time  is  shorter.  An 
"OnNow"  feature  keeps 
the  PC  in  sleep  mode 
until  you  need  it. 


Am 
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Our  Fle:^ Jet  program  gives  you  all  the  benefits 


of  owning  a  business  jet  for  a  fraction  of  the  cost. 


You  can't  change  the  numher  ot  hours  in  a  day. 
But  you  can  take  control  of  your  schedule  with  F/e.\jet 
fractional  ownership.  It's  not  time-sharing.  It's  better. 
It  gives  you  guaranteed  access  any  day,  24  hours  a  day, 
on  as  little  as  four  hours  notice.  Not  just  to  one  jet,  but 
to  a  fleet  of  Learjet"  and  Challenger'  business  aircraft. 

So,  instead  of  hub-hopping  between  the  500  North 
American  airports  served  by  commercial  carriers, 


you  can  tly  nonstop  to  any  ot  5,500.  On  your  own  jet. 
Completely  managed  by  Business  jetSulutions  ', 
a  company  backed  by  the  world's  leading  business  jet 
manufacturer,  Bombardier  Aerospace. 

You  can  increase  efficiency.  Up  productivity. 
Maybe  even  get  a  life.  All  for  as  little  as  $175,000  a  year' 
over  five  years.  It's  easy.  And  it  puts  you  right  where 
you  should  be.  In  control. 

Call  1'800'590'JETS. 


B     U     S  I 


E     S  S 


Jet 


BOMBARDIER 


■"Estimated  annual  after-tax  cost  of  ownership  of  1/8  share  (500  occupied  hours  over  five  years)  in  a  Learjet  31  A.  Conditions  apply. 
Learjet,  Challenger.  Business  JetSulutiuns  and  Flexjet  are  trademarks  of  Bombardier  Inc. 


BOMBARDIER 

AEROSPACE 
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DEALS 


THE  FIRST  GLOBAL 
CAR  COLOSSUS 


If  other  mega  auto  mergers 
follow  DaimlerChrysler, 
it  will  be  hard  for  them  to 
be  this  neat  a  fit 

The  champagne  was  on  ice  at  the 
Dorchester  Hotel  in  London.  Eai'li- 
er  in  the  day  on  May  6,  the  board 
of  Cliiysler  Coip.  and  the  manage- 
ment boai'd  of  Daimler  Benz  appi'oved  a 
liistoric  merger,  creating  a  $130  billion 
automotive  colossus  known  as  Daimler- 
Chi-ysler  A(;.  The  chief  executives  of  two 
of  the  world's  largest  auto  makers, 
Chrysler's  Robert  J.  Eaton  and  Daim- 
ler's Jui'gen  Sclii'empp,  strode  across  the 
room  and  sealed  the  largest  merger  in 
automotive  histoiy — and  the  third-lai'gest 
deal  ever — with  a  handshake.  The  mood 
was  electric  as  the  assembled  executives 
prepared  to  pop  the  cork  on  a  pact  that 
would  send  shock  waves  around  the 
world.  "Both  men  were  enormously  en- 
ergized," says  a  source  close  to  the  deal. 

And  why  not?  It  looks  like  a  mar- 
I'iage  made  in  automotive  heaven.  In 
one  bold  stroke,  the  pending  merger  of 
Daimler  and  Chrysler  dramatically 
changes  the  landscape  of  the  global  auto 
industiy.  By  combining  forces,  Daimler, 
Germany's  biggest  industrial  concern, 
and  Chiysler,  America's  No.  3  cannaker, 
bring  a  range  of  hot-selling  models  and 
foiTnidable  financial  muscle  under 
garage  roof.  Simply  said,  Daimler 


the  way  the  auto  industry  operates 
worldwide. 

The  megadeal,  which  was  set  to  be 
fomially  annoimced  on  May  7,  unites  two 
of  the  world's  most  profitable  auto  com- 
panies— with  combined  1997  net  earn- 
ings of  $4.6  billion.  And  if  evei-  a  mergei- 
had  the  potential  for  that  elusive  quali- 
ty— synergy — tliis  could  be  the  one.  Mer- 
cedes-Benz passenger  cars  are  synony- 
mous with  luxury  and  sterling 
engineering.  Chiysler  is  renowned  for 
its  low-cost  production  of  tmcks,  mini- 
vans,  and  spoit-utility  veliicles.  Cluysler 
is  almost  wholly  domestic,  and  Mercedes 
is  increasing  global  sales — albeit  within 


the  confines  of  the  luxury-car  mark 
By  spreading  Cluysler's  production  (  ^'4 
pertise  to  Daimler  operations  and  me: 
ing  both  product-development  forces,  t 
new  compaiiy  could  cut  costs  by  up  to  1' 
billion  annually — including  $1.1  billion  W 
pm'chasing  costs,  analysts  say.  ^ 
But  DaimlerChiysler  is  about  m(  fei 
than  cutting  costs  and  filling  product  g  * 
geographic  gaps.  It's  about  the  em^ 
gence  of  a  new  category  of  global  c 
maker  at  a  critical  moment  in  the  ind 
tiy — when  there  is  plant  capacity  to  bi  K 
at  least  15  million  more  vehicles  e£ 
yeai'  than  will  be  sold.  And  ovei'capac  ff* 
is  expected  to  balloon  to  18.2  million  ^  * ' 


SCHREMPP:  An  engineer 
ivlio  worked  his  way  up 
at  Daimler 


Test-Driving  DaimlerCliry 


PRODUCTS  There  is  almost  no  overlap.  Mercec  ti- 
Benz  luxury  cars  compete  in  a  market  beyond  CI 
mainstream  offerings.  Chrysler  brings  strength  in 
vans,  profitable  pickups,  and  sport-utility  vehicle  In 
cedes  has  hot-sellers  like  the  E-class  sedan  and 
roadster.  The  only  overlapping  model:  Mercedes 
class,  which  goes  against  Jeep  Grand  Cherokee. 

GEOGRAPHY  Each  company  is  strong  where  tllE 
other  IS  weak.  Chrysler  derives  93%  of  its  sales 
North  America.  Mercedes-Benz  depends  on  Eun  iln 
for  63%  of  its  business.  Each  company  is  lookir  [f 
strengthen  its  position  in  i 
partner's  home  market 
conquer  emerging  mltj'f 
together. 


I 


3S  by  2002  as  Asia  continues  to  de- 
3,  predicts  Standai-d  &  Poor's  dri,  a 
sion  of  The  McGraw-Hill  Companies, 
solidation  is  inevitable;  from  about 
luto  companies  now,  to  about  20  in 
next  centm-y,  says  dri  analyst  Sam 
■ani. 

laimlerChrysler,  then,  may  be  the 
member  of  the  21st  century  20.  "The 
•cedes-Chrysler  deal  sanctions  the 
;ept  of  auto  mergers  and  is  a  major 
lyst  foi'  more,"  says  Joseph  S.  Phillii> 
luto  analyst  for  Lehman  Brothers 
Eaton,  in  an  Apr.  27  interview  with 
NESS  WEEK,  predicted  that  Western 
'  makei"s  with  the  wherewithal  would 
3  up  the  troubled  auto  makers  of 
;h  Korea  and  Southeast  Asia.  Gener- 
[otors  Coi-p.,  for  example,  is  consid- 
g  a  big  stake  in  Korea's  beleaguered 
woo.  In  Europe,  auto  makers  such 
/olvo,  Fiat,  PSA  (Peugeot/Citroen), 
Renault  are  ripe  for  takeover. 
aimlerChrysler  will  have  the  wher-e- 
al.  It  will  have  $130  billion  in  annual 
5  and  assets  totaling  $120  bilhon.  It 
have  factories  on  foui'  continents, 
ideed,  both  partners  were  giants  in 
•  own  right.  So  why  merge?  Top  ex- 
ives  at  the  two  companies  came  to 
ze  that  if  they  continued  to  go  it 


alone,  theii'  companies  could  survive  as 
strong  regional  players — but  might  be 
forced  onto  the  shoulder  in  a  global  in- 
dustry. "There  are  world  forces  at  work 
that  are  driving  consolidation,"  Eaton 
said  in  the  April  interview.  "Two  factors 
are  huge:  the  worldwide  excess  capacity 
in  autos  and  the  Asian  economic  crisis." 

Eaton  and  Schrempp  hatched  their 
stunning  plan  in  secret  meetings  over 
the  past  nine  months  in  Gei-many  and 
Detroit.  Daimler  was  represented  by 
Goldman,  Sachs  &  Co.  and  Deutsche 
Bank,  while  cs  First  Boston  represented 
Chiysler.  Tlie  estimated  $40  billion  deal  is 
being  financed  by  a  stock  swap  of  two 
Chrysler  shares  for  eveiy  one  Daimler 
share.  It  will  leave  Chrysler  shareholdei"s 
vAth  43%  of  the  combined  entity,  while 
Daimler  stockholders  control  57%,  say 
sources  familiar  with  the  deal.  That  will 
make  DaimlerChiysler  a  German  com- 
pany for  tax  and  accounting  benefits, 
these  sources  say. 

But  the  company  will  have  dual  head- 
quaiters.  A  source  close  to  Daimler  says 
that  Daimlei'  and  Chiysler  headquaiters 
will  remain  in  Stuttgart  and  Auburn 
Hills,  Mich.,  for  some  time  to  come.  "Can 
you  imagine  Daimler  leaving  Stuttgart? 
Can  you  imagine  Chiysler  leaving  De- 


i  Benz 
ation  t 


ysier  make  for  a  potent, 
of  complementary^  strengths 


CES  Both  are  among  the  world's  richest  auto 
,  earning  a  combined  $4.6  billion  last  year  on 
f  $130  billion.  Chrysler  is  one  of  the  lowest- 
to  manufacturers  in  America — a  strength  Mer- 
;ould  tap  to  expand  beyond  its  lone  U.S.  facto- 
abama.  And  Mercedes,  thanks  to  its  premier 
commands  top  dollar  for  its  models. 

IRE  This  is  where  the  match  could  be  shaky.  To 
its  brushes  with  bankruptcy,  Chrysler  became 
St  nimble  and  lean  player  in  Detroit.  Daimler, 
r,  has  a  history  of  bureaucratic  and  ponderous 
itill,  both  companies  have  successfully 
oned  their  products  and  brands 
nt  years  with  stylish  new 
and  daring  marketing. 


EATON:  An  etigi  tieer 
who  worked  his  way  up 
at  GM 


troit?"  It  wiU  also  have  co-CEOs — to  start. 
After  thi'ee  yeai's,  however,  Eaton  is  ex- 
pected to  retire,  allowing  Sclu-empp  to 
take  full  control,  says  sources  familiar 
with  the  aiTangement. 

Investors  immediately  applauded — 
pushing  Chiysler  shares  up  7X  to  48'Xt;  on 
May  6.  "Chiysler  has  the  tracks,  vans, 
and  suvs,  and  Daimler  has  the  luxmy 
cars,"  says  Seth  M.  Glickenhaus  of  Glick- 
enhaus  &  Co.,  an  investment  fuTn  that 
holds  8  million  Chrysler  shares.  "There 
are  enormous  synergies  in  product." 

One  of  the  biggest  opportunities  is  for 
the  pau-ed  company  to  plunge  into  new 
markets  that  neither  could  assay  alone. 
Neither  has  much  of  a  presence  in  Latin 
America  or  Asia,  although  Daimler  does 
sell  heavy  tracks  there.  Chrysler's  inex- 
pensive small  cars  will  give  Daimler  a 
veliicle  to  drive  into  emerging  markets. 
"With  GUI'  [upscale]  product  portfolio,  we 
will  never  be  a  mass  marketer,"  says  a 
source  close  to  Daimler.  "There  ai'e  some 
mai-kets  where  [Mercedes]  will  never  be 
able  to  have  an  impact." 

The  fii-st  venture  of  the  new  merged 
company  likely  will  be  a  barebones  Utile 
car,  smaller  than  Chrysler's  subcompact 
Neon  model,  to  sell  in  Asia  and  Latin 
America.  "We  would  like  a  sub-Neon  ve- 
hicle for  the  international  market,"  says 
Eaton.  "We  started  looking  at  projects 
foiu-  years  ago,  and  it's  something  we're 
looking  at  haixler  now."  Ii'onically,  such  a 
cai-  may  be  powered  by  engines  to  be 
made  in  Brazil  in  a  joint  venture  be- 
tween Chrysler  and  bmw — Mercedes' 
archrival  in  Gei-many.  bmw  declines  to 
comment  on  the  DaimlerChiysler  union. 

Indeed,  most  rivals  are  too  stunned 
to  react.  Both  Ford  and  gm  declined  to 
comment.  On  the  other  hand,  many  in- 
dustiy  watchers  immediately  cjuestioned 
whether  the  enonnously  divergent  cul- 
tures of  Auburn  Hills  and  Stuttgart 
won't  get  in  the  way  of  all  that  synergy. 
"I  can't  imagine  two  more  different  cul- 
tures," says  Furman  Selz 
auto  analyst  Maiyann 
N.  Keller 

Chrysler's 
brushes  with 
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bankruptcy  foi-ged  a  cultui'e  dedicated 
to  speedy  product  development,  lean  op- 
erations, and  flashy  design.  Daimler 
remains  a  buttoned-down,  engineering- 
diiven  bui'eaucracy  known  for  consei'va- 
tively  styled  products.  "The  reaction  here 
is  shock,  excitement,  enthusiasm,  and 
concern,"'  says  one  Cluysler  exec. 

Scltfempp  and  Eaton  are  certainly  an 
odd  couple.  Eaton,  58,  is  a  Kansas-born 
engineer  who  worked  his  way  up  the 
ranks  at  gm  before  replacing  Lee  la- 
cocca  as  Chiysler  chauTnan  in  1993.  His 
soft-spoken  manner  belies  his  reputa- 
tion as  a  savvy  manager  When  he  took 
the  job  at  Chiysler,  Motown  observers 
expected  that  his  rival,  Robert  A.  Lutz, 
would  bolt.  Yet  Eaton  and  Lutz  came 
together  to  drive  Chrysler  to  record 
sales  and  profits.  Lutz,  66,  now  vice- 


chairman,  is  expected  to  retire  soon. 

Schrempp,  who  once  trained  as  an 
auto  mechanic,  is  also  an  engineer  who 
climbed  the  coi-porate  ladder  to  become 
CEO  in  1995  after  28  yeai's  with  Daimler-. 
After  he  won  the  top  post,  he  forced  out 
his  rival  for  the  job,  Helmut  Werner, 
who  had  engineered  a  turnaround  with 
hot  products,  like  the  M-dass  sport  utili- 
ty vehicle  and  slk  roadstei;  and  youthful, 
iiTeverent  marketing. 

Can  Cluysler  and  Mercedes  live  to- 
gether? It  could  be  tough  because  they 
will  want  to  protect  theu-  vastly  different 
brands.  The  Mercedes  network  "is  not 
the  kind  of  distribution  system  that 
Chiysler  wants  or  needs,  or  even  could 
use,"  says  Keller.  Nor  is  it  likely  that  a 
Mercedes  sedan  will  one  day  roll  down  a 
Chiysler  line.  "People  buy  Mercedes  be- 


cause they  tliink  they're  made  by  guys 
white  coats,"  says  Keller.  "That  imj 
better  not  be  contaminated  by  the  ic 
that  it's  being  built  by  a  bunch  of  guyi 
Indiana." 

So  how  will  Chiysler  and  Mercec 
help  each  other  without  losing  their  id 
titles?  Chiysler's  slowly  improving  qi 
ity  could  take  a  quantum  leap  forw; 
with  help  fi'om  Daimler  engineers.  A 
Daimler's  diesel  engines,  for  examj 
could  help  Cluysler  in  its  efforts  to 
subcompacts  and  minivans  in  Europe 
elsewhere.  Chiysler,  for  its  part,  has 
industry's  best  suppher  relations,  wl 
Daimler  still  reUes  on  strong-aiTn  te 
niciues  to  get  lower  prices  fi'om  its  s 
pliers.  Together,  they  can  save  on  wa 
housing  and  logistics  for  cars  and  sp; 
pails  in  both  Europe  and  the  U.  S.  Tl 
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By  Thane  Peterson 


A  GIANT  LEAP  FOR  THE  NEW  EUROPE 


The  merger  of  Daimler  Benz  and 
Cluysler  Coip.  will  clearly  rock  the 
global  auto  industry.  But  the  cre- 
ation of  tliis  new  powerhouse  is  more 
than  an  industrial  megadeal.  It's  perhaps 
the  first  sign  that  the  forces  of  globaliza- 
tion have  succeeded 
in  reshaping  Eiu-ope 
Inc.  Companies  such 
as  Daimler  Benz  now 
seem  to  be  strong 
and  confident  enough 
to  deal  on  an  equal 
footing  with  theii' 
American  counter- 
parts. 

There  will  be  plen- 
ty more  such  deals  to 
come.  Hundreds  of 
billions  of  dollars  are 
now  floating  ai-ound 
the  global  economy. 
At  the  same  time,  on 
both  sides  of  the  At- 
lantic, management 
cuJtui'es,  styles  of  busi 
ness,  and  coiporate  gover- 
nance standards  have  largely 
converged.  Now  that  investors  feel 
equally  confident  holding  shares  of 
Daimler  and  Chrysler,  or  SAP'  and  Mi- 
crosoft Coi-}).,  a  new  class  of  Eui-o- Amer- 
ican coi"poration  may  spring  on  the 
scene.  All  this  is  happening  at  a  time 
when  coiporate  Japan  is  floundering  and 
the  Asian  tigers  are  struggling  to  recov- 
er fr-om  financial  collapse.  It  seems  to 


portend  a  shift  in  global  economic  power. 

The  biggest  change  is  the  new  gi-avi- 
tas  that  Eui'ope  is  taking  on  as  a  result 
of  years  of  restnictuiing  and  the  launch 
of  its  new  cuiTency,  the  eui-o.  The  Eiu'o- 
pean  Monetaiy  Union  will  expand  Eu- 


Daimler's  bid  shows  that 
Continental  companies 
are  learning  to  do 
American-style 
megadeals  with 
surprising 
speed 


rope  s 
financial 
markets, 
givmg  companies  the 
wherewithal  to  prowl 
for  global  acquisitions. 
Already,  by  creating  a  larg- 
er home  market,  monetaiy  union  is  forc- 
ing a  merger  boom  that  is  toughening 
Europe's  corporate  players  through  con- 
solidation. More  will  take  a  cue  from 
Daimler  and  venture  across  the  Atlantic. 


Expect  European  insui'ance  c( 
such  as  AEianz  or  technology  gi'( 
such  as  Ericsson,  for  example,  tc 
mergers  in  the  U.  S.  Indeed,  Eu 
seems  set  to  take  a  bigger  role  i 
consolidation  of  key  industries.  / 
say  that  the  massive  merger  bet 
Swiss  Bank  Coip.  and  Union  Ba 
Switzerland  last  year  helped  pre 
such  financial  deals  in  the  U.  S 
recent  Citibank-Ti-avelers 
With  the  Daimler-Chi-j 
deal,  says  Frank 
who  heads  Lehi 
Brothel's  Inc.'s 
operations,  "we''* 
$35  bilUon  deal  goii 
everyone  is  wondeiin 
soon  there  will  be  anoth 
for  $50  bilKon." 
Eiu'opean  financial  market; 
ving  the  action.  Like  the  U.  S. 
they  are  booming  with  lich  twei 
tiling  price-earnings  ratios.  Fat 
prices  give  European  companies 
more  clout  in  the  global  takeove 
And  in  some  cases,  Eui'opean  ai 
ican  companies  are  near  lookahk 
a  shai'eholder  perspective.  Led  1 
panics  such  as  Daimler  Benz  an- 
Bank  Coip.,  Coi-porate  Europe  i 
nishing  to  detailed,  U.  S.-style  e 
reports.  Daimler  Benz  has  comp 
adopted  generally  accepted  U.  S 
counting  standards,  and  its  shar 
trade  in  the  U.  S.  as  depositary 
Fast  approaching  are  the  days  i 
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0  can  jointly  make  internal  compo- 
its  like  aii-cynditioning  systems  and 
)i-  latches  anc;  pool  their  resources  in 

eloping  basic  technology. 
A'ell  before  an;/one  knows  if  Daimler- 
rysler  is  a  success,  however,  its  very 
stence  could  reshape  the  industry, 
ik  for  auto  makers  to  scramble  for 
tners  to  ensure  survival  as  one  of  the 
t  centmy  20.  How  that  plays  out  is 
'body's  guess.  "The  odd  man  out  here 
ms  to  be  the  Japanese,"  says  Pliillippi 
liehman  Brothers.  "Nissan  and  Homla 
)articular  have  only  two  legs  to  stand 

North  America  and  Japan."  That 
I't  be  enough  in  this  race. 
3y  Bill  Vlasic,  with  Kathleen  Keruin, 
Detroit  and  David  Woodmff  in  Frank- 

mth  Thane  Peterson  in  London  and 
h  Nathans  Spiro  in  New  York 


•A 


sstor  wall  not  have  to  woriy  that 
;an  partner  is  cooking  its  books, 
d  by  demanding  shareholders, 
class  of  European  CEOs  is 
more  profit-oriented,  and  eager  to 
Daimler  CEO  Jiirgen  Schrempp  is 
IS  cost-cutter  and  a  demanding 
who  has  set  a  goal  for  all  the 
s  units  to  earn  12%  on  capital, 
ng  up  with  Chrysler,  America's 
;ient  auto  maker,  he's  likely  to  a 
7  standard  for  other  European 
s.  Already,  groups  from  Ger- 
iemens  to  France's  Compagnie 
3  des  Eaux  have  also  been  slash- 
in  hopes  of  earning  investors'  fa- 
•"re  also  likely  to  look  to  U.  S. 
)ring  new  growth  and  fuither  op- 
!s  for  consolidation, 
my  of  the  Daimler  deal,  of 
that  it  isn't  a  Japanese  company 
e  overtures  to  Ckrysler.  Indeed, 
ould  have  predicted  this  deal  five 
I,  when  Mercedes  was  stimibling 
S.  and  Toyota  Motor  Coi-p.  was 
ig  the  world.  Now,  as  the  links 
American  and  European  compa- 
iply,  even  global  giants  such  as 
ill  be  on  the  defensive.  Japan  and 
)f  Asia  ai'e  in  crisis  now  at  least 
;ause  they  have  avoided  opening 
panies  to  scrutiny  and  ai-e  taking 
structuiing  steps  that  the  best  of 
i  Eui'ope  has  achieved, 
few  years  ago,  the  top  brass  in 
Stuttgait  headquaiters  believed 
Ig  a  rival  was  a  sign  of  weakness 
imission  that  they  couldn't  do 
their  own.  How  things  have 
n  the  Old  Worid. 

urt  Bureau  Chief  Peterson  cov- 
rate  Europe. 


DETROIT 


CARMAKERS  MAY  BE 
FLOODING  THE  ENGINE 

Incentives  mean  rewed-up  results  now-and  stalling  later 

Did  somebody  say  "deal?" 
Tempted  by  cash 
bates,  low-inter 
financing,  and  cut-rate 
leases,  Americans  de- 
cided April  was  a  fine 
time  to  buy  a  car.  Af- 
ter slipping  2.8%  in 
the    first    quarter,  ^ 
U.S.     auto  sales 
sui'ged  6.3%  in  ApiH, 
to  a  roaring  15.5 
million-unit  annual 
pace.    Hot  trucks 
pushed  General  Mo- 
tors    Corp.  and 
Chrysler  Corp. 
sales  up  8%.  Crows 
GM      sales  chief 
Ronald  L.  Zarrella: 
"Our  game  plan  is 

Iheres  more  where  ••^ 
that  came  from — at  least  as  long  as 
Detroit  is  doling  out  big  incentives.  This 
spring's  innovation:  Owners  of  vehicles 
made  by  the  Big  Tlu'ee  are  getting  gi'o- 
ceiy-style  coupons  in  the  mail.  But  in- 
stead of  pennies  off,  these  coupons  can 
knock  .$1,000  off  the  sticker  of  a  new  cai' 
or  tnick.  What's  more.  Ford  Motor  Co. 
and  Chiysler  say  they'll  honor  coupons 
issued  by  rivals.  Incentives  helped  Ford, 
which  has  dropped  six  models  since  last 
spring,  hold  sales  even  with  last  year 
Those  bargains  are  expected  to  keep 
auto  sales  humming  thi'ough  May. 

Trouble  is,  the  boom  can't  last.  And 
the  discount-induced  sales  may  simply 
paper  ovei'  an  underlying  weakness  in 
the  market — and  postpone  a  dowTiturn. 
When  the  incentive  frenzy  abates,  auto 
sales  are  likely  to  hit  a  pothole,  ana- 
lysts say.  Concedes  Steven  A.  Torok, 
Chrysler's  sales  chief:  "There  will  be 
some  payback  in  July  and  August." 

And  when  the  bubble  bursts,  car- 
makers vrill  sm-ely  be  tempted  to  pOe  on 
new  rebates  to  pump  up  sales  again. 
"This  probably  foreshadows  even  more 
reckless  behavior  in  the  future,"  warns 
Merrill  Lynch  &  Co.  analyst  Nicholas 
Lobaccaro. 

So  far,  earnings  haven't  suffered  in 
Detroit  because  caiTnakei-s  cut  costs  fast 
enough  in  the  fu'st  quarter  to  outpace 


rising  incentives.  But  discounts  surged 
24%  in  April  and  are  still  climbing,  says 
Art  Spinella,  general  manager  of  CNW 
Marketing/Research  in  Bandon,  Ore. 
"How  long  can  you  afford  to  buy  the 
mai'ket?"  asks  Michael  Seergy,  vice-pres- 
ident of  Nissan  Motor  Corp.  usa.  "What 
are  you  going  to  tell  shai'eholders  when 
volume  goes  back  down  and  incentives 
are  still  high?" 

BEETLEMANIA.  There  are  a  few  excep- 
tions to  the  rebate  rule.  Some  luxury 
cars  and  trucks  sold  briskly  with  few 
rebates.  Volkswagen  sales  soared  59%, 
thanks  to  a  flood  of  orders  for  the  new 
Beetle.  Lexus,  propelled  by  KX  300  and 
LX  470  sport  utility  vehicles,  gained 
55%  ,  while  sales  rose  75*%  at  Mercedes- 
Benz  on  hot  sales  of  the  slk  roadster 
and  ML.S20. 

Caimakers  who  tiy  to  kick  the  rebate 
habit  often  go  through  nasty  withdraw- 
al. Take  Nissan,  where  sales  plummeted 
26%'  in  April.  Nissan  hopes  to  reverse 
its  skid  with  a  new  advertising  cam- 
paign, but  it  pledges  not  to  return  to 
wholesale  rebates.  "It  only  makes  you 
worse  off  in  the  long  term,"  says  Seer- 
gy. That's  a  lesson  other  auto  manufac- 
turers still  seem  determined  to  learn 
the  hard  way. 

By  Kathlee7i  Kemnn  in  Detroit 
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COMMENTARY 

By  Catherine  Arnst 


OF  MICE,  MEN,  AND  GANGER  GURES 


This  is  a  cautionary  tale  about  the 
confusion  that  can  eroipt  when 
you  mix  a  poweiful  newspaper, 
desperately  ill  cancer  victiins.  hungry 
investors  looking  for  the  next  block- 
buster dmg,  and  the  word  "ciu-e." 

Last  November,  Judah  Folkman 
and  Michael  S.  O'Reilly — doctors  at 
Boston  Chikh'en's  Hospital — reported 
in  the  science  joiu'nal  Nature  that 
they  had  discovered  two  human  pro- 
teins, called  angiostatin  and  endosta- 
tin,  that  eradicated  all  signs  of  cancer 
in  mice.  The  pi'oteins  were  isolated 
fi'om  the  uiine  of  mice  that  had  been 
given  human  cancers.  The  Nature  re- 
port generated  a  buzz  in  the  oncology 
community  because  it  described  a 
treatment  that  appeared  to  short-cir- 
cuit the  method  by  wliich  tumors 
gi'ow  and  spi'ead  thi'oughout  the  body. 

Since  then,  EntreMed  Inc.,  a  tiny 
biotech  company  in  Rockville,  Md., 
has  been  quietly  working  on  a  manu- 
factuiing  process  that  would  create 
enough  of  the  two  proteins  to  conduct 
human  tiials,  which  they  hope  to 
start  in  a  year  or  two.  Many  news 
outlets  ran  stories  about  Folkman  and 
O'Reilly's  work,  including  Newsday, 
CNN,  the  Associated  Press,  Con- 
sumers Digest,  business  week — and 
The  New  Yark  Times.  The  research 
has  also  been  discussed  at  a  handfiil 
of  cancer  meetings,  the  most  recent  a 
New  York  Academy  of  Sciences  svm- 


HOPE  AND  HYPE 


from  $12.06  a  share  to  a  mind-bog- 
gling $85  before  closing  at  $51.81  on 
May  4.  EntreMed's  phones  were  ring- 
ing off  the  hook,  and  cancer  centers 
ai'ound  the  country  wei'e  inundated 
with  calls  from  patients  desperate  for 
the  new  "life-saving"  drags. 

The  only  problem:  There  are  no 
drugs.  There  may  never  be  any 
drugs.  So  far,  these  proteins  have 
only  cured  cancer  in  mice.  And  it's  a 
long  way  fi-om  success  with  mice  to 
a  cure  for  humans,  cautions  Dr. 


It's  a  long  way  from  the  lab 

to  tiie  market-but  try  telling  that  to  cancer 
victims  or  investors  hungry  for  hot  new  drugs 


posium  on  Apr.  28,  to  wliich  the  press 
was  invited. 

On  the  following  Sunday,  May  3, 
The  New  York  Times  revisited  Folk- 
man's  discovery.  But  this  time,  they 
gave  it  the  star  treatment.  The 
newspaper  published  a  front-page 
story  on  angiostatin  and  endostatin, 
quoting  Nobel  laureate  James  D. 
Watson,  a  co-discoverer  of  dna,  say- 
ing that  "Judah  [FolkmanJ  is  going 
to  cure  cancer  in  two  years." 

The  story,  coming  after  a  week  of 
stock-market  frenzy  over  Pfizer  Inc.'s 
impotence  blockbuster  Viagi'a,  caused 
a  worldwide  sensation.  On  Monday 
morning,  EntreMed's  stock  shot  up 


James  M.  Pluda,  senior  clinical  in- 
vestigator of  the  National  Cancer 
Institute's  investigational  drug 
branch:  "The  field  of  oncology  is  lit- 
tered with  the  bodies  of  agents  that 
were  the  next  magic  bullet." 
'TAKE-HOME  MESSAGE."  To  their  cred- 
it, EntreMed  and  Folkman  started 
putting  that  same  message  out  within 
a  day  of  the  Times  stoiy,  tiying  hard 
to  end  speculation  that  they  had  dis- 
covered a  cancer  ciu'e.  "We're  veiy 
cautious  about  that  foiu-letter  word," 
EntreMed  Chief  Executive  Officer 
John  W.  Holaday  said  over  and  over, 
and  the  stock  dropped  toZVAhy  May 
6.  But  his  cautionary  m.essage  was 


stiU  difficult  to  hear 
over  the  public's 
clamor  for  the  new 
miracle  drag.  "All  of 
a  sudden,  you  pick 
up  the  newspaper 
and  see  a  Nobel  lau- 
reate saying  there's 
a  cure  for  cancer  on 
the  fi'ont  page,"  sayi 
Lehman  Brothers 
Inc.  analyst  C.  An- 
thony Butler.  "That 
was  the  take-home 
message." 

The  message  ar- 
rived when  the 
public  and  Wall 
Street  were  exquis- 
itely tuned  to  hints 
of  the  next  wonder 
drug.  Pfizer's  stock 
has  climbed  50% 
since  early  this  year  on  expectations 
of  billion-dollar  sales  for  Viagra.  In 
April,  the  stocks  of  Zeneca  Group 
PLC  and  Eli  Lilly  &  Co.  scored  on 
news  that  their  designer  estrogen 
drugs.  Tamoxifen  and  Evista,  can 
prevent  breast  cancer. 

But  those  drugs  are  already  on 
the  market,  after  numerous  cUnical 
trials.  Angiostatin  and  endostatin, 
like  so  many  promising  lab  discover- 
ies before  them,  may  never  even 
reach  human  trials.  "A  lot  of  new 
investors  don't  have  a  very  sophisti- 
cated understanding  of  the  pitfalls 
involved  in  creating  new  drugs,  es- 
pecially cancer  treatments,"  laments 
Volpe  Brown  Whelan  analyst  David 
M.  Steinberg. 

Reporters,  analysts,  and  especial- 
ly Nobel  scientists  must  be  far 
more  careful  about  overhyping 
so-called  cancer  cures — particularly  | 
ones  that  are  still  more  theory  than 
reality.  Granted,  The  New  York 
Times  published  a  story  a  day  after 
its  Sunday  bombshell  cautioning 
that  it  will  be  years,  if  ever,  before 
the  EntreMed  treatments  are 
commercially  available.  But  that 
second-day  hand-wringing  is  cold  i 
comfort  for  the  millions  of  cancer  1 
victims  whose  hopes  were  raised  by 
a  "miracle  cure"  that  might  never 
materialize. 

Associate  Editor  Arnst  covers 
medicine  for  BUSINESS  WEEK.  \ 
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NIGHTMARE 


Keep  one 
from  happening. 


cording  to  the  National  Safety  Council,  crashes  kill  more  than  a  thousand  children  every  year  who  ride  completely 
buckled.  Millions  more  are  at  risk  because  their  safety  restraints  are  used  incorrectly.  Please  make  sure  that  children  12  years 
and  younger  are  secured  snugly  and  properly  in  the  back,  in  restraints  that  are  appropriate  for  age  and  size. 
Learn  more  about  how  to  keep  your  child  safe  (and  reasoriably  entertained)  in  the  "Kids  in  the  Car" 
book,  tree  from  Shell.  You  can  pick  up  a  copy  at  your  nearest  Shell  station. 
• — —I    Or  you  can  visit  us  at  www.countonshell.com  or  call  I-8OO-576-O2OO.      Count  on  Shell 


News:  Analysis  &  Commentary 


WASHINGTON 


CORPORATE  AMERICA  VS. 
THE  RELIGIOUS  RIGHT? 

As  volcanic  Newt  delights  social  conservatives,  business  frets 

Say  adieu  to  the  New 
Newt.  The  House  Speak- 
ei;  trim,  tamed,  and  faint- 
ly bipartisan  of  late,  has  re- 
turned to  his  more  familiar, 
decidedly  more  belligerent 
guise  as  the  Georgia  Slasher. 

In  recent  weeks,  Gingrich 
has  blasted  a  Senate  gop  to- 
bacco bill  as  too  liberal, 
threatened  to  sink  business- 
backed  legislation  to  help 
shore  up  the  International 
Monetary  Fund,  and  directed 
lieutenants  to  take  on  the 
Clinton  Administration.  Once 
again,  there  ai-e  the  daily  fieiy 
semions  fi"om  Gingiich  on  the 
President's  character  or  lack 
thereof.  The  rhetoric  harks 
back  to  the  1995-96  "shut-the- 
government"  legislative  ses- 
sion— and  tactics  that  back- 
fired in  the  1996  campaign. 

So  as  the  nation  approaches 
the  1998  elections,  the  obvi- 
ous question  is:  Why  bring 
back  the  old  Newt?  The  an- 
swer: thunder  on  the  right. 
Furious  that  the  gop  leader- 
ship has  failed  to  push  for 
their  social  and  moral  con- 
cerns, religious  consei-vatives 
and  light-wingers  have  turned 
up  the  heat  on  Gingiich  &  Co. 
With  the  strong  economy 
lulling  many  Republicans  into 
complacency  about  a  Democ- 
ratic White  House,  Republi- 
can leaders  feel  they  have  to 
energize  the  party's  conservatives — or 
face  low  turnout  in  November,  when 
House  control  hangs  in  the  balance. 

The  strategy  could  backfire.  By  court- 
ing hardliners,  gop  leaders  have  turned 
the  legislative  process  into  a  game  of  po- 
litical hostage-taking.  Case  in  point:  the 
IMF"  fight.  Religious  activists  ai-e  insisting 
that  anti-abortion  provisions  be  includ- 
ed in  the  $18  billion  package.  Gingrich 
says  he's  willing  to  see  the  measur'e  die 
unless  the  White  House  cooperates  with 
GOP  scandal  investigations.  The  demands 
of  social  conservatives  are  also  tying  up 
bipartisan  tr'ade  liberalization,  a  new  bud- 
get, tax  cuts,  and  education  reform. 


FIRE-BREATHER 


Once  again, 
Gingrich  is  trying  to  charge  up  the 
Republicans'  conservative  base  for 
fear  of  a  low  turnout  in  November 


House  Republican  leader's  think  their 
solidify-the-base  strategy  will  enable 
them  to  expand  their  11 -seat  cushion 
in  the  House.  Besides,  party  pros  r"eck- 
on,  if  they  fight  for-  conser-vative  princi- 
ples now,  they  can  always  avoid  the 
gridlock  r-ap  by  cutting  a  few  last- 
minute  deals  with  Clinton  come  fall. 

But  some  str-ategists  fear  the  r-etur-n 
to  head-banging  could  turn  off  moder- 
ate Republicans  and  independents.  "The 
charge  that  we're  a  do-nothing  CongTess, 
linked  with  our-  focus  on  sex  and  scandal, 
could  leave  voters  sour-ed  on  Republi- 
cans," frets  a  co?  pollster  Certainly,  Gin- 
grich has  been  hurt:  In  a  late-Apiil  Har- 


ris poll,  his  alr-eady  dismal  negative  ra 
ing  rose  to  62%,  fr-om  56%  in  Februarj 
Business  lobbyists  ar-e  also  worril 
about  the  Repubhcans'  renewed  eJ 
brace  of  the  Rehgious  Right.  Every  df 
Congr-ess  spends  debating  social  issue 
business  lobbyists  complain,  it  loses 
day  wor-king  on  Corporate  Americ 
priorities,  including  trade  expansion,  i 
form  of  the  legal  system,  and  str-engt 
ening  ties  to  China.  Religio 
fundamentahsts  say  these  p 
orities  elevate  profits  ov 
moral  concerTis,  such  as  B 
jing's  human-rights  r-ecor 
Business  bristles  at  the 
char-ges.  Some  Christian  ; 
tivists  "would  like  a  holy  m 
with   business,"  fumes 
Bruce  Josten,  serrior  \ace-pr 
ident  of  the  U.  S.  Chamber 
Commerce. 

DOBSON  FACTOR.  Dems,  na 
r-ally,  ar-e  delighted.  "New 
a  volcano  spewing  lava,"  s£ 
Representative  Martin  Fr( 
(D-Tex.),  chairman  of  the  I 
mocratic  Congressional  Ca 
paign  Committee.  "I  want  h 
on  TV  every  day." 

Meanwhile,  the  rest  of  t 
l^arty  leadership  shows  si^ 
of  moving  right,  too.  Hoi 
Majority  Leader  Richard 
Armey  (R-Tex.)  dined  on  1 
4  with  James  L.  Dobson,  t 
power-fill  leader  of  the  ftin( 
mentahst  group  Focus  on  t 
Family.  Dobson  has  thre 
ened  to  bolt  the  gop  unk 
party  leader-s  shape  up.  A 
on  May  8,  House  Major 
Whip  Tom  DeLay  (R-Te 
planned  to  hold  a  Capitol  I 
summit  with  Dobson,  Gary 
Bauer-  of  the  Family  Reseaj 
Council,  and  Christian  Co 
tion  Executive  Director  Rar 
Tate.  "We  want  them  to  kn 
that  their-  agenda  is  our  ag 
da,"  says  a  senior  Republican  aide. 

Alr-eady,  social  conser-vatives  say  tM 
have  assurances  that  the  gop  will  foi 
votes  on  cher-ished  priorities:  a  banj 
par-tial-birth  abortion,  repeal  of 
"mar-riage  penalty"  tax,  a  constitutiol 
amendment  allowing  pr-ayer  in  school 
and  tax  breaks  for  families  of  priva 
and  r-eligious-school  students. 

That  should  satisfy  the  right.  N 
gop  leader-s  just  have  to  fig-ur-e  out  h 
to  keep  other  Republicans  happy. 
Other-wise,  the  only  cheerful  partis; 
come  fall  may  be  the  Democrats. 

Bij  Richard  S.  Dunh 
in  Washing 
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UTED  BY  PAT  WECHSLER 


A  NEW  BEHEMOTH, 
OOP  ON  THE  FLOOR 

IGE  AND  PURGE?  DIGITAL 

aipment  shareholders  will 
e  June  11  on  a  $8.5  billion 
ibination  with  Compaq 
nputer.  If  approved,  the 
I  will  form  a  $38  billion 
emoth  selling  everything 
■n  handheld  PCs  to  techni- 
services.  What  the  new 
it  won't  offer  is  job  secu- 
■:  After  the  merger,  ana- 
s  say,  Compaq  is  expect- 
to  eliminate  15,000  of 
ital's  54,000  employees. 
'  mass  layoff  will  mean  a 
S  billion  to  $2  billion 
1  I'ucturing  charge.  Mean- 
\  le,  Compaq  could  be  mak- 
additional  cuts.  It  has 
ady  trimmed  1,000  jobs 
)ugh  attrition,  but  insid- 
expect  cutbacks  at  Com- 


CLOSING  BELL 


THE  UPBEAT 

D  British  music  makers  are 
iping  the  takeover  charts 
such  prospective  buyers  as 
I  agram,  Viacom,  and  Dis- 
I.  Philips  Electronics'  May 
mnouncement  that  it 
uld  consider  selling  its 
%  stake  in  PolyGram,  the 
rid's  largest  music  compa- 
sent  the  market  into  a 
rizy.  Just  one  week  earlier, 
1  Group,  most  recently 
)wn  for  launching  the 
ce  Girls,  had  confirmed 
it  it  was  in  talks  with  a 
spective  buyer.  PotyGram's 
ck  jumped  5^6%  on  the 
vs,  to  495{  on  May  6. 


MAve 


I, PR.  27,  '98 
lOLURS 


paq  and  its  Tandem  Comput- 
ers subsidiary  to  eliminate  a 
further  2,000  jobs. 


ALLSTATE  SUFFERS  A 
SEISMIC  FED  SEARCH 

IT   HAS   BEEN   MORE  THAN 

four  years  since  the  North- 
ridge  earthquake  rocked 
Southern  California.  But 
Allstate  Insurance,  which 
paid  out  more  than  $1.7  bil- 
lion in  claims  from  the  dis- 
aster, is  bracing  for  another 
tremor.  In  late  April,  feder- 
al agents  raided  four  All- 
state offices,  including  head- 
quarters in  Northbrook,  111., 
and  carted  away  documents. 
The  Feds  and  the  California 
Department  of  Insurance 
are  investigating  whether 
Allstate  doctored  engineer- 
ing reports  to  reduce  pay- 
outs on  property  claims  from 
the  quake.  Allstate  general 
counsel  Robert  Pike  denies 
the  allegations. 

US  WEST  TARGETS 
LONG  DISTANCE 

U  S  WEST  MAY  HAVE  FOUND  A 

way  to  jump  ahead  of  Bell 
Atlantic  and  others  waiting 
for  regulatory  approval  to 
get  into  long  distance.  On 
May  8  the  company  was 
expected  to  ink  a  deal  to 
market  10<?-a  minute  long- 
distance services  from  Qwest 
Communications,  which  is 
building  a  nationwide  fiber- 
optic network.  So  far.  Baby 
Bells  have  not  been  allowed 
to  offer  long-distance  service 
in  their  regions,  but  U  S 
West  beheves  the  deal  will 
pass  muster.  The  reason:  The 
company  won't  book  any  long- 
distance revenues  and  will 
only  market  the  Qwest  ser- 
vice through  its  salespeople. 

IBM:  REMEMBER  THE 
MAINFRAME! 

IBM    IS   GETTING  SERIOUS 

about  protecting  what's  left 


HEADLiNER:  IVAN  SEIDENBERG 


BELL  ATUNTIC  RINGS  IN  THE  NEW 


On  June  1,  Ivan  Seidenberg 
is  taking  the  reins  as  CEO 
of  Bell  Atlantic,  2'A  months 
earlier  than  planned.  Sei- 
denberg, former 
head  of  Nynex, 
had  been  slated 
to  take  over 
from  Raymond 
Smith  on  Aug. 
14,  a  year  after 
Nynex  and  Bell 
Atlantic  completed 
their  merger. 

What  gives?  The  move 
follows  speculation  inside 
the  company  that  Seiden- 
berg might  not  get  the  top 
job — that  it  might  go  to 
Lawrence  Babbio  or  James 
Cullen,  both  Bell  Atlantic 
veterans.  One  source  inside 
the  company  described  the 
atmosphere  as  "an  armed 
camp,"  with  foiTner  Nynex 


and  Bell  employees  squar- 
ing off  against  each  other. 
The  promotion  is  expected 
to  calm  tensions. 

Seidenberg  has 
also  had  a  big  win 
recently:  He  po- 
sitioned Bell 
Atlantic  as  the 
likely  first  Baby 
Bell  let  into 
long  distance  in 
its  region.  After 
months  of  hardball 
vdth  New  York  regulators, 
the  Bell  is  expected  to  ask 
fed  regulators  for  approval 
in  early  fall. 

Smith,  who  will  remain 
as  chairman  until  the  end 
of  the  year,  called  the  pro- 
motion "a  vote  of  confi- 
dence for  Ivan  Seidenberg 
and  his  team." 

By  Peter  Elstrom 


of  its  mainframe  franchise. 
On  May  7,  Big  Blue  was  set 
to  unveil  a  new  fleet  of  main- 
frames that  have  twice  the 
horsepower  of  existing  mod- 
els. IBM  execs  hope  that  will 
better  match  rival  Hitachi 
Data  Systems,  which  has 
been  snatching  customers 
because  it  has  more  power- 
ful machines,  ibm  is  also  ad- 
dressing another  problem 
area:  software  that  custom- 
ers feel  is  overpriced.  IBM 
is  cutting  prices  10%  for 
some  software  it  now  offers 
on  a  pay-for-what-you-use 
basis.  The  company  says 
that  it  plans  to  price  more  of 
its  mainframe  packs  that 
way. 

MICKEY  D  GETS 
A  NEW  CHIEF 

MCDONALD'S  ANNOUNCED  ON 

Apr.  30  that  16-year  veteran 
Jack  Greenberg,  55,  will 
become  only  the  fourth  CEO 
in  its  history,  replacing 


Michael  Quinlan  on  Aug.  1. 
Under  Quinlan's  watch, 
McDonald's  became  one  of 
the  most  successful  global 
companies,  but  it  has  stum- 
bled recently,  building  too 
many  U.  S.  stores  and  failing 
to  come  up  with  successful 
new  products.  As  head  of 
the  domestic  division  since 
July,  Greenberg  has  brought 
in  a  handful  of  outsiders, 
sped  up  plans  for  an  expen- 
sive new  cooking  system, 
and  spent  more  time  listen- 
ing to  franchisees. 

ETCETERA. .. 

■  In  a  surprise  move,  Ran- 
dall Tobias  will  retire  by 
yearend  as  ceo  of  Eli  Lilly. 

■  Auto-parts  maker  Dana 
Corp.  is  the  likely  winner  in  a 
takeover  battle  for  Echhn. 

■  Boeing  wins  a  $1.4  billion 
deal  to  build  and  launch  17 
satellites. 

m  On  May  6,  Apple  unveiled  a 
new  line  of  superfast  laptops 
and  a  $1,300  consumer  PC. 
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Staying  competitive  shouldn  t  mean  building 
a  whole  new  network.  You  don't  have  time 
for  downtime  or  the  millions  in  lost  revenue 
that  comes  with  network  redesign.  That  kind 
of  business  interruption  just  doesn't  make 
Cabletron  has  smart  solutions  tliat  give 
you  the  extra  bandwidth  you  need  right  now, 
with  the  network  you  already  have.  Solutions 
that  deliver  powerful  leading-edge  business 

SmarWchRouter  ^^2,?,:'':!; 

sense.  Take  our  versatile  SmartSwitch  Router. 
It  actually  drives  applications  through 
the  heart  of  your  network  one  hundred 
times  faster  than  traditional  routers  at  a 


tenth  of  the  cost,  with  all  the  security  you 
depend  on.  Thats  incredibly  smart.  Then 
there's  SPECTRUM''  Enterprise  Management 
software.  Not  only  does  it  understand  your 
network,  it  understands  your  applications, 

SPECTRDM*  Enterprise  ->'-8« 

1  0  n  out  of  them;  Now 

Managemenl  Software    ,hafs  sensible  And 

all  of  our  smart  solutions  are  backed  by 
our  world-class,  worldwide  service  and 
support  team.  So  contact  your  authorized 
reseller  or  call  Cabletron  at  1-800-438-3351. 
'We'll  show  you  how  to  get  more  bandwidth 
than  you  ever  thought  possible.  And  that 
makes  good  sense.  Good  business  sense. 


caBieTRon 

____sys7ems 


www.cabletron.com. 
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)ITED  BY  OWEN  ULLMANN 


I.S.-RUSSIAN  RELATIONS 
RE  HEADED  FOR  SIBERIA 


1 


_  ussia  is  already  seeing  red  over  the  U.  S.  Senate  vote  to 
"expand  NATO,  and  a  move  afoot  could  get  it  even  more 
steamed.  Lawmakers  are  poised  to  approve  a  seemingly 
,o-proof  bill  this  month  that  would  slap  economic  sanc- 
is  on  renegade  Russian  companies  that  sell  advanced  mis- 
•  technology  to  Iran. 

The  double  hit  against  Russia  underscores  the  soui"  state  of 
lirs  developing  between  Washington  and  Moscow.  Capitol 
1  hard-liners  are  demanding  Russian  behavior  modification 
2V  years  of  U.  S.  aid.  And  President  Clinton  is  focused  on 
tering  ties  with  China,  which  offers  gi-eater  potential  as  a 
liness  partner  That  has  left  Moscow 
ling  bruised  and  neglected.  Passage 
:he  Iran  Missile  Proliferation  Sanc- 
is  Act  "can  seriously  damage  Russ- 
American  relations,"  warns  Yevge- 
Kozhokin,  an  adviser  to  Russian 
sident  Boris  N.  Yeltsin. 
VI  ore  rebuffs  are  coming.  Washing- 
sources  say  the  White  House  may 
n  announce  that  Russian  energy  com- 
y  Gaz])rom  and  France's  Total  have 
lated  the  1996  Iran-Libya  Sanctions 
by  joining  a  $2  bilHon  energy  ven- 
3  in  Iran.  Although  the  Administration  is  expected  to  waive 
ctions  on  national  security  gi'ounds,  the  slap  wiU  still  rankle 
Asians.  Moscow  is  also  a  piime  tai'get  of  proposed  legislation 
ctioning  nations  that  tolerate  rehgious  persecution. 
Vhat  really  makes  Russia  mad  is  that  the  U.  S.  is  cozying 
to  China,  though  it,  too,  has  a  rehgious-rights  problem  and 
uspected  of  supplying  Iran  with  missile  and  nuclear  tech- 
:>gy.  CHnton  will  pay  a  state  visit  to  Beijing  in  late  June, 
the  Administration  is  in  intense  talks  over  terms  for 
na's  entry  to  the  World  Ti-ade  Organization, 
doscow  hasn't  done  much  to  help  mend  fences,  either. 
5sia  plans  to  deliver  S-300  surface-to-air  missiles  to  the 
■ek  Cypriot  government  in  late  summer.  That  won't  make 


BILL  AND  BORIS:  Fences  to  mend 


it  any  easier  for  the  U.  S.  to  mediate  a  24-yeai-old  dispute  be- 
tween ethnic  Greeks  and  Turks  on  the  powder-keg  island. 
And  Russia's  parliament  has  yet  to  approve  the  start  II 
nuclear-missile-control  treaty  because  of  lingering  concerns 
that  the  U.  S.  may  go  ahead  with  development  of  a  limited 
Star  Wars  defense.  That,  in  turn,  has  halted  U.S.  Senate 
plans  to  ratify  other  nuclear  accords  with  Russia. 

Senate  passage  of  the  sanctions  bill,  which  sailed  tlu-ough  the 
House  last  fall,  could  do  the  most  immediate  harm.  Joint  space- 
agency  projects — like  the  U.  S.-Russian  space  station — might  be 
hmt  if  a  Russian  subconti-actor  is  named  as  a  soui'ce  of  Ii-anian 
missile  technology:  The  Central  Aero- 
hydrodynamic  Institute,  which  has  been 
accused  of  supplying  Ii-an,  has  worked 
on  past  NASA  pi'ojects. 

The  chill  in  relations  could  hit  U.  S. 
aerospace  companies,  too.  Boeing  Co.,  a 
joint-ventiu'e  paitner  with  Russia's  RSC 
Energia,  is  building  Sea  Launch,  an 
effort  to  lob  satellites  fi'om  a  floating 
ocean  platfomn.  Lockheed  Martin  Corp. 
also  has  a  satellite-launch  venture  with 
Energia,  and  another  Russian  company 
is  building  engines  for  Lockheed's  Atlas 
rockets.  Lockheed  says  its  partners  are  clean.  But  if  Wash- 
ington isn't  satisfied  that  the  Kremlin  is  cracking  down  on 
sales  to  Iran,  it  may  scotch  plans  to  lift  restrictions  on  the 
number  of  American  satellites — now  limited  to  18  a  year — 
that  can  be  launched  on  Russian  rockets. 

On  May  5,  Yeltsin  ordered  tighter  government  controls  on 
militaiy-technology  exports.  And  he  and  CUnton  will  try  to 
break  the  ice  in  BiiTningham,  England,  on  the  eve  of  the  May 
15-17  Group  of  Eight  economic  summit.  But  an  unconvinced 
Congi-ess  is  Ukely  to  keep  poking  Moscow.  Relations  vdth  Rus- 
sia will  stay  rocky  this  election  year — and  maybe  a  lot  longer 
By  Paul  Magnusson  and  Stan  Crock, 
with  Carol  Matlack  in  Moscow 


CAPITAL  WRAPUP 


ILICON-SAWY  SENATE 

Sihcon  Valley's  newfound  interest  in 
ashington  politics  may  be  paying  div- 
ends.  May  11-15  has  been  unofficially 
ibbed  "Tech  Week"  in  the  Senate, 
id  Majority  Leader  Ti-ent  Lott  (R- 
iss.)  hopes  to  pass  several  technolo- 
r-friendly  bills.  Atop  the  list:  closing 
loophole  in  a  1995  securities  litigation 
form  law  that  encourages  investors 
sue  companies  in  state  courts  over 
Tating  stock  prices.  The  law — passed 
ider  pressure  from  Silicon  Valley — 
ready  restricts  such  suits  in  federal 


court.  President  Clinton,  whose  veto  of 
the  original  bill  was  overridden  by 
Congress,  backs  the  change. 

Another  measure  with  bipartisan 
support  would  increase  penalties  for 
telecom  companies  that  engage  in 
"slamming,"  changing  a  customer's 
long-distance  phone  canier  without 
penmission.  Other  possible  "Tech 
Week"  proposals:  requiring  schools  and 
libraries  with  Internet  access  to  install 
smut-prevention  software;  instituting  a 
moratorium  on  Internet  taxation;  and 
loosening  immigration  rules  for  skilled 
high-tech  workers. 


CONVENTIONAL  POLITICS 

►  It  looks  as  though  the  Republicans 
may  be  playing  electoral  politics  with 
their  choice  of  the  city  that  vdll  host 
the  party's  national  convention  in  2000. 
Six  of  the  nine  finalists  are  in  states 
that  the  gop  lost  in  the  '96  Presidential 
election:  Chicago,  Los  Angeles,  Min- 
neapolis, New  Orleans,  New  York,  and 
Philadelphia.  Republican  sources  on 
Capitol  Hill  say  two  favorites — Chica- 
go and  New  Orleans — are  in  sv/ing 
states  key  to  the  gop's  bid  to  capture 
the  White  House. 
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International  Business 


SOUTH  KOREA 


PSST!  WANT  A  NICE 
PIECE  OF  A  CHAEBOL! 

The  giants  are  unloading  assets  to  raise  cash  in  a  huriy 


Their  global  expansion  seemed  un- 
stoppable. At  home,  South  Korea's 
giant  conglomerates,  or  chaebol, 
became  exporters  feared  by  rivals 
the  world  over.  Overseas,  they  pushed 
through  Central  Asia  into  Eui"ope,  the 
U.  S.,  Latin  America,  Australia,  even 
Africa.  They  spent  billions  on  new 
plants  to  crank  out  semiconductors, 
VCRS,  and  cars.  Then  the  crisis  hit.  Ko- 
rean companies,  burxlened  with  $600  bil- 
hon  in  debt,  got  slammed  as  interest 
rates  jumped  to  20%  and  the  value  of 
the  currency  tumbled. 

Now,  the  bigge.st  chaebol — Hyundai, 
Samsung,  lg,  and  Daewoo — are  being 
forced  to  scale  back  their  empires.  In 
recent  dramatic  declai-ations,  the  chaebol 
say  they  will  focus  on  core  businesses 
and  sell  off  billions  in  assets  to  raise 
cash.  Samsung,  for  example,  said  on 


May  6  it  would  seek  $5  billion  by  offer- 
ing assets,  sideline  businesses,  and  eq- 
uity for  sale  to  foreigners.  It  may  sell 
out  its  stakes  in  two  joint  ventui'es  to 
its  partners  in  those  ventures.  General 
Electric  Co.  and  Hewlett-Packard  Co. 
Samsung  hopes  to  raise  another  $8  bil- 
Hon  from  sales  of  shares  and  assets  to 
Koreans  and  halve  its  core  business 
units  fi'om  10  to  5. 

If  the  chaebol  foUow  thi-ough  on  these 
plans,  then  the  re- 
structuring of  Ko-   

rea  Inc.  may  finally 
be  under  way.  What 
is  clear  is  that  the 
cliaehol  are  beating 
a  retreat  from  their 


worldwide  wi 
putting  many  of  t 
more  ambitious  in\ 
ment  plans  on  e 
Daewoo  Group  Chr 
man  Kim  Woo  Chocg 
one  of  Korea's  n  - 
headstrong  expan> 
ists  and  leader  of 
business  lobby  gr 
the  Federation  of 
rean  Industries,  s 
the  country's  top 
chaebol  are  talking 
foreign  investoi-s  a 
as  many  as  200  df 
Talks  that  began 
February  and  Ma 
should  be  conclu 
by  next  month 
jor  agi'eements  wal 
shaping  up  from  J 
I  in,"  declares  Kim. 
LOGIC  LAPSE.  Dae 
IS  leveraged  to  the 
from  its  quest 
widen  its  automo 
business  in  develo} 
countries.  It  sper 
total  of  $1.3  bil 
overseas  for  its  auto  businesses  al 
Now,  it's  offering  uj)  to  50%  owner; 
in  factories  in  Eastern  Europe  and 
fomier  Soviet  Union  to  General  Mo 
Corp.  In  addition,  Daewoo,  which 


sumed  $1.1  billion  in  new  debt  to  abs  t- 
Ssangyong  Motor  Co.  in  Januaiy, 
agi'eed  to  sell  half  of  a  $1.3  billion  p 
er  plant  in  India  to  ABB  Asea  Bn 
Boveri  Ltd. 

There's  movement  in  the  chipmal 
industry  as  well.  At  Hyundai  Gr 
the  electronics  unit  has  sold  off  its 
orado  semiconductor  subsidiary.  S 
bios  Logic  Inc.,  to  Silicon  Vail 
Adaptec  Inc.  for  $775  miUion  and 
assumption  of  $100  million  in  debt, 
proceeds  fi'om  the  sale  of  the  make 
specialty  cliips  will  help  finance  Kyu 
Electronics  Industries  Co.'s  ne^ 
billion  memory  chip  plant  in  Ore, 
The  sale  is  a  blow  to  company  ai 
tions.  says  Wang  Yunjong.  research 
low  at  the  Korea  Institute  for  Inte 
tional  Economic  Policy,  a  think 
"Symbios  represented  the  compa 


overseas  expan- 
sions. They  are 
unloading  plants 


Few  overseas  investments  have 
paid  off  for  the  chaebol,  so  they 
can't  sell  them  for  anywhere  neai 
what  they  borrowed  to  build  then 
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Dve  to  the  more  profitable  logic  chip 
siness."  Hyundai  says  it  will  develop 
pacity  in  logic  chips  at  home. 
Big  changes  are  coming  at  Samsung 
oup's  flagship,  Samsung  Electronics 
.  It  sold  a  10%  stake  in  its  chip  plant 
Texas  to  Intel  Coi-p.  last  year  for  an 
disclosed  sum.  Now,  it's  negotiating  to 
1  Intel  an  even  bigger  stake.  Sam- 
ig  has  halted  a  planned  $500  million 
sansion  of  the  Texas  plants,  as  well  as 
istruction  of  a  $600  million  plant  in 
wcastle,  Britain,  for  making  fax  ma- 
nes and  personal  computers.  In 
ecommunications,  Daewoo  has  aban- 
led  a  $1  billion  telephone  and  satellite 
iject  in  Kazakhstan  and  sold  a  40% 
ke  in  the  country's  telecom  monopoly, 
zakhtelekom,  for  about  $150  million. 
The  sales  are  keeping  Korean  com- 
lies  fi'om  moving  up  the  manufactw- 
chain.  Synthetic-fiber  maker  Kohap 
i.,  Korea's  20th-largest  chaebol,  took 
r  German  chemical  giant  BASF's  glob- 
rnagnetic  tape  business  in  Januaiy, 
7.  Kohap  renamed  it  emtec  Magnet- 
and  turned  it  'nto  a  moneymaker. 
w,  Kohap  needs  cash  and  is  reluc- 
tly  selling  a  major  stake  in  the  tape- 
ker,  as  well  as  synthetic-fiber  plants 
Mexico,  Indonesia,  and  China.  "If  we 
Id  find  a  way  to  keep  emtec  Mag- 
ics intact  and  still  cope  with  the  cur- 
t  liquidity  crunch,  of  course  we 
lid  do  that,"  says  Chung  Yoimg  Taik, 
lap's  director  for  planning.  But  the 
ipany  needs  the  money. 
EMMA.  One  factor  that  could  block 
ign  sales  is  the  clmebol's  low  suc- 
;  rate  with  overseas  ventures.  As  a 
f\  lit,  they  can't  sell  the  plants  for  any- 
!re  near-  what  they  boiTowed  to  build 
71.  "They  are  in  a  dilemma,"  says 
ig  In  Soo,  economics  professor  at 
kmyung  Women's  University  in 
nl.  Samsung,  for  example,  spent  $550 
ion  to  take  full  control  of  money- 
ig  AST  Research  Inc.  in  Ii-vine,  Calif., 
injected  more  than  $200  million  in  a 
I  bid  to  turn  the  computer  maker 
ind.  It  could  never  hope  to  recover 
1  losses  if  it  sold  out.  Analysts  put 
s  1997  losses  at  around  $300  million, 
he  worst-off  chaebol  may  have  to 
le  for  whatever  they  can  get. 
igyong,  pushed  close  to  insolvency 
itajj  he  end  of  last  year,  sold  California 
5idiary  Riverside  Cement  Co.  to 
as  Industries  Inc.  for  $120  million 
got  rid  of  two  MaiTiott  Residence 
!  in  Sacramento  and  San  Diego  for 
5  million.  Ssangyong  also  has  un- 
ed  its  Korean  paper  operation  to 
;ter  &  Gamble  Co.  for  $85  million. 
1  divestitures  don't  bode  well  for 
ch/Mbol's  goal  of  becoming  tnie  glob- 
impanies.  But  glorious  expansion  is 
the  plan  now.  Sui'vival  is. 

By  Moon  Ihlwan  in  Seoul 


DOING  A  BANG-UP 
BUSINESS 

Korean  companies  that  didn't 
overexpand  are  thriving 

Surprise!  There's  some  good  news 
in  South  Korea.  A  handful  of  mid- 
size companies  and  second-tier  con- 
glomerates have  managed  to  survive 
the  fallout  of  the  financial  crisis  and  are 
doing  quite  well  this  year.  In  fact,  they 
are  outshining  Korea's  diversified,  debt- 
ridden  industrial  giants,  or  chaebol,  and 
are  providing  some 
good  lessons  to  the 
conglomerates  as  they 
go  through  a  tough 
era  of  restructuring 
and  recovery. 

While  the  chaebol 
were  all  hit  hard  by 
the  crisis,  the  compa- 
nies that  kept  boiTow- 
ing  to  a  minimum,  es- 
chewed overexpansion, 
kept  to  conservative 
management  styles, 
and  concentrated  on 
core  profitable  busi- 
nesses are  racking  up 
gains.  Examples  in- 
clude instant  noodle 
and  snack  maker 
Nong  Shim  Co.  and 
Tae  Kwang  Industri- 
al, the  world's  second- 
lai'gest  spandex  manu- 
facturer after  DuPont. 
They  also  include  cir- 
cuitboard  maker  Dae 
Duk  Electronics  and 
Sindoricoh,  which  spe- 
cializes in  fax  and 
copying  machines. 

Take  Nong  Shim. 
Back  in  the  mid-1990s, 
the  company's  head  of 
strategy,  Yoo  Jong  Suk,  was  criticized 
for  lacking  imagination.  He  refused  to 
expand  into  new  areas,  concentrating 
instead  on  food.  While  his  friends  at 
the  chaebol  gi-abbed  headlines  with  theii- 
costly,  diversified  projects,  Yoo  had  no 
such  ventm-es  to  brag  about.  His  chae- 
bol friends  questioned  his  business  acu- 
men— until  last  year. 

Now,  it's  the  48-year-old  Yoo  who 
can  do  the  boasting.  Nong  Shim  has 
interest  income  that  exceeds  interest 
payments  by  $3.2  million.  In  the  fiscal 
year  ending  in  June,  analysts  expect 
the  company's  net  profits  to  jump  at 
least  50%,  from  $18.1  million  a  year 
eariier.  By  staying  focused,  Nong  Shim 


has  snared  a  63%  share  of  the  local 
market  for  instant  noodles,  known  as 
ramyon.  "All  we  want  is  to  be  globally 
recognized  as  a  ramyon  maker,"  says 
Yoo.  Investors  are  taking  notice.  Nong 
Shim's  shares  have  risen  sharply  as 
the  Korean  stock  exchange's  Kospi  200 
Index  has  declined  (chart). 

Sindoricoh  is  looking  good,  too.  "We 
just  did  not  follow  in  the  footsteps  of 
the  chaebol,"  explains  manager  Park 
Ock  Yong.  Sindoricoh  is  17.5%.  owned 
by  Japan's  Ricoh  Co.,  which  takes  most 
of  the  Korean  company's  exports.  It  has 
$74  million  in  cash  holdings  against 
debts  of  $28  million  and  posted  a  $33 
miUion  net  profit  last  year,  up  44%-  fi-om 
1996.  "For  us,  the  cuiTent  business  en- 


TASTY:  Nong  Shim  Co.  has  63%  of  the  noodle  market 


A  NOODLE  MAKER 
BEATS  THE  INDEX 


OCT.  27,  '97  MAY  4 

A  PERCENT  CHANGE  FROM  OCT  27, 1997 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


vironment  is  not  so 
hostile,"  says  Park. 

Other  companies 
profiting  now  are  ones 
that  restructured  be- 
fore the  crisis.  Korea's 
leading  cosmetics  mak- 
er, Pacific  Corp.,  was 
forced  to  slim  down 
during  a  surge  in  de- 
mand for  imported 
cosmetics  in  the  mid- 
1990s,  which  also 
prompted  cutthroat 
price  competition  by 
smaller  local  players.  Squeezed,  Pacific 
launched  a  four-year  overhaul.  It  shed 
unprofitable  units,  cut  its  workforce  by  a 
third,  and  abandoned  unprofitable  prod- 
ucts. "Pacific  is  now  well-positioned  to 
capitalize  on  the  weak  won  that  has 
now  priced  imported  cosmetics  out  of 
the  market,"  says  Lee  Sang  Koo,  an 
analyst  at  Hyundai  Securities  Co.  Pa- 
cific's net  profit  is  forecast  to  soar  to 
$21  million  in  1998,  ft-om  $8  million  last 
year. 

In  tliis  era  of  restructuiing  under  the 
heavy  burden  of  debt,  such  consei-vatism 
is  yet  another  lesson  that  Korea  Inc. 
would  do  well  to  leam. 

By  Moon  Ihlwan  in  Seoul 
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'TO  THE  OUTSIDE  WORLD  THIS  IS  A  PIZZA  COMPANY.  TO  ME,  IT'S  AN  ENTER  fl 


NET  PROFILES 
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N  E  T  V/  A  R  E 

NOVELL    DIRECTORY  SERVICES 
M  A  N  A  G  E  VV  I  S  E 
G  R  0  U  P  W  I  S  E 


MATTHEW    M  A  G  U I  R  E 


DIRECTOR, 

INFORMATION  TECHNOLOGY 


DOMINO'S  PIZZA" 


J 


RK  OF  MULTIPLE  PLATFORMS,  PROTOCOLS  AND  USERS.  EITHER  WAY  WE  DELIVER." 


T 


Matt  Maguire  knows  all  about  delivery  His  company  delivered  over  226  million  pizzas  last  year  And 
v/Wh  4,500  stores  across  the  country,  Matt's  network  had  to  deliver  the  same  superior  performance  and 
reliability  that  made  Domino's"  the  world's  leader  in  pizza  delivery 

To  do  that,  Matt  chose  Novell  networking  solutions  NetWare,  software  as  the  core  server  operating 
system.  NDS  "  technology  to  manage  his  other  operating  systems,  including  SCO"  UNIX"  and  Windows 
NT".  ManageWise"  to  support  all  1,200  remote  devices  in  his  network  from  a  single  location.  And 
GroupWise"  messaging  services  to  leverage  the  ubiquity  of  the  Internet  to  give  employees  worldwide 
access  to  their  email- 
All  in  a  seamlessly  integrated  system  that  could  adapt  to  the  changing  needs  of  the  business  and  scale 
up  as  it  grew 

The  result?  On-site  technician  calls  were  reduced  to  twice  a  year,  administration  tasks  were  performed  in 
minutes  instead  of  hours,  money  was  saved,  productivity  was  increased,  employees  stayed  in  touch,  and 
\att  looked  like  a  genius, 
V  that's  delivering,  www.novell.com 


Novell 


International  Business 


Sal? 


INDIA 


WHY  NEW  DELHI 
IS  PICKING  ON  PEPSI 

Foreign  marketers  may  get  the  unwelcome  mat 


When  a  Hindu  nationalist  party 
formed  India's  government  in 
March,  there  was  concern  it  might 
be  hostile  to  foreign  investors.  After  all, 
the  Bharatiya  Janata  Party  (bjp)  rose  to 
power  chanting  slogans  of  self-reliance. 
Since  then,  the  bjp  has  made  a  point  of 
welcoming  foreign  energy  and  infra- 
structure companies.  But  what  about  the 
consumer-pi-oducts  manufacturei's  that 
have  invested  millions  of  doUai-s  in  India? 

They  just  got  their  answer.  In  mid- 
April,  the  Indian  government  fined 
PepsiCo  Inc.  $750,000  for  an  infraction 
it  says  occuiTed  way  back  in  1992.  While 
it's  a  niggling  amount  of  money,  the  fine 
is  the  fu'st  indication  that  India  won't  be 
welcoming  all  foreign  investors  equally. 
Tlie  government  claims  Pepsi  Foods  Ltd. 
failed  to  meet  an  obligation  to  export 
tomato  paste,  soft  drink  concentrates. 


TRAFFIC  COP:  The  BJP  says 
Pepsi  broke  export  promises 


and  potato  chips  from 
its  Indian  plants,  and  in- 
stead substituted  rice 
and  seafood.  Pepsi, 
which  has  $400  million 
invested  in  India,  is  fu- 
rious. It  maintains  the 
agreement  is  to  export 
any  foods  it  processed, 
not  specific  ones. 

Making  life  difficult 
for  foreigners  is  an  easy  way  for  the  bjp 
to  score  political  points.  The  paily's  core 
of  ascetic,  middle-class  Hindus  is  uncom- 
fortable with  India's  growing  con- 
sumerism and  the  proliferation  of  multi- 
nationals. Now  the  B.JP  "can  say,  'Look, 
we  did  talte  a  line,' "  says  Arun  Kumai'  of 
Jawaharlal  Nehru  University. 

The  fine  is  likely  to  set  a  precedent. 
Many  companies  violate  export  obliga- 


tions, finding  them  e 
ly  or  untenable,  ; 
past  governme 
looked  the  other  v 
SeagTam  agreed  to 
port  "liquor  produ( 
when  it  set  up  in  II 
but  instead  has  been 
porting  T-shirts.  Th 
because  Seagram 
ports  the  alcohol  it 
ties  in  India,  paj 
270%  duty.  The  con 
ny  cannot  recoup  c< 
by  reexporting  bot 
liquor,  says  Seagram 
dia  CEO  Aki-am  Fah: 
Export  Commiss 
er  Anil  Swarup  ins 
politics  don't  play 
the  decision,  but  adi 
export  monitoi-ing  was  a  low  priority 
til  a  Pai'liamentary  committee  cha 
by  a  BJP  hai'd-liner  criticized  his  of 
BJP  leaders  know  foreign  investmer 
crucial.  But  with  a  key  constituenc; 
keep  happy,  the  bjp  has  decided  to  d 
a  line  between  "desirable"  investors 
"unnecessaiy"  ones. 

By  Amy  Louise  Ka. 
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Car  Battery. 
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With  the  latest  advancements  in  cell  technology.  Electrofiux^k  created 
the  strongest,  longest  living  car  battery  in  automotive  history 


Big  news  can  mean  big  opportunity.  In  the  time  it  takes  to 
jump-start  your  car,  points  can  be  lost.  So  Trade  Now''''^.  Go 
directly  to  Datek...the  fastest  and  easiest  way  to  trade  on  the 
web.  Only  $9.99  for  any  trade*.  And  if  it's  not  executed  within 
60  seconds,  it's  commission-free.  Trust  your  trade  to  Datek. 
And  stay  in  charge. 


NOW 


www.datek.com 
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*  All  trades  up  to  5.000  shares  are  only  $9  99.  Your  commission  is  waived  if  your  marketable  order  is  not  executed  within  60  seconds  Some  restrictions  to  this  offer  apply  Please  check  our 
website  for  more  details  Average  execution  time  on  marketable  orders  is  less  than  10  seconds  (as  of  1/10/98}  Free  news,  charts  and  research  provided  by  NewsAlert,  BigCharts®  and  ONt-l^ 
Thomson  Investors  Network  Trade  Now  is  a  servicemark  of  Datek  Online    'a1998  Datek  Securities  Corp  ,  Member  NASD  and  SiPC 


Nothing  Lasts  Longei^ 


e  world's 
st-selling  UPSs 
w  start  at  $99 


PowerChute 

management  software  lets 
you  configure  UPS  re- 
sponse to  orer  twenty 
erents.  During  an  extend- 
ed outage.  WorkSafe''"  can  automatically  save 
data,  close  programs,  and  shut  down  your 
computer,  whether  you're  there  or  not. 

Automatic  Voltage  Regulation  f.AVRI  with 
DoubleBoost'  and  CellGuard  intelligent  bat- 
tery management  let  you  work  through  the 
deepest  prolonged  brownouts  without  wasting 
battery  power,  extend  battery  life,  and  speed 
recharging. 

APC  Safety,  Readiness  and  Reliability 

Microprocessor-controlled  automatic  battery 
self-test  regularly  checks  status  of  the  unit 
and  ensures  battery  readiness 

QuickSwap"  user-replaceable  battery 
system  lets  you  easily  renew  the  UPS  system 
and  avoid  factory  service  delays 


Viring  Fault  Indicator 
latically  identifies  building 
I  problems 


Safe'  outlets  give  you  room  to  plug  in 
ormer  blocks   


Push-button  circuit  breaker  provides  user- 
resettable  overload  protection  and  eliminates 
the  need  to  replace  a  traditional  fuse  or  even 
the  entire  "disposable"  UPS 

Interne!  and  network  ready 

Editors'  Pick:  "We  wouldn't 
be  caught  dead  without  an 
uninterruptible  power  supply  - 
and  neither  should  you." 


9  Now  the  world's  best-selling  desktop 
I  UPS  units  offer  you  even  more  value 
■]  for  your  power  protection  dollar!  With 
45%  of  all  data  loss  and  downtime 
d  by  bad  power,  your  APC  invest- 
pays  for  itself  the  first  time  you  use  it. 

More  power  and  guaranteed 
in  Class"  Longest  Runtime. 

untinie  will  meet  or  exceed  that  of  any 
VA  UPS  for  desktop  applications,  or 
money  back! 

lath  protection  for  your  whole  system 

)rotects  your  CPU,  monitor,  external 
n,  laser  printer,  fax  machine,  and  zip 
,  and  provides  telephone/network  surge 
ission. 


ffl Catalog  and  UPS 
Selection  Guide 

Just  mail  or  fax  this  i,umpieted  cuiipnn 
lor  your  FREE  catalog  and  UPS  selection 
Guide.  Better  yet,  order  them  today  at: 

http://pnomo.apcc.com 


KEV  CODE  D308Z 


: 


enewable  UPS  system 

)uickSwap"  battery  packs  are  the 
?st  and  easiest  way  to  safely  renew  a 
anlike  "disposable"  UPSs  which  don't 
safe  user  replacement  and  mean  the 
^  your  investment. 


We  at: 


BjOHBAP 


APC  Back-ups  Pro'K 

Back-UPS^  and  Back-UPS  O/'/ice®  will  provide  run- 
time which  meets  or  e.r  ceeds  that  of  any  same  VA 
UPS  for  desktop  PC  applications  or  your  money  back. 

l  ilt  iiHiic  niliirnuiiiitn.  visii  w uu.,i|H\  A<ini. 

'long  Lasting'  "Back-UPS  Pro  was 
our  lavorile  unit...,  [it]  won  top 
honors  in  our  battery  lile  tests" 

Safe,  even  from  lightning 

APC  multi-stage  surge  suppression  clamps 
down  on  lightning  and  offers  a  $25,000  guar- 
antee against  damage  to  your  equipment. 
See  policy  for  details. 

APC  packs  the  power  and  features  desktop 
users  want,  plus  the  peace  of  mind  and 
legendary  reliability  I'efiected  by  over 
8,000,000  field-tested  and  proven  units. 

fr  Insight  OfficeMax 

ru  s 


>!  I'd  like  more  information.  Please  send  my 
FREE  catalog  and  UPS  selection  Guide. 

I'm  not  interested  at  this  time,  but  please 
add  me  to  your  quarterly  newsletter  mailing  list. 

 Company:   


City/Town;  

State:   Zip:  , 

Phone:  


.  Country  _ 


Brand  of  UPS  used? 

Brand  of  PCs  used?  

Brand  of  Servers  used? 


APC 

AMERICAN  POWER  CONVERSION 

FRANCE  98 

'C.  All  Tiademarks  are  the  property  nf  their  owners.  BK1B8EF  -  US 


n  all  oiheri 


e00.e59.S6l4 

(800134"-FA)a  PowerFa. 


(888)  289-APCC  x8158  •  FAX:  (401 )  788-2797 
COMPUBA 


E-mail:  apanfo@apcc.corr 


800-8')S-6225 

132  Fairgrounds  Road.  West  Kingston.  Rl  02892  USA 


International  Business 


MEXICO 


CONSUMER  SIZZLE  GOULD 
OVERCOOK  THE  ECONOMY 

With  buyers  out  in  force  again,  policmakers  start  to  woriy 


Witli  :iie  ^^'orld  Cup  a  monrli  away, 
•lose  Luis  del  Razo  is  shopping 
for  a  new  T\'  set  so  lie  can  enjoy 
the  soccer  mai-athon  in  style.  In  the 
c-onsumer  electronic-s  section  at  El  Pala- 
cio  de  HieiTo.  an  upscale  Mexico  City 
depaitment  store,  del  Razo.  a  dentist.  L? 
enticed  by  the  12-month,  interest-free 
pa>Tnent  plan.  Ajid  he  has  the  money.  "I 
feel  a  shght  improvement"  in  the  econ- 
omy, he  says,  i-aising  liis  voice  above 
tlie  thtunp  of  a  rock  \ideo  placing  neai-- 
by.  "Its  small,  its  slow,  but  its  there." 

Overcoming  ingi-ained  skepticism. 
Mexicans  ai-e  finally  beUe\ing  in  recov- 
erx — and  they're  persuaded  by  gains 
that  ai-e  not  so  smaU.  For  the  &-st  time 
since  the  December.  1994,  peso  crash, 
Mexicans  are  taking  home  real  wage 
increases  tliis  yeai".  averaging  4*7 .  And 
they  are  making  purchases  they  had 
put  off  since  salaries  fell  some  2-5'7  in 
r;'9.5.  SpuiTed  by  generous  credit  of- 
fer.-, consumers  such  as  del  Razo  ai*e 
GUI  m  force  buying  new  cai's.  telexi- 
sions.  a:  d  microwave  ovens.  Tlieii-  buy- 
ing pusliei  retail  sales  up  alniost  11<7  in 
•Januaiy  and  Febi-uaiy  over  tlie  same 
montlis  in  1997.  In  ilai-ch,  new-cai-  sales 
jumped  Sti'"?  year-to-year.  Such  con- 


sumption is  becoming  ^Vlexico's  engine  of 
gi-o'wth:  Its  dri\"ing  an  expected  4..5'~f 
economic  expansion  in  199S  after  last 
yeai's  sizzling  I'^c  gain,  wliich  was  pow- 
ered mainly  by  exports  and  investment. 

Tliat  sliift  is  stiiTing  feai-s  among  pol- 
ic\"makei-s  that  the  economy  may  over- 
heat. Pi'esident  Ernesto  ZedUlo  Ponce 
de  Leon  must  walk  a  fine  line  between 
reasstu-ing  financial  mai-kets  tliat  he  wiO 
steer  a  pmdent  ec-onomic  c-oui"se  and  the 
political  cost  of  reining  in  giwnh.  Tlie 
opposition  is  already  dea-jing  cutbacks  in 
ai-eas  such  a^  education  and  housing  i  j!- 
lowing  ZediDo's  .§2.S5 
billion  budget  cuts  eai'- 
lier  this  year  to  offset 
revenue  losses  fi-om 
the  oil  price  drop. 
Zedillo  also  risks  re- 
bellion witliin  liis  own 
Institutional  Revolu- 
tionaiy  Paity  (pei)  if 
PRi  candidates  fear 
that  moves  to  cool  the 
economy  would  jeopai- 
dize  theii-  chances  in 
10  gubematorial  elec- 
tions this  yeai". 

Tlie  most  won-isome 


SHOPPERS  BUOY 
GROWTH 


APERCEff^ 


DATA;  mtok  mnam.  msrmm.  of 

STATBUCS  &  KOSRAW.  WRRBi  LYMCH 


HOT  ITEM:  Appliances  are  selling  fa 

jmen  is  ]\Iexico's  ■widening  cuiTent-; 
c-ount  deficit,  to  an  expected  .S14  bilHon 
•>l-5  billion  in  1998,  up  fi-ora  S7.5  billion 
'97.  Tlie  Bank  of  ]\Iexico  warned  on 
29  that  continuing  deterioration  in  t 
cuiTent  accotmt,  which  includes  trade 
both  goods  and  senices,  could  foixe  fis 
and  monetaiy  policy  changes — a  cl( 
r  Ill-eat  that  authorities  won't  hesitate 
cut  spending  and  liike  interest  rates 
!ieeded.  In  the  fii"st  quarter,  imports 
27.2'~f  overall,  and  consumer  impo 
uniped  •54.6'~f,  while  low  oil  prices  ki 
-\-port  gi-'jv.-h  to  just  12"^. 
■BRAKES  ON."  Polic\-makei-s  i-ecall  tha 
-onsimier  fi-enz>-  preceded  the  peso 
-is.  Free-flo^™g  a-edit  financed  a  spe 
:ng  boom,  and  the  1994  cuiTent-acc-oi 
ieficit  swelled  to  S29.4  bUhon.  Fc 
yeai-s  later,  shoppei-s  are  more  cautio 
"A  lot  of  people  dont  want  to  i-isk  cr 
it,*"  says  Fernando  RipoU,  genei-al  m 
ager  of  a  ]\Iexico  City  Foi-d  dealers! 
When  tliey  do,  its  on  manageable  ten 
Ripoll  and  other  dealers,  backed 
Foi-d  Victor  Co.'s  a-edit  subsidiary, 
a  zei'«-interest-pa\Tiient  plan  for  up 
two  yeai*s  with  a  35'~f  downpajTiient 
Zedillo  and  the  central  bank  hi 
also  learned  from  the  1994  debacle. 
the  2000  elections  neaiing,  Zedillo  wa 
to  make  sm-e  he  won't  end  his  six-y 
tenii  amidst  a  financial  upheaval — a 
ulai*  occuirence  in  election  yeai-s 
the  past  two  decades.  ^Miile  direct 
eign  investment  should  cover  much 
the  ciuTent-account  deficit,  sooner 
later  'you  have  to  put  the  bi-akes 
warns  economist  Francisco  Xiinez  d( 
Pena  with  Ginipo  Financiero  Bancon 
But  not  just  yet.  Mexicans  suU  e 
almost  20*^  less  than  they  did  in  II 
and  ZedUlo  knows  he'U  stii*  citizt 
wrath  if  after  years  of  belt-tightei 
he  takes  away  theii-  cliance  to  splurj 
httle.  That's  what  Sil\-ia  Rodn'gue; 
secretaiy,  and  her  husband,  Humb< 
aecoimtant,  ai^e  doing.  In 
past   thi-ee  monl 
they  have  bough 
\ideocas.sette  recor 
and  a  TV  set  on  P 
cio  de  Hierro's 
month  plan.  "The 
more  money  now 
these  little  luxuri< 
says  Rodriguez, 
though  she  knows  i 
could  change, 
month  she's  bujia 
new  compacts 
player 

By  Elisabeth  A 
kin  in  Mexico  Citt 


BeiT.al, 


IHOEX  OF  RETAIL  SALES 
IN  MEXICO 

INDEX:  1994=100 
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"Sprint's  international  calling 
plan  helps  my  team  build 
our  jingle  business  overseas" 


-Julie  Sizemore 

ThiinipMin  Creative 
Dallas,  TX 


Introducin 


SPRINT 


SMALL  BUSINESS 


We  pledge  to  work  with  yon  to 
solve  your  business  challenges 

using  the  right  mix  of 
products  and  proven  tools  from 
recognized  experts  to  help  you 
excel  in  critical  areas  such  as: 


Ensuring  Customer  Satisfaction 
Increasing  Your  Sales 
Improving  Employee  Effectiveness 


PERFORMANCE  PLEDGE 


With  flexible 
t'Hterncitioiial 
calling  plans, 
Sprint  helped 
Jtilie  and  her 
co-workers  be 
more  effective. 


Add  to  that,  Fridays  Free  ,  local  toll'  and  toll-free 
and  you  too,  can  have  a  formula  for  success. 


>X^at's  more,  we  provide  a  wide  range  of  valuable 
business  tools  and  advice  to  help  you  in: 

•  Developing  human  resources 

•  Iniprot'ing  efficiency  on  the  road 

•  Expanding  your  business  internationally 
...and  a  whole  lot  more.  Because  Sprint  not  only 
delivers  reliable  business  communications,  but  can 
actually  help  grow  your  business.  So  put  our  Small 
Business  Performance  Pledge  behind  you.  Call  today. 

1-800- 477-1406  www  sprint  cDPi/pltclgc/ 


Sprint 


We  help  your  business  do  more  business" 


■For  $50  monthly  commitment  level,  minimum  ol  $50  required  on  days  other  than  Fridays  Customers  who  do  not  meet  the  minimum  requirement  will  be  billed  the  difference  to  equal  the 
ininimum.  Maximum  ot  $200  in  tree  local  toll  and  long  distance  calling  on  Fridays  per  month,  per  customer  For  $200.  $500,  $750  and  $2,000  monthly  commitment  levels  maximum  of  $1 ,000 
free  usage  For  $4,000  monthly  commitment  level  maximum  ol  $2,000  free  usage  Offer  good  lor  up  to  1 10  consecutive  Fridays  total  Excludes  SprintFAXfe  and  Sprint  Conference  Line?" 
services.  Certain  restrictions  apply  Domestic  calls  and  commercial  use  only  Limited  lime  offer  Not  valid  with  any  other  offer  Promotion  subiect  to  change 
"Local  toll  service  from  Sprint  may  require  dialing  an  access  code  in  certain  areas  ';'1998  Sprint  Communications  Company  L  P 


Scary  thimcb  is  this  buy  is  not  alone.  Lots  df  pedrue  widuld  love  ndthinis  moE 
sa%  OF  THE  Fortune  laa  have  chosen  network  Associates  for  their  NETwa< 
1 -B  a  a- 3  3  2-g  g  &  6 ,  dept.    ig3B,  or  visit  www  .  n  ai  .  com  .  But  contact  us  soon,  becal' 


©199«llei»orl(»ssi)tioleslniL 


McAfee  Total  Service  Desk 


Tl    N     TO     MESS     WITH     YOUR     NETWDRK.      FORTUNATELY,     YOU     ARE     NOT    ALONE     EITHER.  OVER 


URITY     AND     MANAI3EMENT.    TO     FIND     OUT     MORE,  CALL   

^ASSOCIATES 


network 


^      TONGUE     ISN'T    THE    ON  LY    THING     HE    WANTS    TO  FIERCE. 

Who's  watching  your  network 


beetles.  Every  day  ou%carb^n|  dioxide  is  used  t 


eliminate  Hu 


CO2P 


ur  innovativ 


r  a 


nternational  Outlook 


)ITED  BY  JOHN  TEMPLEMAN 


VILL  A  NEW  BREED  OF  STRONGMAN 
INDERMINE  LATIN  DEMOCRACY?  

Fund  fears  that  such  extravagance — on  top  of  expected  cur- 
rent-account deficits  of  4.8%  of  gross  domestic  product — 
could  mix  an  "explosive  cocktail." 

Menem  still  goes  through  the  motions  of  respecting  de- 
mocratic norms  when  it  suits  him.  His  political  advisers 
asked  the  courts  to  nale  that  the  constitution  doesn't  prevent 
him  from  ninning  in  next  yeai''s  election.  But  it  was  an  emp- 
ty gesture.  The  issue  has  reached  the  Supreme  Couil,  which 
Menem  packed  with  supporters.  And  he  doesn't  hesitate  to 
use  draconian  press  laws  against  publications 
he  doesn't  hke. 

Peru's  Fujimori  doesn't  even  bother  with 
appearances.  Since  winning  power  in  1990,  he 
has  trampled  over  democracy.  He  frequently 
uses  the  army  and  intelligence  services  to  en- 
force his  rule.  And  last  year,  he  unceremoni- 
ously dumped  several  judges  after  they  had 
handed  down  a  ruling  that  would  make  it  hard- 
er for  him  to  contest  the  2000  election.  He  has 
since  managed  to  remove  virtually  all  obstacles 
t  o  i-unning  again. 

It  doesn't  have  to  be  this  way.  Brazilian 
President  Fernando  Henrique  Cardoso  didn't 
whistle  up  the  army  or  stack  the  deck  in  the 
courts.  Instead  he  labored  to  win  two  60% 
votes  by  Congress  for  a  constitutional  amend- 
ment that  allows  a  second  four-year  term. 
Without  another  teiTn,  analysts  say,  Cardoso's 
reforms  would  die  on  the  vine. 

But  in  half  a  dozen  elections  scheduled  in  Latin  America 
over  the  next  year,  voters  will  be  put  to  a  severe  test. 
Armies  are  safely  in  their  baiTacks  and  don't  want  to  get  into 
pohtics  again.  The  real  danger  for  democracy  is  that  populist 
politicians  are  trying  to  reassert  the  power  of  an  old-fash- 
ioned, self-pei"petuating,  civilian  autocracy. 

By  Ian  Katz  hi  Sao  Paulo,  unth  Andrea  Mandel-Campbell 
in  Buenos  Aires 


Iemocracy  blossomed  in  Latin  America  after  the  coUapse 
of  military  dictatorships  in  the  1980s.  But  relentless 
pressure  for  economic  reform  has  put  a  premium  on 
ong  leadership  and  delayed  the  strengthening  of  the  re- 
n's  democratic  institutions.  The  price  for  that  delay  may  be 
f:  Tough  leaders,  judging  themselves  to  be  indispensable, 
tempted  to  hang  on  to  power  by  any  means, 
voters  in  some  countries  seem  willing  victims.  Impatient 
h  democracy's  slovraess  to  deliver  economic  benefits,  they 
pinning  their  hopes  on  strongman  candi- 
es. Former  dictator  General  Hugo  Banzer 
elected  president  of  Bolivia  last  year,  for 
,ance,  while  Venezuela's  Hugo  Chavez,  par- 
;ed  after  a  failed  1992  coup,  is  ahead  in 
s  for  December's-  presidential  elections.  And 
'araguay.  General  Lino  Oviedo,  who  threat- 
d  to  overthrow  the  government  in  1996, 
lid  probably  have  won  the  May  10  election 
le  Supreme  Court  had  allowed  him  to  run. 
ilarmingly,  the  antidemocratic  bug  is  also  in- 
mg  large  countries  in  the  region.  Presi- 
Ds  Carlos  Menem  of  Argentina  and  Alberto 
imori  of  Peru,  for  example,  both  want  legal 
iges  that  would  allow  them  to  run  for  thu'd 
ns.  Both  previously  engineered  constitu- 
al  amendments  to  get  their  current  terms. 
/,  they  will  have  to  manipulate  the  i-ules  yet 
n  to  stay  in  office.  Menem's  blatant  power 

"hurts  the  country's  institutions,  which  are  already 
k,"  says  political  analyst  Manuel  Mora  y  Ai-aujo. 
^orse  yet,  Menem's  personal  ambitions  could  ultimately 
Argentina's  economy.  As  his  popularity  drops  to  record 
he  becomes  increasingly  spendthrift.  Recently,  he  re- 
ed former  pop  singer  Ramon  "Palito"  Ortega  into  his  gov- 
fient  with  a  $2  bOlion  budget  to  bankroll  social  progi'ams. 
laraonic  plan  to  build  a  10,000-kilometer  highway  network 
Id  cost  a  cool  $10  billion.  The  International  Monetary 


ing  the  rules 


GLOBAL  WRAPUP 


WOST  FOR  BEREZOVSKY? 

lussian  media  tycoon  Boris  A. 
rezovsky  looked  as  though  he  had 
n  the  booby  prize  when  he  was 
ned  to  run  the  Commonwealth  of 
lependent  States,  the  tattered 
ance  of  12  former  Soviet  republics. 
Apr.  29  appointment,  say  pundits, 
designed  to  keep  him  out  of 
3sian  President  Boris  N.  Yeltsin's 
r.  But  Berezovsky  may  get  the  last 
gh — and  his  business  interests  a 
boost. 

lis  Logovaz  company,  the  exclusive 


Russian  dealer  for  Daewoo  autos  made 
in  Uzbekistan,  would  benefit  from  low- 
er CIS  customs  baniers.  He  has  a  major 
stake  in  Aeroflot  Russian  International 
Airhnes,  which  wants  to  expand  in  the 
CIS.  With  Rupert  Mui-doch's  News 
Coi-p.,  Berezovsky  recently  bought 
telecommunications  holdings  in  Russia, 
Belarus,  and  Kazakhstan.  The  venture 
could  precede  a  push  into  satellite  TV. 

INDONESIA:  AUSTERITY  HURTS 

►  After  six  months  of  evasive  bobbing 
and  weaving,  Indonesian  President 
Suharto  is  implementing  the  terms  of 


the  International  Monetary  Fund's 
$43  billion  rescue  package.  The  expe- 
rience is  painful.  A  May  4  notice  of 
the  imminent  end  of  government  sub- 
sidies on  oil  products  sparked  three 
days  of  rioting  and  caused  long  lines 
at  gas  stations  in  the  capital,  Jakarta. 
But  price  hikes  ranging  from  25%  to 
71%  on  gas  and  kerosene  failed  to 
revive  investor  confidence  in  the 
Indonesian  economy.  Instead,  news  of 
the  riots,  coupled  with  reports  that 
inflation  has  reached  30%,  sent  the 
rupiah  into  a  tailspin.  It  lost  10%  of 
its  value  in  a  day. 


RIISINFS?;  WFFK  /  MAY  IR    IPPP.  Rl 


IS  THERE  MORE  TO  JAVA  THAN  COFFEE  JOKES? 

Two  years  ago.  the  introduction  of  Java' software  created  a  whirlwind  of 
excitement  and  an  i'\|j|osion  of  coffee-oriented  {luns.^as  it  all  liype'r' 

At  IBM.  we  tliitdv  Java  is  worthy  of  the  stir  it  created.  An  idt-a  that  hrings 
two  benefits  to  liusinesses  wishing  to  IxM  ome  e-businesses:  one  is  faster  application  | 

I 

istnes;.  iooo.  ViS-jjiAge  MUw.i 's:  a  '.r.^x;  plinH  »r,ij  oirier  mato  ii'jQnhn    sf  *  jie  Kiitr.uih .  ;  m  in  ihf  U!»!ea  Stales  ?M!ia  cihsr  couiilf.es  ii'a  arrti  all  Jaiti-Dased  l^a'iemarte  aie  iiademaite  ol  Si-n  MiCmsvslems,  Inc  xj  1997  IBM  d 


development,  the  other  is  the  |)romise  of  standards  and  open  eonneetivity. 

Perhaps  the  most  |)rofonnd  change  tliat  the  Web  has  brought  to  the  IT  world 
is  a  culture  ol  standards.  It's  this  capability  that  permits  universal  connectivity  and  has 
allowed  80-miUion-plus  people  to  access  the  Web.  Java  is  the  first  language  that  allows 
a  single  application  to  run  on  any  platlorm  (write  once,  run  anywhere"). 

This  can  speed  the  application  development  process  -  since  you  don't  have 
to  create  a  different  version  of  your  software  for  every  client,  every  server  and  every 
browser.  And  since  most  business  environments  contain  a  wide  variety  of  computing 
platforms,  Java  is  just  common  sense.  So  is  the  id(^a  of  lOO'Vo  Fure  Java'"-  a  Java  that 
is  not  corrupted  by  offshoots  and  OS  dependencies.  (We  support  Sun"  on  this  issue.) 

Is  Java  perfect?  No.  Not  yet.  Like  any  new  technology,  it  needs  rehnement.  But 
it's  maturing  faster  than  any  other  language  in  history  and  IBM  is  worldng  to  make  it 
real.  Currently,  we  have  more  people  working  on  Java  than  any  other  company  - 
creating  real-world  applications  in  finance,  manufacturing  and  distribution  (to  name 
a  few).  And  we're  putting  Java  to  work  to  solve  real  business  problems. 

We're  also  creating  award-winning  tools  like  VisualAge'"  software  and  Lotus 
Bean  Machine'."  These  are  powerful,  flexible  programming  tools  that  make  it  easier 
for  all  Idnds  of  companies  to  buiki  customized  solutions  (everything  from  interactive 
customer  service  Web  sites  to  collaborative  intranets). 

To  learn  more  about  how  IBM  and  Java  can  help  your  business  become  an 
e-business  (and  enjoy  one  or  two  fresh  coffee  puns),  we  invite  you  to  check  out  our 
Web  site  at  www.ibm.com/java  or  call  us  at  1  800  IBM  7080,  ext.  NC39. 


Solutions  for  a  sniafl  planef 
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THE 


MONOPOLY 

irHAT  WENT  TOO  FAR 

John  D.  Rockefeller's  arsenal  of  anticompetitive  weapons 
Itiniately  made  Standard  Oil  the  focal  point  of  pnblic  ire 


A  s  the  merger  wave  of 

the  1990s  transforms 
the  American  economy, 
/  it  has  spawned  corpo- 

(■  rate  giants  of  a  stupefy- 

ing  new  scale  in  sectors 

 ranging  from  financial 

ices  to  phaiTnaceuticals,  communi- 
ons, and  defense.  This  trend  has 
kened  feai*s  of  coi-porate  concentra- 
reminiscent  of  the  early  1900s, 
■n  J.  P.  Morgan  cobbled  together 
Steel,  International  Hai-vester,  and 
•r  such  foiTnidable  behemoths,  ai"ous- 
the  tmstbusting  fei-v^or  of  Pi'esident 
odore  Roosevelt.  Once  again  a 
lling  tide  of  consoHdation  has  pro- 
sd  a  mihtant  mood  in  Washington, 
ome  of  America's  most  revered  busi- 
;  names  have  now  been  stigmatized 
I  the  tag  of  monopolist.  Microsoft 
p.  chieftain  Bill  Gaies  has  come  un- 
I  especially  searching  sciaitiny  fi'om 
Justice  Dept.  His  travails  have  sum- 
I  ed  up  memories  of  an  ancient  ch^ama 
riveted  the  nation  in  the  early 
I  is:  the  Justice  Dept.'s  bitter  and  pro- 
ted  antiti-ust  suit  against  Standard 
I  and  its  presiding  deity,  John  D. 
I  ^efeller.  The  oil  trast  refined,  dis- 
I  ited,  and  mai'keted  neai-ly  90%  of  all 
oil  produced  in  America.  As  its 
der.  visionary,  and  chief  strategist, 
tefeller  was  s\Tion\Tnous  with  Stan- 


By  Ron  Chernow 


dard  Oil.  much  as  Gates  is  with  Micro- 
soft. Rockefeller's  brilliant,  piratical 
stewardship  raised  baffling  questions 
about  the  necessaiy  degi'ee  of  govern- 
ment intervention  in  the  economy. 

Rockefeller  always  waded  hip-deep 
into  controversy.  From  the  time  he 
started  Standard  Oil  in  Cleveland  in 
1870 — 11  vears  after  Colonel  Edwin 


His  icy  efficiency 
and  tactical  daring 
were  wondrous 
and  terrible 


Drake  stmck  oil  in  Titus\ille,  Pa. — he 
steered  his  company  with  an  icy  effi- 
ciency and  tactical  daring  that  were 
both  teiTible  and  wondrous  to  behold. 
Duiing  one  electrifying  two-month  pe- 
riod in  1872.  he  acquii'ed  almost  all  of 
the  rival  refineries  in  Cleveland — 22  to 
be  exact — then  successively  reenacted 
this  feat  in  the  other  major  refining  cen- 
ters: Pittsburgh,  Philadelphia,  New 
York,  Baltimore,  and  western  Pennsyl- 
vania. Standard  Oil  was  more  than  a 


mere  company.  It  was  a  giant,  amor- 
phous caitel  with  both  wholly  and  pait- 
ly  owned  subsidiaiies.  With  a  penchant 
for  secrecy  fi-ecjuently  tinged  with  pai"a- 
noia,  the  trust  hid  its  ownership  of 
many  companies  and  resorted  to  espi- 
onage to  track  competitors'  shipments. 

At  a  time  when  it  cost  scai-cely  more 
to  build  a  small  refinery  than  to  open  a 
store,  many  fortune-hunters  swarmed 
into  the  business,  creating  sui-plus  ca- 
pacity and  plunging  profits.  Rocke- 
feller— a  precise,  methodical  Baptist — 
scoiTied  these  get-rich-quick  rivals  and 
resolved  to  estabUsh  the  industry  on  a 
stable,  long-teiTO  basis.  With  a  meticu- 
lous attention  to  detail,  he  introduced 
huge  economies  of  scale  that  rapidly  re- 
duced his  production  costs  far  below 
those  of  competitors.  He  also  exploited 
the  value  of  byproducts,  selling 
kerosene — the  principal  oil  business  pri- 
or to  the  Auto  Age — as  well  as  lubri- 
cants, varTiishes,  fuel  oil,  petroleum  jel- 
ly, natural  gas,  and  scores  of  other 
petr-oleum  pr-oducts. 

Rockefeller  wasn't  content  to  van- 
quish rivals  through  lower  prices  and 
superior  products  alone.  In  the  rowdy 
era  of  laissez-faire  capitalism  that  pre- 
ceded the  1890  Sher-man  Antitroist  Act, 
he  figui'ed  out  ways  to  manipulate  mar*- 
kets  and  starv^e  out  smaller-  competitor's 
by  engineering  artificial  shortages  of 
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barrels,  chemicals,  or 
tank  cars.  To  shrink 
refining  capacity  and 
bolster  prices,  he 
would  pm-chase  rivals, 
shutter  their  obsolete 
plants,  and  then  make 
them  sign  agi'eements 
to  stay  out  of  the  busi- 
ness. From  an  early 
stage  in  his  march  to 
supremacy,  he  collud- 
ed with  the  railroads 
to  secure  preferential 
freight  rates  for  Stan- 
dard Oil  and  punitive 
rates  for  rivals.  After 
parlaying  his  railroad 
influence  into  an  unas- 
sailable position  in  re- 
fining, he  extended  Ms 
sway  to  long-distance 
pipelines.  In  this  way. 
Standard  Oil  formed 
the  very  infi-astiucture  of  the  industry. 

In  the  1880s,  the  trast  began  to  mar- 
ket oil  directly,  sweeping  away  an  anti- 
quated system  of  middlemen  and  deliv- 
ering kerosene  straight  to  the  nation's 
gi'ocers  and  hardware  stores.  Standard 
Oil  di\ided  the  country  into  11  exclusive 
marketing  territories  and  resorted  to 
strong-ai-m  tactics,  if  needed,  to  w-ai'd  off 
outsiders.  Grocers  who  stocked  kerosene 
from  independent  refiners  might  sud- 
denly find  a  new  gi'ocery  store  opening 
across  the  street;  this  rival  would  not 
only  sell  Standard  Oil  kerosene  but  sus- 
piciously cheap  groceries.  The  tinist's 
most  potent  weapon  was  always  preda- 
tory pricing — i.e.,  the  prolonged  under- 
selling of  rivals  until  they  were  driven 
out  of  business. 

With  the  intricate  mind  of  a  chess 
master,  Rockefeller  devised  a  complete 
arsenal  of  anticompetitive  weapons.  In 
writing  antitmst  legislation,  reformers 
had  simply  to  study  his  career.  By  the 
time  Rockefeller  retired  fi-om  Standard 
Oil  in  the  late  1890s,  the  Ohio  Attorney 
General  had  lodged  the  first  in  an  ex- 
tended string  of  state  and  federal  an- 
titrust actions  against  the  trust.  Rocke- 
feller's waiy  colleagues  made  him  retain 
the  president's  title.  As  his  paitner  Hen- 
ry  H.  Rogei-s  said:  "We  told  Mm  he  had 
to  keep  it.  These  cases  against  us  were 
pending  in  the  courts;  and  we  told  him 
that  if  any  of  us  had  to  go  to  jail,  he 
would  have  to  go  with  us!"  As  a  re- 
sult, the  government,  press,  and  gen- 
eral public  assumed  that  Rockefeller's 
retii'ement  was  a  transparent  fraud  and 
that  he  still  cjuietly  pulled  the  strings  at 
Standard  Oil — which  wasn't  the  case. 

How  did  Rockefeller  elude  the  law 


diu'ing  his  active  business  career?  Wliy 
didn't  public  outrage  against  Standard 
Oil  crystallize  sooner?  After  all,  the 
tiiists  (the  term  used  to  describe  the 
monopolies)  were  seen  as  menacing 
ci'eatui'es  by  small  businesspeople  bred 
on  the  gospel  of  individual  entei^prise. 
Progi'essives  fretted  about  the  corrapt- 
ing  influence  of  Big  Business,  wMch  sel- 
dom had  sciuples  about  suborning  state 
legislatm-es,  tampering  with  couits,  and 
buying  politicians.  Populist  fanners  de- 
nounced the  unholy  alliance  of  big  sMp- 

The  trust's  most 
potent  tactic 
was  always 
predatory  pricing 

pers  and  powerful  railroads  that  rele- 
gated them  to  marginal  status.  And 
workers  found  themselves  in  an  unequal 
contest  with  employers  who  steadily 
gi'ew  in  size  and  organization. 

Yet  this  stereotypical  view  of  the 
Gilded  Age  as  one  of  a  deepening  ten- 
sion between  the  "masses"  and  the 
"classes"  doesn't  entirely  capture  the 
public  ambivalence  toward  the 
leviathans.  However  notorious  many  of 
their  practices,  men  such  as  Rockefeller 
and  Andrew  Carnegie  were  superb  busi- 
nessmen and  destined  to  attain  heroic 
status  in  a  society  that  woi-sMpped  mon- 
ey. Many  Americans  took  pride  in  the 


power  and  prosper 
that  these  hard-bitti 
industriahsts  cor^en  i 
on  a  largely  agrarii 
society. 

The  late  19th  cen 
ry  was  also  a  splemi 
time  for  consume 
who  were  dazzled 
new   products  fr( 
light  bulbs  to  te 
phones.  In  some  : 
spects,  the  Gilded  A 
was  a  period  much  1 
our  own,  distinguisi 
by  perpetual  inno' 
tion  and  an  explos 
of  new  industries.  1 
trusts,  despite  th 
sins,    patented  i 
vanced  product 
methods  and  slasF 
the  prices  of  ma 
products.  Prices  mij 
well  have  been  lowered  by  perfect  cc 
petition,  but  the  average  consumer 
joyed  a  steady  cheapening  of  the 
cessities  of  life.  Duiing  its  first  twej 
years,  Standard  Oil  tiimmed  the  av 
age  price  of  refined  oil  from  23(2  to  7 
gallon,  so  that  Rockefeller  could  boast 
having  bestowed  cheap  oil  on  the  m£ 
es.  Partly  through  economies  of  sc  " 
introduced  by  the  tiiists,  the  gent  - 
price  level  fell  steadily  fi'om  the  enc  ' 
the  Civil  Wai-  to  the  turn  of  the  centi 
After  William  McKinley  was  assa 
nated  in  1901  and  Theodore  Roose\  - 
rose  to  the  Presidency,  public  tolera  i 
for  the  trusts  eroded.  This  stemn  «: 
partly  from  the  tremendous  mer;  : 
boom  that  started  in  1897  and  engul 
many  industries.  As  small  busines  ^- 
disappeared  into  the  maws  of  mass 
combines,  the  public  stared  aghast 
the  magnitude  of  these  new  entit 
Tliat  they  were  forged  by  Wall  Stree 
nanciers  such  as  J.  Pierpont  Morj 
only  heightened  fears  of  a  new  ecom 
ic  absolutism.  By  no  coincidence,  I 
fu'st  great  wave  of  trustbusting  got  I 
der  way  in  the  early  1900s,  just  as  I 
late  19th  centiuy  deflation  bottomed  I 
and  prices  began  a  slow  but  inexonl^ 
cUmb.  When  John  D.  Ai'chbold,  Ro(IB 
feller's  sucessor  at  Standard  Oil,  H 
creed  steep  price  hikes  in  dome^B 
kerosene,  the  public  finally  rebellec^B 
would  tolerate  harsh  business  metl^B 
and  the  lopsided  distribution  of  weH 
as  long  as  it  could  share,  to  someB| 
tent,  in  the  gains.  But  once  irate  m| 
sumers  teamed  up  with  Rockefell 
disginntled  business  opponents  to  ti  ^ 
the  trust,  Standard  Oil's  days  w  r, 
numbered. 
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The  longest  running  morality  play  in  U.S.  business 
history  reaches  a  dramatic  conclusion 


A  s  they  approached  the  1904  Presidential  elec- 

J^L         tion,  Standard  Oil  executives  knew  that  the 
oil  trust  stood  at  the  top  of  President 
/  Theodore  Roosevelt's  list  of  evil  trusts  to 

/— -^k      be  reined  in  by  federal  regulators.  Since  the 
idea  of  backing  Roosevelt's  Democratic  op- 
„     _-^k_  ponent,  Alton  B.  Parker,  was  unthinkable  to 
ndard  Oil  chief  John  D.  Archbold  and  his  associates,  they 
)thered  the  incumbent  with  money,  including  a  $100,000 
tribution  from  Standard  Oil  executive  Henry 
Rogers.  Other  businessmen  who  feared  the 
of  federal  regulation — including  railroad  mag- 
Edward  H.  Harriman,  fonner  Camegie  part- 
Henry  Clay  Frick,  and  banker  James  Still- 
1 — also  paid  tribute  to  Roosevelt,  provoking 
oocratic  charges  that  the  President  was  being 
led  by  the  veiy  companies  he  vowed  to  control. 
Drney  General  Philander  Knox  wandered  into 
sevelt's  office  one  day  in  October,  1904,  arid 
rd  the  President  dictating  a  letter  ordering 
return  of  the  Standard  Oil  funds.  "Why,  Mr. 
iident,  the  money  has  been  spent,"  Knox  ob- 
ed.  "They  cannot  pay  it  back — they  haven't  got 
ill,"  Roosevelt  said,  "the  letter  will  look  well  on 
ird,  anyhow." 

fhen  Roosevelt  won  by  an  impressive  margin  in 
ber.  John  D.  Rockefeller  sent  a  telegram  to  him:  "I  con- 
ulate  you  most  heartily  on  the  grand  I'esult  of  yesterday's 
tion."  Rockefeller  had  gi'eat  faith  in  his  powers  of  per- 
ion  and  was  convinced  that  he  could  convert  even  his 
:  rabid  foes  to  his  cause.  After  all,  the  executive  ranks  of 


it." 
the 

No- 


Standard  Oil  were  populated  with  erstwhile  rivals  whom 
he  had  recruited. 

Rockefeller  was  never  the  cold  curmudgeon  of  myth  and 
had  been  deeply  chaiitable  since  adolescence.  The  son  of  a  pi- 
ous mother  and  a  raffish  father  who  peddled  patent  medi- 
cines. Rockefeller  strangely  combined  traits  from  both  par- 
ents. If  generally  laconic  like  his  mother,  he  also  exliibited  his 
father's  geniality.  He  had  good  manners,  an  inexhaustible 
fimd  of  di"oll  stories,  and  a  diy  Midwestern  wit.  This  private 
Rockefeller  was  known  only  to  friends  and  col- 
leagues, and  he  never  bothered  to  coiTect  press  dis- 
tortions about  his  personality  until  antitrust  con- 
siderations made  that  politic. 

In  the  Standard  boardroom,  the  contribution  to 
Roosevelt's  campaign  was  soon  acknowledged  to 
be  the  worst  investment  they  had  ever  made.  Back 
in  1903,  Roosevelt  had  pushed  Congress  to  create  a 
Bureau  of  Corporations  endowed  with  broad  powers 
to  investigate  trasts,  and  before  the  election,  the 
Biu'eau,  headed  by  James  R.  Gai-field,  the  son  of  the 
former  President,  had  begun  to  gather  data  on 
Standard  Oil.  But  Garfield  was  ftiendly  with  some 
Standard  Oil  lawyers,  and  the  initial  inquiiy  went  amicably 
enough.  Then,  in  February,  1905,  by  a  unanimous  resolution, 
the  House  of  Representatives  urged  an  .antitnist  investigation 
of  Standard  Oil,  a  result  of  the  oil  boom  in  Kansas. 

Reenacting  a  drama  once  played  out  in  western  Pennsyl- 

Froni.  the  book  Titan:  The  Life  of  John  D.  Rockefeller,  Sr. 
by  Ron  Cliernow.  Copyright  ©  1998  by  Ronald  Cheniow. 
Reprinted  by  permission  of  Rayidom  House,  Inc. 
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TEXAS  OIL  BOOM:  INDEPENDENT  PRODUCERS  WERE  THE  IMPETUS  BEHIND  THE  ANTITRUST  DRIVE 

To  Rockefeller,  competition  meant  industrial  chaos 
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vania,  independent  oil  producers  and  refiners  protested  tiiat 
Standard  Oil  dominated  the  state's  pipelines,  and  they  also 
accused  it  of  conspinng  with  the  railroads.  Their  passions 
were  fanned  by  Ida  Tarbell's  widely  read  series  of  19  muck- 
raking articles,  which  had  dissected  Standard  Oil's  machina- 

'  tions    in  McClure's 

Magazine  from  1902 
through  1904,  and  by 
a  dramatic  tour  she 
made  through  the  oil 
fields.  Suddenly,  Commissioner  Garfield  was  summoning 
Archbold  and  Rogers  to  question  them  about  Standard's  be- 
havior in  the  state.  Wlien  he  broached  the  touchy  subject  of 
railroad  rebates — the  flash  point  for  so  many  battles  in  oil 
history — their  relations  deteriorated  hastily.  A  new  genera- 
tion of  independent  oil  pro- 
ducers in  Kansas,  lUinois, 
Oklahoma,  Texas,  and  Cali- 
fornia would  provide  the 
motive  force  behind  the  anti- 
trust drive  against  the 
Standard. 

The  Tarbell  series  virtu- 
ally guaranteed  that  Stan- 
dard Oil  would  be  the  cen- 
tral target  of  any  federal 
tnistbusting  probe.  Tarbell 
thought  it  the  optimal  choice 
because  it  was  "the  mother 
trust  and  the  most  nearly 
monopolistic."  It  furnished  a 
well-known  consumer  prod- 
uct, kerosene,  affected  near- 
ly everyone,  and  had  an 
abundant  liistory  of  healings 
and  lawsuits  to  excavate.  In 
the  early  1900s,  petroleum 
was  being  applied  to  many 
new  uses,  from  fuel  for 
ships  to  gasoline  for  cars, 
and  it  no  longer  seemed 
tolerable  for  one  organiza- 
tion to  retain  a  stranglehold 
over  it. 

In  targeting  Standard  Oil,  Roosevelt  hoped  to  check  two 
abuses  at  once:  railroad  collusion  and  industrial  monopoly. 
When  the  Bureau  of  Corporations  sent  him  its  report  on  the 
oil  tinast,  it  highlighted  Standard's  connivance  in  winning  se- 
cret preferential  rates  from  the  railroads.  Seizing  upon  this 
as  a  potent  tool  to  push  thi'ough  the  Hepburn  bill,  which 
strengthened  railroad  regulation,  Roosevelt  made  the  500- 
page  report  public  on  May  2,  1906.  "The  report  shows  that 
the  Standard  Oil  Company  has  benefited  enormously  up  al- 
most to  the  present  moment  by  secret  rates,"  the  President 
declared. 

Moreover,  in  Standard  Oil,  Teddy  Roosevelt  found  a  trust 
tailor-made  for  his  purposes:  big,  rich,  brutal,  unpopular, 
and  totally  unrepentant.  For  years,  Rockefeller  and  his  col- 
leagues had  ignored  public  opinion,  refusing  to  give  inter- 
views and  behaving  defiantly  at  hearings.  Mocking  the  petty 
efforts  of  politicians  to  obstruct  them,  an  unreconstructed 
Henry  Rogers  swore,  "We  will  see  Standard  Oil  in  hell  be- 
fore we  will  let  any  set  of  men  tell  us  how  to  run  our  busi- 
ness." The  most  pugnacious  Standard  Oil  executive  was 
Archbold,  Rockefeller's  successor,  who  didn't  hesitate  to 
trade  insults  with  prosecuting  attorneys.  He  was  quick  to 
suborn  politicians,  and  his  backroom  maneuvers  contributed 
to  a  pungent  odor  of  .conniption  that  emanated  from  Standard 
Oil  in  the  eariy  1900s.  .  . 


TEDDY  ON  THE  STUMP:  STANDARD  OIL  WAS  AN  EASY  TARGET 

Roosevelt  preferred 
compromise  to  slow,  hard- 
to-win  antitrust  cases 


Roosevelt  adoi'ed  grandstanding  and  liked  to  use  his  bi 
pulpit  to  incite  a  popular  furor.  With  an  ex-pugilist's  ! 
for  feints  and  bluffs,  he  kept  the  combine  thoroughly  confii 
about  his  time  sentiments.  At  moments,  he  issued  sti' 
public  denunciations:  "Eveiy  measui'e  for  honesty  in  busii 
that,  has  been  passed  in  the  last  six  years  has  been  opp( ; 
by  these  men."  Even  less  temperate  in  private,  he  told 
Attorney  General  that  the  Standard  Oil  directors  were  ' 
biggest  criminals  in  the  countiy."  Then,  in  friendly  pri\ 
chats  at  the  White  House,  he  disaiTned  the  very  Standani 
rectors  he  had  reviled  by  seeming  the  soul  of  civility. 

Even  as  Roosevelt  entertained  the  bosses  of  Stand 
Oil,  he  was  about  to  unleash  the  government's  full  f 
against  it.  In  late  June,  1906,  Roosevelt  summoned  Attor 
General  William  H.  Moody  and  other  Cabinet  members  fo; 

unusual  nocturnal  sessioi 
the  White  House  to  disc 
possible  prosecution. 
June  22,  Moody  announ 
a  preliminary  investigat 
headed  by  Frank  B.  I 
logg,  of  an  antitrust  ; 
against  Standard  Oil 
move  that  one  newspa 
reported  under  the  st 
headline,  "Standard  Oil 
ficials  May  Go  to  Prison 
By  this  time,  Standai'c 
ficials  knew  that  they 
been  grossly  deceived 
the  President's  genial  n 
ner.  In  retrospect,  it  se 
clear  that  the  ambigu 
signals  from  the  W 
House  reflected  more  t 
duplicity  on  Roosevelt's  ] 
for  he  was  genuinely  rt 
tant  to  wield  the  big 
against  Standard  Oil.  ^ 
preferred  compromise 
antitrust  cases,  which  \ 
slow,  time-consuming, 
fiendishly  difficult  to  win 
wanted  to  supervise  tn 
not  break  them  up  and  sacrifice  their  efficiency,  and  he 
searching  for  some  conciliatory  overture  from  his  ad 
saries,  a  suggestion  that  they  would  accept  government  o 
sight  and  voluntarily  mend  theii-  ways.  But  compromise 
so  alien  to  Archbold  that  he  did  not  see  that  he  might  1 
averted  an  antitinst  suit  with  a  little  political  flexibility. 


rivately,  and  in  talks  with  business  associj 
Rockefeller  had  articulated  a  theory  of  tr 
that  was  very  different  from  that  held  by 
sevelt  and  allowed  little  room  for  governi] 
regulation.  In  the  industrial  boom  after 
Civil  War,  the  most  significant  revolt  agj 
free-market  capitalism  had  come  not  fron 
formers  or  zealous  ideologues  but  from  businessrnen 
Rockefeller  who  couldn't  control  the  maddenmg  fluctuat 
in  the  marketplace.  Pestei-ed  by  ovei-production  in  the  € 
oil  industiy.  Rockefeller  tii-elessly  mocked  those  "academi( 
thusiasts"  and  "sentimentalists"  who  expected  busines 
conform  to  their  tidy  competitive  models.  He  didn't  see 
he  and  others  could  build  vast,  enduring  industries 
volatile  economy  disrupted  by  recessions,  deflation,  and 
plosive  boom-and-bust  cycles.  Thus,  Rockefeller  and  othe 
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What  could  we  possibly  do 
to  make  the  host  business  news 
on  TV  even  better? 
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dustrial  captains  conspired 
to  kill  competitive  capital- 
ism in  favor  of  a  new  mo- 
nopoly capitalism. 

Rockefeller  brooded  for 
many  years  on  a  theoretical 
defense  of  monopoly,  giving 
the  subject  a  great  deal  of 
intelligent  thought.  He  ai-ose 
as  the  prophet  of  a  new  dis- 
pensation in  economic  histo- 
ry. As  he  said:  "It  was  the 
battle  of  the  new  idea  of  co- 
operation against  competi- 
tion, and  perhaps  in  no  de- 
partment of  business  was 
there  a  gi'eater  necessity  for 
this  cooperation  than  in  the 
oil  business." 

Rockefeller's  logic  de- 
serves some  scratiny.  If,  as 
he  asserted.  Standard  Oil 
was  the  most  efficient,  low- 
est-cost producer,  why  didn't 
he  just  sit  back  and  wait  for 
competitors  to  go  bankrupt? 
Why  did  he  resort  to  the 
tremendous  expense  of  tak- 
ing over  rivals  and  dismem- 
bering their  refineries  to  slash  capacity?  According  to  the 
standard  textbook  models  of  competition,  as  oil  prices  fell  be- 
low production  costs,  refiners  should  have  retrenched  and 
padlocked  plants.  But  the  oil  market  didn't  correct  itself  in 
this  manner  because  refiners  carried  heavy  bank  debt  and 
other  fixed  costs,  and  they  discovered  that,  by  operating  at  a 

loss,  they  could  still 
service  some  debt.  Ob- 

  viously,  they  couldn't 

RON  CHERNOW'S  TITAN  lose  money  indefinite- 

ly, but  as  they  sol- 
diered on  to  postpone  bankruptcy,  their  output  dragged  oil 
prices  down  to  unprofitable  levels  for  everybody.  Hence,  a 
perverse  effect  of  the  invisible  hand:  Each  refiner,  pursuing 
his  own  self-interest,  generated  collective  miseiy. 

What  made  an  expeditious  shutdown  of  outmoded  rivals 
vital  to  Rockefeller  was  that  he  had  borrowed  heavily  to 
build  gigantic  plants  so  that  he  could  ch'astically  slash  his  unit 
costs.  Early  on.  Rockefeller  realized  that  in  the  capital- 
intensive  refining  business,  sheer  size  mattered  greatly  be- 
cause it  translated  into  economies  of  scale.  During  his  career. 
Rockefeller  relentlessly  cut  the  unit  costs  of  refined  oil,  and 
he  never  deviated  fi'om  this  gospel  of  industrial  efficiency. 


On  Nov.  18,  1906,  the  federal  government 
filed  suit  in  Missoui-i  to  dissolve  Standard  Oil 
under  the  Sheiman  Antitioist  Act,  naming  as 
defendants  Standard  Oil  of  New  Jersey,  six- 
ty-five companies  under  its  control,  and  a 
pantheon  of  leading  executives,  including 
John  and  brother  William  Rockefeller,  Hen- 
ry Flagler,  John  Ai'chbold,  and  Henry  Rogers.  They  were 
charged  with  monopolizing  the  oil  industry  and  conspiiing  to 
restrain  trade  through  a  familiar  litany  of  tactics:  railroad  re- 
bates, the  abuse  of  their  pipeline  monopoly,  predatory  pric- 
ing, industrial  espionage,  and  the  secret  ownership  of  os- 
tensible competitors.  The  proposed  remedy  was  sweeping:  to 
break  up  the  massive  combine  into  its  component  companies. 
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JOHN  D.  GOES  TO  COURT:  939  INDICTMENTS  JN  OHIO 

Rockefeller  found  himself 
being  held  accountable  for 
actions  he  had  not  approved 
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As  a  government  rep 
documented  in  1907,  ' 
Standard  Oil  leviathan  s 
refined  87%  of  all  kerost 
handled  87%  of  expori 
kerosene,  marketed  899^ 
domestic  kerosene,  and  \ 
more  than  20  times  the  - 
of  its  most  serious  dome: 
competitor.  Pure  Oil.  At 
the  suit  was  filed.  Stand 
officials  tried  to  sound  s 
guine  and  could  not  sub< 
their  now  delusional  se 
of  invincibility.  In  a  let 
marked  "Strictly  confid 
tial,"  Rockefeller  told  Ai 
bold  of  reports  that 
Justice  Dept.  had  scant  l 
fidence  in  its  own  case  ; 
that  it  was  just  a  flin 
vendetta  worked  up 
Roosevelt.  "This  progran 
the  usual  topic  of  his  ] 
sent  day  talk  vrith  frie 
and  he  shows  a  disposit 
that  is  vindictive.  If  his  : 
fails,  he  means  to  urge  1 
islation,  if  he  can  havr 
framed,  aimed  at  the  same  target." 

By  the  summer  of  1907,  the  political  fight  against  Stand 
Oil  had  spread  across  a  vast,  bloody  battlefield,  with  se 
federal  and  six  state  suits  (Texas,  Minnesota,  Missoui'i,  1- 
nessee,  Ohio,  and  Mississippi)  in  progi'ess  against  the  i 
battled  trust.  New  legal  skinnishes  seemed  to  crop  up  wi 
ly.  That  year,  an  Ohio  grand  jury  brought  in  939  indictmf 
against  Rockefeller  and  other  Standai'd  Oil  officers;  a  bill  • 
introduced  in  Tennessee  to  oust  the  trust  on  antiti 
gi'ounds;  Missouii  fined  and  expelled  a  Standard  Oil  > 
sidiary,  the  Waters-Pierce  Company;  and  so  on  and  so  fo^ 
Approaching  his  68th  birthday.  Rockefeller  had  ne 
imagined  that  his  twilight  years  would  be  so  eventful, 
foilime  had  failed  to  purchase  him  even  a  poor  man's  miti 
tranquillity.  As  nominal  president  of  Standard  Oil,  he  wa 
a  bind,  responsible  for  actions  he  had  not  approved.  In  a  J 
1907,  letter  that  betrayed  considerable  ang-uish,  Rockefe 
pleaded  with  Archbold  to  accept  his  resignation  and  rek 
him  from  his  torment.  During  the  next  two  weeks,  he 
peatedly  proffered  his  resignation,  telling  Archbold 
would  fi'ee  him  fi-om  several  subpoenas.  Although  he  ow 
27.4%  of  Standai'd  Oil  stock — thj-ee  times  the  amount  helc 
Flagler,  the  next  largest  shareholder— Archbold  turned 
down  flat,  and  Rockefeller  bowed  to  his  protege's  wishes, 
the  decision  did  not  sit  well  with  him. 

One  thing  evident  amid  the  spate  of  lawsuits  was 
railroad  rebates  had  "not  faded  as  an  issue,  even  tho 
pipelines  had  governed  the  oil  business  for  more  than  a  j 
eration.  When  rebates  were  again  forbidden  by  the  Elkins 
of  1903  and  the  Hepburn  Act  of  1906,  the  public  naively 
SHmed  they  had  ended.  Then  the  Interstate  Commerce  C 
mission  reported  in  Januaiy,  1907,  that  Standard  Oil 
still  secretly  accepting  rebates,  spying  on  competitors,  set 
up  bogus  subsidiaries,  and  engaging  in  predatoi-y  pricing- 
same  deadly  sins  patented  by  Rockefeller  back  in  the  18 
Roosevelt  and  his  Cabinet  thu'sted  for  a  test  case  that  wi 
prove  Standard  Oil's  collusion  with  the  railroads  and  dra 
tize  the  twin  evils  of  abusive  trusts  and  scheming  railroi 
Tlie  issue  was  duly  highlighted  in  a  1907  case  in  Chicag 
which  Standai'd  Oil  of  Indiana  was  accused  of  taking  iUega 
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special  AQvertismg  beciion 


Business  Intelligence 


Has  it  CROSSio  thi  chasu? 


Over  the  past  several  years ,  an  innovative  business  approach  has  gained  an  increasingly 
high  p^vfik .  Business  intelligence  gives  companies  the  ability  to  extract  greater  value  from 
airporate  information  to  enable  everyone  across  the  enterprise  to  make  better  decisions  that 
directly  impact  the  bottom  Une.  Leading  organizations  worldwide  are  already  achievirig 
significant  competitive  advantage  with  business  intelligence.  But  has  it  reached  a  critical 
mass?  Is  it  moving  beyond  being  the  "invisible"  advantage  of  Fortune  1000  companies  to 
become  an  essential  component  of  mairistream  business  success? 


Passing  the  Mainstream  Test 

To  answer  these  questions,  consider 
what  mainstream  decision  makers 
demand  from  a  hiisiness  approach. 
First,  a  record  ot  proven,  bottom-line 
results.  Second,  mature  products  and 
professional  services  to  address  the 
complete  range  of  enterprise  needs. 
Third,  the  security  of  dealing  with  an 
established  market  leader  offering 
best'Of 'breed  products  and  global  sup- 
port. And  fourth,  fast  and  easy  deploy- 
ment using  an  organization's  existing 
IT  infrastructure  —  often  this  is  the 
single  most  important  determinant  ot 
whether  a  technology  achieves  main- 
stream acceptance. 

As  the  worldwide  business  intelli- 
gence market  leader,  Cognos  Corp- 
orati(UT  ot  Burlington,  Mass.,  is 
uniquely  positioned  to  address  all  of 
these  criteria.  Through  developing 
products  that  solve  customers'  specific 
business  problems,  Cognos  has  discov- 
ered effective  ways  to  use  business 
intelligence  in  every  department  ot 
every  enterprise,  and  in  every  industry. 
Today,  organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson  and  the 
National  Association  ot  Security 
Dealers  (NASD)  are  cutting  costs, 
increasing  efficiency  and  enabling  new 
strategic  capabilities  by  adopting 
Cognos'  award-winning  business  intel- 
ligence software.  This  market  leader- 
ship is  evident  in  Cognos'  strategic 


technology  partnerships  with  other 
industry  leaders  such  as  IBM,  Microsoft, 
PeopleSoft,  Oracle  and  SAP.  And 
Cognos  business  intelligence  software 
deploys  easily  and  quickly  across  the 
enterprise,  typically  delivering  return 
on  investment  within  30  to  90  days. 

Setting  the  Agenda 

The  cornerstone  ot  Cognos'  success 
has  been  enduring 
customer  relation- 
ships. As  technolo- 
gies and  business 
needs  have  evol- 
ved, Cognos  has 
responded  with 
new  products  that 
extend  business 
intelligence  capa- 
bilities. Thanks  to 
these  pioneering 
efforts,  a  paradigm 
shift  has  occurred 

within  many  leading-edge  companies: 
managers  now  expect  to  be  able  to 


<  Organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson 
and  the  National  Association 
of  Security  Dealers  (NASD) 
are  cutting  costs,  increasing 
efficiency  and  enabling  new 
strategic  capabilities  by  adopt- 
ing Cognos '  award-winning  busi- 
ness intelligence  software.  > 


easily  access  corporate  data  and  v 
it  from  any  angle,  in  any  combinati 
They  expect  that  creating  reports 
not  be  complex  or  time  consum 
They  expect  to  be  able  to  automati 
ly  uncover  hidden  factors  impact 
their  business.  In  other  words,  b 
ness  intelligence  has  become  inte 
to  how  they  achieve  and  sustain  c( 
petitive  advantage. 

The  Power  of  the  Web 

As  business  intelligence  enters 
mainstream,  Cognos  has  develc 
products  that  leverage  the  Wi 
Wide  Web,  which  has  emergec 
a  mainstream  computing  platfc 
Through  the  Web,  business  int 
gence  capabilities  can  be  distrihi 
to  an  entire  organization.  As  a  rej 
every  department 
a  broader  perspe 
of  their  impact  o: 
organization,  and 
impact  of  other  de 
ments  on  theirs.  1 
can  plan  better 
coordinate  the 
of  information  ac 
the  organization, 
can  better  align  de 
mental  goals 
long-range  corpc 
goals.  The  resu 
better  decisions,  every  day  —  by  ei 
one  in  the  organization. 


Learn  how  other  companies  have  used  business  intelligence  to  cross  the  chasm  to  increased  competitiveness. 
Order  your  free  copy  of  The  Multidimensional  Manager  book  at  www.cognos.com/chasm. 
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Knowing  vvliat  is  driving  business  ^ives  you  tlie 
power  to  influence  wliere  it  ^oes.  Co^nos  puts  I  lint 
power  in  tlie  Kands  of  every  manat^er  \\  illiin  your 
entire  organization.  Our  \\  or  I  ci- leading  Bus  mess 
Intelligence  software  lets  managers  access  and 
analyze  multidimensional  corporate  data  \\  Kenevci- 
tfiey  need  it.  To  reveal  liiddcn  relalionsliips.  lo  spot 
key  trends  and  opportunities. 


lo  puui  more  ellecti\'e  strategies,  lo  maRe  more 
inlormed.  better  decisions,  e\'ery  clay.  Find  out 
liow  C  o^nos  Business  intelligence  can  impact  your 
l)()ltom  line  wilKin  90  days  by  asking  lor  a  Iree 
copy  ol  the  M  ull  idimensiona  1  Manager,  line 
aullnoritati\e  guide  to  implementing  Business 
Intelligence  in  your  organization.  Call  1-80U-426-4667 
e.xt.  2267  or  visit  our  web  site. 


www.cog'nos.com/g'aiii 

Cognos,  Ihe  Cognos  logo,  and  Better  Decisions  Every  Day  are  trademarks  ol  Cgqrios  Inc 


Better  Decisions  Every  Day 
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bates  nxim  the  Chicago  &  Alton  Raih*oad.  The  shipments  in 
question  had  passed  between  ^^^liting,  Ind.,  and  East  St. 
Lx)uis.  EL,  after  such  rebates  were  outlawed  by  the  EDdns  Act 
(Rockefeller  had  always  insisted  that  Standard  Oil  took  no 
rebates  after  they  were  banned  in  1S87.)  The  presiding  figure 
in  the  Chicago  courtroom  was  a  gaunt,  outspoken  judge 

with  prematm*ely  white 
hail-  named  Kenesaw 
Mountain  Landis  who, 
at  41,  was  newly  ap- 
pointed to  the  fedei-al 
bench  and  later  ser\"ed  as  the  first  basebaD  commissioner. 

Eager  to  levy  an  eye-popping  fine  against  the  ti-ust,  Lan- 
dis asked  its  attorneys  for  figures  on  its  capitalization  and 
earnings  between-  1903  and  190-5.  The  Standard  lawj-ers. 
Landis  knew,  were  in  a  tight  spot:  K  they  furnished  the  ti-ue 
figures,  they  might  in^ite  a  punitive  fine;  if  they  •nithheld 
them,  they  would  look  guilty.  On  .June  26,  1907,  the  federal 
district  attorney  tried  to  piy  loose  - 
from  Standai-d  c-ounsel  -John  S.  iliUer 
a  list  of  employees  privy  to  those 
numbers.  "FD  see  you  in  hell  first" 
was  MUlers  cordial  reply.  This  ri- 
poste backfired:  Landis  assigned 
U.  S.  mai'shals  to  subpoena  sevei^al 
Standard  Oil  officials,  including 
RockefeDer.  Flouting  the  judge's  re- 
quest. RockefeDer  fled  and  stayed 
with  his  daughter  Alta  and  her  hus- 
band in  Pittsfield,  Mass.  For  sevei-al 
days,  as  the  press  guessed  at  Rocke- 
feller's whereabouts.  Landis'  proc-ess 
ser%-er  tried  to  track  the  titan 
through  New  England's  covintrj-side. 

WTien  Teddy  Roosevelt  and  his  At- 
torney General  heai*d  that  Landis 
wanted  to  haul  Rockefeller  into  court, 
they  were  greatly  dismayed,  for  if 
Rockefeller  testified  in  the  Chicago 
case,  he  might  win  an  "immunity 
bath"  from  possible  criminal  prosecu- 
tion in  the  more  important  fedei*al 
antiti-ust  suit.  They  sent  an  emissan^ 
to  Chicago  to  plead  with  Landis.  "I'd 
like  to  obhge  Mr.  Roosevelt."  he  said. 
"Fd  do  anything  in  reason  to  obhge 
him.  But  Rockefeller  is  making  a  mon- 
key out  of  my  pi"ocess  sen'er  and  I'm 
going  to  bring  him  before  this  comt  to 
\indicate  its  dignitj:"  Rockefeller  must 
have  disc-overed  the  legal  advantages 
of  testimony,  because  he  suddenly  con- 
tacted .Judge  Landis  fi-om  Pittsfield  and  voluntarily  acc-epted  a 
subpoena  fixim  a  deputy  marshal. 

On  the  sultiy  moiTiing  of  July  6.  1907,  John  and  WUham 
Rockefeller  ai-rived  at  the  federal  building  and  found  streets 
teeming  vnth  hundreds  of  spectatoi-s.  \Mien  Rockefeller  was 
spotted  in  a  straw  hat.  gi-asping  a  slender  cane,  somebody 
shouted,  "Here  he  comesi"  Hie  crowd  surged  forward  in 
such  close  ranks  that  it  took  a  squad  of  twenty  club-fielding 
detectives  to  clear  a  path.  Rockefeller  giinned'when  a  street 
lu'chin  called  out:  "There's  a  man  who  got  his  picture  in  the 
paper."  Some  zealous  onlookers  tore  buttons  from  Rocke- 
feller coat.  By  the  time  the  Rockefeller  brothers  reached  the 
sixth-floor  courtroom,  a  red-faced  WiHiam,  sweating  profuse- 
muttered:  "An  outi-agel  I  never  heard  of  such  treatment." 
By  contract.  John  D.  exhibited  his  usual  c-ool  demeanor  before 
an  imruly  mob.  WTien  he  entered  the  sweltering  coiutroom. 
with  electric  fans  slicing  overhead,  he  even  imitated  a  re- 
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JUDGE  LAffDIS:  BESTED  BY  ROCKEmi£R 

In  testimony,  the 
evil  \\izard  turned 

into  a  sweet, 
bumbling  old  man 


porter  ti-\ing  to  take  notes  in  the  crush  of  people.  Once 
doors  were  closed,  the  hum  of  speCTators  outside  was  still 
loud  that  poUcemen  had  to  dear  the  corridor. 

After  the  marshal  brought  down  his  gavel,  RockefeD 
began  1-5  minutes  of  unfoi-gettable  testimony.  A  viituoso 
evasive  testimony,  he  was  the  tranquil  eye  of  the  storm, 
one  reporter  noted.  "3Ir.  Rockefeller  was  the  coolest  looki 
man  in  the  i^oom.  Every-  motion  he  made  was  slow  and 
nified.  His  step  was  slow.  His  repHes  to  the  questions  of 
couit  were  even  slower"  .Judge  Landis,  itching  to  interrog; 
Rockefeller,  had  not  i-eckoned  on  his  incomparable  masterj- 
prevarication  and  selective  memoiy  loss.  Rockefeller  tiur 
himself  into  a  confused  old  dotai-d.  The  most  modest  ques' 
seemed  to  pose  insm-mountable  challenges  to  his  mind 

To  stait  things  off,  .Judge  Landis  asked:  "^Ir.  Rockefel 
what  is  the  business  of  the  so-called  Standai-d  Oil  Company 
New  -Jei-sey?"  "I  beheve.  youi*  honor..."  Rockefeller  be 
then  appeared  to  lose  his  way.  He  paused,  fiddled  with 
cane,  crossed  his  legs,  then  mad 
second  stab  at  an  answer.  "I  behe 
yom-  honor. . ."  Here  again,  his  m 
wandered  as  .Judge  Landis  tapp 
his  spectacles  on  his  desk  in  frust 
tion.  Finally.  Rockefeller  concentra' 
his  faculties  and  repHed.  "I  behe 
your  honor,  they  operate  an  oil  re 
eiy  in  New  Jei^y.'"  To  all  questi 
Rockefeller  responded  in  thi: 
slow,  disconnected  style,  making 
testimony  worthless.  In  exchan 
Landis  had  to  give  Rockefeller 
one  thing  he  dearly  wanted:  irnmi 
ty  fi"om  criminal  prosecution.  T 
testimony  was  not  only  a  fiasco 
the  judge  but  a  pubhc-relations 
tory  for  Rockefeller.  How.  peo 
wondered,  could  this  sweet,  bumb] 
old  man  have  been  the  e\"il  wizan 
the  trust?  His  testimony  even 
ceived  plaudits  fr^om  the  pres 

A  month  later.  Judge  Landis  t 
his  revenge.  On  the  morning  of  A 
3,  1907,  as  more  than  1.000  pec 
sought  entrance  to  his  courtroi 
Landis  i-ead  aloud  his  decision  in 
Standai-d  Oil  case.  (Possibly  in  ani 
pation.  Rockefeller  had  just  announ 
a  S32  million  gift  to  the  General  E 
cation  Board,  a  philanthropy  that 
had  foimded  to  premote  educatio: 
the  South.)  Once  again,  with  difiBci 
the  marshals  shut  the  gi-eat  door 
keep  out  waves  of  spectators.  Pale  and  edgy.  Judge  Lai 
called  Standai-d  Oil  no  better  than  a  common  thief  and  « 
gated  its  lawyei-s  for  their  "studied  insolence."  As  specta' 
gufEawed  at  these  instilts,  the  bailiffs  repeatedly  had  to  rap 
order  Then.  Landis  dehvered  his  bombshell:  a  fine  aga 
Standard  OO  of  Indiana  that  dwaifed  any  other  in  Amer 
corporate  history  up  until  that  time:  .529.24  million  (.S466  mi 
in  1997  dollars).  This  was  the  maximum  penalty:  .S20.000 
each  of  1,462  carloads  of  oil  cited  in  the  indictment.  Repor 
struggled  to  c-onvey  the  magnitude  of  this  fine.  That  mc 
could  build  five  battleships;  fiU  177  flatcars  with  silver 
lars;  employ  48,7:30  dty-sti-eet  workers  each  year.  It  amoui^ 
to  slightly  more  than  half  the  money  c-oined  annually  by 
fedei'al  government.  Since  it  represented  nearly  30^  of  S 
dard  Oil's  SlOO  miUion  capitalization. -Rockefeller's  theore' 
shai*e  of  the  fine  worked  out  to  S8,011,760.  Asked  about 
penalty,  Mark  IWain,  a  close  friend  of  Standard  Oil  execu 
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Hemy  Rogei^.  said  it  reminded  him 
of  the  bride's  vroi-ds  the  next  morning: 
"I  expected  it  but  didn't  suppose  it 
would  be  so  big." 

Rockefeller  used  the  record  fine 
to  put  on  a  show  of  aplomb.  He  was 
in  the  middle  of  a  golf  foursome  in 
Cleveland  when  a  messenger  came 
sprinting  acix)ss  the  fairway,  duiching 
^a  yellow  envelope.  Taking  it  and 
handing  the  boy  a  dime.  Rockefeller 
read  the  verdict  without  even  a 
twitch.  Finalh;  he  put  the  message  in 
his  pocket  and  said  to  his  golf  pait- 
ners.  ell.  shall  we  go  on  gentle- 
men?" Then  he  hit  an  excellent  diive 
of  about  160  j"ards  down  the  fairway. 
By  all  reports.  Rockefeller  was  in 
superb  form  and  completed  nine 
holes  in  -53  shots,  his  best  score  ever. 

Of  c-ourse.  Rockefeller's  poker  face 
concealed  deep  rage.  Tlie  Landis  3ne 
supported  the  thesis  th^t  the  Stan- 
dard Oil  empii-e  was  based  on  un- 
etliical  even  illegal,  rebates,  not  on 
the  business  acumen  of  its  founders. 
Before  the  day  was  over.  Rociefeller 
issued  a  statement  upbraiding  the 
court:  "A  great  injustice  has  been 
done  the  company.  It  was  from  igno- 
rance on  how  the  great  business  was 
founded.  For  all  these  yeai-s  no  one 
has  known  and  no  one  seems  to  have 
cared  how  it  eame  into  existenc-e." 

At  one  point  during  that  famous  golf  game  of  Aug.  3. 
1907.  Rockefeller  had  rem.arked.  ".Judge  Landis  will  be  dead 
a  long  time  before  this  fine  is  paid."  He  seldom  spoke  so 
harshly  in  public,  but  his  prediction  proved  ac-curate.  Many 
saw  the  Landis  fine  as  more  pf  a  political  statement  and  a 
publicity-  stunt  than  soimd  jurispnidence.  In  July.  190S.  a 
federal  appeals  eoun  not  only  revoked  the  fine  but  repri- 
manded Landis  for  considering  each  carload  of  oil  as  a  sepa- 

offense.  Judge 


A  S29  MtLLION  FINE  DIDNT  HALT  HIS  GAME 

"Judge  Landis 
will  be  dead  a  lono; 
time  before  this  fine 
is  paid" 
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rate 
Peter 
calling 


Grosscup. 
Landis'  act  an 
"abuse  of  judicial  dis- 
cretion." ordered  a  re- 
trial, in  which  Standard  Oil  was  found  not  guilt>\  Teddy 
Roosevelt  was  hopping  mad  at  the  app>eals  c-ourt.  ^Tiile  he 
had  thought  the  Landis  fine  excessive,  he  had  thought  the  tri- 
al itself  Ml*.  The  day  after  the  fine  was  thrown  out,  Roosevek 
announced  tnzi  the  govei-nment  would  again  prosecute  Stan- 
dard Oil  for  accepting  rebates,  since  "there  is  absolutely  no 
question  as  to  the  guilt  of  the  defendant  nor  of  the  excep- 
tionally grave  chai-acter  of  the  ofiense."  Dismayed,  he  said 
with  a  touch  of  bombast  that  the  decision  had  "Tiurt  the 
cause  of  ci^■^!izaL^:'^." 


After  the  Landis  fine  was  announc-ed.  Stan- 
dard Oil  tried  to  alter  its  strategy"  and  nego- 
tiate a  compromise.  That  September,  it  held 
out  a  tempting  deal  to  investigators.:  It  would 
op>en  its  books  and  abide  by  any  recommen- 
dations to  guarantee  compliance  with  the 
antitrust  laws  if  the  government  withdrew  its 
suit.  But  Rocijevelt  was  no  longer  in  the  mood  for  a  mice.  "If 
we  have  a  criminal  ease  against  these  men,"  he  told  Attorney 


General  Charles  Bonaparte,  "  i  sm 
be  verj-  reluctant  to  surrender  iu' 

Sinc-e  Rockefeller  had  created 
largest  business  empire  of  the 
19th  eenturj'.  it  was  only  fitting 
he  should  face  the  most  mas 
antitrust  suit  of  his  day.  Some 
witnesses  delivered  11  miQion  wor 
of  testimony;  swollen  by  1.374  € 
hibits.  the  proceedings  filled  12.(i 
pages  in  21  thick  volumes.  Before 
was  over  Standard  Oil  had  also  c-c 
tested  some  21  state  antitrust  su 
from  Texas  to  Connecticut,  leadi 
one  historian  to  comment:  "Xev 
before  in  the  history  of  the  U.  S.  h 
there  been  so  far-reaching  a  stragj 
between  industry  and  govemmen 
During  his  Standard  Oil  teno. 
Rockefeller  had  mollified  the  put 
by  genei-alh'  keeping  kerosesie  pri< 
low.  But  when  Archbold  took  c< 
trol  in  the  mid-lS90s,  he  kept 
mesne  prices  high  while  depress 
foreign  prices  to  diminish  overs* 
competition.  During  the  dozen  yej 
before  RockefeBer's  retirement,  i 
trust's  return  on  assets  ranged  fr 
ll**-  to  IT**.  '^Ith  Archbold  at 
helm,  returns  soared  from  21^ 
27<^  from  1900  to  1906.  This  mi^ 
have  been  smart  business  but  it 
verj'  poor  poiiti(5^:  The  trust 
booking  record  profits  just  ~  : 
could  least  afford  to  enrage  public  opinion.  It  is  n<:  :  ; 
denc-e  that  Ida  Tarbell's  series  and  Teddj-  Roosevelt  ? 
busting  c-oincided  with  Archbold's  more  grasping  rrrii 
He  was  a  much  less  clever  monopolist  than  his  men:  : 

Federal  prosecutor  Kellogg  tried  to  show  that  S:.vr.ii 
Oil  routinely  engaged  in  predatory  pricing,  eliminating  w 
petrtoi?  and  then  hoisting  prices  to  exorbitant  levels.  He 
timated  that  true  competition  prevailed  in  fewer  than  l'"*^ 
ail  petroleum  markets  and  noted  that  kerosene  pri;-- 
risen  tmreasC'nabh'  from  1S95  (when  Ardibold  took  cr_^ 
1906.  creating  widespread  consumer  discontent.  T;  ^^ 
Standard's  plush  earnings.  Rockefeller  dted  everythir.^  zi 
fire  hazards  to  the  vagai-ies  of  drilling  to  the  need  to  in? 
in  new  fields.  Tb  which  Kellogg  responded  with  sarca 
"Bui  Standard  Oil  has  been  pajirig  enormous  drddeE;"  -  n 
along."  Lifting  his  eyes  heavenward.  Rockefeller  repli 
"And  we  were  grateftil  for  it." 

Once  again,  the  press  found  it  hard  to  believe  that 
amiable  old  gent  with  his  sudden  memory  lapses  and  & 
logic  was  the  fearsciroe  raptor  of  S:o.:         >1.  "Now  that 
Rockefeller  has  emerged  from  his  s--     -      .".d  is  seer,  in 
fierce  light  of  a  public  inquiry,  he  a;       -      -  :  -"r 

the  public  fanci,-  has  painted,"  obser  t  ~.    r.r  a 

feble  to  the  point  of  c-ordiality."  Perhaps  if  Roc-.Tir.^er 
made  himself  available  at  the  beginning  of  his  eaji'eer  as 
now  did  at  the  end.  he  might  not  have  been  sitting  in 
witness  stand. 

As  he  awaited  the  verdict  in  the  antitrust  case  agai 
Standard  OiL  Rockefeller,  usually  a  tough-n-i-  '  '   -  ; 
back  on  the  most  feather.^  hopes.  After  the  :  " 
was  relieved  to  be  free  of  "Teddy  Rooseve^it.  v.":i>j  r.3Jji 
over  the  Repubhcan  nomination  to  his  corpulent  Seeretir* 
War.  "ttiHiam  Howard  Taft.  On  Oct.  29.  .190S.  in  ..  r: 
Standard  Oil's  Manhattar.  hr?. ^:  r:  -  i: 


:ru 


at 


}.x.  Rockefeller  endorsed  TM  for 
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a  man,  I  judge,  to  ventui-e  with  rash  experiments  or  to  im- 
pede the  return  of  prosperity  by  advocating  measures  sub- 
versive of  industrial  progress."  For  his  part,  Taft  liked  Rocke- 
feller personally  but  loathed  the  trust.  And  while  many 
industriaUsts  hoped  that  antitnist  prosecutions  would  slacken 
after  Taft's  election  victory  over  fire-breathing  populist 
William  Jennings  Bryan — who  had  said  that  Rockefeller 
should  be  sent  to  prison — the  new  President  initiated  65  anti- 
trust actions,  even  more  than  the  44  brought  by  Roosevelt. 

In  November  of 
1909,  a  federal  circuit 
court  in  St.  Louis 
ruled  unanimously 
that  Standard  Oil  of 
New  Jersey  and  37  affiliates  had  violated  the  Sherman  Anti- 
tinst  Act;  the  holding  company  was  given  30  days  to  divest 
itself  of  its  subsidiaries.  Taft  praised  Frank  Kellogg  for  his 
"complete  victory,"  while  Teddy  Roosevelt,  on  safaii  in  A&ica, 
where  he  was  butchering  a  small  zoo's  worth  of  animals, 
conveyed  his  elation,  tei'ming  the  verdict  "one  of  the  most  sig- 
nal triumphs  for  decency  which  has  been  won  in  oui"  country." 

Although  the  trust  appealed  instantly  to  the  Supreme  Court, 
a  deep  sense  of  gloom  settled  over  26  Broadway  as  the  final 
verdict  approached.  By  the  spring  of  1911,  the  wait  for  the 
Supreme  Court's  decision  be- 
gan to  seem  intenninable,  and 
even  the  President  grumbled 
about  the  court's  glacial  pace. 
Because  the  court's  composi- 
tion changed  after  the  death 
of  one  justice,  the  arguments 
had  to  be  heard  twice. 

When  the  end  came  for 
Standard  Oil  after  41  years 
of  existence,  it  was  swift, 
sudden,  and  irTevocable.  At  4 
p.m.  on  May  15,  1911,  Chief 
Justice  Edward  White  told 
a  sleepy  cour-troom:  "I  have 
also  to  announce  the  opinion 
of  the  Court  in  No.  398,  the 
United  States  against  the 
Standard  Oil  Company."  At 
once,  the  room  quivered  with 
expectation  as  senators  and 
congressmen  streamed  in  to 
hear  the  verdict.  For  the 
next  49  minutes,  White  read 
aloud  the  20,000-word  opin- 
ion, speaking  in  such  a  low, 
monotonous  voice  that  other 
justices  had  to  lean  over  and 
ask  him  to  speak  louder.  In 
his  mumbled,  historic  words, 
White  upheld  the  decision  to  ."  - 

dismantle  Standard  Oil,  which  was  given  six  months  to 
spin  off  its  subsidiaries,  with  its  officers  forbidden  from 
reestablishing  the  monopoly.  Thus  ended  the  longest  inrming 
morality  play  in  American  business  histor-y. 

Rockefeller  reacted  with  studied  nonchalance.  He  was 
golfing  with  Father  J.  P.  Lennon  from  the  Tarrytown 
Catholic  chui'ch  when  he  learned  of  the  decision,  and  he  did 
not  seem  particularly  perturbed.  "Father  Lennon,"  he  asked, 
"have  you  some  money?"  The  priest  said  no,  then  asked 
why.  "Buy  Standard  Oil,"  Rockefeller  said — which  tur-ned  out 
to  be  sound  advice.  To  his  former  partners,  he  sent  a  sad, 
whimsical  obituary  that  began:  "Dearly  beloved,  we  must 
obey  the  Supreme  Court.  Our  splendid,  happy  family  must 
scatter."  Intent  as  always  on  ignoring  bad  news,  Rocke- 


STANDARD  HAD  NO  MONOPOLY  IN  FILLING  STATIONS 

By  the  time  of  the  1911 
decision,  the  trust  had 
already  lost  its  dominance 


feller  refused  to  read  the  celebr-ated  opinion  that  broke); 
his  empire — exactly  what  one  would  have  expected. 

The  1911  decision  was  not  an  undiluted  triumph  for-- 
formers  by  any  means,  and  many  of  them  considered 
shameful  betrayal.  Wisconsin  Senator  Robert  La  Follt; 
who  stood  in  the  courtroom  as  Judge  White  r-ead  the  ; 
diet,  told  reporters  afterward:  "I  fear  that  the  court  k 
done  what  the  trusts  wanted  it  to  do,  and  what  Cong:!- 
has  steadily  refused  to  do."  Echoing  this,  William  Jenn^. 
Bryan  asserted  that  Chief  Justice  White  had  "waite(i, 
years  to  throw  his  protecting  arms  around  the  trusts  p 
tell  them  how  to  escape." 


or  15  years,  White  had  vainly  advanced  a 
trine  called  the  "rule  of  reason,"  which  w| 
not  outlaw  every  combination  in  restr-air 
trade  but  only  those  that  were  unreasonl 
and  violated  the  public  interest.  This  docti 
vastly  expanded  judicial  discretion  and  opa 
a  loophole  large  enough  to  toler-ate  many  trn 
In  the  lone  dissent.  Associate  Justice  John  Harlan  ang 
protested  this  new  principle,  banging  the  bench  and  acci 

his  fellow  justices  of  ha| 
put  "words  into  the  anti 
act  which  Congr'ess  did 
put  there."  He  added 
ingly,  "You  may  now  res 
commerce,  provided  you| 
r'easonable  about  it;  only 
care  that  the  r-estraint  i: 
undue."  The  decision  t 
in  many  ways  -with  T( 
Roosevelt's  belief  that 
government  should  curb 
sponsible  trusts  but  not 
die  -with  good  ones.  The 
militant  reformers  were 
to  consider  it,  at  best,  a 
tial  victory. 

As  so  often  happens 
politics  and  markets,  b 
time  of  the  Supreme  Co| 
1911  decision,  evolutio: 
changes  in  the  mar-ket 
had    already  eroded 
trust's  dominance.  Withll 
final  amalgamation  of  F^' 
Dutch  and  Shell  in  16 
Standard  Oil  at  last  faci 
worthy  competitor  abr? 
while  the  Anglo-Persiarj^- 
Company  was  tapping 
new  fields  in  the  Mil 
East.  At  home,  new  oil  fields  appeared  in  Texas,  Oklahr, 
California,  Kansas,  and  Illinois,  pr-oviding  an  opening  w| 
for  assertive  newcomers.  Where  the  trust  had  pumped 
of  American  crude  oil  in  1899,  its  share  had  slumpe 
M%  by  1911.  Even  Standar-d's  historic  strength  in  ref 
dipped  from  an  86%  mai:ket  share  to  70%  in  the  five  j 
befor-e  the  breakup. 

The  automobile  was  also  radically  recasting  the  indu 
In  1910,  for  the  fir-st  time,  gasoline  sales  surpassed  the 
kerosene  and  other  illuminating  oils.  In  1908,  WilUai 
Durant  launched  the  General  Motors  Corp.,  and  that 
Herrry  Ford  brought  out  his  first  Model  T.  Auto  owne: 
soon  exploded,  reaching  2.5  million  cars  by  1915  and  thejSi 
million  by  1920.  Although  Standard  Oil  of  California  o; 
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expertise.  No  wonder  more 
employers  choose  us  to  administer 
thefr  401  (k)  plans  than  any  banlc, 
mutual  fund,  or  insurance 
company*  So  give  us  a  calf  at 
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the  fii'st  filling  station  in  1907,  the  trust  was  not  a  pioneer  in 
this  area,  and  the  national  network  of  gas  stations  would  be 
too  extensive  to  be  monopolized  by  any  one  company. 

Those  who  had  seen  the  Standard  Oil  dissolution  as 
condign  punishment  for  Rockefeller  were  in  for  a  sad  sur- 
prise: It  proved  to  be  the  luckiest  stroke  of  his  career  Pre- 
cisely because  he  lost 
the  antitrust  suit, 
Rockefeller  was  con- 
RON  CHERNOW'S  TITAN  verted  from  a  mere 

millionaire,  with  an 
estimated  net  worth  of  $300  million  in  1911,  into  something 
just  short  of  history's  first  billionaire.  In  December,  1911,  he 
was  finally  able  to  jettison  the  presidency  of  Standard  Oil, 
but  he  continued  to  hold  on  to  his  immense  shareholdings. 
As  the  owner  of  about  one-quarter  of  the  shares  of  the  old 
trust.  Rockefeller  now  got  a  one-quarter  share  of  the  new 
Standard  Oil  of  New  Jer-  • 
sey,  plus  one-quarter  of 
the  33  independent  sub- 
sidiary companies  created 
by  the  decision.  And  that 
did  not  include  the  oil 
shares  he  had  given  to 
the  University  of  Chica- 
go and  other  recipients 
of  his  largesse. 

At  first,  investors  did 
not  know  how  to  value 
the  shares  of  these  Stan- 
dard Oil  components, 
since  Rockefeller  had  re- 
sisted a  New  York  Stock 
Exchange  listing.  Like 
many  companies  in  the 
days  before  the  Secuiities 
&  Exchange  Commiission, 
the  old  tnast  never  issued 
prospectuses  to  share- 
holders. As  one  Wall 
Street  publication  warned 
on  the  eve  of  trading,  the 
value  of  the  new  compa- 
nies was  "the  merest 
guesswork."  What  quickly 
gi"ew  apparent,  however, 
was  that  Rockefeller  had 
been  extremely  conservative  in  capitalizing  Standard  Oil  and 
that  the  split-off  companies  were  chock-full  of  hidden  assets. 
Two  other  factors  encouraged  a  veritable  feeding  frenzy  in  the 
stocks.  For  years,  the  shares  of  Standard  Oil  of  New  Jersey, 
the  holding  company  for  the  trust,  had  been  depressed  by  the 
antitrust  litigation,  but  with  the  litigation  ended,  they  bounced 
back  to  a  more  normal  level.  And  the  explosion  of  the  auto- 
mobile industiy  created  euphoria  about  the  endless  gi'owth 
prospects  of  the  petroleum  industry,  which  had  been  shad- 
owed for  fifty  years  by  warnings  of  doom. 

When  trading  started  on  Dec.  1,  1911,  the  public  exhibit- 
ed an  insatiable  appetite  for  the  new  companies,  especially  af- 
ter they  declared  dividends  averaging  53%  of  the  old  capital 
value  of  Standard  Oil  stock.  As  if  rejoicing  in' the  chance  to 
tweak  trnjstbusters,  investors  bid  up  the  shares  to  insane  lev- 
els. From  January  to  October  of  1912,  Standard  Oil  of  New 
Jersey  zoomed  from  360  to  595;  Standard  of  New  York  went 
from  260  to  580;  and  Standard  of  Indiana  from  3,500  to 
9,500.  Thanks  to  this  staggering  appreciation,  Rockefeller's 
net  worth  reached  a  lifetime  peak  of  $900  million  in  1913 — 
moi-e  than  $13.26  billion  in  1997  dollars. 

As  John  D.  Rockefeller  Jr.  later  explained,  his  father  nev- 


A  POSTCARD  OF  JOHN  D.  AND  HIS  WIFE,  CETTIE 

The  break-up,  ironically, 

made  Rockefeller  the 
wealthiest  man  of  his  time 


er  had  a  billion  dollars  at  any  one  moment,  although  mi  a 
more  than  that  passed  through  his  hands.  During  the  D 
years  after  Standard  Oil's  1911  dismantling,  the  assets  of 
constituent  companies  quintupled  in  value.  Beyond  his  bi 
ness  talents.  Rockefeller  benefited  from  a  large  dollop 
luck,  making  more  money  in  retirement  than  on  the  j 
The  soaring  fortunes  of  the  Standard  companies  made 
seem  as  if  Rockefeller  had  outvritted  the  country  ag;; 
Newspapers  began  running  daily  box  scores  of  his  wealtl 
hardly  the  chastening  sequel  Washington  had  envisioned 
It  was  hard  to  convince  a  skeptical  public  that  the  34  n 
companies,  with  their  70,000  employees,  would  not  reconstit 
a  new  conspiracy.  Many  of  the  newly  independent  compai, 
were  powerful  enough  to  inspire  feai*  as  freestanding  entiti 
Standard  Oil  of  New  Jersey  remained  the  world's  largestj 
company,  second  only  to  U.  S.  Steel  in  size  among  Ameri| 
enterprises  and  retaining  43%  of  the  value  of  the  old  tr 
,  ■  Five  of  the  newly  divd 

'  ed  companies  stood  am\ 

the  country's  200  lar^ 
industrial  firms.  Since 
the  companies  had  ide: 
cal  controlling  shareh( 
ers,  it  was  hard  to  fore 
vigorous  competition. 

For  the  next  deca 
the  divestiture  of 
seemed  a  sham.  The  St 
dard  companies  contin 
to  divide  the  country  i 
eleven  marketing  terr 
ries,  selling  the  sa 
brand  names  and 
competing  on  prices.^ 
took  a  long  time  for 
mer  colleagues  to  v: 
each  other  as  competit  m 
and  raid  each  other's 
ritories.  Many  cri 
thought  that,  to  avert 
complicity,  the  govf 
ment  should  have 
one  of  three  things:  k 
the  trust  intact  and  n 
late  it;  force  shai'eholc 
to  take  stock  in  only 
of  the  34  companies: 
create  fully  integrated  companies  that  did  not  need  to  rel 
other  Standard  companies.  Standard  of  New  Jersey,  fa 
stance,  inherited  a  vast  refining  system  without  the  cinidi 
to  service  it,  forcing  it  into  close  collaboration  with  its  Si 
dard  Oil  cousins  to  remedy  the  imbalance. 

It  is  an  enduring  tribute  to  Rockefeller  that  so 
Standard  Oil  companies  prospered  during  the  remaind 
the  century,  controlling  a  significant  fraction  of  both 
American  and  world  oil  industry.  Rockefeller's  stepchil 
would  be  everywhere:  Standard  Oil  of  New  Jersey  (E 
Standard  Oil  of  New  York  (Mobil);  Standard  Oil  of  Ind 
(Amoco);  Standard  Oil  of  California  (Chevi'on);  Atlantic 
fkiing  (arco  and  eventually  Sun);  Continental  Oil  (Con 
today  a  unit  of  DuPont;  and  Chesebrough-Ponds,  which 
begun  by  processing  petroleum  jelly.  Three  offspri 
Exxon,  Mobil,  and  Chevron — would  belong  to  the  S« 
Sisters  group  that  would  dominate  the  world  oil  industrj 
the  20th  century;  a  fourth  sister,  British  Petroleum,  I 
took  over  Standard  Oil  of  Ohio,  then  known  as  Sohio.  It 
certainly  not  their  intention,  but  the  trustbusters  helpe 
preserve  Rockefeller's  legacy  for  posterity  and  unquest 
ably  made  him  the  world's  richest  man. 
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At  least  my  data's  safe. 


Isn't  your  propensity  to  misplace  things  the  reason  you 
meticulously  record  all  your  appointments,  contacts,  to-do  list  and 
expenses  in  an  organizer  anyway''  Well,  what  if  you  misplace  your  organizer'? 
Then  where  are  you?  Probably  on  your  way  to 
get  a  Palm  III'"  organizer  Because  HotSync  " 
technology  lets  you  back-up  and  exchange 
information  (like  e-mail)  with  your  PC  so  you  won't  lose  your  data  even  if 
you  lose  your  organizer  There's  never  an  occasion  for  entering  things 
■■.vice  -  It's  all  there,  all  the  time  And  with  infrared  transfer,  you  can 
send  information  and  applications  to  other  Palm  III  users  Thousands  of 
developers  are  making  new  applications  available  every  day  and  since 
Palm  Computing  products  are  already  the  fastest  selling  handheld 
computing  products  in  history  -  fewer  people  are  saying, 
"I  meant  to  call,  but  I  lost  your  number "  For  a  Palm  III 
retailer  near  you,  visit  www  palm, com 
or  call  1-800-861-2529, 


I S  list  prices  MacPdC  connection  kit.  requited  lor  Mdcintosh  connei  tivitv,  solo  lepaiately  tot  S14  95  Palm' Mail  and  Expense  applotions 
inks  to  desktop  softwate  not  sopported  on  Macintosh  ©  1998  3Com  Corp  3Com,  itie  3Com  logo  Palm  Computing,  and  HotSync 
red  trademarks,  and  PalmPilot,  Palm  III,  Palm,  ttte  Palm  III  logo,  and  ttie  Palm  Computing  platform  logo  are  trademarks  ot 
iting,  Inc  oc  3Com  Corporation  Other  product  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners 
t  is  not  manufactured  by  Pilot  Corporation  or  Pilot  Corporation  of  America,  manufacturers  and  distributors  of  writing  instruments 


Palm  III 


The  connected  organizer. 

PalmPilot"  Professional  -  $299' 

•  Instantly  syncs  with  your  PC 

•  Stores  thousands  of  entries 

•  E-mail  and  Internet  ready 
Palm  III  Organizer  -  $399* 

( Includes  PalmPilot  Professional 
features  plus  I 

•  Infrared  Transfer 

•  Twice  The  memory 

•  Applications  available  from 
thousands  of  developers 

•  Links  to  Symantec  ACTi  and 
Microsoft  Outlook  97  included 


Optional  links  (sold  separately) 
available  for 

•  Ascend  97 
•ECCO 

•  GoldMine 

•  Lotus  Organizer  and  Notes 

•  Maximizer 

•  and  more 
Palm  "  Mail  compatible  with 

•  Eudora  3  0  3  or  higher 

•  Lotus  cc  Mailv  7  0.  6  0.  2  5 

•  Microsoft  Exchange  4  0  or  higher 

•  Microsoft  Outlook  97 

•  Windows  Messaging  4  0 

•  and  more 


Sports  Business    // 


GOLF 


CAN  MONEY  BUY  YOU 
A  LOWER  HANDICAP? 

How  much  those  pricey,  high-tech  clubs  help  your  game  is  unclear 


Look  who's  pitching  golf  equipment. 
Callaway  Golf  Co.'s  newest  endoi's- 
er  is  a  celebrity  you  wouldn't  figiu'e 
on  in  a  million  megabytes,  er,  years: 
On  the  fii'st  tee,  pla\ing  out  of  Double 
Click  Country  Club,  Mr.  Bill  Gates . . . 

But  having  the  emperor  of  high  tech 
tell  us,  in  so  many  words,  that  liis  Call- 
away clubs  ai'e  tiuning  triple  bogeys  into 
doubles  really  isn't  so  fai-fetched.  Golfers 
crave  liigh  tech — and  the  liigher,  the  bet- 
ter. You  name  it,  and  they'll  get  in  line, 
hoping  some  genius  holed  up  in  a  South- 
em  Califomia  lab  has  designed  the  anti- 
dote for  the  lame  lag  putt. 

The  piu'suit  of  the  perfect  shot — and 
the  breathtaking  prices  of  some  clubs — 
continues  to  fuel  the  golf  equipment  in- 
dustiy.  In  1996,  domestic  sales  of  the  top 
25  clubmakers  totaled  $1.6  billion,  up 
fi"om  $1.3  billion  in  1995.  And  there's  no 
end  to  the  aiTay  of  new  models  designed 
to  fill  weekend  wai'riors  with  visions  of 
vying  for  the  U.  S.  Open. 
"MAGIC."  Tliese  state-of-the-ait  clubs  def- 
initely look  snazzy,  and  they  make  sweet 
music  rattling  around  in  yom-  golf  bag. 
But  after  you've  impressed  youi-  pals  and 
paid  down  yoiu'  credit  caixl,  what  do  you 
have  to  show  for  your  investment? 

Maybe  not  as  much  as  you'd  hoped. 
"We  golfei-s  believe  in  magic,"  says  Firnik 
Thomas.  "We  absolutely  convince  our- 
selves that  a  golf  club  we've  just  pur- 
chased has  totally  changed  our  game, 
when  subconsciously,  we  know  full  well 
that  hasn't  happened."  Thomas  ought  to 
know.  Since  1974,  he  has  overseen  the 
testing  of  equipment  for  the  U.  S.  Golf 
Assn.,  the  game's  governing  body. 
Working  out  of  a  sprawling  test  center 
in  Far  Hills,  N.J.,  Thomas 
and  a  staff  of  17  evalu- 
ate as  many  as  450  golf 
clubs  and  2,000  balls  a 
yeai'.  They  reject  some 
40%  of  the  clubs  that 
are  submitted  as  not 


conforming  to  the 
rules  of  golf,  though 
they  clearly  have  no 
control  over  the  inles 
of  the  mai'ketplace.  A 
set  of  oversize  irons 
with  the  latest 
graphite  shafts  now 
iTuis  %\m).  That  may 
not  sound  like  a  bar- 
gain until  you  consid- 
er that  the  Biggest 
Big  Bertha — a  single 
club — retails  for  a  cool 
$600. 

As  clubs  become 
more  expensive,  they 
haven't  necessarily 
become  more  effec- 
tive, notes  Thomas. 
Since  1981,  the  aver- 
age men's  handicap  in 
the  U.  S.  has  im- 
proved by  less  than  a 
half-shot,  fi'om  16.8  to 
16.6.  So  what,  say  golf 
ecjuipment  execs. 
Newer  courses  are 
much  more  challeng- 
ing— and  that  forces 
up  scores.  Besides, 
the  USGA  has  no  reli- 
able method  of  distin- 
guishing the  benefits 
of  high-tech  clubs 
fi-om  the  hodgepodge 
of  variables  that  go 
into  a  golf  score. 

"Too  many  factors 
affect  handicaps:  a 
mental  attitude  that  is  positive,  a  swing- 
that  Ls  at  least  remotely  effective,  and  the 
ability  to  execute  that  swing  in  a  way 
that  your  mind  and  emotions  don't  in- 
terfere," says  Callaway  Golfs  78-year- 
old  founder,  Ely  Callaway.  "And  we 
haven't  even  talked  about  the  element 
that  affects  scoring  most:  putting."  Joe 


McHENRY  METALS: 
TOURPURE  DRIVER,  $586 


CALLAWAY  GOLF:  BIGGEST 
BIG  BERTHA  DRIVER,  $600 


Teklii 
anal 
who  tr; 
golf  equip] 
for  Ferris 
er  Watts  Inci 
Baltimore  brolp 
age,  downplays 
usga's  figures. 
Oversize  clubs 
larger  sweet  sjjt 
"have  made  the  gi 
much  more  enjoy, 
for  the  beginning  golfer,"  says  Tek* 
"He's  a  lot  less  hkely  to  whiff  on 
fii'st  tee." 

All  that  proves,  counters  Thomajl 
that  "when  you  pick  up  a  new  piecj 
equipment,  it  does  work  for  you. 
want  it  to  work.  You  tell  yourse 
works.  And  so  it  works.  You've  ma(l 


'  i  nere's  a  barrier  thai  ;;;a;ids 

iiif'^^       between  Windows  users  and  valuable,  mission  - 
M/f^      critical  information  locked  away  on  enterprise-class 
^     systems.  To  your  decision-makers  and  users,  Inis  means 
lower  productivity,  frustration  and  loss  of  revenue. 

Enter  Software  AG  Americas'.Tocused  on  bref: 
these  barriers.  Streamlining  transaction  processmcj 
financial  and  inventory  databases  to  thie  people  'A'ho  need 

For  more  information  about  SAGA,  visit  wwv.saG-i^'i.corn 


access.  And  making  every  single  employee  more  productive. 

How?  With  solutions  like  EritireX!"  Enterprise  COM-basen 
middleware  that  creates  a  smooth  connection  from  the  enterprise 
to  Microsoft-'  Windows.  Enabling  organizations  to  leverage  IT 
investments  into  business  solutions. 

And  Entire/  is  just  one  of  the 
solutions  from  SAGA  that  can  help 
you  achieve  breakthrough  results. 

free  your  information 

or  call  1-888-SAGA-FYI,  ext. 101-1. 


Sports  Business 


better  swing,  and  the  ball  goes  a  little 
farther.  But  tliree  or  foiu'  montlis  later, 
the  club  doesn't  work  anymore.  Wliat's 
changed?  Tlie  club?  The  golf  course?  The 
laws  of  physics?" 

One  thing  is  certain:  There  ai'e  more 
golfei-s,  and  they're  throwing  cash  ai'oimd 
like  Lotto  winners.  Since  198(),  spending 
on  gi'eens  fees  and  equipment  has  neai'ly 
doubled.  Much  of  that  gTowth  dates  back 
to  the  eai'ly  '90s  when  club  design  took  a 
revolutionaiy  tm-n.  The  landmark  year 
was  1992.  Callaway,  then  a  relatively  ob- 
scure manufacturer,  unveiled  a  funky- 
looking,  oversize  metal  club  dubbed  Big 
Bertha,  after  a  World  War  I  cannon. 
Today,  Callaway's  domestic  sales  smpass 
that  of  its  ne.xt  foiu"  rivcils  put  together,  a 
stunning  rate  of  growth  for  a  company 
that  in  1991  ranked  sixth  among 
clubmakers. 

But  becoming  No.  1  was  easy  com- 
pared with  staying  on  top.  Callaway's 
first-quarter  earnings  plunged  54%  over 
the  same  period  a  yeai-  ago  as  the  Asian 
ciTsis  liit  and  El  Nino  ch'enched  CaHfomia 
and  Florida.  Sales  in  Asia  (excluding 
Japan)  have  slid  65.6%.  And  there's  talk 
for  the  fii'st  time  that  maybe,  just  maybe, 
the  Big  Bertha  craze  has  mn  its  com"se. 
"Big  Bertha  needs  a  facelift,"  says 
Teklits.  "Since  it  was  launched  eight 
yeai-s  ago,  the  only  thing  they  have  done 
to  it  is  to  make  it  lai'ger." 

Knockoffs  don't  help  matters.  With 
their  bulbous  club  heads,  they  may  look 
like  Callaways.  And,  some  might  argue, 
even  swing  hke  them.  But  these  clubs, 
which  carry  evocative  names  like  Big 
Brother  and  Big  Smoke,  sell  for  as  httle 
as  $130,  I'oughly  one-fomth  the  price  of 
the  Biggest  Big  Bertha. 
"VERY  SKEPTICAL."  Still,  Ely  Callaway 
contends  that  his  company  will  keep  suc- 
ceeding because  new  technology  has  been 
a  boon  to  the  casual  golfer.  Those  re- 
sisting that  idea  invite  a  stem  talking-to. 
"If  our  clubs  didn't  assi.st  the  average 
golfer  in  hitting  more  pleasing  shots," 
demands  Callaway,  "then  why  are  we 
selling  as  many  as  we  do?"  Thomas,  at 
the  usoA,  doesn't  have  the  answer  He  is 
"veiy  skeptical  of  99%"  of  the  pitches 
on  the  pages  of  golf  magazines.  "If  the 
claim  is,  'more  distance,  great  accui^acy,'  I 
tend  not  to  believe,"  he  says.  "If  it's 
'shghtly  better  feel,'  0.  K.,  maybe.  That's 
so  hai'd  to  define." 

But  then,  such  advertisements  ai'en't 
aimed  at  Thomas,  a  five-handicapper 
who's  looking  to  shave  a  stroke  or  two  off 
his  game  this  summer.  In  liis  golf  bag, 
Thomas  cairies  a  set  of  classic  blade  irons 
he  believes  work  as  well  as  any  on  the 
market  today.  They'i'e  29  years  old. 
By  Mark  Hymaii  in  Far  Hills,  N.J. 


LIVELY  BALLS  MAKE  FOR 
A  LIVELY  DEBATE 


In  the  straggle  between  pga  Tour  ti- 
tans such  as  Tiger  Woods  and 
Ernie  Els  and  the  golf  com-ses  that 
challenge  them  each  week,  the  golfers 
are  winning.  And  that  could  be  bad 
news  for  the  game.  So  say  Jack  Nick- 
laus,  Gaiy  Player,  Raymond  Floyd, 
Tom  Watson,  and  other  members  of 
professional  golf s  old  guard. 

These  Hall-of- 
Famers  believe  that 
major  advances  in 
the  technology  of  the 
golf  ball  pose  a  threat 
to  the  integrity  of  the 
sport.  But  how?  On 
that  point,  they  don't 
agree. 

Nicklaus  maintains 
that  today's  golf  balls 
go  too  far — up  to  30 
yai-ds  farther  than 
the  balls  he  whacked 
30  yeai's  ago  as  a 
hotshot  on  the  PGA 
Tom".  He  advocates  a 
controlled-distance 
ball,  designed  to  rein 
in  the  longest  hitters. 

Watson  argues 
that  yaixlage  "isn't  an 
issue."  He  says  that 
the  real  problem  is 
that  today's  golf  balls 
have  "gotten 
straighten"  Says 
Watson:  "It's  a  much 
easier  golf  ball  to  play  in  adverse 
conditions.  That's  where  I  think  we 
may  have  crossed  the  line — in  the 
aerodynamics." 

Not  eveiyone,  however,  agi'ees  that 
there's  a  problem.  "It's  hai'd  to  dis- 
prove somebody's  perceptions, 
but . . .  the  balls  I've  been  watching 
seem  to  be  doing  quite  a  bit  of  curv- 
ing, intentionally  or  unintentionally," 
says  ABC  television  golf  analyst  Frank 
Hannigan. 

WORRISOME  STATISTICS.  No  doubt 
technology  has  changed  golf  balls  over 
the  yeai"s,  especially  in  just  the  past 
few.  In  a  letter  to  the  media  promot- 
ing Top-Flite  balls,  Mark  O'Meara 
notes  that  he  was  ranked  No.  44  in 
1995  but  won  the  1998  Masters  after 
switching  to  the  Strata  Tour.  "I  have 
to  believe  my  golf  ball  has  had  more 


TOO  EASY?  Jack 
here  caddied  by 
neiv  balls  hit  SO 


than  a  little  to  do  with  my  success," 
he  wiites.  And  Top-Flite  now  offers 
balls  tailored  for  Callaway  and  Taylor 
Made  clubs.  The  steep  price — more 
than  $4  a  ball — is  one  more  reason  to 
be  wary  of  water  hazai'ds.  But  do  the 
new  balls  pose  a  thi'eat? 

Some  statistics  appear  to  raise  red 
flags.  Take  the  pga  Tom-'s  driving-dis- 
tance figures:  The 
current  average  is 
269  yai'ds,  the 
longest  ever.  From 
1993  to  1997,  the  flg- 
m-e  increased  every 
yeai",  fr"om  260.3  to 
267.6.  "The  USGA  be- 
lieves we  do  have  a 
potential  problem  in 
the  distance  the  ball 
goes.  We  ai'e  looking| 
at  these  statistics 
veiy,  very  carefully,"!, 
says  Frank  Thomas, 
director  of  testing 
for  the  USGA.  Ball 
manufacturers  pri- 
vately admit  they're 
woiried  that  a  crack 
dowTi  is  coming. 
POOR  MEMORY?  Yet 
Thomas  is  quick  to 
point  out  that  lots  oi 
factors  potentially  af 
feet  the  distance  of 
drive.  "We  know  the 
golf  ball  is  going  far- 
ther," Thomas  says.  "The  question  is 
why?  Is  it  because  of  bigger  clubs 
with  titanium  heads?  Is  it  because  of 
improved  agi'onomy,  with  fairways  be 
ing  mowed  better?  Is  it  because  of 
slight  improvements  in  the  ball? 
Maybe  players  ai'e  simply  bigger  and 
stronger." 

Even  if  golf  balls  ai-e  flying  faithei 
it's  not  the  30-  or  even  50-yai'd  prob- 
lem that  some  players  fret  about,  sa; 
Thomas.  It's  about  8  or  10  yai*ds.  An 
maybe  stai's  such  as  Nicklaus  forget 
how  they  used  to  wallop  the  ball  in 
their  salad  days.  "Jack's  problem  is 
his  memoiy,"  Thomas  says.  "He  for-  — 
gets  that  the  way  people  look  at 
Tigei- — 'My  God,  look  what  this  guy  i 
doing — that's  the  way  they  used  to 


Nicklaus, 
Jack  Jr.,  says 
yards  farther 


talk  about  him." 


By  Mark  Hyrm 
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While  keeping  an  cyt-  on  rising 
Havel  costs,  plenty  ot  Aniei  ican 
evccutives,    from    Wall    Street  to 
HolKwoofi,  are  ridiiii)  t()fla\  's  prosper- 
it\    and   overnighting   at  Kuiope's 
nps(  cile  hotels  like  the  Dorchester 
in  London  and  Palace  in  Madrid. 
Pri(  es  ai  e  high  -  ,$200  to  $500  for 
exe(iilive  singles  -  pailidilarly  at 
cniient  excliange  rates  and  with 
VA  1  levies  int  liided.  Hotels  aie 
so  lull  thai  tor])orate  rates  are 
olien  ncgligihle. 

Hul  toi  dis(  riniinatiiig  toipo- 
late  Iravcleis  with  dee])  pockets, 
living  well  on  the  road  makes 
L;ood  htisiness  sense  in  I  he  giohal- 
i/cd  '90s.  |nsl  gelling  to  vonr 
holel  via  an  air|)orl  limonsine 
jjii  klip,  ohen  jjrov  ided  hv  hixiirv 
eslahlishmenls,  has  direct  stress- 
1  eliev  ing  heiielits. 

11  you're  c  ullinga  $  100-million  deal, 
are  )c)ii  going  to  sta)  in  a  so-so  holel? 


The  address  -  like  C'arlos  Place, 
Mayfair,  in  London  or  Place  de  la 
C'oncoixle  in  Paris  -  can  help  set  the 
tone  for  high-level  talks. 

Linked  with  a  hotel's  prestigious 


Lwi  ng  well  on  iJw 


fUfkes  ii'ood 


hi  IS  if  less  si'vse  iti  llw 

^  .lizrd 

address  is  the  c|iialitv  and  c|uanlilv  ot 
its  amenities.  Lake  London,  ihe 
Ninnbei  One  desiinalion  tor  Lnrope- 
hoiind  American  executives.  At  the 
best  establishments,  there's  a  discreet 


mix  of  elegance  and  efficiency:  to] 
hatted  doormen  like  those  at  the  Foi 
Seasons,  but  also  superbly  traine 
concierges  who  can  snare  tickets  to  tc 
concerts  or  hot  night  clubs  - 
the  team  with  golden  keys 
the  Savoy. 

For  a  traveling  executive  tl 
retiini  on  investment  in  a  fine  roo 
can  be  substantial.  LIse  it  for  sm; 
meetings  because  it's  that  larg 
Save  on  long-distance  taxi  rides 
famous  restaurants,  thanks  to 
great  ( )ne  -  j)(  )ssibl  v  desei  vinga  st 
or  two  in  the  Mu  helin  guide  -  or 
an  elevator  ride  away  in  a  grai 
hotel  like  the  Meiirice  in  Par 
And,  c]iiite  sim|)lv,  enjoy  your  sv 
roundings  that  aie  in  keeping  wi 
a  house  in  (ireenwich,  Grosse  Poi 
Winiietka,  Riv  eiOaks  or  Santa  Barba 
Virtuallv  all  luxinv  hotels  —  ev 
ones  that  are  in  historic  buildings  -  n< 
offer  a  full  rantic  of  hieh-tech  busini 


ho: 
Dire 
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!  hotels  overseas  now  offer  an 
libly  fast  and  easy  way  to  call  back  to  the  States. 
T&T  Speed  Dial  feature.  It  makes  accessing 
T  Direct®  Service  faster  and  easier  than  ever 


troducing 
the  AT&T 

speed  dial 
feature 


It's    all    within    your  reach 


AT&T 


The  new  AT&T  S  p  6  G  d  dial 

fG3,tU  TG    makes  calling  back  to  the 
States  easier  than  ever. 


Now  accessing  AT&T  Direct "  Service  from  your  hotel  room  can  be  as  simple  as  pushing 
a  button.  So  you're  in  touch  with  those  back  home  faster  and  without  having  to  dial  an 


international  access  num  ber.  ^f^-    AT&T  Direct  provides  fast  connections  with  the! 


clearest  sound  quality*  on  calls  back  to  the  States.  Always  look  for  hotels  that  offer  the  convenience  of  the 
AT&T  Speed  Dial  feature.  It's  another  innovation  that  makes  your  life  easier  from 


the  world's  most  powerful  network.  AT&T. 

Available  at  these  fine  international  hotels: 


Aspen  Towers  Hotel 
SUN^mJ  HOTELS 
AND  RESORTS 
Buenos  Aires, 
Argentina 
Tel.:  541  313  1919 


75  elegant  rooms  with  neo- 
classical French  decor  in  the 
heart  of  the  business  district. 
Each  room  features  king-sized 
beds,  jacuzzi  bathrooms,  safe 
deposit  boxes  and  air-condi- 
tioning.  Business  center  and 
meeting  rooms  available. 
Health  club  and  rooftop  pool 
with  fabulous  views  of  the 
Buenos  Aires  skyline. 


ASPKN  T(  )WKRS  H(  )THI . 


El  Panama  Hotel 
Panama  City,  Panama 
Tel.:  507  269  5000 

The  only  hotel  in  Panama  with  its  own  convention  cente 
There  are  16  meeting  rooms  of  various  sizes.  The  largest  ca 
accommodate  700  people.  Each  meeting  room  is  equipped  wit 
laser  pointers,  overhead  projec- 
tors, flipcharts,  microphones, 
amplifiers,  TV,  video  and  data 
show  capabilities.  Simultaneous 
translation  is  available. 


Hotel 


EL  PAINAMi^ 


*6osed  on  1997  customer  preference  study  compared  to  other  U.S.  corners.  Credit  card  cailtr^g  subject  to 
ovaiiability.  Payment  terms  subject  to  your  credit  card  agreement  Collect  calling  is  available  to  the  U.S.  only 


Hampton  Inn  Monterrey  North 
HAMPTON  INNS 
Monterrey,  Mexico 
Tel.:  528  376  5000 

A  six-story  building  with  1 70  rooms.  Located  north  of  the  city, 
0  minutes  from  downtown  and  25  minutes  from  the  international 
Irport.  Two  meeting  rooms  accommodate  60  people  each. 
)ataports  in  rooms.  Fax  at  front 
esk.  Guests  can  order  room  service 
cm  adjacent  Florian  Restaurant  and 
large  It  to  their  rooms. 


Jfamptofu 
^  (Jruu  ^ 


Hampton  Inn  Monterrey  Airport 
HAMPTON  INNS 
Apodaca,  Mexico 
Tel.:  528  386  3800 

New  hotel  just  two  minutes  from  the  international  airport. 
The  only  hotel  in  the  airport  area,  very  accessible  to  major 
attractions,  surrounded  by  major  industrial  parks.  Voice  mail  in 
every  room.  Meeting  rooms  avail- 
able for  up  to  120  people.  Shuttle 
service  to  and  from  international 
airport  and  to  nearby  companies. 


Jfamptofu 


Hampton  Inn  Galerias  Obispado 
HAMPTON  INNS 
Monterrey,  Mexico 
Tel.:  528  348  1515 

A  traditional,  seven-story  structure  located  in  the  southwest- 
1  area  of  town.  Each  room  has  a  two-line  phone  and  dataport. 
ere  is  a  fax  machine  at  the  front  desk. There  are  four  meeting 
"ims  that  can  accommodate  up 
40  people.  Non-smoking  rooms 
i  courtesy  van  available. 


(Jfamptofu 


Shangri-La  Hotel  Hangzhou 
SHANGRI-LA  INTERNATIONAL 
Hangzhou,  China 
Tel.:  86  571  707  7951 


387  spacious  guest  rooms  and  suites  on  a  lake  shore  just 
three  minutes  from  the  city  center  There  are  21  function  rooms 
of  various  sizes  and  an  auditorium  that  can  hold  500  people. 
Guests  paying  full  rate  receive 
free  airport  transfers,  laundry, 
dry  cleaning,  breakfast,  local  calls 
and  more. 


0 

Shangri-La  hotel 


HANCZHf  II  ■  CHINA 


TheWestin  Surabaya 
WESTIN  HOTELS  <&  RESORTS 
Surabaya,  Indonesia 
Tel.:  62  31  545  8888 

This  418-room  hotel  offers  a  variety  of  accommodations  to 
meet  the  needs  of  business  travelers.  Westin  Guest  Offices'" 
provide  a  multifunction  printer/fax/copier.  ergonomic  chair  and 
speakerphone  with  dataport.  Westin's  Executive  Club  guests  en|oy 
continental  breakfast,  evening  cocktails, 
separate  check-in/check-out  and  other 
exclusive  privileges. 


TheWestin 


Holiday  Inn  Bombay 
HOLIDAY  INN  WORLDWIDE 
Mumbai,  india 
Tel.:  91  22  620  4444 

All  rooms  have  a  view  of  the  Arabian  Sea.  Five  miles  from  the 
city's  downtown  and  international  airport.  Convenient  to  business 
industrial  and  shopping  areas.  Executive  class  accommodations 
with  exclusive  lounge.  Two 
conference  rooms  that  hold 
up  to  200  persons.  Health 
club    with    sauna,  steam 

room,  gym  and  massage.  BOPMbSy 


Hotel  Rio 
Monterrey,  Mexico 
Tel.:  528  344  9040 


Downtown  location  with 
meeting  rooms  that  can 
accommodate  up  to  150  peo- 
ple. Secretarial  services  are 
available.  For  recreation  there 
IS  a  restaurant,  lobby  bar. 
Spectravision,  pool,  tennis 
court  and  fitness  center  with 
state-of-the-art  equipment  Free 
local  calls,  voice  mail  and  24- 
hour  room  service. 


HOTEL  RIO 


Holiday  Inn 
Crowne  Plaza 
Harbourview  Xiamen 
HOLIDAY  INN 
WORLDWIDE 
Xiamen,  Fujian,  China 
Tel.:  86  592  202  3333 


The  only  high-rise  hoteh 
the   downtown   area.  It 
within   walking  distance 
the  commercial  district  and 
city's   major  attractions.  Tj 
hotel  prides  itself  on  the 
service  it  offers  to  the  c| 
earning  business  traveler 


CROWNE  PLAZA'  j 
Harbourview  Xiamen  I 


Look  for  these  and  other  fine  hotels  worldwide 
that  have  the  AT&T  Speed  Dial  feature. 

For  more  information  check  out  the  AT&T  Worldwide  Traveler  Web  Site 
at  http://www.att.com/traveler 
©I 998  AT&T  All  Rights  Reserved. 
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ools,  from  private-line  voice  mail  to 
ax  machines  in  rooms,  along  with 
lectronic  bedside  controls  for  TVs, 
]Ds,  curtains,  and  other  furnishings, 
ome  even  offer  direct  access  to 
-mail  and  the  Internet,  without  ycjur 
aving  to  hook  up  your  own  laptop, 
efore  booking,  phone  or  fax  the 
otel  directly  to  ascertain  what  equip- 
lent  is  available,  in  case  you  have  a 
articular  need. 

"We  have  to  strike  a  nice  balance 
etween  high-tech  and  old-fashioned 
rvice,"  says  Ricci  Obertelli,  who 
rersees  the  Dorchester,  Meurice,  and 
everly  Hills  Hotel  as  head  of  the  new 
udley  Group.  "We  want  to  deliver 
essages  electronically,  but  we 
jn't  want  to  lose  the  personal  touch, 
'e  also  deliver  a  printed  copy  of 
essages  to  your  door."  With  that 
nd  of  service  in  mind,  here's  a 
lection  of  some  of  Europe's  classiest 
isiness  hotels. 

IMTAIN/LONDON 

le  newly  renovated  Savoy  is  conve- 
ent  to  both  the  City,  London's  finan- 
il  district,  and  West  End  theaters  and 
jtaurants  —  and  perfect  for  business 
eakfasts. 

t|  The  Lanesborough,  at  Hyde  Park 
imer  and  near  Han  ods,  has  personal 
d  computerized  butler  service 
"each  room  —  under  the  watchful  e)  e 
Texas  owner  and  billionairess 
roline  Hunt. 

w  coiporale  chieftains,  there  is  the 
ur  Seasons  on  Park  Lane,  where  you 
r  hold  productive  meetings  in  a 
sh  setting. 

There's  lots  of  business  buzz  at  the 
Tchester,  another  Park  Lane  palace, 
:  ere  the  Grill  Room  and  Spa  are  two 
he  biggest  draws. 
||||i."he  refurbished  Ritz,  now  owned  by 
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the  Mandarin  (.loup  is  known  lot  ils 
tea  ser\  ice  and  central  location. 

For  working  out  with  a  penthouse 
view  —  and  prime-cut  steaks  in  its  Ril) 
Room  —  the  Hyatt  Carlton  Tower  in 
Cadogan  Garden. 

EDINBURGH 

Where  else  in  Kdinbingh  but  "the 
Caley"  —  the  nickname  for  the 
Victorian  railwa\  hotelconx  cued  into  a 
modern  palace.  \'oii'll  find  the 
Caledonian  at  one  end  of  Princes 
Street,  the  main  stem  in  Scotland's  city 
of  fmanciers  and  lawyers. 

BELGIUM/BRUSSELS 

For  decades  a  winner,  the  smoothh 
run,  well-located  Brussels  Hilton  is 

where  American  visitors  meet 
Emopean  Community  officials  and 
executi\  es,  often  over  lunch  or  dinner 
at  tlie  Maison  du  Boeuf. 

The  class\.  ancient-looking  Amigo 
(though  t)uilt  in  the  195()s),  decorated 
in  silks  and  brocades  and  blending 
with  tlie  stonework  of  the  nearby 
(irand  'Place',  one  of  Eiuope's  gieat 
tourist  sights. 

S  he  splendiferous  Conrad  (the  over- 


.seas  wing  of  the  American  Hilton 
chain),  opened  in  \\)93  and  targeted  at 
upscale  lousiness  travelers  who  like  spa- 
cious rooms  with  three  phones. 

rhe  Sheraton  Towers,  exception- 
ally luxurious  as  the  hotel  that  long 
put  up  IT'F  executives  visiting  the 
company's  Emopean  headquarters 
in  Brussels. 

FRANCE/PARIS 

Right  on  the  Place  Vendome,  where 
investment-banking  offices  occupy  land- 
mark buildings,  the  Ritz  is  the  plus  ulti  a 
of  top  service  —  with  a  world-class  pool 
and  spa  for  after- work  relaxation. 
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Fronting  on  the  Rue  dt-  Ri\()li  with 
siiniptiious  guest  rooms  o\erlooking 
the  Tuilieries  Garden,  the  Sultan  of 
Brunei's  Meurice.  which  has  hosted 
evervone  from  the  Duke  and  Duchess 
f)f  Windsor  to  Salvador  Dali  and 
Placido  Domingo. 

The  executixe-oriented  Bristol,  on 
the  fashion-packed  Rue  Faubourg  St. 
Hcjnore,  sporting  a  Michclin  one-star 
restatnant  for  business  entertaining 
and  an  enclosed  pool  in  a  \acht-st\le 
setting  on  its  rooftop. 

Fhe  opulent  Hotel  Crillon.  facing 
tlie  Place  de  la  Concorde.  Paris's  Inib. 
and  next  to  the  L .  S.  Embass\  w  here 
\  (ill  may  be  doing  business. 

On  the  Rue  de  Rixoli,  the  Inter- 
continental housed  in  a  verv  historic 
l:)uilding  —  with  a  multinational  busi- 
ness ( lientele. 

For  Se\fiith  .A\enue  and  other  tash- 
ion-industi  \  woi  kaholics.  the  inconipa- 
lable  Plaza  Athenee.  just  off  the 
(^hamps-tlysees.  rejjlete  with  coloiful 
aw  nings  and  other  French  touches  that 
make  it  so  t  hie. 

Also  within  steps  of  the  Cihamps- 
F.Ksees.  tiie  small,  smarth  reno\ated 
Lancaster  w  ith  cool  charm. 

Near  the  Arc  de  I  i  iom]jhe  on 
A\enuL-  Ra\nionrl  Poiiuaie  is  the 
Westin's  Demeure  Le  Pare,  another 
boutique  bote!  loaded  with  upscale 


cUiienities  and  business  services, 
plus  superchef  Alain  Ducasse"s 
Miclu'lin  three-star  restaurant. 

GERMANY/FRANKFURT 

A  favorite  of  international 
bankers  —  in  a  big  financial  tow  n 
—  the  old-fashioned,  formal 
Steigenberger  Hotel  Frankfurt 
Hof  located  dow  ntown. 

The  Kempinski  c  hain's  classv 
Gravenbruch  Kempinski.  a 
l(ith-centur\  manor  house  in  parkland 
as  convenient  lo  the  aiiport  as  it  is  to 
dow  ntown  "Bankfint. ' 

Tw  ent\  minutes  from  dow  ntown  in  a 
rich  subiub.  the  Schlosshotel 
Kronberg.  where  Queen  \'ictoria"s 
eldest  daughter  lived,  now  a  hotel  with 
one-of-a-kind  rooms  and  a  baronial  bar 
and  restaurant. 

BERLIN 

The  beautifulh  restored,  turn-of-the- 
centur\   Kempinski  Adlon  —  the 

newest  showcase  on  the  fashionable 
F  ilter  den  L.inden  in  the  huge  business 
cit\  that  will  soon  replace  Bonn  as 
CTcrmanx  "s  capital. 

DUESSELDORF 

File  siune.  opulent  Breidenbacher 

Hof,  w  here  many  American  CEOs  and 
upper-echelon  executives  stay  in  the 
"capital  ot  the  Ruhi." 

HAMBURG 

.\t  the  top  of  worldwide  rankings  of 
hotels  for  its  19th-centurv  architecture, 
kingh  looms,  fine  dining  and  huge 
wine  cellar,  the  Vier  Jahreszeiten 
(meaning  Four  .Seasons)  o\erlo(jking 
dow  ntcnvn's  Binnenalster  (inner  lake). 

MUNICH 

A  top  add!  ess  if  \  ()u"re  doing  business 


with  BMW  and  other  major  companies, 
the  Kempinski  Vier  Jahreszeiten 

with  a  cciiiimanding  pcjsition  on 
Maxiniilianstrasse,  Munich's  Fifth 
A\enue. 

The  small,  stvlish  Rafael  with  its 
much-acclaimed  Mark's  Restaurant  —  a 
hotel  where  Britain's  Prince  Charles 
sta\  ed  in  1995. 

ITALY/MILAN 

A  great  hotel  patronized  by  Fiat's 
Agnellis  and  other  industrial  captains, 
the  Sheraton's  Principe  e  Savoia  —  a 
dukedom  all  to  itself. 

A  fashionable  hotel  in  a  restored 
14th-centurv  monastery  with  most 
rooms  facing  a  court\ard  —  that's  the 
popular  Four  Seasons,  managed  b\  the 
business-oriented  chain. 

ROME 

A  new  star  among  the  capital's  constel- 
lation of  superior  hotels,  the  Hotel 
Eden,  operated  b\  Forte  Le  Meridien 
and  pati  oni/ed  by  Wall  Street  wheelers 
and  dealers  —  and  its  La  Terrazza  has  a 
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YOU  don't  Have  To  be 
A  Legend  To  Be  Recognized 
For  Your  Travel. 

In  the  spirit  of  those  who  first  conquered  the  airways,  Trans  World  Airlines  wiU  introduce  Aviators'" 
on  May  1.  Aviators  is  the  frequent  flyer  program  recognizing  tliat  same  spirit  in  today's  travelers.  Now 
you'll  find  new  wa)'s  to  attain  privileged  status.  As  well  as  many  travel  awards  easier  to  achieve.  You'll 
even  find  bonus  miles  based  on  fares  paid.  With  Aviators,  you  don't  have  to  be  in  the  history  books  to 
be  appreciated  for  the  time  you  spend  in  the  air.  To  join  call  1-800-221-2000. 

We  wANir  TO  HI  YOUR  airlinif: 


Hvan  Hatch  an  h.  .  .    „  i,  ,  7  77   

■••  --fi  notch  managed,  fru"  '  , .  1 1,  ^  

Trnvrl  u;tl,  tl,     i  ,  f        A     i     <•■  "I  Hum  u^rpotalion  a,ul  ,ts  atphal,    .  ■  H-  >■■  I,., 

 ^  

travel  planner  for  dcta,k '  'Xo!  t,U  .ervtce^  ava.lable  at  till  Ir  n.  -I  .        /  '     •""•"■.'»«.„am«-pR-5.a,m.-.4.s-A-  your 

   ,  Wmm  Cards! 


Iexbress 


z  wmaow  sea 


t? 


he  more  yon  travel,  the  easier  it  is  to  forget 
that  a  flight  can  be  a  breatlitakiiig  experience, 
not  merely  a  means  of  reaching  your  destination. 

But  at  Hyatt,  we  haven't 
forgotten  that  every  iourney 
should  he  an  uplifting  event. 
Even  after  you  ve  landed. 

That's  why  we  fill  our 
hotels  and  resorts  with  so  man) 
opportunities  to  broaden  your 
horizons.  Unique  restaurants  in  the  sky  where 
you  can  dine  with  sparkling  cities  at  your  feet. 
Meeting  rooms  that  free  your 
imagination  by  opening  to  grand 
?|,    panoranuis.  Lobbies  that  greet  you 
)^         I    i^'f/'  spectacular  architecture  and 


dramatic  \'istas. 

Instead  of  merely  a  place  to 
stay  at  your  destination,  a  Hyatt  is 
a  destination  in  itself  A  place  to  experience.  A 
window  seat,  if  you  will,  that  always  rewards 
you  with  a  fresh,  new  perspective. 

So  ask  to  stay  with  the  people  of 
Hyatt.  We  tliink  you'll  like  what  you  see. 

For  reservations,  contact  your  travel  planner 
or  call  Hyatt  at  1-800-233-1234.  Or  visit  us  at 
www.hyatt.com 


fclYATT 


® 

Feel  the  Hyatt  Touch'  
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real  star  from  Mi(  lii'l/ii. 

I  lii^Ii  on  .1  hill  with  panoramic  views 
ol  thc  Ktcrnal  (litv,  the  newly  renovated 
Cavalieri  Hilton  —  with  a  courtesy 
shuttle  (odovvntown  otlices. 

NETHERLANDS/AMSTERDAM 

Ten  minutes  from  downtown,  the 
Amstel  Inter-Continental,  a  modern- 
ized 1867  jewel  at  wateiside  with  regal 
looms  (occasionally  occupied  by  the 
Dutch  royal  family)  and  a  splendid 
lestainant. 

SPAIN/MADRID 

With  its  Belle  Kpoi|iie  decor,  glass 
dome  over  its  lounge  and  su|X'rb  loca- 
lion  —  neai  the  Parliament,  tiie  Prado 
and  offices  —  the  Sheraton's  Palace, 
marie  to  order  for  tra\ cling  execiiti\es 
vvitii  a  heavy  agenda,  entertaining 
int  luded. 

SWITZERLAND/GENEVA 

()o/irig  mone)  and  prestige,  the 
Victorian  Le  Richemond  where  exec- 
uli\  t  s  can  rub  eli)(>ws  witii  celel>rities  in 
its  Ix-  ( ientilhomme  restam  ant,  an  oasis 
ot  caviai  ,  brandy,  and  cigars. 

ZURICH 

Down  by  the  lake,  at  the  enfl  of  tiie 
sojihisticatcd  Bahnhof  strasse,  tlie 
Baur  au  Lac,  biniiished  and  leeking 
ot  Old  Money,  Swiss  i)ankei -style  — 
w  ith  the  (ii  ill  Room  the  jjlace  in  town 
h)i  an  impoi  tant  business  huu  h. 
\()lc:  You'll  get  the  best  rooms  and 
suites  in  the  above  hotels  by  using 
a  lop  travel  agent  or  |)honing  or 
faxing  directly  rather  than  booking 
thiougii  '800'  numbeis.  Some 
Ein(i|)ean  luxury  hotels  still  resist 
providing 'oi  porate  rates,  but  usually 
do  offei  aliractive  packages,  parti(  ii- 
lai  ly  for  weekends. 


For  dealmaking  —  at  hyper  speed  —  sengers  board.  And  soon  they  are  treated  ,, 

nothing  beats  British  Airways's  or  to  an  elaborate  repast,  from  caviar  and 

Air  Fiance's  C'f)ncorde.  With  mergers  champagne  to  fish  or  meat  entrees, 

and  acquisitions  thi  iving,  executives  washed  down  with  vintage  Buigundies, 


in  London  and  Paris  continue  to  take 
the  early-moming,  140()-mile-per-hour 
( loncorcle  to  New  York,  wi'iip  up  a  nearly 
pieananged  negotiation  on  Wall  Stieet 
and  return  back  home  —  on  a  Concorde 
—  all  in  the  same  day.  An  inuisual 
teat,  l)ut  doable  and 
typical  of  how  super- 
soni(  I  lights  can  help 
(.•xecuti\es  do  busi- 
ness faster. 

I  wo  decades  old, 
the  CoiKoide  is  still 
the  benchmark  for 
executive  luxury  in 
tlight.  The  100-pas- 
senger,  cigar-shaped 
tube  with  delta  wing 
ciosses  the  "pond"  so 
last  —  in  three  hours 
plus  —  that  passengers  are  almost  at  their 
deslinati(  )n  by  the  time  thev  fiillv  settle  in. 
It's  enough  to  eliminate  almost  all  jet  lag. 


11n' SSI' ,>l  ilic 
fCNliirx  could  cut 
travel  tiific  iu 

lid  If  ifctii'Ci'H  L.  A. 


Bordeaux  or  California  wines  —  or  sim- 
ply the  finest  natural  spring  waters.  Your 
seatmate  is  as  likely  to  be  a  celebrit\  as 
anothei  executive. 

Even  though  the  operators  of  th 
Concoicle  see  a  long  future  ahead  foi 
their  prize  possession 
the  modest  number  o: 
takeoffs  and  landings 
minimizes  metal  fatigue 
—  they  are  eying  with 
interest  a  new  genera 
tion  of  jets  now  on  th 
drawingboards  in  tb 
U.  S.  and  Europe. 

NASA's  High-Spe 
Civil   Transport  pri 
giam  —  the  foiTnal  nami 
for  a  replacement  foi 
the  C'oncorde  —  is  sonw 
five  years  int<  >  a  pn  )gram  to  deliver  a  sue 
cessor  to  the  Concorde  by  2010.  Witf 
three  times  the  payload  —  some  1^00  pas 


Some  passengers  have  descr  ibed  the     sengers  —  and  a  s|x-ed  only  200  niile 


(Concoicle  as  a  "first-class  restatiiant  in 
the  sky."  After  the  elegant  |}rc  liirtinar  ies, 
from  special  checkin  to  per  sorralized  ser  - 
vice in  the  Coircoicle's  owir  lounges,  pas- 


taster  than  the  Concorxle,  the  .SST  o: 
the  21st  centur  y  ccHild  cut  li.tvel  time 
in  halt  between,  say,  L.  A.  and  lokyo 
thanks  to  its  long  range. 
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WE  THINK  OUR 
FREQUENT  FLYER  PROGRAM 
IS  THE  BEST  IN  THE  INDUSTRY. 

APPARENTLY,  SO  DO  YOU. 


Continentars  OnePass  frequent  flyer  program 


voted  #1  by  the  people  who  fly  the  most 


Program  of  the  Year.  Best  Elite  Level  Program.  Best  Overall  Customer  Service.  Best 
Program  Newsletter. . . .  Sound  a  bit  repetitive?  Well,  when  the  readers  of  InsideFlyer 
magazine  awarded  1 997's  coveted  Freddies,  Continental's  OnePass  frequent  flyer 

program  was  a  name  that  came  up  again  and  again  Best  Web  Site.  Industry 

Impact  Award  for  CO.O.L.  (Continental  On-Line)  Travel  Specials. . . . 
In  fact,  OnePass  won  the  most  Freddie  awards  in  1997  and  has 
won  more  awards  than  any  other  program  in  the  1 0-year  history 
of  the  awards.  We  don't  spend  our  time  thinking  about 
trophies,  so  the  honors  haven't  gone  to  our  heads.  But 
we're  sure  proud  of  what  they  represent.  To  enroll  in 
OnePass,  call  1  -800-523-FARE  or  visit  our  website 
at  www.flycontinental.com.  (The  1997  Freddie 
awards  are  sponsored  by  InsideFlyer  magazine, 
MCr,"and  American  Express  SkyGuide.®) 


rlines 


Work  Hard. 
Fly  Right. 


SPECIAL 


ADVERTISING  SE 


C  T   I   O  N 


It  would  Ix"  ;i  remarkable  fl\-b\-\vire  jet 
with  the  captain  and  flight  aew  guiding 
I  he  plane  without  a  windshield  to  see 
thiough  —  l)ut  \vith  super-sophisticated 
eleitronit  instruments.  The  main  pla)'ei-s, 
at  present,  are  Boeing  (fuselage),  Pratt  & 
Wliitnev  and  C  General  Hectric  (engines) 
and  Hone\ivell  (instmmentation). 

C  lloser  to  take*  )ft  —  witli  a  w  <  )i  kii ig uk  xlel 
due  by  2003  —  is  Europe's  Airbus  3XX. 
Where  the  follow-on  to  the  Concorde 
would  cater  to  the  elite  market,  the  3XX 
will  add  much-needed  capacit\  to  the 
rapidK  growing  mass  market.  Big?  The 
yVirbus,  as  now  en\'isioned,  will  be  a 
meg-a-jumbo  jet  that  could  cany  more 
than  300  passengers  in  a  three-le\el 
configuration.  Airlines  such  as  Virgin 
Atlantic  may  well  include  a  computer  busi- 
ness center  and  a  workout  room  in  the 
A3XXs  tliey  might  oi  der. 

Ona  IiiesdaN  inearh  Marc! i the \ice- 
president  of  mai  keting  at  a  con- 
sumer-]3rodLicts  compans  ii.id  to 
rean  ange  the  rest  of  his  week's  itinerar)' 
while  driving  liack  to  Houston  iifter  mak- 
ingasalescall  in(ialveston.  Hepickedup 
his  cell  plione  in  his  Dodge  Stratus, 
plioned  an  "inside"  number  at 
Clontinental  Airlines  and  —  with  a  "Hi, 
Sally"  to  the  person  at  the  other  end  — 
ga\e  her  hisOnel'his  nunihei  and  gf)t  his 
flights  rescheduled  and  seats  upgiaded. 
"1  )oiie,"  he  said  to  his  less-traveled  team- 
mate, smiling.  "  1  hat's  one  of  the  perks 
when  you're  a  heavy  traveler  like  me." 

I  h  )\\  fill !  he  get  this  special  treatment? 
He's  a  <  ard-can  ying  Continental  Gold 
Elite  flier,  logging  nearly  150,000  miles  a 


year  —  all  domesticall)',  with  a 
multi-city  trip  almost  every 
week.  He's  also  an  American 
Platinum  member  with  all  the 
special  privileges  American 
Airlities  can  bestow  on  a  top  cus- 
tomer. Altogether,  he  has  about 
one  million  miles  apiece  in  the 
f  ret|uent-tlier  progr  ams  of  those 
two  airlines.  For  that  investment 
by  his  company  he  gets  treated 
royally. 

Nationwide,  there  are  several 
hundred  thousand  so-called 
elite  members  of  frequent-flier 
programs  whom  the  airlines 
coddle  as  their  best  customers.  While 
their  trip  schedules  are  grueling,  the 
perks  aie  prestigious  and  separate  the 
men  and  women  from  the  boys  and  girls 
wh( )  d( )  grunt  work  out  on  the  road. 

Allowing  for  variations  from  one  air- 
line to  another,  the  extras  bestcjwed  on 
the  elite  include: 

•  Double  or  ti  iple  mileage  earned  on  a 
flight  .segment. 

•  Special  checkin  and  baggage  desks  at 
some  aiiports. 

•  First  call  ( )n  seats  if  there's  a  waiting  line 
for  an  cn  erbooked  flight. 

•  Fop  treatment  by  partner  airlines. 

•  Bulletins,  mailed  or  e-mailed,  on 
changes  in  flight  schedules,  promo- 
tional fares  on  new  routes  and 
discounted  vacation  packages. 

•  Waivers  on  blackout  dates  when 
booking  "free"  trips. 

•  Awards  not  subject  to  capacit)  ccintrols 
(seat  limits  for  "free"  passenger). 
How  do  \  ou  get  elevated  to  elite  status 

and  become  —  sa\  —  a  Delta  Medallion, 
Northwest  Preferred  or  USAir 
Priority  Gold  member? 

it  can  be  as  simple  as  making  one 
roiuid-trip  between  New  York  and 
Singapore  in  business  class.  Suddenly, 


I )i('!iar(lfliers  easih 
flualifx  as  flisfrhninattiig 

travelers  xvho  can 
pick  and  choose  amoi 
tile  world's  best  hotels 
and  resorts. 

you've  made  yoiu-  25,000  minimurr 
miles  to  qualify  for  membership  ir 
the  Northwest  Preferred  or  Unitec 
Premier  programs. 

Flv  still  more,  and  you  can  move  high 
er  in  the  hierarchy.  Continental  anc 
Delta,  for  example,  have  three  levels  o 
elite  fliet  s  with  more  bonuses  and  perk' 
as  you  enhance  your  status.  (Airline: 
have  even  super-elite  levels  for  super-fre 
quent  fliers,  which  their  membershii 
handbooks  don't  describe.) 

What's  in  \  ()ui'  mileage  bank,  at  any  o 
the  upper  levels,  will  be  enough  for  fro 
trips  to  exotic  vacation  spots,  here  an( 


BUSINESS  WEEK  /  MAY  18.  1998 


1 


1  Shangri-La,  Hong  Kong.  Tel:  (852)  2721  2111  Fax:  (852)  2723  8686 

-vations,  call  your  travel  consultant  or  USA  ik  Canada  toll-free:  1  800  942  5050  Internet:  www  Shangn-La.com 


Kowloon  Shangri-La 


HONG  KONG 


jGKOK  •  BEIHAI  •  BEIJING  •  CEBU  •  CHANGCHUN  •  DAI.I^N  •  Fill  •  HANGZHOU  •  HARBIN  ibNIJ)  itlHl  •  HONC  KONG  •  JAKARTA  •  KOTA  KINABAI  U  •  KUALA  LUMPUR  ♦ 
PENANG  •  QINCDAO  •  SHANGHAI  (MID  I998)  •  SHtNYANC  •  SHENZHEN  •  SINGAPORE  •  SURABAYA  •  TAIPEI  •  VANCOUVER  •  WUHAN  ILNIJ  ,V>H,  •  XIAN  •  YANGON 
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abroad,  with  your  family  —  all  in  business 
or  first  class.  At  that  point,  diehard  fliers 
easil)  qualif\  as  discriminating  tiaxelers 
who  can  pick  and  choose  among  the 
vsorld's  best  hotels  and  resorts. 


Business  travelers  with  long  memo- 
ries may  remembei  the  double- 
deckei  cabins  on  Pan  Ani's  (Hipper 
Ships,  riiey  were  roomy  enough  to 
include  what  was  then  simph  a  sensiljle 
iealure:  beds  for  getting  .1  good  night's 
sleep  on  transatlantic  runs. 

In  the  40  01  so  years  since  the  intro- 
duction ol  the  Roeing  7()7  and  other 
jets,  first-class  seats  —  the  most  com- 
modious of  any  on  a  plane  —  have  been 
a  study  in  the  art  of  reclination.  Hack, 
l)ac  k  still  larther  tlK'\"\e  gone  as  major 
airlines  have  tried  to  make  sleep  easier 
—  just  short  of  the  full  horizontal  posi- 
tion. K\en  the  fmest  foods  and  wines 
haven't  (juite  e(|uaied  the  jo\  oi  ha\  ing 
something  approximating  the  comfort 
of  a  good  hotel  bed  on  a  long  haul, 
ti  ansallantic or  trans-Pacific  . 

Now,  at  last,  the  bedroom  in  (he  sky 
has  aiii\c'd  with  tiie  introduction  of 
Insi-class  seats  that  convert  —  piesto!  — 
into  Hat,  cushioned  beds.  Biitish 
Airways  and  Air  France  were  the  first  to 
make  room  lor  lullv  reclining  seals, 
recenth  iollovved  l)\  Pufthatrsa.  Other 


airlines,  particularly  ones  with 
highly  competitive  transatlantic 
and  ti  an.s-Pacifie  routes,  ai  e  in  the 
midst  of  taking  out  seats  to  make 
room  for  the  mini-bedioonrs. 

The  first-class  sections  have 
different  locations,  depending 
on  the  airline  and  the  type  of 
plane.  Some,  following  tiadi-  ''^^^ 
tion,  are  in  the  nose;  others  on 
older  747s  occupy  c]uarters  in 
the  small  upstairs  section.  But 
whatever  the  configination, 
from  slanting  (like  diagonal  p.irking)  to 
stiaighl  alignment,  all  the  new  beds 
aloft  have  separators  that  can  be  raised 
to  provide  a  modicum  of  privacy. 

First-class  tickets,  of  course,  aren't 
modestly  priced  —  it's  $9,430  round- 
trip  between  Chicago  and  London  and, 
as  another  example,  $9,622  round-trip 
between  P.  A.  and  Paris.  But  the  new 
refinement  of  a  bedroom  in  the  sky  has- 
n't inflated  first-class  prices.  And  for 
executive  travelers  who  laek  up  tens  of 
thousands  of  miles  in  frecjuent-fliei' 
progi  ams,  first  class  is  fn  st-i  ate  because 
it's  a  reward  for  a  lot  of  giiieliiig  life 
on  the  road. 


I 


n  a  recent  Hyatt  Hotels  and  Resorts 


survey  of  500  coiporate  travelers  who 


made  at  lea.st  three  business  trips  a  yea 
67%  said  they  found  it  "hard  to  stay  011 
diet  when  traveling,"  61%  tended  to  e; 
"less  nutritious  foods"  and  35%  went  t 
"a  health  club  at  least  once  a  day." 

Put  a  spin  on  the  health-club  concep 
long  a  fixture  in  America's  pursuit  (| 
well-being,  and  you  have  the  new?  an 
exciting  boomlet  in  spas  across  th 
nation  and,  in  fact,  in  major  businc 
centers  abroad.  Sportsmedicine  ma: 
sages.  Loofah  scrubs.  Herbal  wrap: 
Aromatherapy  (fragiant  oil  treatments 
Thalassotherapy  (sea  water  and  se 
weed  treatments).  Even  acupimcturt 
When  yc  )u  talk  abc  )ut  these  tieatments  - 
and  their  sensational  success  in  reducin 
stiess  —  you're  in  a  woi  Id  well  beyom 
free  weights  and  treadmills.  And  be  pre 
pared  tor  sizable  out-of-pocket  expense 
such  as  $75  for  a  massage,  $75  for  a  boc  I 
|)olish,  $80  for  a  mud  mask  and  $150  i<> 
sea  flour  contcjuring. 

hi  the  II  S.  alone  there  are  now  .son:- 
600  so-called  day  spas,  which  in  irio^ 
ca.ses  cater  to  people  on  a  fast  track.  Yoi 
can  get  assistance  in  locating  just  the  rigli 
one  for  you  by  contitcting  Spa-Finder 
(888/255-7727,  www.spafinders.com) 
a  i)ooking  agency  that  knows  wh.i 
eac  h  of  the  hundreds  of  different  spa 
in  its  network  has  to  offer.  Or  yoi 
can  simply  ask  \()ur  hotel  conciergf 
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More  space. 
Our  new  First  and  Business  Class. 


Personal  space.  Having  more  to  claim  as  your  own 
is  especially  valuable  when  you  travel.  So,  as  part 
of  our  new  First  and  Business  Class,  we're  adding 
more  space  between  the  seats  on  most  long-distance 
flights.  Up  to  50%  more  in  First  Class,  and  up  to 
20%  more  in  Business  Class.  With  room  to  relax, 
business  travel  becomes  infinitely  less  stressful. 
And  less  stressful  travel  is  exactly  what  people  have 
come  to  expect  from  Lufthansa. 


Lufthansa 


\^  STAR  ALLIANCE 

The  .iirlinr  network  for  t  Jrlh 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you 
can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More" 
or  United  Mileage  Plus;  in  accordance  with  the  terms  and 
conditions  of  the  programs. 
www.lufthansa-usa.com 
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for  a  1  ec(  )mnienclation. 

In  New  ^ brk.  tor  example,  one  of  the 
Ix^st  facilities  is  the  Susan  ("iminelli  Dav 
Spa  in  Ik-ri^dort  (Toodman's  ix'ntlioiise. 
hi  San  Francisco.  Mistei  Ijee.  located  in  a 
three-stor\  X'iaorian  house  on  Nob  Hill, 
is  a  g(x>d  l)et.  .So  are  Eliziilxnh  Arden's 
Red  Dooi"  Salons  in  Chicago  and 
Washington.  D.C'. 

Man\  o{  the  cit\  spas  are  no  farther 
a\\  a\  than  \  our  own  hotel.  Four  .Se^isons. 
Hilton.  H\an.  I  IT  Sheraton.  Mannott. 
Renaissance  and  Ritz-Carlton  are  all  pro- 
viding—( )r  building  —  spas  fi  )r  their  exec- 
uti\e  mifhc. 

If  \c)ifre  choosing  \()ur  hotels  pdilh 
Ix-cause  oi  their  health  facilities,  here  is  a 
sampling  of  some  fn-st-rate  candidates  — 
upscale  hotels  w  ith  spits  (often  managed 
b\  an  outside  hnii)  and  sports  facilities. 
ATLANTA:  Four  Seasons.  Health  club, 
massages,  steam  room.  \\  hirlpi » )1.  sauna, 
nearbv  golf  and  tennis. 
BEVERLY  HILLS:  Peninsula.  Full  fitness 
center  and  spa.  ]j()ol.  sauna,  steam  room, 
facial  and  Ixxh  tieaiments.  massages. 
BOSTON:  Ritz-Carlton.  On-site  fitness 
center.  I  he  nioreelalx)rate  Le  Pli  Spa  isa 
block  awa\. 

CHICAGO:  Ritz-Carlton.  Spa.  sauna, 
full  htness  (enter.  Fairmont.  S]ja  at  the 
Athletic  (  Jul)  Illinois(  k.'ntei  . 
DALLAS:  Crescent  Court  Hotel. 
Mincl/lx)d\  \sellness  <enter  ]j1us  a  com- 
plete spa.  .")')  exerc  ise  (lasses.  Four 
Seasons  Hotel  and  Resort  (in  subur- 
ban I.<is  (  xilinas).  Pools,  spa.  tennis,  golf. 
Wyndham  Anatole  'ioiiiieiK  the 
Ia)ew's  .Anatole).  Huge  spa  and  c  xtc-nsi\c- 
s|>orts  fa(  ilitics. 

HOUSTON:     Luxury  Collection 

Sheraton  (formeiK  die  Rit/-( Carlton). 

Health  c  lub,  massages,  golf. 

MIAMI:  Doral  Golf  Resort  &  Spa  f  ull 

r.iuge  of  spa  fac  ililics. 

NEW  YORK:  The  Peninsula  (rooms 


closed  for  reno\  ation).  Spectacular  pent- 
house spa  (open).  Drake  Swissotel.  .\n 

exclusix  e  spa  w  ith  faciids.  w  raps  and  per- 
sonal training. 

PHOENIX:  Marriott's  Camelback  Inn 
Resort.  Golf  Club  &  Spa.  Full  spa.  The 
Phoenician.  I  he  (  enter  for  Well-Being. 
Pointe  Hilton  At  Squaw  Peak.  Fhe 
Y(  Kc\  Sien-a  Spa  and  Salon. 
SAN  DIEGO:  Hilton  Beach  &  Tennis 
Resort.  The  \  ilia  dil.usso  Spa.  La  Costa 
Resort  8c  Spa  (in  Carlsbad).  Spa  treat- 
ments, golf,  tennis. 

SEATTLE:  Four  Seasons  01\Tnpic.  Hie 

dene  [uare/  Salon  (iv:  Spa. 
WASHINGTON,  D.C.:OmniShoreham. 

Fitness  center,  outdoor  pool,  hiking, 
jogging,  tennis. 

.\mong  the  best  spas  abroad  for 
business  tra\  elers: 

BANGKOK:  Oriental.  FaiKA  standalone 
spa.  largeK  in  teak  w  (  k  kIs.  a  three-minute 
lx)at  ride  across  the  (Juio  Phia\a  Ri\er 
from  the  hotel. 

GENEVA:  Le  Mirador.  F.urope  s  first 
non-smoking  luxur\  spa  —  a  halt  hour 
trom  ( renex  a  —  w  ith  jjanoramic  views  of 
the  lake  and  .\lps. 

LONDON:  Berkeley.  Roman-st\le 
I'ooftop  spa.  Dorchester.  F^laliorate  luxu- 
r\  spa.  Hyatt  Carlton  Tower.  Io]>ll()or 
w  I  )i  k(  >ul  K )( )ms  and  spa. 
PARIS:  Ritz.  .\nstocratic  spa  with  \)(>i>\. 
Royal  Monceau.  Chic  spa  downstairs. 

One  measure  of  the  new  |jopularit\  ot 
spas:  I  lie  se\ en-year-old  International 
S|)a  K:  Fitness  .Association  now  has  8:^0 
members  -  w  ith  |ane  .Segerberg  of  Sea 
Island's  I  he  ( )ister  as  president. 

Siir\e\  after  survey  has  proven  that 
surfing  the  Net  and  Ixjoking  elec- 


tronically are  no  substitute  for  a  goo( 
tnixel  agent "s  ad\  ice  and  assistance  — 
\  C)u  are  choosy  alxiut  how  you  fly  anc 
w  here  \'ou  stay. 

Fhat's  parti{  iilarh  true  for  discrimi 
natiiig  coiporate  ti-a\  elers  who  want  thi 
Ix'st  \  alue  f(  )i  their  money. 

.American  Express  and  other  large 
high-profile  travel  companies  ha\e  plen 
t\  of  resources  for  sohing  traxel  prol: 
lems.  What  you  get  froin  them  in  man 
ca.ses  depends  on  how  much  you  put  inti 
vourow  iianah  sisof  w  hat  nou  really  w  an 
and  how  well  \()u  ccimmunicate  you 
needs  to  them. 

The  same  could  Ixf  said  when  dealiii: 
with  e\  en  the  lx\st  of  the  smaller  agencies 
If  \ ou're  ha\  ing  trouble  connecting  witl 
a  good  agent,  contact  the  Institute  o 
Certified  Travel  Agents  (8()()/54'i 
4282.  (")  17/2:^7-0280.  www.icta.com),  . 
non-profit  organization  that  "certifies 
agents  with  five  veaiV  experience,  or  th' 
American  Society  of  Travel  Agent 
(70.V7.S9-2782.  tax  7(),V684-83I9: 
w  hose  .AS  l  .A  s\  nil)ol  is  on  the  docjr  o 
most  of  the  nation's  thousands  o 
tra\el  agencies. 

For  personal  attention  trom  a.seasonec 
agent,  there  is  no  Ix'tter  helpmate  thai 
API  Travel  Consultants,  a  top-fligh 
consortium  of  some  200  tra\el  asjencif 
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ii  operate  nationwide,  from  Palm 
at  h  to  Palm  Springs.  With  its  group 
\ing  power,  the  consortium  has 
)ugh  leverage  to  obtain  prefeired  dol- 
saving  rates  and  special  treatment  at 
iirv  properties. 

t  's  a  kind  of  credo  of  API  agencies  to 
tlic  extra  mile  —  rarely  with  any  extra 
iieyond  their  commissions  paid  for  by 
iiiies  and  hotels  —  to  airange  super- 
ailed  itineraries  for  a  sophisticated 
■ntele,  whether  a  vacation,  a  business 
)  ( )r  business  combined  with  a  vacation 
ak.  To  get  the  naine  of  an  API  agent 
n  you,  phone  800/401-4274  or  visit 
I  s  Web  site  at  www.apitravel.com. 
v^PIs  hard-driving  president  is 
tthew  Upchurch,  who  is  based  in  Fort 
iitli  —  not  so  suiprising  since  he  is  a 
ruber  of  the  family  that  founded 
V  ly  Coiporation,  another  denizen  of 
Texas  city.  He  built  API  by  merging 

I  travel  companies,  Percival,  and  Allied. 
We  keep  very  quiet,"  says  Upchurch. 
(■  re  a  kind  of  private  network.  Where 
1  lave  it  over  many  of  our  competitors 
)ur  knowledge  of  individual  hotels. 
1  agents  have  actually  been  there 
1  done  that.  They  know  whether 

reality  lives  up  to  what  it  says  in 
brochures." 

a\  s  William  C.  Jacob,  president  of 
<  I  Travel  Florida  and  an  API  mem- 
,  'I've  been  to  Latin  Ajiierica,  Europe, 
Far  East.  On  a  cruise  —  Crystal, 
lisson  Cunard  —  we'll  put  an  API 
)it  on  board  with  you.  If  you  want  a 
le  for  four  at  Jules  Verne  in  Paris,  I  can 
the  concierge  at  the  Crillon  and  get  it 
led  down." 

We  seldom  have  a  client  depart  with- 
purchasing  cancellation  insmance 

I I  ensuring  you'll  fly  home  first  class  if 
I  get  ill,"  says  another  API  memloer, 
rty  Gianni  of  San  Francisco's  Marty 
imi  Travel  Consultants. 


Some  travel  agencies  are  true  experts 
in  various  niches  of  business  travel. 
One  of  the  best  is  World  Travel 
Specialists,  an  API  affiliate  nin  by  Paul  A. 
Metselaar,  which  caters  to  "high-end 
travelers'  who  work  for  blue-chip  law 
finns,  banks,  and  ad  agencies. 

"They're  among  the  most  demanding 
travelers  in  the  world,"  he  says.  "They 
have  specific  requirements  and  fre- 
quently change  plans." 

"We  had  a  call  last  week  from  a  law 
partner  who  wanted  to  play  squash 
between  depositions  on  a  trip  to  London. 
We  had  to  find  someone  at  his  particular 
playing  level.  And  we  did,"  adding 
imf  azed,  "He  ended  up  canceling." 

In  another  recent  cninch  Metselaar  got 
a  call  from  an  investment  banker  who 
was  about  to  embark  on  a  cmise  with  his 
wife.  He  had  foi^gotten  his  tux,  so  World 
Travel  had  to  find  one  his  size  and  deliv- 
er it  to  him  at  the  pier. 

What  do  the  agency's  clients  end  up 
paying  for  travel?  "Our  usual  air  ticket 
price  is  in  excess  of  $700,"  says  Metselaar, 


against  a  business-travel  average  of 
around  $400. 

Now  that  executives  attach  leisiue 
breaks  to  business  trips,  a  trend  Metselaar 
thinks  is  getting  bigger  and  bigger,  how 
much  does  the  coiporate  uppei'  crust 
spend  for  a  vacation?  "About  $  10,000  for 
two,"  he  says. 

Many  business  veterans  of  the 
London  drinking  circuit  can 
recall  that  the  laest  martini  tliey  evei  had 
in  the  British  capital  was  the  one  they 
mixed  after  they  apologized  to  the  bar- 
tender and  asked,  "Do  you  mind  if  I 
make  my  own?" 

You  see,  Brits  have  never  understood 
the  American  cocktail  —  a  kind  of 
generic  slam  at  our  national  pre-dinner 
indulgence.  "What  are  these  strange 
concoctions?"  they'll  ask.  To  make 
matters  worse,  some  Brits,  like  their 
continental  rivals,  think  a  martini  means 
a  few  ounces  of  dry  or  sweet  Italian 
Martini  &  Rossi  vennouth. 
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To  obfuscate  the  wliole  manini  nmal 
in  London,  add  the  problem  of  vixlka  \  .s. 
gin.  .\  gin  base  is  essential  for  a  pure  and 
traditional  martini.  But  what  Ameiican 
manini  connoissein~s  now  like  is  a  \  ariant 
\\hite  liquor  that  is  some\\  hat  tasteless 
and  lx?ars  no  resemblance  to  gin  l3e\  ond 
( oior  -  nanieh  .  \  odka.  Tell  that  to  :i 


Rritish  bartender,  and  it's  like  throw  ing  a 
spit  Ixill  to  a  hatter. 

But  it's  ni  )t  (_|iiite  that  bad  these  da\  s  — 
w  ith  almost  four  million  .\mericans  vis- 
iting London  each  vear  and.  in  the 
process,  prox  iding  London  banenders 
with  a  bit  of  manini  education,  it  not  a 
frown  if  the  mixing  is  botched.  Not  a  lit- 
tle help  has  come  from  [ames  Bond 
who  has  globalized  the  manini  in  film 
after  Him  \\ith  an  infidel's  touch 
("Shaken,  not  stiiTed  "). 

But  the  real  impetus  for  a  fundamental 
impro\ement  in  the  London  iiKxlel  of 
the  .American  manini  lias  come  fiom 
sheer  economics:  most  lu\iir\  hotels  — 
and  e\  en  less  price)  ones  —  dejjend  on 
.\merican  coqKmite  tra\  elei>>  foi  rough- 
Iv  15%  to40'!o  of  their  Inisiness.  And  the 
bulk  of  those  .Vmericans  come  from  the 
Eiist  Cloast.  paniculaih  New  \'ork.  and 
the  West  Coast.  mosti\  L..\.  -  ten  itories 
wheie  drinking  a  nicmini  has  mf)re 
cachet  than  downing  a  flute  of  Dom 
Peiignon.  Besides.  \\  ith  Lj)ndon's  diink- 
ing  laws  so  unrulv.  the  onh  sure  place  to 


sip  a  manini  is  in  a  hotel. 

For  a  genei-al  manager  of  a  high- 
piofile  London  hotel  to  receixe  a  com- 
plaint al)out  a  manini  is  tantamount  to 
gix'ing  the  bartendei^  a  pmk  slip.  In  a  few 
cases,  the  hotels  now  have  .\merican 
expats  ( )r  "banenders  \\  ith  intemation;d 
ex]5erience  "  minding  the  store  to  ensui  e 
uimpliance:  a  xvhitf  of  dr\  \ennouth.  a 
suix'rior  xodka  like  .Absolut,  a  twist  of 
lemon  (in  the  ghiss  or  on  the  side)  or 
I  ili\  e.  and  a  manini  gla.ss  pleasantlv  iced. 

The  onh  dfawback  is  the  nearh  pro- 
hibiti\e  price  of  a  London  manini  (or 
almost  an\  othei  cocktail)  at  toda\"s 
exchange  rate.  Double  the  .American 
price,  and  \ou'll  close. 

(  )ne  of  the  earliest  mastei^  of  this  an 
tonii  wiis  the  banendei"  at  the  .Ametnc~an 
Ikw  off  the  lobb\  in  the  Savoy  Hotel  (on 
the  .Strand).  And  that  wateringh(  )le  is  still 
a  great  re]5ositoi\  of  martini-making 
lot  e.  I  he  going  rate  is  S  lo.?."!. 

.Another  hotel  heavih  inhai)ited  bv 
.American  tra\  elers  who  know  a  manini 
w  hen  the\  sip  one  is  the  Stafford  Hotel 
(in  St.  James's  Place),  a  cozv.  pic- 
tuiesque  retreat  with  an  American  Bar 
wallpapered  with  sports  and  collegiate 
caps,  bunting  and  photos.  In  the  same 
league  is  the  St.  (ieorge's  Bar  at 
Brown's  Hotel  LAlbemarle  Street  off 
Piccadilh  ).  w  hich  produces  a  thor- 
oughh  .Americanized  martini  despite 
its  reputation  as  the  peifect  setting 
tor  4  p.  m.  tea  and  scones.  Both  hotels 
price  their  martinis  at  about  S 12. 

For  more  action  while  indulging,  head 
tor  the  hotels  al(  )ngPark  I.iine.  Drop  in  at 
the  s\\ingin'  Bar  at  the  Dorchester 
Hotel,  where  there's  li\  e  music  K  >  acc(  >m- 
pan\  a  \erv  mean  martini.  Down  the 
avenue  is  the  Hilton  on  Park  Lane's 
penthouse  Windows  on  the  World  - 
with  a  panoiamic  \iew  of  H\de  Park 
and    menioicible    martinis.    .At  the 
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Four  Seasons  (near  Hvde  Park  Comer 
\nu  can  get  a  good  martini  an\-when 
on  the  premises  —  even  through  roon 
service.  Park  Lane  cocktail  prices 
Mosth  in  the  rarefied  S 15  categor\ . 

Heie  are  some  other  notevvorth 
.American-oriented  hotels  where  th 
martini,  in  its  world-class  {oun.  thrive; 
the  H\att  Carlton  ro\\ers,  Londo 
Man  iott  Gros\enc5r  Square.  Ma\  Fai 
Inter-C'ontinental  and  Sheraton's  Par 
I  .;ine  and  Park  Tow  er. 

Designer  and  restaurateur  Teienc 
Conran's  string  of  hot  bistros,  froi 
Ouagliiio's  (Ifi  Bur\  Street  nea 
Picc-adilh  Circus)  to  Le  Pont  de  la  Toi 
(on  Butler's  WTiarf  near  Tower  Bridge 
are  adept  at  c onccx  ting  .American  mart 
nis  —  it  Onh  to  keep  customers  tninqui 
ized  w  hile  waiting  for  a  table. 

Lii  GaNTOche  (43  L'pper  Brook  Stree 
near  the  U.  S.  Embassv),  a  temple  ( 
haute  cuisine,  \\  <  >uld  hai dh  sui  \  i\  e  wid 
out  producing  a  su|x;rb  dr\  manini. 

If  vou're  in\  ited  for  a  drink  to  one  ( 
London's  men  s  clubs,  like  White' 
Boodles  ( )i  Bn  k  >ks's  or  the  Travelers,  g 
Bintish  and  ha\e  a  malt  Scotch  or  pint  c 
bitter  —  oi  tea.  .An  .American  maitii 
would  \x  sacrilegious. 
The  text  for  this  special  advertising  section  w 
prepared  by  Worlctwide  Communications.  Inc 


^^NET  ADDRESS  DIRECTORY 

AT&T 

wv-Ai.. att.com 

Continental  Airlines 

www.flycontinental.com 

Hyatt  Hotels  Corporation 

www.tiyatt.com 

Luftfiansa  German  Airlines 

\>.'ww.  I  uft  ha  nsa-usa.com 

Shangri-La  Hotels  &  Resorts 

www.shangri-la.com 

TWA 

www.twa.com 

US  Airways 

www.usairways.com 


Choose  ENVOY  CLASS  AND  YOU 

WILL    BE    VERY,    VERY    COMFORTABLE    WITH    YOUR  DECISION 


In  Envoy  Class,  you'll  relax  in  sleeper-quality  seats 
that  recline  up  to  an  industry-leading  155  degrees. 
Enjoy  First  Class-style  dining.  And  choose  fronn 
48  hours  of  progrannming  on  your  own  in-arm 
video  screen.  Best  of  all,  Envoy  Class  is  available 
at  no  more  than  a  standard  business  class  fare. 
Experience  this  prennium  service  on  flights  to 
Rome,  Paris,  Madrid,  Frankfurt,  Munich,  London 
and  Amsterdam.  Call  your  travel  consultant  or 
US  Airways  at  1-800-622-1015.  ^ 


=  U  S  AIRWAYS 


WE    MOVE    IDEAS  to  faraway  places  in  many  different  ways 


ITS 


NO  tall  tale.  Were  expanding  the  capacity  of  our  data  network  to  100  times  the  size  of  today's  Internet.  We  have 
more  than  21  million  telephone  lines  in  the  U.S.  We  even  provide  paging  services  in  Beijing.  We're  GTE. 
And  we're  more  than  just  a  local  telephone  company.  We're  a  local,  long  distance,  wireless,  video,  Internet  and 
directories  telephone  company.  We  move  ideas  many  places,  in  many  ways.  Where  can  we  take  one  for  you? 
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IR  BAGS  ARE 
EFLATING  TRW 

auto  parts  unit  is  a  drag  on  the  whole  company 


ights  flash  and  an  alarm  blares. 
Inside  a  massive  room  at  a  trw 
Inc.  test  facility  north  of  Detroit, 
Itwo  crash-test  dummies  sit  wired 
le  front  seats  of  the  skeletonized 
of  a  Ford  Explorei-.  With  a  re- 
ding ivham!,  an  air-pressare  ram 
ks  the  test  sled.  In  less  than  the 
of  an  eye,  air  bags  pop  open  to 
the  dummies.  Data  from  high-speed 
•ras  filming  the  scene  should  help 
develop  safer  air  bags,  which  it 
ise  to  beat  back  ever-tougher  rivals, 
least  that's  the  way  it's  supposed 
ork.  But  like  its  crash-test  dum- 
,  TRW  is  getting  knocked  around 
y  savagely  in  air  bags  these  days, 
e  the  Cleveland-based  conglomerate 
to  apply  its  vaunted  technology — 
led  from  work  with  militaiy  satel- 
and  lasers — to  make  more  intelli- 
air  bags  and  other  auto  parts,  car 
allies  today  are  more  interested  in 
ms  that  cost  less.  Price  pressure 
)ecome  brutal  in  a  business  that 


TRW  practically  invented  20  years  ago, 
slicing  margins  in  what  was  once  a  rich 
gi'avy  train.  Drivers'-side  air  bags  that 
used  to  cost  $100  now  go  for  $45. 

With  air  bags  accounting  for  about 
30%  of  TRW's  $10.8  billion  in  revenues 
last  year,  that  has  sliced  returns  for  the 
entii-e  company.  Operating  profits  in  car 
parts — 60%  of  sales  overall — have  slid 
9%  in  the  past  six  months.  The  result: 
Despite  a  thriving  defense  and  space 
business,  trw's  net  income  rose  just  9% 
in  the  first  quarter,  to  $129  million. 
Company  executives  figure  sliding  air- 
bag  mai'gins  tiimmed  net  by  $19  million. 
TOO  STODGY?  Worse,  analysts  and  com- 
petitors say  TRW  is  losing  ground  in  the 
price  wai'.  trw  disputes  this,  but  Analyst 
Kenneth  Blaschke  of  B.  T.  Alex.  Brown 
Inc.  in  San  Francisco  says  its  air  bag 
share  peaked  at  36%  in  1996  and  could 
dip  to  26%  next  year.  Nibbhng  away  at 
trw  and  No.  2  Autoliv  of  Sweden  are 
Breed  Technologies  Inc.  and  newcomers 
such  as  Takata  Corp.  of  Japan. 


CRASHPROOF?  Dumuiies  are  readied 
for  a  test  at  a  TRW  lab  in  Michigan 

After  TRW's  annual  meeting  on  Apr. 
29,  President  Peter  S.  Hellman 
promised  that  if  some  car-parts  units 
didn't  improve  margins,  they  could  be 
sold.  But  air  bags  were  excluded.  Chief 
Executive  Joseph  T.  Gorman,  60,  be- 
heves  trw  is  positioned  to  ride  out  the 
storm.  Gorman  expects  margins  to  pick 
up  again  with  increased  sales  of  side-im- 
pact air  bags,  which  Ford  Motor  Co., 
trw's  largest  air  bag  customer,  will  off'er 
on  1999  Cougars.  The  company  has  high 
hopes  for  "smart"  bags  with  sensors 
that  inflate  to  match  a  passenger's 
weight  or  position  in  the  car.  "Oiu-  hope 
is  that  we  can  further  distinguish  our- 
selves from  our  competition,"  GoiTnan 
says.  "That,  at  the  end  of  the  day,  is 
how  you  get  more  price." 

Wall  Street  appears  unconvinced. 
Some  institutional  investors  have  sold 
blocks  of  shares,  most  notably  Putnam 
Investments,  trw's  stock  price  of  53  is 
13%-  off  its  peak  of  607^  last  October. 
While  the  stock  beat  the  Standard  & 
Poor's  .500-stock  index  for  the  five  yeai's 
ended  last  May,  since  then  it  has  badly 
trailed  both  the  s&p  500  and  the  s&P 
SuperCap  Auto  Parts  and  Equipment 
indexes. 

Critics  wonder  if  Gorman's  team  is 
too  stodgy  to  fix  the  pai-'s  unit.  Some 
suggest  it's  time  to  spin  it  off  from  de- 
fense— especially  as  consi;  idation  sweeps 
the  parts  industry,  cajjped  by  Dana 
Corp.'s  $3.4  billion  deal  to  buy  Echlin 
Inc.  "They're  plodding  along.  Why  not 
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THEY  NEVER  TELL  YOU  WHEN  YOU  BUY  ENTERPRISE  SOFTWARE. 


It  will  grow  your  business 
in  more  ways  than  one. 

Get  ready  to  staff  up.  Most  enterprise  software  is  so  complex, 
even  small  business  changes  require  big  help  from  the  IT  department. 
Say  you  open  a  new  office.  Got  to  call  in  the  programmers.  Move 
into  a  new  market,  call  in  the  programmers.  Acquire  another 
company,  call  in  the  programmers.  You  even  need  programmers 
just  to  rearrange  your  users'  screens. 

Thankfully,  there's  one  way  to  avoid  being  overrun  by  technology. 
J.D.  Edwards  enterprise  software.  The  solution  that's  so  much 
simpler,  business  managers  can  very  often  make  changes  all  by 
themselves.  Only  J.D.  Edwards  neatly  separates  your  business 
applications  from  your  technology.  So  adapting  to  change  is  easier. 
Modifications  are  easier.  Your  IT  people  get  back  to  doing  what 
they  do  best.  And  you  can  use  those  extra  offices  for  staff  that  will 
really  grow  your  business.  That's  how  enterprise  software  ought  to  be. 
To  find  out  more,  call  1-800-727-5333  or  visit  www.jdedwards.com. 
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get  rid  of  one  or  the  other?"  says  ana- 
lyst Eli  S.  Lustgarten,  of  Schroder 
Wertheim  &  Co.  in  New  York. 

It's  not  the  first  time  Gorman  has 
heard  that  argument.  A  familiar  face  in 
Washington,  D.C.,  where  he  has  worked 
to  promote  fi-ee  trade  and  academic  im- 
provement through  the  Business  Round- 
table,  GoiTnan  says  similar  gloom  sur- 
rounded the  defense  side  when  the  cold 
war  ended.  TRW  cut  back  two-thirds  of 
its  defense  workforce  and  narrowed  its 
focus.  Today,  space  and  defense — which 
contributes  40%  of  overall  revenues — is 
soaring.  In  the  past  six  months,  the 
gi'oup's  operating  profits  rocketed  43%, 
to  $114.7  million.  The  company  is  rami> 
ing  up  for  such  exotic  projects  as  a  $1.5 
billion  X-ray  telescope  set  for  launch 
later  this  year.  And  in  a  move  to  tap  a 
rising  commercial  market,  it  paid  neai'ly 
$1  billion  last  year  for  BDM  Internation- 
al Inc.,  a  leading  supplier  of  computer 
systems  to  government  and  business. 
TRICKLE-DOWN.  GoiTnan  ai'gnes  there's  a 
potent  trickle-dowii  effect  fi'om  the  rich 
pool  of  17,0CH)  engineei-s  and  scientists  at 
TRw's  sprawling  Space  Pai'k  in  Redondo 
Beach,  Calif.  Some  of  the  electronics 
for  air  bag  sensors  and  electrical  steer- 
ing modules  come  from  advanced  satel- 


TRW'S  AUTO  EARNINGS 
STALL  OUT 


▲  PERCENT 


DATA:  TRW  INC. 


lites.  Yet  customers  and  competitors 
don't  see  that  trw's  space-age  glitz 
gives  it  much  of  an  edge.  "There's  not  a 
huge  advantage  for  trw  to  have  this 
huge  technologic'  center.  If  so,  it's  not 
reflected  in  theii*  electronic  crash-sen- 
sor products,"  says  Charles  J.  Sper- 
anzella,  vice-chaiiTnan  of  Breed,  based  in 
Lakeland,  Fla.  Breed  bought  AlliedSig- 
nal  Inc.'s  au-  bag  business  last  year  and 
has  a  deal  to  make  sensors  with  Ger- 
many's Siemens.  Breed  is  slashing  costs 
to  stem  losses  but  has  picked  off  some 
of  trw's  market  share. 

As  air  bags  increasingly  become  a 


commodity,  customers  add  that  ther; 
not  much  difference  among  them.  "1; 
really  hard  to  say  if  one  air  bag  supj  - 
er  is  better  than  another,"  says  Prii 
Prasad,  a  safety  engineer  and  air  b 
expert  at  Ford.  Auto  makers  also  hy 
been  slow  to  commit  to  some  of  tk 
other  high-tech  parts.  Take  electn 
cally  assisted  steering  columns,  i 
says  they  have  fewer  components  tl 
hydraulic  steering,  can  be  progi-amn:i 
to  make  steering  more  responsive,  a;- 
can  save  up  to  two  miles  per  gallij. 
But  carmakers  and  competitors  say  tit 
no  one  knows  what  would  happen  t(|- 
driver  who  loses  electrical  power. 
sides,  it's  expensive  to  get  the  ent, 
industry  to  switch  parts  and  serv 
networks  over  to  electronic  steering, 
while  trv.'  will  start  installing  a  hyb 
unit  on  Opel  Astras  in  Europe  later 
year,  it  has  yet  to  land  a  U.  S.  order 
Gorman  says  trw  can  afford  to  vi 
for  those  technologies  to  mature, 
he  believes  that  when  the  smoke  cle 
fi'om  the  great  air  bag  smash-up, 
will  be  stronger  than  ever.  Invest 
who  have  stuck  with  him  will  have 
hope  he's  right — otheraise,  they  co 
be  the  ones  left  looking  Uke  dummi( 
By  Peter  Galuszka  in  CleveU 
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BIOTECH 


THE  LATEST  FROM  THE  LABS: 
HUMAN  SKIN 

The  FDA  is  about  to  approve  commercial  use  of  li\1ng  tissue  grown  by  two  biotech  outfits 


In  antiseptic  rooms  in  Massachusetts 
and  California,  workers  swathed  in 
geiTn-ii-ee  suits  ai'e  cai'efully  watching 
over  high-tech  tubs  containing  dissolv- 
able proteins.  Into  these  tubs,  the  work- 
ers add  skin  cells  han^ested  fi"om  the 
foreskins  of  circumcised  newborns.  The 
cells  are  fed  with  nutrients  and  growth 
factors  so  they  gi-ow  and  multiply.  After 
about  thi'ee  weeks,  if  all  goes  well,  the 
workers  can  toast  what  they  have  cre- 
ated: living  human  skin — sheets  of  it 
that  can  be  picked  up,  cut  into  pieces, 
and  gi'afted  onto  victims  of  bums  and 
chronic  wounds.  "It's  a  fantastic 
process,"  says  Dr.  C.  Keith  Boweiing,  a 
demiatologist  at  Royal  Alexandra  Hos- 
pital in  Edmonton.  Alberta,  who  has 
treated  12  patients  with  a  lab-gi'own 
skin  after  conventional  treatment  failed 
to  heal  then-  chronic  wounds. 
LIVERS,  TOO?  Dr.  Jef- 
fi'ey  C.  Page,  executive 
dean  of  the  California 
College  of  Podiatric 
Medicine  in  San  Fran- 
cisco, says  he  has  high 
hopes  that  engineered 
skin  will  eventually  be 
used  to  treat  an  aiTay 
of  chronic  wounds.  But 
"the  most  exciting  con- 
sequence will  likely  be 
for  burn  treatments." 
For  NeUie  E.  Sulhvan,  a 
51-year-old  diabetic  in 
Allentown,  Pa.,  engi- 
neered skin  was  the 
only  treatment  that 
worked  on  a  painful 
sore  on  the  ball  of  her  foot  that  had 
not  healed  in  over  a  year.  "I'm  well 
pleased,"  she  says.  "I  was  afraid  I  was 
going  to  lose  my  leg."  After  seven 
weeks  of  treatment,  she  says,  there  isn't 
even  a  dent  where  the  wound  was. 

So  far,  in  the  U.S.,  engineered  skin 
has  been  available  only  for  clinical  tri- 
als. But  the  Food  &  Drug  Administra- 
tion is  expected  to  approve  it  for  com- 
mercial use  duiing  the  next  few  weeks. 
Two  comjianies  are  independently  seek- 
ing approval:  Organogenesis  Inc.  of 
Canton,  Mass.,  and  Advanced  Tissue 


Sciences  Inc.  of  La  Jolla,  Calif.  The 
two  companies'  skins  were  approved 
in  Canada  last  August,  and  in  January 
an  FDA  advisory  panel  recommended 
that  they  be  cleared  for  marketing 
here. 

Engineered  skin  could  be  a  godsend 
to  the  4  million  people  who  suffer  fi'om 


LIVING  SKIN 
FROM  ORGAN- 
OGENESIS IS 
GROWN  IN 
NUTRIENTS. 
IT  BLENDS 
INTO  A 
PATIENT'S 
OWN  SKIN 


case  of  cadaver  skin,  there  is  alwaj 
danger  that  a  virus  or  disease  will 
transmitted  as  well.  Alternatively, 
patient's  own  skin  can  be  grafted  a 
being  sm-gically  removed  fi'om  anot 
part  of  the  body — a  painful,  ri 
procedui'e. 

The  engineered  skins  ai-e  the  fii-s 
an  entu'e  bionic  boi 
worth  of  laboratc 
grown  tissues  that 
seai'chei-s  ai'e  worl< 
on,  including  cailil; 
nerves,  blood  vess 
and  even  livers 
pancreases.  Such 
gans  could  help  s 
the  lives  of  many 
the  100,000  Amerii 
who   die  each 
while  waiting  for 
organ  transplant, 
will  likely  be  at  I 
15  yeai"s  before  a 
transplantable  or 
such  as  a  liver,  is  a 
able,  cautions  Dr. 
ter  C.  -Johnson,  p: 
dent  of  the  Pittsb 
Tissue  Engineeiing 
tiative  at  the  Univ( 
ty  of  Pittsbui'gh. 
the  skin  is  an  imig 
tant  first  step," 
savs.  "Now  vou'll 


GODSEND 


Engineered  skin  will  briifc 
relief  to  the  4  million  people  who 
suffer  from  chronic  skin  ulcers  and  the  100,00( 
burn  victims  admitted  to  hospitals  each  year 


chronic  skin  ulcers  and  the  100.000 
bum  \ictims  admitted  to  hospitals  each 
year  in  the  U.  S.  Right  now  there  are 
few-  good  options  when  a  wound  is  un- 
able to  heal  itself.  Some  temporary  ar- 
tificial skin  replacements  are  available, 
or  skin  can  be  temporally  gi'afted  fi"om 
a  cadaver.  But  these  products  are  ex- 
pensive, often  don't  take,  and  in  the 


the  technology  accelerate.  This  is 
the  beginnings  of  the  space  progran 
Just  don't  caU  these  products  artil 
skin.  Organogenesis"  Apligi'af  and  ' 
vanced  Tissue's  Dennagi-aft  look,  !5 
and  act  just  Uke  a  patient's  natural  i 
Because  the  body's  immune  sys 
doesn't  reject  skin  cells,  the  engini 
skin  is  quickly  incorporated  into 
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(creating  a  new 
middle  class). 

These  people  can't  wait  | 
to  get  started. 

They're  busy  creating 
infrastructures,  airlines,  cars,  \ 
buildings  with  elevators,  offices 
and  homes  with  air  conditioners  — 
and  a  growing  appetite  for 
comfort,  security,  travel  —  now. 

That's  why  we're  in 
emerging  markets. 

Not  as  outsiders,  but  as 
integral  partners.  Making  the 
best  contacts,  finding  the  best 
ventures,  building  the  best  work 
force,  taking  the  best  competitive 
positions  and  starting  the  best 
kind  of  growth  curve  —  long 
and  steady. 

Sure,  there  may  be  bumps. 
But  there's  only  one  direction 
these  markets  can  go  in  the 
next  two  decades.  Forward. 

And  only  one  way  to 
capitalize  on  it. 
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body.  Once  grafted  on,  the  skin  sends 
out  gi'owth  factors  and  tissue  proteins 
that  promote  healing  and  encoiu'age  the 
patient's  natural  skin  to  gi-ow  toward 
it.  Clinical  studies  suggest  that  after 
three  months,  it's  almost  impossible  to 
tell  where  the  engineered  skin  stops 
and  the  patient's  own  begins. 

The  concept  behind  these  skins  was 
pioneered  15  years  ago  by  Robert  S. 
Langer,  a  professor  at  Massachusetts 
Institute  of  Technology,  and  Dr.  Jay  Va- 
canti  of  Boston  Chil- 
dren's Hospital. 
They  discovered  that 
certain  proteins 
could  act  as  scaffolds 
on  which  hving  cells 
would  gi'ow. 
HARD  TASK.  Both 
Organogenesis  and 
Advanced  Tissue 
have  spent  some  10 
years  developing 
universal  skin  sub- 
stitutes that  can  be 
applied  on  an  outpa- 
tient basis.  That's  no 
easy  task,  consider- 
ing the  complexity 
of  skin.  The  epider- 
mis, the  outermost 
layer  that  forms  a 
waterproof  coating 
for  the  body,  is  as 
thin  as  a  piece  of 
paper  but  has  four 
or  five  sublayers. 
Next  comes  the  der- 
mis, only  slightly 
thicker  than  the  epi- 
deiTnis  and  piimaiily 
made  up  of  connec- 
tive tissue  cells 
called  fibroblasts. 

Organogenesis's 
Apligraf  and  Ad- 
vanced Tissue's  Der- 
magraft  each  start 
with  a  baby's  fore- 
skin, a  consistent, 
readily  available 
source.  Plus,  young 
skin  grows  better. 
One  piece  of  foreskin 
can  produce  four  acres  of  engineered 
skin  with  a  five-day  shelf  hfe.  But  fi'om 
there,  the  two  products  differ  signifi- 
cantly. The  biggest  difference:  Derma- 
gi'aft  recreates  only  the  dermis  layer, 
while  Apligraf  consists  of  both  the  epi- 
dermis and  deiTnis. 

Medical  experts  say  the  epidermis 
provides  important  functions  but  they 
are  uncertain  whether  it  is  necessary 
for  a  skin  graft.  "You  get  more  of  the 


normal  banner  of  the  skin,  but  the  epi- 
dermis might  also  send  out  signals  that 
healing  is  already  complete,"  says  Dr. 
William  H.  Eaglstein,  chairman  of  the 
Depaitment  of  DeiTnatolog>'  at  the  Uni- 
versity of  Miami  Medical  School.  "But 
as  a  practical  matter,  no  one  really, 
knows  which  [Apligi-af  or  Dermagi'aft] 
is  better.  They  haven't  been  tested 
against  each  other." 

Advanced  Tissue's  DeiTnagi-aft,  which 
has  been  licensed  to  Smith  &  Nephew,  a 


GROWING  SKIN 


How  to  get  from  a  few  cells 
to  a  living  skin 


Advanced  Tissue  Sciences  sufferei 
setback  in  March,  when  the  fda  i 
quested  more  data  and  found  soi 
problems  with  the  company's  manuf 
turing  process.  That  could  delay 
proval,  says  David  S.  Weber,  an  ai 
lyst  at  SBC  Warburg  Dillon  Read, 
there's  no  reason  to  think  that  t 
won't  get  it." 

Organogenesis'  Apligi'af,  hcensed 
Novartis,  is  awaiting  fda  approval 
venous  leg  ulcers,  chronic  wounds  t 
affect  about  600, 


IN  THE  LAB 

1  First,  a  polymer  scaffold  is  built  of 
dissolvable  protein  and  placed  in  an 
incubator. 

2  Then  it  is  seeded  with  cells  called 
fibroblasts,  which  are  harvested  from 
foreskins  of  circumcised  newborn 
babies.  Non-fibroblast  cells  that 

DISSOLVABLE 
A  SCAFFOLD  ^ 


IN  THE  CLINIC 

1  The  finished  skin  is  placed  on  a 
wound.  It  holds  in  fluids,  transfers 
vital  proteins,  shields  the  wound  from 
infection,  and  sends  growth  signals 
out  to  the  patient's  own  skin,  getting 
it  to  grow  toward  the  wound. 

^  WOUND  BED 


might  provoke  the  recipient's 
immune  system  are  filtered  out. 
3  Next,  the  skin  is  soaked  in  a 
nutrient  bath  for  two  weeks.  Dur- 
ing this  time,  the  cells  proliferate 
and  secrete  collagen,  growth  hor- 
mones, and  essential  proteins. 

SEEDED  HUMAN 
FIBROBLASTS 


DERMAGRAFT 


2  Within  three  months,  the  engi- 
neered graft  IS  fully  incorporated 
into  the  recipient's  natural  skin 
and  the  scaffold  dissolves. 


HEALED  WOUND 


DATA  ADVANCED  TISSUE  ENGINEERING 


British  health-care  company,  is  awaiting 
approval  in  the  U.  S.  for  diabetic  foot  ul- 
cers. About  800,000  diabetics  develop 
these  persistent  sores  each  yeai",  accord- 
ing to  the  American  Diabetes  Assn.  In 
studies  presented  to  the  fda,  almost  60% 
of  patients  who  received  one  piece  of 
Demiagi-aft  a  week  for  eight  weeks  were 
completely  healed  after  12  weeks,  com- 
pared with  32%  of  patients  receiving 
conventional  treatments. 


patients  in  the  U 
each  year  and  f 
quently  lead 
death.  The  stand 
treatment  now 
compression  b 
dages,  the  sa 
method  used 
years  ago.  In 
study  published 
the  March  issue 
the  Archives  of  L 
matology,  five  ap 
cations  of  Aplig 
over  three  we( 
cut  the  median  ti' 
for  wound  heal 
by  two-thirds,  to 
days,  compared 
181  using  banda 
Apligi'af  "repres 
a  significant  adv 
in  the  treatmen 
venous  ulcers,' 
Dr.  Vincent  Fal 
of  the  Universit 
Miami  Med 
School,  the  lead 
searcher  on 
study. 

The  poten 
market  for 
treatment  of  leg 
foot  ulcers  is  a 
$1  billion  each, 
lysts  estimate, 
kind  of  opportu 
boosted  the  sto 
of  both  compa 
-"  after  the  fda  a 

sory  panel  rec 
mendation  in  J 
ary.  (Advanced  Tissue  declined  sha 
after  the  fda  warning  about  its  m 
facturing  process  in  late  March.) 
tients  willing  to  pay  the  price  c 
even  use  bioengineered  skin  for 
metic  purposes,  says  Page  of  the 
fornia  College  of  Podiatric  Medic 
The  bionic  body  as  fountain  of  yoi 
Maybe.  But  the  most  important  us 
the  skins  will  be  to  save  lives. 

By  Catherine  Amst  in  New  ] 
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eded  the  world's  largest  intranet. 
MCI  gave  it  to  the 


The  free-ent 

well — and  living  within  the  world's  largest  intranet. 
,  the  world's  most  ad\'anced  stock  market,  chose 
MCI  to  design,  build  and  maintain  the  backbone  of  their 
business.  A  network  that  connects  120,0(X)  computers  around 
the  world.  And  delivers  data  to  each  Nasdaq  broker  within  50 
milliseconds.  Sometimes  quite  a  bit  of  data — October  28, 
1997  saw  1.37  billion  shares  traded,  without  interruption. 
And  as  Nasdaq  grows,  so  does  their  relationship  with  MCI. 
We're  now  developing  their  next-generation  network — 
capable  of  handling  four  billion  shares  a  day.  To  find  out 
how  MCI  can  help  manage  your  intranet  and  data  needs,  visit 
www.mci.com/ data. 

internet 


MCI 


Let's  talk  about  clients  on  two  coasts 

...I  need  all  my  files  at  both  offices... 


Let's  talk  about  flight  delayed. 

...and in  between. 

Let's  talk  about  popcorn.   

...did  I  mention,  I  love  movies? 


Le  t*s  talk  a  bo  il  t  your  G  fl  t^w  oyi 


•^^^^  When  you  call  Gateway,  we'll  build  a  computer  just  for  you.  Karen  said  "1  don't  need  a  wimpy  laptop,  I 

^     need  a  desktop  that  travels."  So  we  built  her  a  portable  with  the  power  of  a  desktop.  What  can  we  build 
for  you?  Do  you  work  in  one  place  or  all  over  the  place?  Do  you  need  to  give  presentations  on  the  fly? 
P^olt'HT!®!!    Write  memos?  Both?  Want  to  watch  movies?  Play  games?  Call  us,  and... Let's  talk  about  your  Gateway. 


i" 


r 


the  ultimate  copilot  (Solo®  5100SE) 

Wont  a  lighter  portable  that  still  works  like  a 
heavyweight?  This  one's  only  6.6  lbs.  and  1.6" 
thin  and  comes  with: 

14.1"  Active  Matrix  Color  Display 

An  Inter  Pentiumll  Processor  at  233MHz  with  512K  Cache 

32MB  of  RAM  (for  smooth  presentations) 

2CB  Hard  Drive  (holds  all  your  files) 

A  modem  f/br  Internet  access  and  e-mail) 

An  interchangeable  CD-ROM  and  3.5"  Diskette  drive 

Altec  Lansing*Speal<ers 

Microsoft*  Windows*95  already  loaded 

(MS*  Windows  98  Upgrade  Offer  valid  through 

June  20, 1998) 

And  we  back  it  all  with  Gateway  Cold  "Service  &  Support 
for  portable  PCs 

$2999  As  low  as  *$104/mo. 


Let's  talk  about  your 


Karen's  portable  desktop  (Solo  9100SE) 

Karen  wanted  a  desktop  PC  she  could  use  at 
two  offices,  so  we  built  her  a  portable  with: 

A  14.1"  Active  Matrix  Color  Display 

(more  viewable  area  than  most  15"  desktop  monitors) 

An  Intel  Pentium  II  Processor  at  233MHz  with  512K  Cache 

32MB  of  RAM(to  manage  multiple  tasks) 

4CB  Hard  DnyQ (for  extra  storage) 

A  mode\r\(for  Internet  access  and  e-mail) 

Microsoft  Windows  95  already  loaded 

(MS  Windows  98  Upgrade  Offer  valid  through 

June  20, 1998) 

A  4MB  3-D  graphics  accelerator  and  game  port 
Altec  Lansing  Speakers 

But  she  likes  to  hove  some  fun  too,  so  we  added: 

A  removable  combo  DVD-ROM  and  3.5"  diskette 
drive  ('for  movies,  games  and  software) 


$3899  As  lowas*$135/mo. 


^Gateway 


www.gateway.com 


©1998  Gateway  2000.  Inc  All  rights  reserved  Gateway  and  the  Gateway  stylized  logo  are  trademarks  ot  Gateway  2000,  Inc  The  Intel  Inside  Logo.  Intel  and  Pentium  are  registered 
trademarks,  and  MMX  is  a  trademark  ot  Intel  Corporation  All  other  brands  and  product  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  All  pnces  and 
configufations  are  subject  to  change  without  notice  or  obligation  Prices  do  not  include  shipping  and  handling  or  any  applicable  taxes  Many  Gateway  products  are  custom-engineered 
to  Gateway  specifications,  which  may  vary  from  the  retail  versions  of  the  software  and/or  hardware  in  functionality,  performance,  or  compatibility  'Financing  available  on  approved 
credit  issued  and  administered  by  MBNA  Amenca®  Bank,  N  A.  Payments  based  on  a  36-month  term  at  an  Annual  Percentage  Rate  as  low  as  14.9%  f^^icrosoft,  MS.  Windows, 
Windows  NT  and  Bookshelf  are  registered  trademarks  ot  Microsoft  Corporation. 


For  nearly  150  ^ears.  The  Equitable  ras  nieant 
outstanding  semce,  innovation  and  integnty  —  a 
strong,  reliable  partner  m  an  e\-er  changing  world 

uildmg  futures 


Our  z\lliance  Capital  Management  and  Donaldson 
Lufkm  &  Jenrette  companies  are  world-class  leaders 
in  asset  management  and  in\'estment  banking  While 
none  ot  this  is  changing,  we  now  ha\'e  a  new,  excit 
ing  and  powerful  dimension.  As  a  member  of  the 
Global  AX,-\  Group,  The  Equitable  is  changing  the 
way  the  world  does  business.  AXA  is  one  of  the 
w  orlds  largest,  most  inno\-ative  and  fastest  gi'owing 
financial  ser\ices  companies  —  with  o\'er  $500  bil- 
lion *  in  assets  under  management  and  a  strong  pres- 
ence m  50  countnes  Add  this  global  reach  to  The 
Equitable's  premier  U.S.  capabilities  and  you  have  a 
combination  that's  hard  to  beat.  To  learn  more,  call 
us  at  1-800-590-5995  orxisit  usat  wm.cqnUabk.com 


EQUITABLE 

Member  of  the  Global 

The  Equitable  Life  Assurance  Society  of  the  U  S  NY,  NY  10104  is  a  maior  component  of  the  AXA  Group. The  Equitable  is  solely  responsible  for  its  own  obligations. 
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evelopments  to  Watch 


HTED  BY  NEIL  GROSS 


EY,  KIDS- 
TS  BUILD 
LEGO  ROBOT 


30  FANS  WILL  SOON  PLUNGE 

0  the  realm  of  robotics.  In 
:ober,  the  Danish  toymaker 

1  launch  Lego  Mindstonns, 
ich  pairs  its  familiar  col- 
'd  plastic  bricks  with  chips 
i  electronic  sensors, 
[nspired  by  research  at 
,ssachusetts  Institute  of 
;hnology's  Media  Labora- 
y,  the  new  Mindstorms 

kits  will  be  priced 
at  $219.  Each 
will  contain 
a  mo- 


tor, batteries,  and  a  micro- 
processor-enhanced brick 
called  an  R('X — as  well  as  the 
usual  blocks,  wheels,  and 
gears.  Children  will  be  able 
to  progi'am  robots  to  perfoiTn 
specific  functions,  such  as 
scampering  into  the  comer  of 
a  room  when  a  Hght  is  tm-ned 
on  or  navigating  an  obstacle 
course.  Budding  progi-ainmers 
will  write  mles  for  their  ro- 
bots on  a  PC,  using  simple 
drag-and-drop  icons.  Then, 
they'll  transfer  the  progi'ams 
into  the  Rcx  brick  through 
an  infrared  link.  Unlike  earli- 
er computer-enhanced  Lego 
robots,  Mindstorms  creations 
will  be  wireless  and  au- 
tonomous. And  kids  will  be 
»jffe.  ^til^  to  share  ideas 
^  and  download  each 
T*.  other's  RCX  pro- 
grams  at  a  Lego  Web 
site.  hika  Resch 


mm  EXPLOSIVES  a  signature* 


ORE  THAN  20  YEARS  AGO, 

lemists  in  the  U.  S.  fig- 
ed  out  how  to  tag 
itches  of  explosives  with 
lique,  multicolored  plas- 
:  particles.  The  idea  was 
help  police  track  ten'or- 
i  s,  but  it  never  caught 
i:  The  mixtures  may  not 
i  form  exactly  like  the 
iginal  chemicals. 
Chemical  startup  Ison- 
-  Coi-p.  of  San  Jose, 
ilif.,  thinks  "taggants" 
ake  sense,  but  plastic  is 
t'  wrong  solution.  Presi- 
■nt  and  founder  James 
Alexander  says  the 
St  approach  is  to  re- 
ice  some  of  the  ele- 
■nts  in  explosives  vrith 
eii-  stable  (nonradioac- 
e)  isotopes.  These  are 
iitlietic  and  naturally  oc- 
1  ring  twins  of  such 
)nis  as  hydrogen,  car- 
n,  nitrogen,  and  oxy- 
n — the  key  ingredients 
most  explosives.  Alone 
(1  in  combination,  iso- 


topes behave  exactly  like 
their  more  common  atomic 
twins.  But  when  examined 
with  high-powered  imag- 
ing tools,  such  as  magnetic 
resonance  imaging,  differ- 
ent batches  of  stable  iso- 
tope-laced chemicals — or 
their  explosive  residues — 
would  display  unique 
signatures. 

Isonics  isn't  the  fii'st 
company  to  explore  stable 
isotope  tagging.  The  tech- 
nique has  been  used  to 
help  gasoline  companies 
track  their  products.  But 
Alexander  thinks  Isonics 
will  have  a  cost  advan- 
tage, thanks  to  high-vol- 
ume production  techniques 
obtained  through  a  part- 
nership with  the  Institute 
of  Stable  Isotopes  in  Tbil- 
isi, Georgia.  The  institute 
used  to  provide  the  Soviet 
nuclear-weapons  progi'am 
with  isotope  expertise,  in- 
cluding techniques  for  en- 
riching uranium.  □ 


LILLIPUTIAN:  The  trampoline 
is  just  300  microns  across 


A  TINY  TRAMPOLINE  TO  GAUGE  MAGNETISM 

EXOTIC  METAL  ALLOYS 

and  other  new  materi- 
als could  be  the  keys 
to  powerful  new  com- 
puter chips  and  other 
electronic  devices.  But 
it  helps  if  scientists 
can  fti'st  determine  the 
materials'  magnetic 
properties.  One  way  is 
to  expose  a  sample  to 
a  massive  magnetic 

force  1  million  times  that  of  the  earth's  magnetic  field. 
Scientists  create  this  force  with  a  pulse  of  electricity 
that  lasts  one-hundredth  of  a  second.  There's  just  one 
problem:  Measurements  are  difficult  because  the  field 
disappears  so  quickly. 

Physicist  David  J.  Bishop  and  his  colleagues  at 
Lucent  Technologies  Inc.'s  Bell  Laboratories  have  an  in- 
genious solution  for  split-second  magnetic  measurement. 
Following  the  principle  that  "fleas  are  faster  than  ele- 
phants," as  Bishop  puts  it,  his  team  designed  a  tiny 
trampoline  just  300  microns  across — about  three  times 
wider  than  a  human  hair  (picture).  Anchored  by  four 
springs,  the  trampoline's  net  is  stretched  just  above  a 
fiked  electrical  plate. 

In  the  center  of  the  trampoUne,  the  researchers  put  a 
one-microgi'am  speck  of  material.  When  they  flick  the 
switch  on  the  magnet,  the  sample  is  pulled  toward  the 
plate.  The  amount  of  movement  indicates  the  sample's 
degree  of  magnetization.  Bishop  says.  "The  trampoline 
is  so  small  that  it  can  move  in  the  same  time  scale  as 
the  magnetic  force."  In  April,  Bishop  proved  the  device 
works  by  testing  the  magnetization  of  a  superconductor 
with  properties  that  are  already  known.  The  results  are 
described  in  the  May  1  issue  of  Science.  □ 


INNOVATIONS 


■  Scientists  at  Emory  Uni- 
versity's Yerkes  Primate  Re- 
search Center  in  Atlanta 
have  discovered  a  neuro- 
transmitter in  the  brain  that 
helps  control  food  intake  and 
seems  partially  responsible 
for  the  feeling  of  satiety.  The 
finding  may  point  the  way  to 
new  medications  for  obesity. 
The  neurotransmitter  is 
called  CART,  for  cocaine  and 
amphetamine  regulated  tran- 
script. It  was  uncovered  dur- 
ing studies  of  how  cocaine  af- 
fects the  brain.  Rats  that 
received  injections  of  cart  in 
the  brain  ate  less.  And  when 


the  animals'  natural  cart 
production  was  blocked,  the 
rats  binged. 

■  Popeye  gulped  spinach 
when  he  needed  a  burst  of 
energy.  Now,  researchers  at 
Oak  Ridge  National  Labora- 
toiy  figure  spinach  might  do 
the  same  for  micromachines. 
The  scientists  are  bioengi- 
neering  the  plant's  photosyn- 
thesis centers,  adapting  them 
to  serve  as  ultratiny  photo- 
diodes.  If  all  goes  well,  these 
devices  will  use  photons  to 
generate  electrons,  so  light 
can  charge  miniature  batter- 
ies that  would  power  lilliput- 
ian  machines  carved  out  of 
sihcon. 
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SPEEDING  SUCCESS  \ 

We  at  Nortel  can  help  you  deliver  the! 
high-speed  data  your  Internet  customers 

I 

will  want,  at  a  very  affordable  price.  Inj 
New  York  City,  we  helped  one 
ISP  offer  a  reliable,  around-the-clock, 
extended  network  that  rapidly  attracted 
new  subscribers.  Ourvision  iswebtone:  an 
Internet  that's  accessible,  reliable  and 
secure.  We're  providing  the  bandwidth 
you  need  to  deliver  new  access  speeds  and 
services.  If  you  want  to  keep  your  Internet 
customers  happy  and  your  profits  high, 
visit  us  at  www.nortel.com/success1  .  Or 
call  us  at  1-800-4NORTEL.  We'll  help 
speed  you r  success. 


NORTEL 

NORTHERN  TELECOM 


Marketing 


ADVERTISING 


IS  NOTHING 
SACRED? 

Mad  Ave  adopts  ad  haters'  most  potent  weapon-parody 


In  Northern  California,  a  band  re- 
cently released  Dispepsi,  a  CD  pieced 
together  fi-om  bits  of  music,  ads,  and 
intei^iews  to  create  a  scathing  (and 
entertaining)  commentary  on  the  na- 
tion's second-lai-gest  soft-diink  company. 
In  New  Jersey,  a  coalition  of  artists  al- 
ters billboards  in  minority  neighbor- 
hoods, adding  touches  such  as  a  banner 
on  a  Newport  cigarette  ad  that  reads 
"Healthy  profits  don't  always  require 
living  customers."  And  Adbusters,  a 
nine-yeai-old  Canadian  quaiterly  devot- 


ed to  the  art  of  the  "culture  jam" — as 
such  reaiTanged  anti-advertising  ads  are 
called — reaches  30,000  subscribers,  most- 
ly in  the  U.  S. 

With  sales  messages  assaulting  us  in 
every  possible  venue,  it's  no  wonder 
that  there's  a  gr-owing  cadre  of  activists 
who  simply  loathe  ads  and  the  industry 
that  perpetrates  them.  Wliat  is  more 
smi^rising  is  the  growing  sophistication 
of  the  backlash.  Tlianks  to  the  advent  of 
desktop  publishing  and  the  Internet, 
these  gi'assroots  critics  are  increasingly 


PLAYING  OFF  ICONS 

Adbusters,  a  quarterly 
devoted  to  "culture 
jamming,"  employs  sly 
mockerj'  to  skewer  our 
consumer  culture 


THE  TRUE  COLORS 
OF  BENNETTON. 


w  iMidih  24  hewn  o  der 


fighting  Madison  Avenue  with  the  in 
dustry's  own  technicjues.  Just  look  a 
the  fake  ad  on  the  back  cover  of  Sto 
Free!,  a  tiny  New  York-based  'zine  th;i 
critiques  consumer  culture.  The  typt 
face  and  photogi'aphy  look  like  the  ft 
miliar  Dewars  campaign  featui'ing  at 
tractive,  sopliisticated  young  imbiber; 
but  the  tagline  reads:  "Remember  hov 
liquor  used  to  make  you  vomit?" 

Coiporate  America's  reaction  to  thes 
lampoons  is  muted.  "No  comment,"  say  E 
Jan  Sharkansky,  a  spokesperson  fo  } 
Calvin  Klein  Cosmetics  Co.,  when  aske  r 
about  an  Adbusters  "ad"  that  shows  !): 
musclebound  young  man  peering  ii  a- 
tently  down  his  fashionable  undemes  r 
under  the  headline  "Obsession."  Other  i 
in  the  ad  community  say  they're  barel  b 
aware  of  cultui'e  jammers  and  that,  i  a 
any  case,  there's  no  advantage  to  tryiii  a 
to  stop  such  small  fry.  i 
But  while  advertisers  may  be  obliv  ui' 
ous  to  the  pohtics  and  polemics  be 
culture  jamming,  they  have  been  quii 
to  intuit  the  value  of  a  clever  parodj 
Copping  the  same  hip,  ironic  attitudi 
and  playing  to  the  same  coi 
sumer  cynicism,  big-ti: 
marketers  have  begun 
lampoon  one  another, 
punctures  the  pomposity  b 
cause  you're  telling  peop] 
something  real,"  says  Da 
Suissa,  chainnan  and  exec 
five  creative  chi-ector  for  S 
issa  Miller  Advertising  Inc.,  which  pr 
duced  a  series  of  pai'ody  ads  for  Bostc 
Chicken  Inc.  last  year  mocking  Calv 
Klein's  anorexic  models. 
"KILLING  THE  PLANET."  Adland's  6 
brace  of  parody  has  blunted  one  of  t 
cultiu'e  jammers'  favorite  weapons,  b 
not  theif  ardor  Take  29-year-old  Cai' 
Mclai'en.  A  record  promoter  by  day,  s 
publishes  Stay  Free! — with  .such  an 
cles  as  "Singled  Out:  An  alaiTnist  look  , 
ultra-targeted  marketing" — largely 
her  own  expense.  WTiy?  "It's  not  jvL. 
advertising,  it's  the  overall  commereii ; 
ization  of  the  planet,"  she  says.  Othe 
cite  ecological  concerns.  "We  belie'  ij,- 
that  our  coi-porate  eultm'e  is  unsustai  jj, 
able,"  says  Kalle  Lasn,  Adbusters'  edit 
and  founder.  "Economic  progress 
killing  the  planet." 

Mai-k  Hosier  of  Negativland,  the  Btj,; 
Ai-ea  band  that  released  Dispepsi,  aJ 
beheves  that  the  sheer  volume  of  a 
vertising  is  degrading  to  the  meni  j , 
and  physical  environment.  "It  isn't  th 
advertising  per  se  is  evil,  it's 
amount  of  it  that's  going  on," 
Hosier,  whose  band  coined  the  tei| 
"culture  jamming."  He  argues  that  t  p,..^ 
wealth  and  might  of  giant  market^  r[|.j^~ 
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After 
we  deliver 
your  Year-2000  solutions 
and  your  Euro  solutions... 

in  record  time,  , 
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ICCESSFUL 

'  used  this 
ly  on  DEC'S 
|o  to  win 
w  business 


makes  it  difficult  for 
opposing  viewpoints 
to  be  heard.  The  aim 
of  culture  jamming: 
to  break  through 
that  clutter  by  play- 
ing off  the  powerful 
ssages  and  icons  already  out  there, 
rhere's  also  a  political  strand.  Cicada 
ps  of  Artists,  the  New  Jersey  group, 
;rs  tobacco  and  liquor  billboards  in 
lority  neighborhoods,  which  they  say 
aive  a  disproportionate  share  of  such 
ertising.  Defacing  billboards  is  illegal, 
group  member  Pedro  Carvajal  be- 
es their  activities  are  justified:  "Al- 
latives  have  been  taken  away  be- 
se  they  [advertisers]  have  all  the 
ley.  We  had  to  go  undergi-ound." 
advertisers  say  the  backlash  from 


UToups  IS  smi- 
.Mi  puny  to  reg- 
on  their  radar 
•ns.  Maybe,  but 
'  parody  protest 

have  begun 
ing  up  in  more 


JUST  DROP  IT 

Nike  wasn't 
amused  with 
this  Candies 
parody 


tional  media.  During  a  labor  dis- 
with  a  Miller  Brewing  Co.  distrib- 
in  St.  Louis  three  years  ago,  the 
isters  put  up  a  billboard  mocking  a 
r  ad.  Instead  of  two  bottles  of  beer 
snowbank  with  the  taghne  "Two 
"  the  ad  showed  two  frozen  work- 
n  a  snowbank  labeled  "Too  Cold: 
r  canned  88  St.  Louis  workers." 
Carver,  coordinator  of  strategic 
•aig-ns  for  the  Teamsters,  says  the 
!  has  since  used  similar  parodies 
l)utes  to  gi-eat  effect.  "Wlien  you're 
,  this,  you're  threatening  multimil- 


www.sapiens.com 


more  accommodating  as 
well,  w  ith  even  more 
useable  space  than  the 
previous  Intrepid. 

What's  more,  this  Intrepid 
Intrepid  slipperier     is  structurally  superior 


For  the  all- 
new  Dodoe  Intrepid,  we 
changed  eveiything.  Again. 

Even  our  acclaimed  cab- 
fonvard  design.  We  made 


smoother  and  sleeker.  Yet  by 
e.xploring  literally  millions 
of  design  alternatives  in 
our  digital  design  syste?n. 
we  were  able  to  make  it 


Torsional  stiffiiess  has  been 
increased  by  a  full  37%. 
yielding  a  quiet,  athletically 
agile  car  And  while 
Intrepid' s  sleek  new  lines 


are  a  visual  delight  for 
onlookers,  its  low  hood 
and  large  windshield  a 
a  visual  delight  for  dri\ 
who  appreciate  a  good 
view  of  the  road. 

Dodge  Intrepid:  It's 
what  happens  when  yo, 
take  cab-forward  desii 
and  stretch  it  all  the  \\ 
to  the  next  centurv. 


histake^ 


3.S 


Intrepid  ^  The  New  Dodge 

For  more  information,  call  1-800-4-A-DODGE 
or  visit  our  Web  site  at  www.4adodge.com 
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DIAWAR 

view  Jersey, 
artist  group 
ers  tobacco 
boards 


lion-dollar  ad  cam- 
paigns," he  says. 

Tobacco  lampoons 
have  also  moved  into 
the  mainstream. 
Scott  Pious,  a  psy- 
chology professor  at 
sleyan  University,  is  incensed  at 
it  he  sees  as  the  blatant  appeal  to 
by  Big  Tobacco.  So  a  few  years 
he  countered  with  his  own  car- 
n  character,  Joe  Chemo,  who  bears 
*e  than  a  passing  resemblance  to  a 
^.ain  familiar  dromedary.  With  the 

of  various  anti- 
)king  groups,  Joe 
;mo    has  moved 
n  the  pages  of  Ad- 
ters  to  billboards 
lowntown  Seattle, 
ters     in  public 
3ols,  and  T-shirts 
m  away  to  kids. 
HSUITS.  Many  big 
ids  aren't  as  will- 
to  shrug  off  the 
i^fs  when  they're 
e  nationally  by  a 
pw  marketer.  Digi- 
Equipment  Corp.'s 
omfort  with  rival 
irlett-Packard  Co.'s  ^^■■jj^^^H 
)dy   was    under-  ^^^^^^^^H 
dable.  Running  just  once  in  a  few 
onal  publications,  the  ad  replaced 
"Digital"  in  the  company's  trade- 
k  red  blocks  with  the  word  "wor- 
?"  in  the  same  typeface.  Appealing 
ustomers  left  anxious  by  dfx's  re- 
■  merger  with  Compaq  Computer 
X,  the  ad  brought  in  milUons  of  dol- 
of  business,  says  Nick  Earle,  mar- 
Ig  manager  for  hp's  Entei-prise  Sys- 
5  Group.  Digital's  response:  a  letter 
;  P  alleging  trademark  infi-ingement 
'  demanding  a  halt  to  the  ads. 
yen  mainstream  ad  parodies  that 
' 't  launched  by  rivals  often  seem  to 
l  it  in  allegations  and  lawsuits.  Mat- 


tel's sensitivity  on  the  subject  of  Barbie 
is  legendaiy.  Tlie  company  moved  quick- 
ly to  quash  a  recent  Nissan  ad  that  fea- 
tured Barbie-and-Ken-like  dolls.  And 
Nike  Inc.,  whose  attitude-filled  com- 
mercials have  made  it  a  favoiite  pai'ody 
target,  found  nothing  humorous  about  a 
recent  campaign  by  Candle's  Inc.  for 
colorful  new  sneakers  featming  actress 
Jenny  McCarthy.  The  tagline:  "Just 
Screw  it."  Nike  fu"ed  off  a  cease-and- 
desist  letter. 

Heineken  usA  Inc.  avoided  litigation 
by  taking  pai'ody  a  step  further  A  cam- 
paign for  its  Amstel 
brand  involved  bill- 
boards and  TV  spots 
denouncing  it  as  an 
evil  import  fi"om  "free- 
thinking"  Amsterdam. 
The  campaign,  suppos- 
edly by  the  fictitious 
Americans  for  Disci- 
plined Behavior,  won 
publicity  when  the 
prank  was  uncovered. 

SOPHISTICATED 

This  "ad"  ran  on 
he  back  cover  of 

  Stay  Free!,  a  New 

^^^^^^1  York-based  'zine 

As  the  loop  closes,  it's  getting  hai'der 
to  tell  those  who  parody  from  those 
who  are  parodied,  partly  because  it  is 
viitually  impossible  to  shame  Madison 
Avenue.  Two  years  ago,  Negativland's 
Hosier  got  a  call  from  hip  Portland- 
based  ad  agency  Wieden  &  Kennedy 
Inc.  raving  about  the  band's  work  and 
asking  if  it  would  like  to  make  a  spot 
for  Miller.  "I  think  they  were  sort  of 
mystified  about  why  we  tui'ned  them 
dovm,"  he  says.  And  that  may  be  the  ul- 
timate irony.  Advertisers  crave  a  hip, 
cutting-edge  attitude — even  if  it  comes 
from  their  most  ardent  detractors. 

By  Mary  Kuntz  in  New  York 


What's  changed 
about  the  car  that 
changed  everything? 

If  you  know,  you  could  win 

a  set  of  Tumi  luggage, 
courtesy  of  Business  Week 

Tell  us  what's  changed  on  the  new 
Dodge  Intrepid,  and  we'll  enter  you  in  the 
Intrepid  l.Q.  Sweepstakes.  You'll  find  the 
answers  in  the  Intrepid  ad  in  this  issue. 

1.  Where  did  Dodge  engineers  explore  design 
alternatives? 

a)  In  an  Amazon  rain  forest. 

b)  In  their  digital  design  system, 
e)  In  their  spartan  cubicles. 

d)  In  a  posh.  L.A.  cigar  bar. 

2.  What  are  some  benefits  of  Intrepid's 
improved  torsional  stiffness? 

a)  World  peace  and  stability. 

b)  Reduced  agncultural  runoff  and  less 
soil  erosion. 

c)  A  quiet,  athletically  agile  car. 

d)  Better  night  visibility  and  improved  memory. 

3.  What  happens  when  you  take  tab-forward 
design  and  stretch  it  all  the  way  to  the 
next  century? 

a)  You  lose  a  day. 

b)  Dodge  Intrepid. 

c)  General  unrest. 

d)  You  lose  two  years. 

4.  What  are  two  ways  to  get  more  information 
about  Intrepid  and  The  New  Dodge? 

Call  1-800   


or  visit  the  Web  site  at  www. 


Name 


Address 


City 


State 


ZIP 


Daytime  Phone  Number 


Evening  Phone  Number 
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Intrepid      The  New  Dodge 


By  Brian  Bremner 


if  only  Japan  would  listen.  That  sentiment,  in  one 
fonn  or  another,  has  been  a  favorite  among  foreign 
governments,  executives,  and  commentators  for 
yeai-s.  In  the  1970s,  as  the  Japanese  created  the 
world's  most  d\Tiamic  automobile  industiy,  Americans 
lu'ged  them  to  cm*b  their  exports.  When  Japan  rode  a 
wave  of  prosperity  in  the  1980s,  Western  governments 
demanded  that  the  countiy  open  up  its  restricted  mar- 
kets. And  today,  as  Japan  staggei*s  into  recession,  fi- 
nance ministries  ai'ound  the  world  ai'e  begging  the  gov- 
ernment of  Piime  IVIinister  Rjaitai-o  Hashimoto  to  spend, 
spend,  spend.  Cut  taxes,  Mr  Hashimoto.  Prime  the 
pump  by  tapping  Japan's  $10  ti-illion  in  saxings.  Just  act, 
and  you  can  kick  off  a  recoveiy  in  Asia  that  will  prevent 
a  global  slowdown  and  end  the  region's  crisis. 

In  recent  weeks,  the  chonas  from  the  world's  mon- 
e\Tnen  and  heads  of  state  has  gi'own  louder  Michel 
Camdessus  of  the  International  Monetaiy  Fund,  Ti-ea- 
sury  Secretaiy  Robert  Rubin,  and  Piime  Minister  Ma- 
hathii"  Mohamad  of  Malaysia,  among  othere,  have  called 
on  Japan  to  act.  President  Clinton  plans  to  have  a 
stem  talk  with  Hashimoto 
at  the  upcoming  G-7  confer- 
ence in  Britain.  Japan  has 
responded  in  its  gioidging 
fashion,  offeiing  tax  cuts  of 
$34  bUhon  over  two  yeai-s 
and  making  pledges  to 
boost  a  public-spending  pro- 
gram that  already  dwai'fs 
the  U.S.  defense  budget. 

The  mai'ket,  which  had  wanted  S120  billion  in  tax  cuts 
over  thi'ee  yeai-s,  di'ove  the  Nikkei  down.  The  gloom 
deepened.  If  Japan  would  only  listen. 

Yet  the  world's  leaders  may  want  to  consider  that 
theii-  calls  for  a  tax  cut  represent  dangerous  wishful 
thinking.  A  tax  cut  to  put  some  life  into  the  economy 
would  certainly  give  a  tempoi-aiy  lift  to  Japan.  Yet  fis- 
cal stimulus,  however  deep,  may  not  do  much  to  i-esolve 
the  Japanese  crisis  at  this  point.  The  challenges  facing 
Tokj'o  ai'e  fai*  more  multifaceted  than  simply  putting 
more  money  in  the  pockets  of  Japanese  consumei*s. 
Japan  faces  a  debt  trap  of  its  own  making  that  in- 
volves the  banks,  households,  and  coiporations  of  the 
whole  nation.  Japan  must  dismantle  thi?  ti-ap.  Otherwise, 
its  stniggles  could  weaken  the  yen  fiuther  and  desta- 
bilize the  world  economy,  forcing  other  Asian  nations  to 
devalue  and  eventually  huiting  U.  S.  exports.  A  dys- 
fimctional  Japan  could  slow  global  gi'owth  for  years. 
NEW  UGHT.  The  problem  is  not  just  the  reported  .$600 
billion  in  bad  loans  that  plague  the  nation's  banks.  It  in- 
volves hundreds  of  billions  of  dollai-s  of  debt  that  lui'k 
off  the  balance  sheets  of  government  bodies  and  coipo- 
rations.  It  includes  millions  of  families  stniggling  to 
pay  off  mortgages  on  houses  that  have  lost  709^  of 


PRAYING  AT  A  SHRINE 

Ordinaiy  Japanese 
are  anxious  about 
their  job  securit>', 
living  standards,  and 
retirement  savings 
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Until  its  hidden-debt 
mess  is  cleared  up, 
no  recovery  is  possible 
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CORPORATE 
LIABILITIES 


Japan's  Debt 

OFFICIAL  LEVEL 


Trap 


PROBABLE  LEVEL 


About  100%  of  GDP. 
or  $4.5  trillion. 
That's  on  a  level  with 
such  highly  leveraged 
Western  countries  as 
Belgium,  Canada,  and 
Italy. 


NONPERFORMING 
BANK  LOANS 


About  $600  billion.  The 
government  has  recently 
admitted  to  that  much 
after  claiming  for  years 
that  it  was  only  about 
S200  billion. 


Debt  exceeds  equity 
by  an  average  of  4 
to  1  in  the  corporate 
sector.  That  level  is 
forcing  companies  into 
bankruptcy  at  a  record 
rate. 


Actual  public  debt  could  be  as 
much  as  250%  of  GDP.  making 
Japan  the  most  indebted  nation 
in  the  industrialized  world.  To 
reach  that  number,  analysts  throw 
in  the  debt  of  Zaito.  an  off-bal- 
ance-sheet government  lender. 


More  like  $770  billion,  according 
to  the  ratings  firms.  The  extra 
$120  billion  is  bank  declared 
nonperforming  but  probably 
not  being  serviced  by  distressed 
corporate  borrowers. 


The  situation  is  likely  to  be  worse, 
since  poor  accounting  does  not  rev 
borrowings  overseas  or  pledges  to 
cover  the  debt  of  corporate  affiliati 
Private  pension  plans  totaling 
$600  billion  are  underfunded  bya- 
much  as  40%. 


PROPERTY 
PRICES 


Official  Level.  Japan's 
commercial  and  household 
real  estate  is  still  valued  at 
$17.5  trillion. 


A  markdown  of  10%  to  30%  is 
probably  necessary.  That  means 
households  with  mortgages  are  sit 
ting  on  $250  billion  in  paper  losse 


THE  BOnOM  LINE 


ACTU.AL  PUBLIC  DEBT: 

$11  trillion 

ACTUAL  PROBLEM  LOANS: 

$1  trillion 


DATA:  BUSINESS  WEEK 


SAFES  FOR  SALE 

Many  Japanese  may 
be  stashing  yen  at 
home.  Banks  pay 
only  1%  interest,  so 
why  risk  a  collapse? 


iheii-  value.  It  encompasses  billions 
of  dollai-s  in  pension  HabUities  that 
no  one  \\'ishes  to  acknowledge  and 
,?700  billion  in  offshore  liabilities  of 
.Japans  banks  and  coiporations.  Tlie 
opacity  of  .Japan's  accounting  com- 
pounds the  problem,  since  not  even 
the  most  skilled  financiei-s  can  mea- 
sm-e  the  depth  of  .Japan's  obliga- 
tions. And  a  steady  flow  of  capital  to  the  equity  and  bond 
mai'kets  of  America  and  Eui'ope  could  aggi^avate  the  ciisis. 

Taken  together,  the  habilities  cast  a  new  light  on  the 
Japanese  problem.  Despite  the  countiy's  -SSOO  billion  in  over- 
seas assets  and  S200  billion  in  foreign  exchange  resen^es, 
Japan's  troubles  may  iim  a  lot  deeper  than  even  the  pes- 
simists may  realize. 
Perhaps  the  size  of 
the  debt  would  not 
matter  if  the  coimtiy 
wei-e  gi'owing  briskly.  Canada,  for  example,  has  sizable  pub- 
lic debt,  but  its  economy  is  soimd.  so  concern  about  these  li- 
abilities is  minimal.  In  the  U.  S..  once  regulatoi-s  resolved  the 
sa\"ings  anti  loan  ci-isis.  the  economy  rebounded,  and  many  of 
the  problem  debts  were  eventually  paid  off. 

Yet  .Japan  is  not  gi-owing.  Instead,  a  ci-isis  of  confidence  has 
giipped  the  nation.  In  the  midst  of  the  financial  fog.  no  one  in 


Cover  Story  ' 


Japan  knows  the  full  extent  of  the  problem,  no  one  can  pr 
diet  where  the  bottom  is.  no  one  knows  which  bank  will  fo 
next,  and  no  one  can  guess  whether  the  market  wul  evi 
cleai'.  Fi-ance  and  Gemiany  have  high  debt  levels  and  pensic 
crises,  too.  But  no  Western  nation  needs  to  gi-apple  wil  - 
the  problem  of  liidden,  unmeasui'ed  debt  in  the  v.-ay  Japs 
does.  "The  debt  is  a  time  bomb."  says  Clyde  Pi-estowitz,  t; 
veteran  Japan  watcher  and  president  of  the  Economic  Stra  - 
egy  Institute.  "The  crazj-  thing  is  that  the  Japanese  cou 
take  care  of  it.  but  they  aren't  doing  an^thing."  t  ^ 

Xow.  analysts  and  executives  ai-e  openly  talking  about  wh 
could  go  %^Tong.  Accoixling  to  Kunji  Okue.  an  analyst  at  Dres  f; 
ner  Kleinwoit  Benson,  the  govenunent  is  earniai'king  46% 
its  effective  tax  revenue  for  senicing  the  debt.  If  intere  : 
rates  lise  again,  the  government's  boirowing  costs  will  jun  - 
and  its  ability  to  cover  expenses  would  deteriorate.  Okue  fi' 
ui-es  tliat  if  long-temi  rates  were  at  1990  levels  of  T'^c  or  so,  t 
cost  of  debt  senicing  would  make  it  impossible  for  the  go ; 
eniment  to  cover  its  pa\Toll.  The  government  may  also  have  S"^ 
handle  more  debt  than  it  bai-gains  on.  since  it  has  made  inq)!*  s;i 
guai-antees  to  c-over  much  of  the  bad  debt  in  the  bank  syste?  f  :^ 
"DEMORALIZING."  Tliis  scenaiio  has  compelled  Moodj''s  I 
ves:oi-s  .Senice  to  put  Japan's  sovereign  debt  on  Ci*edit  Wab  t 
"Japan  could  become  like  the  Latin  American  governments  t: 
the  1980s,  when  debt  senice  ate  up  expenditiu*es,"  sa  it 
Moody's  senior  analyst  Thomas  BjTne.  Although  Japan  is  1  tej 
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richer  than  the  Latins,  it  has  little  room  left 
for  ftirther  tax  hikes,  which  would  lead  to 
slower  growth  and  even  more  deflationaiy 
pressure  on  assets.  And  to  keep  capital  at 
home,  Japan  may  have  to  raise  rates,  since 
deregulation  makes  it  easier  foi-  Japanese 
to  put  their  money  in  investments  overseas. 

The  situation  is  unstable.  Banks  dare  not 
lend  any  more,  and  coi-porations  ai'e  des- 
perate for  credit.  Yes,  Japan  is  immensely 
rich,  and  it  can  still  resolve  its  crisis,  given 
its  deep  pool  of  talented  workers,  its  tradi- 
tion of  saciifice,  and  a  histoiy  of  remaking  it- 
self. But  at  this  point,  its  liabihties  would 
strain  a  coimtiy  far  better  governed  than  it 
is.  "When  the  economic  history  of  this  cen- 
tury is  written,  one  of  the  gi'eat  stories  will 
be  Japan's  mishandling  of  its  own  economy," 
says  Jay  W.  Chai,  chief  of  Itochu  Interna- 
tional Inc.,  a  subsidiary  of  the  big  Japanese 
trading  house.  "It's  a  sad,  demoralizing  tale." 
A  MONSTER.  To  get  a  sense  of  how  bad 
things  ai'e,  look  at  institutions  that  get  little 
mention  in  the  papers.  In  Japan,  there's  a 
sprawling  shadow  budget  that  few  outside 
the  country  ever  hear  about.  It's  called  the 
Fiscal  Investment  &  Loan  Progi'am,  or 
Zaito.  But  it's  a  monster,  with  spending  that 
approaches  two-thirds  of  government  out- 
lays. Over  the  years,  it  has  been  a  stealthy 
source  of  financing  for  favored  enterprises  of 
bureaucrats  and  the  Liberal  Democratic  Par- 
ty. Funding  for  the  projects  has  come  from 
Japanese  savers,  thr'ough  public  pension  as- 
sets and  the  vast  state-owned  Postal  Savings 
system.  All  told,  Zaito's  loans  come  to  some 
$2.8  trillion,  all  backed  by  the  gover-nment. 
The  suspicion  is  that  per-haps  9%  of  these 
loans,  some  $250  billion,  ar-e  invested  in  use- 
less projects  that  aren't  generating  enough 
retur-n  to  pay  back  the  debt. 

The  shadow  Zaito  budget,  controlled  by 
the  Ministry  of  Finance,  steers  lending  into 
iy  50  government-linked  entities.  These  include  the  National 
est  Service,  the  Japan  Development  Bank,  public  companies 
1  as  Japan  Highway  Development  Corp.  and  Japan  National 
Iways,  and  local  gover-nments  and  special  fir-ms  such  as 
sai  Intermtional  Airport  Co.,  wliich  is  under-writing  the  Os- 
airporl.  Envirorrmental  Hygiene  Financial  Corp.  has  ex- 
led  $7.6  billion  in  loans,  mostly  to  restau- 
;s  and  bars,  for  cockroach  control  and 
T  pubUc-health  matters.  At  least  5%  of 
e  loans  are  in  tr^ouble,  since  many  restau- 
s  have  folded  diuing  the  stagnant  1990s. 
aito  also  supplies  low-interest  loans  to 
Housing  Loan  Corp.  (hlc),  which  holds 
of  all  mortgages.  The  hlc  claims  to 
only  $1.4  billion  in  questionable  loans, 
that  may  be  understated,  given  the 
<  lut  in  the  property  mar-ket  and  the  fate 
le  jusen,  the  seven  private  housing-loan 
orations  that  needed  a  $6  billion  bailout 
e  years  ago.  Zaito  loans  are  also  indi- 
ly  propping  up  many  local  gover-nments. 
awort  Benson's  Okue  thinks  a  dozen  mu- 
lalities  ar"e  effectively  bankrupt  and  rely 
'.aito  funds  to  cover  debts  and  payr-oll. 
's  only  a  matter  of  time  before  the  prob- 
loans  of  the  localities  and  the  govern- 


ment cor})or-ations  end  up  on  the  centr-al  government's  books. 
One  big  hit  will  come  in  October,  when  the  gover-nment  as- 
sumes $213  billion  in  loans  from  the  now-defunct  Japan  Na- 
tional Railways  Settlement  Corp.  That  was  a  special  outfit  set 
up  to  manage  assets  and  debts  left  over-  fi-om  the  j^rivatization 
of  Japan  Rail  in  1987.  The  plan  was  to  pay  off  the  debts  by 
selling  off  some  of  Japan  Rail's  i-eal  estate.  Yet  when  the 
bubble  burst,  ther-e  wei-en't  many  takers,  and  the  debt  has  lin- 
gered. "We  ah-eady  have  a  debt  crisis  in  the  private  sector," 
says  Schr-oders  Seciuities  Japan  economist  Andi-ew  Shipley. 
"The  next  bomb  that  will  hit  will  be  a  debt  crisis  in  the  pub- 
lic sector."  Eventually,  the  central  government  will  have  to 
write  this  debt  off,  at  a  huge  cost  to  taxpayers. 


SCARY  MATH 


If  outstanding  loans 
to  government-funded  entities, 
such  as  airports  and  railroads, 
are  included,  Japan's  public  debt 
may  be  $11  trillion,  or  250%  of  GDP 

The  math  gets  scary  pr-etty  fast.  Official  statistics  alr-eady 
place  the  gr-oss  debt  of  Japan's  central  and  local  govern- 
ments at  about  100%  of  gi-oss  domestic  pr-oduct,  or  $4.5  tril- 
lion. That's  one  of  the  highest  in  the  industrialized  world.  Yet 
the  r-eal  debt  may  equal  250%  of  Japan's  output,  or  $11  tril- 
lion, figures  Oxford  Univer-sity's  David  L.  Asher,  who  co- 
wr-ote  a  study  on  Japan's  debt  mess.  Asher  reaches  that 
number  by  figuring  in  liabilities  buried  in  Zaito  and  other 
gover-nment-controlled  cor-por-ations,  and  adding  unfunded 
public-pension  obligations,  which  come  to  100%  of  gdp. 

Cleariy,  the  Japanese  are  master-s  at  r-unning  up  deficits, 
and  Asher  takes  a  dim  view  of  foreign  policymakers  who  prod 
Japan  to  keep  spending.  "That's  like  telling  a  heroin  addict  to 
take  another-  fix,"  he  says.  Or-dinar-y  Japanese  and  the  corpo- 
rate sector  love  their  debt,  too.  Cor-por-ate  balance  sheets 
ar-e  bur-dened  with  debt  levels  that 
i-un  at  four  times  equity,  compared 
with  1.5  times  in  the"  U.S.  Mit- 
subishi Motors  has  $15  billion  in 
debt,  four  times  its  equity.  It  can 
service  that  debt  only  because  it 
has  for-giving  banks  that  are  tight 
with  the  Mitsubishi  keiretsu. 
Meanwhile,  Daiwa  Research  Insti- 


TOKYO'S  BAY  BRIDGE 

The  LDP  has  spent 
billions  on  public 
works  projects. 
Many  doubt  they 
mil  pay  off 
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tute  has  scanned  the  data  of  24  big  companies  that  list  their 
unfunded  pension  liabilities.  Extrapolating  from  the  data, 
Daiwa  figures  40%  of  pension  plans  are  undeifunded. 

Among  ordinaiy  consumers,  thanks  to  a  70%  meltdown  in 

property  prices  since 
1992,  households  are 
probably  sitting  on 
$250  billion  in  paper 
losses.  And  amazing  as  it  seems,  land  prices  and  the  ateady 
depressed  Nikkei  index  may  have  to  fall  much  fiulher  before 
they  accurately  reflect  the  true  value  of  property  and  coipo- 
rate  assets.  Such  ch'ops  could  wipe  out  an  additional  $3  tiiUion 
in  wealth,  on  top  of  the  §10  tiillion  that  ah'eady  has  been  va- 
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porized  in  the  past  decade.  No  wonder  consumers  refuse 
spend.  "These  days,  if  you  have  100,000  yen  [$760],  you  co 
template  carefully  what  to  spend  the  money  on,"  says  Yo 
Ishikawa,  a  homemaker  and  mother  of  three  in  the  Tok 
suburb  of  Chiba.  "In  the  past,  we  would  jump  on  thin 
without  giving  a  cai'eful  thought." 
PIGGY  BANKS.  These  hidden  liabihties  help  explain  w^ 
Hasliimoto  and  his  ldp  are  wary  of  tax  cuts.  Cuts  are  a  sop 
the  foreign  crowd,  because  few  in  Japan  think  tax  breaks 
boost  consumer  spending.  "Tax  breaks  ai'en't  as  effective 
most  people  think,"  says  ldp  Secretary  General  Koichi  Ka 
Ordinaiy  Japanese  are  so  anxious  about  job  security,  livi 
standai'ds,  and  retirement  that  they  probably  would  just  sa 


COMMENTARY 


By  Michael  J.  Mandel 

WHY  AMERICA  WON'T  BE  NEXT 


It  could  happen  in  America, 
too.  That's  what  some 
observers  are  saying  about 
the  U.  S.  economy,  which  has 
some  disturbing  resemblances 
to  Japan's  in  the  late  1980s.  In 
both  cases,  a  substantial  boom 
was  propelled  by  a  single  lead- 
ing sector — manufacturing  in 
Japan,  high  tech  in  the  U.  S. 
Both  countries  evinced  an  over- 
flowing confidence.  And  not 
least,  the  stock  market  in  both 
countries  soared  to  astounding 
heights.  At  its  1989  peak,  the  Nikkei 
Index  was  five  times  its  level  in  the 
first  quarter  of  1982.  The  U.  S.  mar- 
ket is  even  hotter — it's  up  tenfold 
from  the  same  point  (chart).  To  pes- 
simists, the  message  is  clear:  Since 
Japan  saw  its  bubble  burst,  the  U.  S. 
could  easily  suffer  the  same  fate. 

Pessimists  overlook  some  crucial 
differences,  though.  U.  S.  companies 
and  individuals  ai'e  less  dependent  on 
leverage  and  debt  than  the  Japanese 
were.  U.  S.  execs  afe  still  downsizing, 
restructuring,  and  investing  to  boost 
productivity.  And  there  is  scant  e\a- 
dence  in  the  U.  S.  of  the  excesses  and 
overbuilding  that  plagued  Japan,  and 
for  that  matter  the  U.  S.,  in  the  1980s. 

But  there's  a  more  fundamental 
reason  that  the  U.S.  is  less  vulnera- 
ble than  Japan  was:  the  quality  of  its 
economic  policy.  With  valuations  at 
sky-high  levels,  it's  impossible  to  nile 
out  the  possibility  of  a  sharp  decline 
in  U.  S.  stock  prices.  But  in  recent 
years,  U.  S.  poUcymakei's  such  as 
Federal  Resei-ve  Board  Chau-man 
Alan  Greenspan  have  shown  that  they 
understand  how  to  limit  the  damage 
of  a  financial  crisis.  By  contrast, 
Japan's  central  bankers,  politicians, 
and  bureaucrats  still  pretend  that  the 
economic  lessons  of  the  past  70 
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yeai's — learned  at  great  cost  by  the 
U.  S.  and  Western  Europe — don't  ap- 
ply to  them.  That's  an  important  rea- 
son why  the  long  decline  of  the 
Nikkei  sent  the  Japanese  economy 
into  a  tailspin. 

By  itself,  a  crash  is  not  a  disaster 
Certainly,  financial  firms  suffer,  and 
consumers  cut  back.  But  after  a  crash 
the  productive  muscle  of  the  econo- 
my— factories,  human  capital — are 
still  there. 

The  long-teiTn  dan- 
ger arises  when  a  fi- 
nancial crisis  feeds 
on  itself.  A  damaged 
financial  system  may 
not  be  able  to  pro- 
vide the  lending  and 
investment  needed 
for  gi'owth.  In  the 
most  extreme  case, 
people  stop  trusting 
financial  institutions, 
and  financial  institu- 
tions stop  tnasting  boiTowers. 

That's  what  happened  in  the  Great 
Depression.  Based  on  that  disaster, 
and  70  yeai's  of  subsequent  experi- 
ence, there's  a  clear  mle  book  for  a 
central  banker  faced  with  a  stock 
market  crash  or  other  financial  crisis 
in  an  otherwise  healthy  economy. 


ONE  BUBBLE  OR  TWO? 


A  INDEX:  1982=100 

DATA:  STANDARD  &  POOR'S  DRI 


First,  flood  the  economy  with 
money,  because  in  a  crisis  liquid- 
ity dries  up  and  sound  institu- 
tions go  under  when  everybody 
gets  scared.  Most  economists 
now  believe  the  Federal  Re- 
serve's reluctance  to  open  the 
monetary'  spigots  turned  the 
crash  of  1929  into  the  Great  De- 
pression. Second,  get  the  finan- 
cial system  functioning  again  by 
closing  insolvent  institutions  and 
taking  bad  debt  off  the  books  of 
the  private  sector 
U.  S.  policymakers  have  sho'>ATi 
they  understand  these  lessons.  After 
the  1987  crash,  the  Fed  pumped  large 
amounts  of  money  into  the  economy, 
guai-anteeing  that  large  brokerages 
and  banks  would  not  go  under  And 
the  savings-and-loan  bailout  of  the 
1980s  effectively  freed  up  the  banking 
system  for  the  boom  of  the  1990s. 

The  same  cannot  be  said  of  the 
Japanese.  The  Tokyo  stock  mai'ket 

stalled  slumping  at  th( 
end  of  1989,  but  policy 
makers  kept  a  tight 
rein  on  money  gi'owth 
until  well  into  the 
1990s — the  same  mis- 
take made  in  the  U.  S. 
in  1929.  Subsequent  in 
action  allowed  this  fi- 
nancial crisis  to  dam- 
age the  real  economy 
in  ways  that  ai'e  diffi- 
cult to  reverse. 
Stock  markets  can 
dive — that's  a  nonnal  part  of  any  cap: 
talist  economy.  Banks  can  make  loans 
and  lose  money.  But  the  key  is 
whether  poLic\Tnakei-s  can  address  tb 
problems — and  that's  where  the  U.  S. 
has  Japan  beat,  hands  down. 


Mandel  is  ecotwmics  editoX 
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the  money  from  a  tax  cut.  Consumers  are  ab'eady  shifting  their* 
savings  out  of  banks  and  into  the  Postal  Savings  system,  ag- 
gi"avating  the  problems  of  private  institutions.  Judging  from  the 
brisk  sales  of  home  safes,  they  also  may  be  lugging  suitcases  of 
yen  back  home.  With  bank  deposits  yielding  less  than  1%  in  in- 
terest, why  park  yoiu'  savings  in  a  bank  that  could  go  imder? 

Cash  is  also  disappearing  into  foreign  bonds  and  equities. 
Last  year,  Japanese  pui'chases  of  overseas  equities  sm-ged  by 
77%,  to  $13  billion,  and,  save  for  a  collapse  of  the  bull  mai'ket 
overseas,  the  Japanese  should  keep  up  that  pace  in  1998. 
But  if  the  outflows  grow  lai'ge  enough,  the  yen  could  weaken 

to  150  to  the  dollar, 
from  130  now. 

The  impulse  to 
hoai"d  or  invest  abroad 
could  slowly  bring  the  consumer  economy  to  a  stop.  Retail 
sales  at  department  stores  are  falling  by  15%  or  so  a  month. 
"Japanese  citizens  have  the  money,  but  they  don't  use  it  be- 
cause they  can't  see  a  future,"  says  outgoing  Honda  Pi'esident 
Nobuhiko  Kawamoto.  Like 
other  auto  makers,  Honda  is 
coping  with  double-digit  de- 
clines in  domestic  sales.  Mean- 
while, personal  bankruptcies 
shot  up  21%.  in  1997,  to  about 
71,299  households.  Because  of 
the  social  stigma  of  filing,  one 
bankraptcy  lawyer,  Kenji  Llt- 
sunomiya,  thinks  the  figiu'e  is 
closer  to  500,000. 

While  consumers  stay 
scared,  the  banks  are  unwill- 
ing or  unable  to  lend  fiu'ther. 
Fear  is  growing  that  the 
banks,  which  have  acknowl- 
edged $600  billion  in  sour 
loans,  are  sitting  on  an  addi- 
tional pile  of  nonperforming 
assets.  Analysts  think  many 


What  Needs  To  Be  Done 

FIX  THE  BANKS  The  banks  must  submit  to  independent 
audits  to  determine  the  true  extent  of  their  bad  loans 
and  mark  them  to  market.  Regulators  must  shut  down  or 
sell  insolvent  banks.  A  trust  fund  must  sell  off  bad  loans 
at  a  discount  and  auction  off  distressed  real  estate. 

CHANGE  THE  ACCOUNTING  To  determine  the  true  quality  of 
assets  and  profits,  Japanese  companies  must  adopt 
international  accounting  standards.  That  means  consoli- 
dated balance  sheets,  pricing  assets  according  to  their 
market  value,  and  opening  up  books  to  independent 
auditors  and  credit  agencies. 

REWRITE  THE  TAX  CODE  Japan's  tax  system  encourages 
excessive  investment  and  borrowing  by  corporations  to 
mask  profits.  So  corporate  taxes  need  to  be  lowered  to 
international  levels. 


when  a  cranch  comes,  the  near-total  absence  of  profits  tun 
these  companies  into  debt  disasters. 

Meanwhile,  staggering  amounts  continue  to  flow  into  pu) 
lie  works  of  questionable  value.  How  else  to  describe  a  stat 
funded  German-theme  park  in  tropical  Okinawa?  Or  the  spi 
cial  roads  and  airstrips  built  just  for  fanners  to  transpo; 
vegetables  around  Japan?  In  Fukui  Prefecture,  the  goven 
ment  has  spent  $346  million  to  build  a  hai-bor  to  accommodal 
5.9  million  tons  of  cai-go  a  year  Today,  it's  largely  empty,  ar 
wags  call  it  "the  10  billion-yen  fishing  pond." 
A  WAY  OUT?  In  the  months  to  come,  Japan's  recession  w 
show  how  much  damage  the  dysfunctional  economy  can  infli 
on  the  world.  A  recent  Morgan  Stanley  Dean  Witter  &  C 
report  figiu'es  that  a  recession  in  Japan  will  clip  2.5% 
the  region's  gdp.  It's  time,  then,  for  foreign  businesses  ai 
policymakers  to  imagine  a  global  economy  in  which  Japan- 
the  world's  biggest  creditor  and  Asia's  most  important  pla 
er — spends  perhaps  a  further  five  years  in  the  wildeme 
searching  for  a  solution  to  its  problems.  That  means  livii 

with  a  much  weaker  yen  ai 
securing  the  global  bankii 
system  against  the  shocks 
Japanese  financial  failures. 

The  Japanese  can  still  wo: 
their  way  out  of  this  trap.  B 
it  will  take  a  sustained  effo 
at  overhauling  the  banki; 
sector,  letting  equity  and  la 
mai'kets  finally  hit  bottom,  a 
shaking  out  a  largely  unpi 
ductive  domestic  economy  th 
will  cause  plenty  of  short-tei 
pain  (table).  Japan's  burea 
crats  also  need  to  adjust  th( 
world  view.  For  years,  t 
Ministry  of  Finance  has  be 
plotting  a  strategy  to  ea 
Japan  into  a  new  era  as 
pension  state.  The  idea  w 


small  and  midsize  companies   '   to  supply  a  graying  popu 


are  just  not  servicing  their 
loans.  Companies  sometimes 
cannot  collect  debts,  either. 
After  Shimizu  Corp.,  a  big 
consti'uction  outfit,  announced 
a  write-off  of  $360  million  in 
doubtful  debt,  analysts  con- 
cluded that  other  construc- 
tion companies  faced  a  similar 
crisis. 

HARD  SLOG.  The  destnictive 

cycle  is  reinforcing  itself.  Many  banks  are  cutting  off  credit  to 
companies  they  were  once  willing  to  keep  afloat.  The  aggi'e- 
gate  debt  of  banlvixipt  companies,  at  3%  of  gdp,  is  higher  than 
the  U.S.  had  dui-ing  the  Great  Depression.  "This  is  the  worst 
credit  crunch  Japan  has  ever  experienced,"  says  Richard 
Koo,  an  economist  at  Nomura  Research  Institute  Ltd.  It 
will  get  worse.  According  to  some  estimates,  about  $250  bil- 
lion in  loans  is  technically  sound — but  only  because  banks 
have  lowered  interest  rates  to  practically  zero  to  keep  cus- 
tomers paying.  A  chunk  of  these  loans  could  slip  into  default 
at  any  moment,  boosting  nonpeiforming  loans  to  an  estimat- 
ed $770  billion. 

The  tax  code  is  contributing  to  the  crisis.  High  marginal 
rates  encourage  companies  to  report  as  little  profit  as  possi- 
ble. Companies  borrow  heavily  to  invest  more  than  they 
should,  so  they  can  get  rapid  depreciation  on  the  equipment 
they  buy  and  eam  big  interest  deductions  on  the  loans  they 
take  out.  This  system  works  fine  in  a  rising  economy.  But 


AUDIT  THE  GOVERNMENT  The  government  must  disclose  the 
true  level  of  off-book  liabilities  contained  m  the  so- 
called  Zaito  budget  controlled  by  the  Finance  Ministry. 
Bad  debts  should  be  disclosed  quickly  and  dealt  with. 

STOP  THE  MARKET  RIGGING  The  government  must  stop 
using  postal  savings  and  pensions  to  prop  up  the  stock 
and  property  markets.  Only  then  will  prices  accurately 
reflect  the  actual  value  of  assets. 

DATA:  BUSINESS  WEEK 


tion  with  income  and  secur; 
by  investing  Japan's  savin 
in  dynamic  economies  such 
the  U.S.  and  Asia,  to  mal 
up  for  slower  gi'owth  at  hor 
That  strategy  is  now  in  t 
ters  with  Asia's  slump  and  1| 
domestic  debt  debacle.  Inde 
one  big  reason  policymak(| 
are  afraid  to  write  do 
Japanese  assets  and  debt] 
that  it  would  wipe  away  a  big  chunk  of  the  principal 
Japan's  retirement  savings.  Paralysis  results. 

As  Japan  seeks  a  way  out,  a  current  TV  hit  offers 
sight  on  the  public  mood.  Every  week,  millions  tune  in 
watch  a  historical  drama  on  the  downfall  of  the  Tokuga 
shogunate  in  the  19th  centmy.  It's  the  saga  of  a  militaty  ( 
tatorship  done  in  by  indecision,  rebellious  barons,  and  ' 
threat  of  U.  S.  warships  off  the  coast.  The  costumed  act 
act  out  the  um-aveling  of  the  old  feudal  order  and  the  rist 
modern  Japan. 

Some  commentators  suggest  the  show's  popularity  il 
clue  to  a  public  yearning  for  some  sort  of  event  that  will 
away  with  the  old  ways.  A  few  politicians  even  talk  of 
need  for  a  great  upheaval  on  the  order  of  the  Meiji  Restcl 
tion  of  the  1860s,  or  the  arrival  of  U.  S.  occupation  troop.' 
1945.  Japan  certainly  has  been  able  to  reinvent  itself  throij 
crisis.  But  no  one  seems  ready  to  inflict  the  kind  of  shock 
country  needs  now. 
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COMMENTARY 


By  Robert  Neff 

WHY  JAPAN  WON'T  ACT  TO  SAVE  ITSELF 


From  the  ashes  of  World  War  II, 
Japan  built  the  world's  second- 
largest  and  arguably  most  com- 
petitive economy.  It  seemed  unstop- 
pable, and  books  such  as  Ezra  F. 
Vogel's  Japan  as  Number  One: 
Lesso'}is  For  America  fueled  the  fear 
that  Japan  Inc.  would  conquer  all. 

Now,  students  of  Japan 
are  busy  flgiuing  out  the 
puzzle  of  how  it  has  stum- 
bled into  crisis  and  why  it 
seems  unable  to  dig  itself 
out.  Some  of  the  best  expla- 
nations come  ft'om  the  "revi- 
sionists." These  theorists 
ftrst  explained  how  the 
Japanese  political  economy, 
operating  by  different  rules 
ft-om  orthodox  fi'ee-market 
economies,  is  incompatible 
with  global  free  trade.  Theii' 
ideas  explained  why  Japan 
would  resist  all  moves  to 
open  its  markets.  Today,  re- 
visionists point  to  how 
Japan's  uniqueness  has  got- 
ten the  countiy  into  ti-ouble. 

Probably  most  telling  is 
the  argument  put  forth  by 
Dutchman  Karel  Van 
Wolferen.  In  his  seminal  The 
Enigma  of  Japanese  Power, 
published  in  1989,  van 
Wolferen  says  that  Japan's 
government  lacks  any  centei' 
of  accountability.  Conflicting 
bui'eaucracies  contend  for 
power.  MeanwhOe,  politi- 
cians remain  toothless.  One 
reason  is  that  parliamentai'i- 
ans  can  afford  only  about 
three  staffers  each,  vs.  dozens  fur  a 
U.  S.  congi'essman.  Even  the  Prime 
Minister's  staff  is  on  loan,  mainly 
from  the  bureaucracy. 

This  means  that  in  a  Confucian  tra- 
dition where  bui-eaucrats  count  the 
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most,  politicians  suffer  an  information 
deficit.  Asahi  Shimhun,  Japan's  most 
influential  daily  newspaper,  recently 
did  a  study  showing  that  Prime  Min- 
istei-  Ryutai'o  Hashimoto  met  more 
often  during  the  last  fiscal  year  with 
the  finance  vice-minister  than  with 
anyone  else.  The  implication: 
Hashimoto  is  getting  most  of  his  in- 


telligence on  economic  affairs,  in  ef- 
fect, from  a  vested  interest.  Since  the 
Ministiy  of  Finance  (mof)  is  devoted 
to  fiscal  discipline,  its  bureaucrats 
have  repeatedly  advised  Hashimoto  to 
raise  taxes.  Lacking  staff  advisers  to 
hammer  out  an  alternate  policy,  he 
took  the  mof's  advice.  The  resulting 


lax  hikes  stopped  Japan's  gTowth  in 
its  tracks  last  yeai'. 

The  mof's  devotion  to  fiscal  rigor  is 
in  general  a  fine  guiding  principle. 
The  trouble  is,  the  mof  has  another, 
unofficial  priority:  protecting  the  fi- 
nancial industiy  it  is  meant  to  regu- 
late. So  the  banks'  disclosure  require- 
ments remain  minimal.  And,  in  retiu'n 
for  being  wined  and  dined,  mof  bu- 
reaucrats forewai'n  the  institutions 
under  their-  care  of  impending  audits. 
The  result:  Leaming  the  trae  state  of 
banlt  balance  sheets  is  almost  impossi- 
ble. And  the  mof  has  hesitated  to  dis- 
close the  size  of  the  bank  problem  or 
release  funds  to  solve  it.  So  the  debt 
crunch  just  gets  worse. 

Surely,  voters  could  tlu'ow  out  gut- 


less politicians  and  vote  in  a  govern- 
ment that  stands  up  to  the  bui'eau- 
crats.  But  Japan's  uniqueness  gets  in 
the  way  here  as  well.  Voters  don't 
cast  ballots  according  to  issues.  In- 
stead, they  vote  according  to  longtime 
personal  contacts.  At  least  25%  of 
Ja])an's  Diet  members  are  second-, 
third-,  or  fouith-generation 
holders  of  the  same  seats. 
They  get  votes  because  of 
who  their  ancestors  were, 
not  their  positions  on  issues. 
POOR  VISION.  What's  more, 
the  Japanese  are  pretematu- 
rally  consei-vative.  Even 
wiiile  the  signs  of  financial 
distress  mount,  they  lack  the 
sense  of  crisis  that  might 
provoke  some  action.  Since 
they  sit  on  top  of  the  world's 
largest  household-savings 
trove  of  $10  trillion,  that 
may  not  be  surprising — even 
though  the  debt  crisis  wors- 
ens eveiy  day.  Besides,  oppo- 
sition paities  haven't  offered 
a  much  better  vision  than 
that  of  the  long-ruling  Liber- 
al Democratic  Party,  so  an 
increasingly  apathetic  and 
risk-averse  electorate  contin- 
ues to  vote  for  it. 

The  web  of  personal  con- 
nections in  politics  is  repro- 
duced in  coiporate  practices. 
In  the  notorious  keiretsu  sys- 
I  em  of  cross-shareholdings, 
related  companies  hold 
-hares  in  each  other,  prop- 
ping up  stock  values.  Banks 
belonging  to  the  keiretsu 
keep  lending  to  weak  members.  Let- 
ting these  banks  fail  would  cause  sud 
a  shock  that  the  mof  is  terrified  of 
letting  that  happen. 

Politicians  who  cannot  mle. 
Bui'eaucrats  who  cannot  regulate. 
Voters  who  do  not  care.  Corporations 
that  do  not  change.  It  looks  pretty 
dismal  for  Japan.  "There  are  differ- 
ences among  capitalist  systems  that 
are  not  trivial  and  that  under  the 
right  circumstances  can  blow  the  sys^ 
tem.  apart,"  says  Chalmers  Johnson, 
one  of  the  leaclers  of  the  revisionist 
school.  Japan's  uniqueness  is  now 
tuiTiing  into  a  dangerous  hability. 


Contributing  Editor  Neff  covers 
Japanese  politics  and  finance. 
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Dnly  pan -European  cash 
management  bank  for 
Europe largest  airline. 

Tirst-ever  USCP  for 
any  Russian  issuer. 


jargest  Saudi  Arabian 
non- sovereign  financing. 


Financing  Clients'  Growth  in  Europe,  Middle  East,  and  Africa 

Helping  clients  grow  requires  detailed  understanding  of  their  businesses 
Bank  of  America  has  the  local  knowledge  and  global  resources  to  find 
creative  solutions  to  challenges  ranging  from  cash  management  to  risk 
management,  capital  raising  to  capital  markets.  Recent  successes 
demonstrating  our  capabilities  include: 

•  Pan-European  cash  management  for  British  Airways 

•  $77  million  USCP  program  for  Alfa  Bank  in  Russia 

•  $2.2  billion  expansion  project  for  Saudi  Yanpet 
Petrochemical  Company 

•  $300  million  USCP  program  for  Garonti  Bank  in  Turkey 

•  ECU  800  million  project  financing  for  Gefyra  SA's  bridge 
over  the  Gulf  of  Corinth  in  Greece 

•  $1 .5  billion  fully  underwritten  syndicated  loan,  Billiton  Pic 

These  are  just  a  few  of  the  ways  we've  helped  our  clients  innovate 
and  grow.  We  con  do  the  same  for  you. 

That's  power  in  motion.  That's  Bank  of  America  in  motion. 

I 


Every  business  has  problems. 
Are  yours  the  right  ones? 


The  right  problems  are  about  your  business. 

The  wrong  problems  are  about  your  technology. 

Example  Why  can't  I  open  up  the  attachment  in  this  e-mail? 

Example:  Why  are  Sales  and  Manufacturing  always  working  from 
different  numbers? 

The  irony  is  that  the  very  technology  that  purports  to  make  you  more 
efficient  can  sometimes  create  more  problems  than  it  solves. 

A  Digital_Nervous_System  can  help. 


&1998  Microsoft  Cof(-r)ration  All  rights  reserved.  Microsoft.  BackOffice.  Where  do  you  want  to  go  today''  and  Windows  are  either  registered  trademafks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  oth 


A  Digital_Nervous_System  relies  on  connected  PCs  and  integrated  software 
to  make  information  flow  more  rich,  rapid  and  accurate.  This  helps  you 
focus  more  on  your  business  and  less  on  your  technology. 

Example:  A  competitor  announces  a  price  cut.  You  and  your  team  brainstorm 
a  solution  online  and  e-mail  a  new  pricing  structure  that's  immediately 
accessible  to  everyone  who  needs  to  know.  Done. 

Examples:  Your  sales  people  need  more  up-to-the-minute  product  delivery 
information  in  the  field.  You  get  real-time  production  and  shipping  data 
poured  into  a  common  database  that's  secure  and  Web-accessible  by 
Sales.  Done. 

This  is  not  something  that  comes  in  a  box. 

You  build  your  own  Digital_Nervous_System,  over  time,  to  meet  the  unique 
and  changing  needs  of  your  company. 

The  foundation  of  any  Digital_Nervous_System  is  software  that  acts  alike, 
works  alike,  thinks  alike.  Microsoft^  Windows^  Office  and  BackOffice' 
provide  an  ideal  foundation  for  a  Digital_Nervous_System  because  we  built 
them  from  the  ground  up  to  work  with  each  other,  as  well  as  with  an 
industry's  worth  of  applications. 

in  the  end,  you'll  spend  more  time  with  the  problems  that  matter. 


Microsoft 


Where  do  you  want  to  go  today?' 

ivvj  Vi.AvUi  osoft.com/digital_nervous_system/ 
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STOCKS 


THEY'RE  NOT  AS 
LOONY  AS  THEY  LOOK 

P-e  ratios  are  loftier  than  ever.  But  don't  bail  out  just  yet 


Worried  about  the  sky-high  stoi 
market?  For  years,  investo 
who  sweated  about  that  cou 
look  to  the  mai'ket's  price-ear 
ings  ratio  and  take  at  least  some  coi 
fort.  Through  last  year,  even  as  p-e  r 
tios  climbed,  they  were  still  below  tl 
old  high  of  23  hit  in  the  early  199{ 
But  in  1998,  prices  accelerated  fai"  fast 
than  earnings.  Now,  the  market's  p- 
26.7  for  the  Standai-d  &  Poor's  500-sto 
index,  sits  at  a  level  that,  to  many,  d 
fies  logic. 

But  don't  head  for  the  hills  just  y( 
Those  p-e's  didn't  chmb  to  Himalay, 
heights  on  mindless  speculation.  Stoc 
price  multiples  ai-e  liigh  for  good  reasc 
Over  the  past  three  years,  reporti 
earnings  have  gi-own  by  more  than  50 
long-temi  interest  rates  have  fallen  frc 
nearly  8%  to  less  than  6%,  even 
gross  domestic  product  expanded;  a 
inflation  has  dropped  from  3.3%  to  1.4 
"Sure,  p-e's  look  high  by  historic 
standards,"  says  Richard  Bernste: 
chief  quantitative  strategist  at  Men 
Lynch  &  Co.  "But  how  many  times 
the  market's  history  have  you  had 
combination  of  gdp  growth  in  excess 
4%  and  inflation  under  1.5%?" 
HALCYON  DAYS.  Not  many.  The  yea 
1961-64  fit  the  bill,  and  diu-ing  that  f 
I'iod,  the  average  p-e  for  the  S&P  5 
was  19.  But  in  the  early  1960s,  econoi 
ically  sensitive  manufactming  and  ni 
ural  resource  companies  loomed  lar 
in  the  market.  Today's  market  is  dor 
nated  by  technology,  consumei-produ 
and  service  companies  with  less  depc 
dence  on  the  economic  cycle  and  mc 
predictable  earnings.  In  addition,  t 
economy — now  in  its  eighth  year  of  ( 
pansion — is  proving  to  be  far 
volatile  itself. 

Given  these  almost  ideal  econon 
conditions,  what  is  the  appropriate  i 
for  the  stock  mai-ket?  That's  one  of  t 
thorniest  questions  in  investing.  Mi  siii 
ket  watchers  don't  even  agree  on  wl  f 
number  should  be  plugged  into  the  p- 
denominator  Most  of  the  time,  the 
quoted  p-e's  are  based  on  the  past 
months'  earnings.  That's  a  fii-m  numl: 
that  investors  can  find  in  the  stock 
bles  every  day.  But  A.  Marshall  Ac 
Jr,  equity  strategist  at  Salomon  Sm 
Baniey,  says  it's  useless.  "Investors  let 
ahead,  not  back,"  says  Acuff.  "Wliy  n 
a  historical  number?" 

Factoring  in  projected  earnings, 
S&P  looks  a  bit  more  attractive:  a  p-e  f 
21.7,  according  to  First  Call  Corp.  Et 


Those  multiples  are  high  for  good  reason:  How  many  tir 


''s  based  on  pi'ojected  earnings  are 
jally  lower-  than  those  based  on  trail- 
j  earnings,  because  analysts  usually 
idict  profits  will  go  up.  The  fomard 
;  is  up  from  17.1  a  year  ago,  a  27% 
.ve,  but  that's  still  less  than  39%  gain 
stock  prices.  How  does  a  21.7  p-e 
ied  on  forecast  earnings  compare  with 
>  early  1960s  and  other  periods  of 
;h  stock  valuation?  "We  just  don't 
jow,"  says  Stanley  Levine,  director  of 
^lUititative  research  at  First  Call.  "Wall 
•  -eet  didn't  even  start  collecting  Barn- 
's estimates  until  the  early  1970s." 
Still,  any  way  you  slice  it,  a  p-e  of  22 
forward  earnings  is  a  big  number, 
d  it's  most  troubling  for  market  vet- 
.ns  who  struggle  to  gi'asp  the  idea 
t  the  economy  is  in  a  new  era  of  high 
rket  valuation.  "I  have  over  40  years 
nvesting  experience,  and  it  has  been  a 
idicap  right  now,"  says  Robert  H.  Sto- 
)  [  of  Stovall/Twenty-First  Advisers.  "I 
r  ied  at  p-e's  and  thought  they  were 
ih,  but  32-year-old  managers  don't 
e  that  problem.  iTiey  keep  on  buying, 
i  i  so  far,  they've  been  right." 
'  5tovall  thinks  high  p-e's  can  be  justi- 
1 1  for  many  of  the  brand-name  stocks 
I'.t  have  high-quality  products  and 
ibal  distribution — such  as  Coca-Cola, 
ette,  and  Microsoft — in  an  era  of  low 
irest  rates  and  slow  global  economic 
'  wth.  He  continues  to  hold  such 
ccks  but  is  putting  new  money  to 
!*k  in  less  glamorous  companies  such 
iChiquita  Brands  International  Inc. 

Midway  Aii'lines  Corp. 
i;  'ONENTIAL.  Edward  M.  Kerschner, 
neWebber  Inc.'s  chief  investment 
itegist,  argues  that  many  investors 
e  underestimated  the  power  of  the 
market  because  they  haven't  prop- 
tjauged  the  impact  of  lower  interest 
s  and  lower  inflation.  Kerecliner  says 
fair  value  of  equities  increases  at 
accelerating  rate  as  inflation  falls, 
isider  a  company  with  a  15%)  eam- 
^-growth  rate  when  inflation  is  5%. 
schner  says  its  p-e  should  be  about 
Cut  the  inflation  rate  to  3%,  and 
I   p-e  for  that  15%  earnings  gi'owth 
1  ■  doubles  to  30.  Cut  inflation  another 
!  It,  to  2%,  and  the  fair  p-e  jumps  to 
I  e  than  60.  Says  Kerschner:  "Just  as 
'  1  a  bond,  when  you  lower  the  rate  at 
"  ch  you  discount  the  earnings,  the 
'  le  increases  exponentially." 

iHother  market  veteran,  Kenneth 
^  an  of  Safian  Investment  Research, 
'  <n't  think  the  s&p  gives  a  good  pic- 
'  ■  of  the  market.  Instead,  Safian  uses 


an  average  of  30  large  gi'owth  stocks 
and  adjusts  p-e's  for  debt.  His  reading: 
The  p-e  is  now  39,  compared  with  35-36 
at  other  market  peaks.  Still,  he  says, 
interest  rates  are  low  enough  to  allow 
p-e  to  notch  up  to  the  low  40s  before 
the  market  is  dangerously  ovei^valued. 

There's  some  evidence,  too,  that  the 
lightning-like  ranup  of  large-cap  growth 
stocks  is  distorting  p-e's  for  the  mar- 
ket as  a  whole  and  that  the  average  in- 
vestor's portfolio  has  a  more  reasonable 
multiple.  Martin  M.  Hertzberg,  direc- 
tor of  research  at  dais  Group,  says  if 
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DATA,  BLOOMBERG  FINANCIAL  MARKETS 


you  calculate  the  p-e's  of  the  s&p  500 
companies  equally  instead  of  weighting 
them  by  the  market  value  of  the  com- 
panies, the  p-e  I'atio  is  more  modest — 
just  21.6,  nearly  19%  lower  than  the 
cuiTent  26.7.  "The  General  Electrics  and 
Microsofts  are  drowning  everything 
else,"  says  Hertzberg.  That  suggests 
that  while  the  s&p  500  has  a  high  valu- 
ation, most  portfolios,  which  are  equal- 
weighted  rather  than  capitalization- 
weighted,  are  more  reasonably  priced. 
SQUASHED  THUMBS.  In  considering  the 
p-e  question,  the  biggest  trap  that  in- 
vestoi's  can  fall  into  is  to  rely  on  age-old 
iTjles  of  thumb  that  once  worked  but 
no  longer  hold  up.  The  dividend-yield 
rale — sell  when  the  market  yield  drops 
below  3% — would  have  sidelined  in- 
vestors six  yeai's  ago.  The  price-to-book- 
value  yardstick  broke  when  the  compo- 
sition of  the  market  changed  from 
asset-intensive  manufacturing  to  asset- 
light  but  knowledge-intensive  service 
and  marketing  companies. 

With  this  in  mind,  says  Kerschner, 
it's  a  foolish  rule  to  assume,  just  be- 
cause the  long-teiTn  average  p-e  is  15, 
that  p-e's  must  return  to  that  average. 
"My  average  age  is  23,  but  I'm  never 
going  to  be  23  again,"  laughs  Kerschner. 
"That  'I'eversion  to  the  mean'  thinking  is 
a  naive  assumption.  That  was  what  in- 
vestors did  when  they  didn't  have  any 
better  way  to  analyze  the  market,  so 
you'd  assume  the  average.  With  the 
computers  and  information  we  have  to- 
day, you  don't  need  to  do  that." 

Men-ill's  Bernstein  looks  at  the  stock 
market's  p-e  tlu'ough  many  models,  and, 
he  admits,  right  now  the  answers  are  a 
mixed  bag.  "The  market's  high,"  he 
says,  "but  not  apocalyptically  overpriced 
as  it  was  in  1987."  Back  then,  interest 
rates  were  moving  towai'd  10%.  He  says 
perhaps  the  most  prophetic  numbers 
come  from  the  audiences  of  investors 
he  meets.  "I  always  ask  how  high  they 
think  inflation  is,  and  they  usually  come 
in  at  2.5%  to  3%,"  he  adds.  "The  real 
number  is  half  of  that." 

That,  says  Bemstein,  means  inflation- 
ary expectations  are  far  too  high.  "A 
resui'gence  of  inflation  could  IdU  the  p-e's, 
but  where  is  it  going  to  come  from?" 
he  asks.  And  a  recession  would  also  de- 
flate the  p-e's,  yet  that  seems  just  as 
unlikely,  given  the  current  economic 
scene.  So  p-e  ratios,  high  as  they  are, 
still  seem  justifiable — and  who  knows, 
they  may  even  have  room  to  expand. 

By  Jeffrey  M.  Lademmv  in  Nev)  York 


V  you  had  growth  above  4%  and  inflation  less  than  1.5%? 
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COMMENTARY 

By  Gary  Weiss 

HOW  THE  SEC  IS  PASSING  THE  BUCK  ON  MICROCAPS 


At  fii'st  glance,  it  seems  like  a  per- 
fectly intelligent,  common-  sense 
way  of  dealing  with  microcap 
fi-aud.  Simply  beef  up  the  niles  gov- 
erning "market  makers"  who  trade 
over-the-counter  stocks,  and  require 
them  to  learn  about  the  stocks  they 
trade.  They  should  study  the  compa- 
nies' financial  statements  and  keep 
an  eye  peeled  for  fraud.  And  if  they 
find  evidence  of  chicaneiy?  W'eW. 
they  should  drop  such 
craddy  stocks,  and  fast. 

This  little-publicized 
proposed  change  in  secmi- 
ties  law  is  a  ci-ucial  com- 
ponent of  the  Sectuities  & 
Exchange  Commission's 
campaign  against  microcap 
fi-aud.  It  tai'gets  a  vast, 
trouble-plagued  segment 
of  the  mai-ket^.eOO 
stocks  trading  on  the  OTC 
Bulletin  Boai'd  and  Pink 
Sheets,  which  include 
stocks  too  small  to  be 
traded  on  the  stock  ex- 
changes or  NASDAQ.  Such 
stocks  accoimt  for  S20  bil- 
lion in  volume  a  year. 
Tradei-s  have  long  noted 
that  OTC  stocks,  many  little  more 
than  fictitious  "shells"  disguised  as  le- 
gitimate companies,  ai-e  a  hotbed  of 
fi-aud  and  manipulation  by  shady 
"chop  house"  brokei-s  (BW — Dec.  15, 
1997). 

Comments  have  begim  to  pom-  into 
SEC  files  in  recent  days,  and  the  reac- 
tion is  predictable:  ^\'all  Street  liates 
it.  Critics  include  the  Secui-ities  In- 
dustn-  Assn.  and  the  National  Quota- 
tion Bui-eau.  which  publishes  the  Pink 
Sheets.  Major  Street  fh-ms  ai-e  ex- 
pected to  weigh  in  against  the  pro- 
posal in  coming  days. 
CRUSHIKMS  UABIUTY.  Pioponents, 
mainly  state  regulatoi-s,  say  the  idea 
is  a  major  step  foi-wai-d  in  the  wai- 
against  secm-ities  fi-aud.  But  Street 
critics  ai-gue  that  the  proposal  is 
overly  broad — covei-ing  bonds,  closely 
held  coi-porations.  and  foreign  issues 
as  well  as  small  stocks.  They  say  it 
would  cmtail  liquidity  in  the  mai-ket 
for  microcap  stocks.  Downplayed  in 
the  comment  lettei-s  is  the  Street's 
primai-A'  concern — potentially  cnishing 


liability  fi-om  lawsuits  by  disgmntled 
investoi-s. 

The  secui-ities  industi-j-'s  opposition 
is,  of  com-se,  self-sening.  But  this 
time,  the  Street  is  right.  The  agencj-'s 
pi-oposal  is  an  awftil  idea.  It  would  in- 
deed reduce  liquidity  and  would  do 
painfully  Kttle  to  fight  microcap  fi-aud. 
Tlie  proposal  would  even  play  into 
the  hands  of  scamsters — ^by  discom-- 
aeine  shoit-selling  of  scuzz\-  stocks. 


The  SEC  proposal 
wouldn't  fight  fraud 
-and  might  even  play 
into  scamsters'  hands 


Mai-ket  makers  can't  be  lumped 
together  with  the  brokerages  that 
clear  trades  for  microcap  firms,  who 
often  ai-e  the  first  to  see  the  "red 
flags"  of  stock  fi*aud,  such  as  mas- 
sive commissions  and  mai-kups. 
Regulators  ai-e — coiTectly — working 
on  ways  to  force  cleai-ing  fii-ms  to 
pass  on  e%idence  of  stock  fi-aud.  But 
in  this  proposal,  the  agency  seems 
to  be  tning  to  pass  the  buck — 
shifting  onto  brokers  the  SEC's 
responsibility  to  halt  trading  in 
shady  OTC  stocks.  Asserts  R. 
Cromwell  Coulson.  chairman  of  the 
National  Quotation  Biu-eau:  "Market 
makers  should  make  mai-kets. 


Regulatoi-s  should  regulate  mai-kets." 

At  issue  is  Rule  15c2-ll,  adopted 
in  1971  as  a  way  of  ctu-tailing  traffic 
in  outwai-dly  bogus  OTC  stocks.  The 
regulation  requii-es  a  market  maker 
to  pei-use  a  company's  financials  if  it 
is  the  fii-st  fii-m  to  trade  that  stock 
over-the-counter.  The  SEC  now 
wants  the  rule  extended  to  all  bro- 
kers who  make  a  mai-ket  in  OTC 
stocks — not  just  the  first  to  begin 
trading  such  stocks.  After 
re\iewing  financials.  says 
the  SEC.  "responsible  bro- 
ker-dealers should  refi-ain 
ft-om  pubhshing  quotations 
for  questionable  securities.' 
MANIPULATION.  That's  just 
what  the  scamsters  want. 
\Mien  shady  brokei-s  domi- 
nate the  mai-ket  for  a 
stock,  they  don't  want  "re- 
sponsible broker-dealei-s" 
horning  in.  They  want  theii  i 
stocks  traded  by  fellow 
"chop-house"  brokei*s, 
whom  they  can  coimt  on  to 
manipulate  prices.  And 
since  the  i-ule  wotdd  pre- 
vent market  makei-s  fi-om 
issuing  quotes  if  they  think  i 
the  stock  is  fi-audulent.  it  would  dis- 
coui-age.  if  not  prohibit,  short-sell- 
ing— the  bane  of  stock  scamsters. 
(Most  shoit-sellers  of  OTC  stocks  ar< 
mai-ket  makei-s.)  "Why  do  they 
want  us  to  investigate  stocks'?  Why 
doesn't  the  sec  pass  a  rale  requir- 
ing themselves  to  do  that'?"  one 
shoit-seller/mai-ket  maker  asks 
caustically.  _  , 

Why  indeed.  Tlie  way  to  stamp  ou  i 
OTC  stock  fi-aud  is  for  the  sec  to  woit ' 
more  closely  with  fedei-al  and  local 
prosecutoi-s  and  put  scamstei's  behim 
bars.  Tlie  sec  should  also  act  more 
\igorously  to  halt  trading  in  shady 
OTC  stocks,  and  extend  that  authoritj 
to  the  National  Association  of  Securi- 
ties Dealei-s — a  move  supported  by 
state  regulatoi-s.  Shifting  that  burder 
to  mai-ket  makei-s  is  more  than  just 
an  ill-conceived  idea.  It  actually  woul 
lend  a  hand  to  the  scamsters  the  SB? 
is  ti-jing  to  fight. 


Seyiior  Writer  Weiss  covers  securi- 
ties fraud. 
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(HAT'S  MAKING 
-TEL  BOOGIE? 

'ernet  fever  and  short-sellers  seem  to  be  driving  the  action 


he  way  the  stock  of  k-tel  Interna- 
tional Inc.  has  rocketed  lately,  you 
nnight  think  the  music  retailer  has 
1  hyping  shares  on  late 
t  television.  Something 
its  commercials  for  mu- 
ompilations:  "If  you  buy 
iL  now,  we'll  throw  in  a 
iction  of  disco  from  the 
—plus  a  full-color  annual  report!" 
fter  all,  as  recently  as  Apr.  8,  Min- 
)olis-based  k-tel  was  residing 
ymously  in  Nasdaq's  lower  reaches, 
ing  at  6Vs  on  a  paltry  volume  of 
shares.  Less  than  a  month  later, 
iiare  price  had  risen  tenfold,  with 
;rading  volume  on  Apr.  20  blasting 
14  million  shares  (charts).  On  May 
)ne,  K-TEL  shares  vaulted  by  19M, 
I'r.  hitting  a  new  high  of  67M.  A 
later,  the  stock  exhibited  wild 
1  s-wings:  down  6  points  early  in 
morning,  up  8  to  10  in  the  after- 
,  then  down  again  just  before  the 
closing  bell.  Final 
tally:  up  %,  on  a 
\'olume  of  near- 
ly 13  million 
shares. 
What  makes 
:his  all  the  more 
curious  is  that  k-tel 
only  3.8  million  shares  outstand- 
a  razor-thin  float.  More  than  70% 
lose  are  held  by  Chief  Executive 
p  Kives  and  other  insiders.  All  of 
h  gives  credence  to  widespread 
icion  that  k-tel  is  being  caught 
1  a  colossal  short  squeeze,  k-tel's 
utives  refused  comment.  So  did 
espeople  at  nasdaq  and  the  Secu- 
-  &  Exchange  Commission, 
mie  traders  see  signs  of  manipula- 
"There  are  individuals  who  will 
■h  the  Internet  for  companies  with 
floats,  thin  market  capitalizations, 
very  little  in  the  way  of  investor 
•il,"  says  Tony  Elgindy,  chairman  of 
West  Securities  Inc.  in  San  Diego. 
I  they  will  create  an  aura  around 
'  situations."  David  Barney,  editor 
nek  Investor  Trading  News,  a  tiny 
in  (Tex.)-based  Internet  newsletter 
recently  issued  two  "strong  buy" 


recommendations  on  k-tel,  says  he  has 
been  fielding  calls  fi-om  people  wonder- 
ing how  he's  manipulating  the  stock,  a 
charge  he  vehemently  denies. 
"We  came  out  with  a  $100 
price  target  for  the  stock," 
he  says.  "But  that  was  a 
12-month  target,  not  a  12- 
day  target." 
Elgindy,  a  known  short,  says  he  re- 
versed his  sell  position  on  k-tel  after 

K-TELS  SUDDEN  SURGE 


APR.l, '98 
A  MILLIONS  OF  SHARES 
DATA  BLOOMBERG  FINANCIAL  MARKETS 

the  stock  closed  at 
$21,125  on  Apr.  16, 
and  reckoned  then 
that  it  could  rise 
as  high  as  $50  in 
the    following  12 
months.  Elgindy  re- 
versed course  again 
May  1,  when  he  terminated 
coverage  of  the  stock  with  a  sell  rating. 

k-tel's  fundamentals  are  certainly 
no  gi"eat  shakes.  For  the  nine  months 
ending  Mar.  31,  it  earned  $693,000,  or 


9(Z  a  share  (reflecting  a  recent  2-for-l 
split),  on  sales  of  $64.8  milhon.  Says 
Michael  Murphy,  editor  of  the  Over- 
priced Stock  Service  newsletter:  "We 
now  have  a  market  capitalization  of  al- 
most $300  million  on  a  company  that  in 
a  really  good  year  can  earn  something 
hke  $4  million." 

"SOMETHING  IS  ROTTEN."  The  many  on- 
Hne  investment  message  boards  con- 
tain a  lively  discussion  of  k-tel's  stock 
performance.  "Something  is  rotten  in 
Denmark,"  wi'ote  an  investor  at  The 
Motley  Fool  Web  site.  "Right  now,  it's 
not  even  a  stock,  it's  a  trading  ma- 
chine," says  Barney.  Adds  Axxel  Knut- 
son,  managing  du'ector  of  Janssen/Mey- 
ers  Associates  in  New  York,  one  of  the 
few  Wall  Street  houses  to  follow  the 
stock:  "Anytime  you  see  something  like 
this  happening,  you  know  investors  are 
in  there  smoking  something." 

k-tel's  leap  from  oblivion  to  the 
spotlight  began  on  Apr.  9,  when  it  un- 
leashed plans  to  sell  compact  disks  on 
the  Web.  From  that  point  on,  albeit 
with  a  few  steps  backward  en  route, 
the  stock  headed  due  north.  The  new 
site,  called  k-tel  Express 
(www.ktel.com),  was  launched  on  May  1 
and  generated  a  million  visits  in  its 
fii'st  three  days  of  operation,  k-tel  also 
recently  struck  a  deal  with  bpi  Com- 
munications Inc.  to  display  the  Bill- 
board music  charts  at  the  site  and 
reached  an  agreement  with  RealNet- 
works Inc.  to  help  consumers  create 
customized  CDs  online. 

But  such  developments  belie  the  fact 
that  most  folks  think  k-tel's  share 
price  is  ready  for  a  fall.  Some  investors 
plunged  in,  analysts  suggested,  even 
after  Barron's  ran  a  negative  wiiteup 
on  the  company  in  its  Apr.  20  issue, 
luring  a  horde  of  short-sellers. 

Knutson  is  so  convinced  that  k-tel's 
stock  is  overvalued  that  he  put  a  pro- 
hibition on  accepting  buy  orders.  "If 
we  see  something  that  is  patently  un- 
suitable and  irrational,  we  have  an 
obligation  to  refuse  the  order,"  he  says. 

Indeed,  when  one  client 
ied  to  buy  10,000 
k-tel  shares  when 
the  stock  was 
trading  at 
around  $45,  "we 
gave  him  Menill 
Lynch's  phone 
number,"  Knutson 
says.  Given  where 
k-tel's  stock  has  gone 
since,  that's  one  customer  he  may  not 
be  hearing  from  again. 

By  Edward  C.  Baig  in  New  York, 
with  Gary  Weiss 
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Analyzing  Information 
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Finance 


COIViMENTARY 

By  David  Greising 

WHEN  BANKS  ACT  LIKE  BROKERS,  WHO  REGULATES? 


The  abusive  atmosphere  at  the 
securities  division  of  Nations- 
Bank Corp.  in  the  early  1990s 
was  shocking  even  for  veteran  stock- 
brokers. Working  at  the  bank's 
branches,  several  recalled,  they  were 
told  to  hawk  NationsBank's  invest- 
ment products  to  bank  customers 
without  explaining  that  they  were 
brokers,  not  bankers.  When  elderly 
customers  came  in  to  I'oll  over  jumbo 
certificates  of  deposit,  bank  tellers 
got  a  cut  of  the  commissions  for 
turning  them  over  to  brokers  who 
sold  them  NationsSecurities'  risky 
closed-end  bond  funds  instead. 

Wlien  NationsSecurities'  brokers 
complained  to  their  bosses,  say  ex- 
employees,  they  got  the  brush-off. 
According  to  the  ex-brokers,  Chai'les 
King,  then  executive  vice-president  of 
NationsSecurities,  told  them  to  keep 
seUing;  sales  targets  would  be  raised, 
he  warned,  not  lowered.  Meanwhile, 
the  main  fimd  they  were  hawking. 
Nations  Tei-m  Trust  2003,  lost  35%  of 
its  value  in  just  seven  months,  in  part 
because  of  investments  in  risky  deriv- 
atives. They  later  regained  the  losses. 

When  BUSINESS  week  fii-st  report- 
ed the  troubles  at  NationsSecuiities 
nearly  four  years  ago,  NationsBank, 


paid  to  settle  class  actions  in  two  cus- 
tomer and  administrative  complaints 
in  Florida,  Texas,  and  South  Carolina. 

But  let's  not  cheer  regulatoi's  for 
their  aggr-essive  enforcement  just  yet. 
The  bank  got  off  easy.  Our  balkanized 
regulatoiy  system's  mles  would  have 
made  it  difficult  to  hold  personally  I'e- 
sponsible  top  bank  executives  such  as 
CEO  Hugh  L.  McColl  Jr.  and  other  of- 
ficials foi'  a  bank's  misdeeds.  The  case 


"Any  one  agency  alone 
can  be  frightened  of  an 
institution  as  large  and  powerful  as  NationsBank" 

DESPITE  PAYING  $6.75  MILLION,  THE  BANK  GOT  OFF  EASY 


based  in  Charlotte,  N.  C,  denied  any 
improper  sales  practices  and  said  it 
had  no  problem  with  procedm-es  at 
NationsSecurities.  But  on  May  4,  the 
bank  forked  over  $6.75  million  to  set- 
tle administrative  proceedings  with- 
out admitting  or  denying  allegations 
of  misleading  sales  practices  brought 
by  banking  and  securities  regulators. 
King  and  two  other  bank  officials  per- 
sonally were  fined  and  suspended  as 
brokers  for  up  to  six  months.  King 
could  not  be  r-eached  for  comment. 
The  bank  says  the  settlement  "puts 
the  issue  behind  us." 

Those  fines  come  on  top  of  more 
than  $60  miUion  NationsBank  has 


shows  how  difficult  it  is  to  regulate 
stockbrokers  worldng  for  banks,  in 
part  because  bank  regulators  usually 
lack  the  skills  or  the  inclination  to 
root  out  seciuities  fi-aud. 

The  timing  of  the  NationsBank  set- 
tlement may  prove  opportune, 
though.  It  could  add  much-needed 
weight  to  calls  for  refoiTO  as  Con- 
gi'ess,  starting  this  month,  considers  a 
bill  to  modernize  banking  regulation. 
As  part  of  an  effort  to  biing  Repre- 
sentative John  D.  Dingell  (D-Mich.) 
on  boai'd.  Republicans  have  agi'eed  to 
accept  a  series  of  amendments  that 
would  strengthen  "functional"  regula- 
tion of  financial  services.  Translated 


fi-om  Beltway-speak,  that  means  bank 
divisions  that  act  like  brokerage  firms 
would  be  regulated  as  brokerage 

filTOS. 

It's  an  idea  whose  time  is  long 
overdue.  Banks  have  pushed  to  stay 
under  the  umbrella  of  banking  regula 
tors,  who  have  precious  little  experi- 
ence with  brokerage  dening-do.  But 
in  an  era  when  every  ambitious  bank 
is  copying  the  playbook  of  Merrill 
Lynch  &  Co.,  not  J.  R  Morgan 
&  Co.,  that's  a  recipe  for  regula 
toiy  imdersight.  It  leaves  regu 
lators  unable  to  stop  sleazy  sell 
ing  practices  by  stockbrokers 
dressed  in  bankers'  pinstripes. 
Paul  V.  Gerlach,  associate  direc 
tor  for  enforcement  at  the  sec,  | 
says  misdeeds  hke  those  at  Na- 
tions-Seciuities  "are  not  an  iso- ; 
lated  problem."  And  the  sec  haJ 
a  hard  time  cracking  down  be- 
cause banks  "are  not  subject  to 
the  full  panoply  of  secuiities 
laws." 

INTIMIDATING.  The  challenges 
for  regulators  grow  more 
daunting  as  banking-industry  | 
consolidation  accelerates.  Give: 
its  proposed  merger  with 
BankAmerica  Corp.,  Nations- 
Bank is  set  to  become  one  of 
the  country's  largest  brokeragi 
firms.  The  pending  merger  of 
Ti-avelers  Group  and  Citicorp 
would  bring  the  enth-e  Salomoi 
Smith  Barney  opei'ation  under  the 
umbrella  of  banking  regulators.  0th 
er  big  banks  have  already  acquired 
their  own  brokerages  or  are  expect 
ed  to  do  so  soon.  David  Cray,  a  for- 
mer NationsSecurities  broker,  now 
an  independent  broker,  who  first 
brought  charges  against  the  fii'm  fou 
years  ago,  frets  that  big  banks  intira 
idate  regulators.  "Any  one  agency 
alone  can  be  frightened  of  an  institu 
tion  as  large  and  powerful  as 
NationsBank,"  Cray  says.  But  if  reg- 
ulatory reforms  cause  all  the  agen- 
cies to  work  together,  they  might 
have  the  clout  to  finghten  even  the 
giants  like  NationsBank. 


Greising  covers  banking  from  At- 
lanta. Paula  Duryer  in  Washington 
contributed  additional  reporti'ng. 
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800/638-4833  •  E-mail  sales@dasher  com 


Corporate  Promotions 


Inexpensive  Corporate  Giveaways 
tliatREAUY  work -don't  get 
tiirown  away! 


Custom  Designed  Leather  Bookmarks 

Clients  love  them  and  are  constantly 
reminded  of  YOU  Visit  our  Web  Site 
www  leatherbookmarks  com 
OR 

Send  us  your  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  free  of  charge 
AMEROPEAN  CORPORATION 

/  Corporate  Ur ,  109C  North  Haven,  CT  06473 
Tel  203  239-0448       Fax  203  234-8820 


Franchising 


Franchise 

your  business! 

Call  lor  information  on  franchising  and 
"Franchise  Your  BusinessI"  seminars 
scheduled  throughout  the  country 

Francorp 

1-800-FRAWCHISE  (1-800-372-6244)  ^ 


Education/Instruction 


AWARD  WINNING 
DISTANCE  I 
EDUCATION  1 

MBA  &  MS  Degrees  | 
Execwtfve  EdNicalien 


800.441.4746 

v/wwJsimu.edu 

Disfance  Education  Training  Council 


Business  Services 


OFFSHORE 

CORPORATIONS 


♦  Protection,  Privacy,  Ta\-Frec 

♦  Nominees,  Bank  Accts,  Credit  Cards 

♦  Lie.  Offices:  Las  Vegas  -  Nassau 

♦  Hal  Rale  Fees,  Nevada  (  orps.  $95 


ORDER  . BY  PHONE  FREE  INFO 

1-800-997-2550 


SAVE  30%  to  50% 


3  TO-A-PAGE 

BlMNKSS  (JIHCKS 

Laser/InkJet 

C^o.viPi  TER  Checks 

<  .ill  hir  .1  FUHF  bnichurc 

1-800-239-4087 

Designer  Checks 

www  (.Icsigiu  rc  hecks  com 


100%  SATISFAGION  GUARANTEED 


INCORPORRTE 


FREE  Information 
All  U.S  Slates  and  Offsfiore 
Attorney  owned  and  operated 

1-800-672-9110 

www.coipcrcations.com 


TRRDEMRRK 


RESEARCH  REPORTS 


■  20,000  ACADEMIC  TOPICS  AVAILABLE! 

I  Send  S2  for  the  290  page  catalog 

I  Cusloni-wfitlen  icporls  also  available 

.  RESEARCH  ASSISTANCE 

'  11322  laaho  Ave,  #206BF 

I  Los  Angeles,  CA  90025 

1  TOLL  FREE  HOTLINE:  800-351  0222 


http:  //www.research-assistance.com 


MBA  BY  Distance  Learn 

Ma\oi  Britisti  university  offers  accreditee)  UBl 
Bachelor's  or  GIvlAT  needed  Chosen  by  Econi 
Intelligence  Unit  as  ore  of  world's  best  IVIBA  piogi 

HERIOT-WAn  UNIVERSITY  I  (800)  MBA-i 
North  American  Distributor  I  •  Ask  foi  ex 
6921  Stockton  St,  Suite  2,  El  Cerrito,  CA  945 
For  immediate  FaxBack  literature:  tram ) 
tax  mactiine's  phone,  call  (510)  486-890 


F,^K\  YdUK  0)LLK,h  DH.m  Al  H(l 

•  ACCREDITED  BS  ,  1^  S  ANDMBA 

•  Business  Admmislialion,  finance.  Accounlmg,  MIS,  I 
Caie  Admiii .  Environmental  Science'Sludies/Mqmnl 
Psychology,  Paralegal  Studies  &  Criminal  Justice 

•  Appioved  by  maior  companies 

FREE  CATALOG 
1.800-767-CHAD  I 
www.chadwick.edu 


University  Degre 


Approved  Self  Paced  Home  St 
Associate  Bactielors  Masters  Doc 
Emphasis  in  Business  Admin  Public  Ac| 
Health  Care  Admin,  Human  Resoui 
Finance,  Int  I  Business,  Tech  Mgmt, 
Paralegal.  Psychology,  Computer  Scii 
tittp://www.scups.edu 
Email;  enroll@scups.edu 
1-800/477-2254  (24  tirs) 
Soutttern  California  Universit 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  9! 


c  i 

i 


Business  Services 


For  as  little  as  $39  plus  state 
we  will  form  your  Corporation  oi 
in  any  state.  Last  year  our  coi 
nies  incorporated  over  10( 
businesses.  We  specializt 
assisting  first-time  incorpora 

In  as  little  as  5  minutes 
the  phone  we'll  take  your  ordei 
in  most  states  you  will  be  incc 
rated  in  just  24-48  hours.  Nof( 
to  fill  out,  we  do  all  the  work! 

Call  now  to  set  up  your  com 
or  get  our  free  guide  to  incc 
rating  today! 

800-877-422 

302  998  0598  •  FAX  302-998-> 
www.corporote.com  •  CompuServe:  G 
Email:  info@corporale.com 

CORPORATE  AGENTS, 

Since  1899 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BOSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Business  Opportunities 


ange  Business  l  oans  and 
jipment Leases ftom  Sl.OOOto 
million.  No  co-brokering.  Work 
;ctly  w/National  Lenders, 
•mited  earnings  potential  and 
dual  income. 
.OR  brochure  and  FREE 
^     computer  disk 

1  VLL  1-800-336-3933 

^,       The  Loan  Consultants,  Inc.  . 


350K  Potential  Annually  > 

HOME-BASED  BUSINESS 

mg  4  Pre-Qualified  Leads  Per  Day 
le-time  start-up  less  than  $10K 
pid  ROI  -  $75K  possible  first  few 
lonths.  Break-thirough  product 

Work  from  phone,  fax. 
Complete  training.  Not  MLM 

REEDOM  ASSOCIATES 
1-800-432-0018  X5257  y 

Financial  Services 


i;    Your  Legal  Fortress 

^B^^^    t  .Mternative  Estate  Planning 
S^j.    t  L'niqi.e;Cost-Efrectivc 
^^^^^H  t  Tax/Iiicoiiic  Optimi/^iioii 

olid.  Specialty  Legal-Financial  Techniques 
ed  to  protect  anyone's  Income,  Assets, 
icy  from  Public  or  Private  Challenge. 

00)935-5171  x3863  (x FUND) 


RIDE  THE 
DEREGULATION  WAVE! 

Need  sales  agents  to  cash  m  on 
electncal  deregulation.  Sell  our  equipment 
to  mid-sized  customers.  Sales  kit  $75. 
money  back  guarantee  IVIore  details: 

www.powergy.com 
Powergy,  111  Chestnut  Street 
Providence,  Rl  02903-4151 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


-  in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-331-0312 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


DON'T  MISS  THE  OPPORTUNITY 
TO  ADVERTISE  IN  THE 
USINESS  M^EE/C  MARKETPLACE  AND 
EACH  OVER  6  MILLION  RESPONSIVE 
READERS  WITH  THE  EDUCATION, 
=INANCIAL  ABILITY  AND  INTEREST 
TO  RESPOND  TO  YOUR  OFFER. 

The  next  Marketplace  section 
closes  on  April  27th  for 
the  June  8th  issue. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


Business  Opportunities 


CONSULTANTS 


International  firm  expanding  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB805 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-^227,  Ext.  12 
FAX:  (610)  775-9686 


Sports  Equipment 


1  Tennis  Tutor 

Portable  Ball  Machine 

#1  Worldwide  irum  '*'699 

,  ,  ^  800-448-8867 

www.sportstiitor.com 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE  EEEEEE,  SIZES  5-13 

FREE  catalog  •High  guality160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55E  Hmgham,  MA  02043 
1-800-992-wiDE  www.wideshoes  com 


Books /Videos 


What's  The 
Smartest  $19.95 
Investment 

You'll 
Ever  Make? 


1 


It  just  may 
be  lliis 
tasciiiatiiiL' 
book. 
^  written 
b\  one  of 
the  ciHinlry's  top  money 
managers.  You'll  find  useful 
infomiation  on  inflation, 
insurance,  budgeting,  invest- 
ing and  debt  reduction  — 
and  the  steps  you  can  take  to 
reach  your  Iniancial  dreams, 
.lust  $19.95.  including  ship- 
ping and  handling. 

To  place  your  ordtr,  or 
for  a  frt'i'  brochiiri',  call: 

l-SOO-234-3445,  ext.  154 

OKKR  PUKMSHIN(;.  IN(  . 


".Sii|X'rh  .idsice  from  the  ulliinale  pro," 
Malcolm  S  lorhcs.  Ji 


Publishing 


Have  you  written  a  BOOK? 


Bl-iiiii  ,1  puhhsiicii  juilior  ,..111  he  .1  iuil'i 
hoo.st  10  your  career.  We  are  the  suh,<ni\ 
publrsher  with  a  bitj  diflerence 
Call  lor  our  hrochiire  (8O111  648-->f>46. 
or  check  our  wet^  site  lisleil  below. 


www.LondonBooks.com 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  .JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards, 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

-  Full  athletic  program 

■  Band,  Fine  Arts,  and  Aviation 
.  Affordable  Tuition 

-  Located  on  Lake  Lanier  in  North  GA 

-  www.cadet-com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

PROWLERS  AT 
PinSTON  BRINKS? 

Remember  Brinks  armored  cars? 
They're  now  a  part  of  Pittston  Co. 
called  Pittston  Brinks  Group  (pzb). 
Pittston  Brinks  stock,  currently  at  39, 
was  created  in  Januaiy,  1996,  to  reflect 
just  the  results  of  its  security  unit. 

(Pittston  has  oth- 


AN  OFFER  MAY 
SET  OFF  ALARMS 


NOV.  14,  '97 
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er  such  tracking- 
stocks:  Pittston 
Burlington  and 
Pittston  Minerals.) 
Less  well-known 
•than  the  ai-mored 
cars  is  Pittston 
Brinks's  other 
arm:  the  home 
burglar  alarm 
business.  That's 
the  part  catching 
the  ear  of  some 
major  investors. 
Why?  In  home  se- 
curity, Pittston 
Blinks  was  second 
only  to  Tyco  International's  adt,  but  re- 
cent takeovers  have  pushed  it  down  to 
No.  4.  So  they  think  Blinks  is  boimd  to 
be  part  of  the  industry's  consolidation. 

Whispers  are  that  a  biggie  is  poised 
to  pounce  on  Brinks's  home-security 
operation,  which  last  year  provided 
16%  of  sales  but  40%  of  earnings.  One 
New  York  investment  banker  figoires 
the  unit  is  worth  50  a  share,  based  on 
monthly  recurring  revenues,  sub- 
scribers growth,  and  adjusted  earn- 
ings. After  Tyco,  major  players  include 
Ameritech,  Alamignard,  and  Western 
Resources,  which  bought  80%  of  Pro- 
tection One  in  1997. 

Analyst  Jeff  Kessler  of  Lehman 
Brothere  thinks  the  stock  is  trading  weO 
below  its  breakup  value  of  more  than 
60,  and  says  "the  value  of  the  residen- 
tial-security unit  continues  to  increase." 

Some  investors  snapping  up  shares 
ai'gue  that  Pittston  Brinks  is  cheap  rel- 
ative to  the  value  of  its  home-secmity 
business.  This  unit,  seiwig  511,000  U.  S. 
and  Canadian  households,  isn't  getting 
the  proper  valuation,  they  say,  because 
it  is  part  of  a  larger  company. 

To  put  Brinks's  home-security  on 
an  even  footing  with  its  rivals  such 
as  Protection  One  and  AlarmgTiard, 
the  unit  needs  to  either  be  sold  or 
spun  off  from  Pittston  Brinks.  Tiger 


Management  owns  more  than  7%  of 
Pittston  Brinks,  and  Fidehty  nearly 
5%.  Pittston  spokesman  Frank  Har- 
tough  says  the  company  is  veiy  shai'e- 
holder-oriented  but  won't  comment  on 
whether  it  has  gotten  an  offer  for  the 
burglar-alarm  unit. 

LAUDER  IS  PICKING 
UP  LOTS  OF  PHONES 

Cosmetics  heir  and  onetime  New 
York  mayor  hopeful  Ronald  Lauder 
is  off  and  ranning — this  time  in  a  glob- 
al telecom  race.  He  has  formed  rsl 
Communications  (rslcp")  to  take  ad- 
vantage of  the  deregulation  of  domestic 
and  overseas  markets.  So  far  so  good: 
From  .$4.7  million  in  1995,  sales  zoomed 
to  $300  million  by  1997.  Analysts  pro- 
ject revenues  of  $590  million  in  1998. 
Its  stock,  down  to  17  in  early  Febni- 
ary,  has  snapped  back  to  29. 

What's  going  on?  Lauder,  chairman 
of  Estee  Lauder  International,  and  rsl 
co-founder  ceo  Itzhak  Fisher  raised  $1 
billion  in  two  years  to  build  a  telecom 
giant.  Since  then,  a  series  of  rapid-fu'e 
acquisitions  has  built  a  global  net- 
work— including  an  Internet  protocol 
and  phone  system,  rsl  targets  small 
and  midsize  businesses  in  19  countries 
for  its  services — long  distance,  calling 
card,  and  Internet  communications. 

A  Gennan  money  manager  says  rsl 
will  soon  foiTti  a  joint  ventui'e  with  Ger- 
many's Metro  Holding,  a  major  retailer, 
to  market  rsl's  services  in  Europe. 
"Tliis  ventui'e  has  a  potential  worth  of 
millions  of  dollai's  for  rsl,"  he  says. 
"RSL  is  one  of  the  few  pure  plays  in 
international  tele- 


SUDDENLY,  A 
GLOBAL  NETWORK 


coms,"  says  Bioice 
Roberts  of  SCB 
Warburg  Dillon 
Read,  who  notes 
that  rsl's  goal  is 
quite  modest  "but 
powerftil" — gain  a 
2%  to  3%  share  of 
the  world  inaitet  in 
five  to  seven  yeai-s 
by  being  first  or 
second  in  each 
countiy  it  enters. 

Roberts  thinks 
rsl  will  hit  its  tai- 
get:  a  2.5%  to  3% 
share  by  2005.  He 
says  this  implies  .$2.8  billion  in  revenues 
and  .$359  million  in  earnings  before  in- 
terest and  taxes,  up  from  1997  sales  of 
$300  million  and  a  loss  of  $100  million. 


COMMUNICATIONS 
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Edward  Greenberg  of  Morgan  Stai 
ley  Dean  Witter  predicts  rsl  will  t 
in  the  black  as  early  as  1999,  when  \ 
sees  earnings  of  $35.4  million — an 
more  than  $350  million  by  2003.  rsl 
Internet  network  "could  be  a  soui'ce 
considerable  upside  potential,"  saj 
Greenberg. 

FURNITURE 
GOING  CHEAP 

Audrey  Jones  is  a  real  bottom-fishe 
She  scours  the  lowest  5%  of  stocl 
for  hidden  values  with  mai'ket  capits 
izations  of  $10  million  to  $350  millio 
"Sometimes  a  bit  higher,"  says  Jone 
investment  manager  at  Morgan  Grenfi 
Capital  Management,  which  imns  a  co 
pie  of  micro-c: 
funds  that  ha^ 
(lutscored  tl 
large  and  sma 
cap  indexes  lat 
ly.  "We  bi 
growth  cheap' 
and  we  also  sei 
value  plays,"  sa 
Jones,  "but  si 
away  from  Intf 
net  stocks." 

Jones  has  fou 
bargains — not 
biotechs,  phannaceuticals,  or  technoloj 
but  in  home  fui'nishings:  CompX  Int( 
national  (CLX)  and  Krause's  Fumitu 
(KFi).  "We're  looking  for  unusual  coi 
panies  in  fast-moving  mai'kets,"  sa 
Jones.  CompX,  the  largest  maker  of 
gonomic  computer  accessories  and 
second-lai-gest  maker  of  precision  bt 
beaiing  slides  for  di'awere,  outpaces  t 
oiBce-fixrnitui'e  industiy:  The  company 
gi-owing  at  a  yeaiiy  rate  of  14%,  co: 
pai-ed  with  the  industiys  8.5%.  Given 
strong  balance  sheet,  says  Jones,  Co: 
pX  is  poised  to  make  acquisitions  1 
faster  growth.  Jones  ex'pects  earnings 
$1.50  a  shai'e  tliis  yeai*  and  $1.75  ne 
vs.  1997's  $1.09.  The  stock,  now  at 
should  hit  40  in  a  yeai;  she  says. 

Ki'ause's  makes  custom  upholster 
furniture,  marketed  under  the  nan 
Ki-ause's  and  Castro  Convertibles.  T 
company  has  tried  to  improve  marg 
by  raising  prices,  cutting  promotio: 
discounts,  and  improving  manufacturi 
efficiencies.  Jones  expects  a  big  jump 
earnings — fi-om  7e  cents  a  share  in  t 
year  ending  Jan.  31,  1999,  to  42c  cei 
in  fiscal  2000,  vs.  a  loss  of  39(2  cents 
1998.  Jones  sees  the  stock,  trading  at 
rising  to  6  in  a  year. 


BOTTOM-FISHER: 

Jones  looks  beyond 
top-drawer  stocks 
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Are  you  holding 

THE  right  MUTUAL  FUNDS? 


Pr!^,  V,.n.  REPORT  C^. 


Any  Fund  (ANYXX) 

 r  .n  owl 


 IQQDSQQ 


12b.1  ftf^t 


1993  <«9^  '^^ 


>:  loads  and  it^'"^  '^""^^ 


Fo*  »  pnmp^ctuB  coftBtn  !■«  i^tors  you  invert-  "  ^p,,  ^•1'»'~'^>  '    '    ^,  ■-.■.(tO  Tfi"«  nH'ti?**'* 


tl  Fund  Grt-P- 


(Ins 

svmht»l  when  fvtiiuuiirig 
mutual  funds 


Schwab's  new  Mutual  Fund  Report  Cards''' 
may  be  one  of  the  best  ways  to  eind  out. 

Our  Mutual  Fund  Report  Cards  are  one-page  -  snapshots"  containing  such  vital 
information  as  your  fund's  Morningstar  Ratings,  expenses,  historical  performance 
within  Its  categoiy,  and  long-term  growth  record.  If  appropriate,  we  even  provide  a  hst 
of  alternatne  funds  in  the  same  category  Why  not  order  your  Iree  Report  Cards  toda\ ' 


MUTUAL  FUND  REPORT  CARDS  ARE  AVAIEABLE  ON  OVER  7,300  EUNDS  FROM; 

Fideluy  •  Merrill  L\nLh  •  Vaiisjuard  •  T  Rowe  Price  •  AmerKjn  Funds 
Putnjni  •  Prudenlial  •  De.m  Witter  •  And  more 


Consider  what  a 
report  card  reveals. 


Overall  Rating: 
*★ 


Below  Average 

This  fund's  rating  of  2  stars  (out  of  5) 
indicates  that  its  performance,  when 
adjusted  for  risk,  is  below  average 
compared  to  other  domestic  stock 
funds 


MORMNGSWR  RAITNG 

Moimngitar  ratc-^  jundi  on 

a  1-  to  5-Uar  basis. 
WoiiWii't  vou  like  to  know 
how  miiiiv  Willis-  v(iiii  fund  hai 


Growth  of  $10,000 

How  docs  the  10-year  pcrloimancc 
ojvour  jund  measure  up  against 

the  category  average?  Has  it  held  its 
own  against  benchmarks  like  the 
S&P  500*  or  the  Russell  2000^ 


Funds  from  the  Mutual  Fund  Select  List' 

Sample  fund  B  16/8?) 

Sample  Fund  C  (9/88>  **** 


Fund  Comparison 

How  does  your  jund  compare  with 
funds  in  the  same  categoiy  in  lenm  oj 
liistnnctil  reluni,  expenses  and  nwre?  Ij 
appropnalc.  we'll  sugge^,t  alternatives 

Irom  our  Mutual  Fund  Select  List.' 


FREE. 
CALL 
TODAY. 


You  can  rtquti-i  up  {<>  ihree  rc[-K>rt_^ 
lor  \-inually  any  tund  whether  or  not  those 
tunds  are  available  ihrough  Sthw.ib 
There  aR'  no  oblij;alions 

1-800-225-8569 


Prospectuses  containing  more  complete  information  including  management  fees,  charges  and  expenses  are  available  From  Schwab.  Please  read  them  caretully 
before  investing.  Past  performance  is  no  indication  of  future  results.  Q'WS  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Membrr  SlI'C/ N"l  SF.  U5'-^S-\i')2 


www.schwab.com  CharlesSchwab 


■W.KXf*rt98  Upg'Srte  offeteO  va  a  maiUr,  o  ..->on  M  ^vuS'  S?  50C0N  shiO£>-n(j  Bf>0  riar^iinglee  app/^  Offer  good  in  tne  US  and  Canada  0<-N  MusJ  pufcnase  a  HanoneW  or  Pa  n  pC  !»v.i?r«]  tr,  ine  W  -vjO^sCe  2  0  ooe'et     s>slefn  between  May  i  ar<l  June  30,  1998  ZO  ofi 
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Limited  Time  Offer 


et  Windows  98  Upgrade' 


Your  secret?  Having  the  essence  of  your  PC  at  your 
fingertips.  Tfiat's  tine  promise  of  devices  powered  by  tlie 
Microsoft*  Windows  CE  2  operating  system.  The  latest 
Handheld  PCs  are  available  now,  so  you  can  stay  in  touch 
with  clients  via  e-mail,  research  late  breaking  opportunities 
online,  and  calculate  margins  via  Pocket  Excel,  all  in  less 
time  than  it  takes  the  market  to  move  30  points. 

It's  just  like  having  the  best  of  your  PC  with  you  all 
the  time,  with  the  Windows  interface  you  know  and  pocket 
versions  of  the  Microsoft  Office  applications  you  depend 
on.  Hundreds  of  your  favorite  off-the-shelf  programs, 
such  as  Symantec  ACT!,  pcANYWHERE  and  Microsoft 
Expedia™  Streets  98  are  available  to  choose  from. 
Don't  worry  about  being  out  of  date;  with  Windows  CE's 
built-in  ActiveSync   technology,  you  get  effortless 
synchronization  with  your  desktop  and  server  infor- 
mation, even  files,  e-mail,  and  meeting  requests.  If 
your  data  needs  to  be  secure,  Windows  CE  includes  support 
for  industry-standard  security  protocols. 

And  before  the  stock  ticker  turns?  Review      POWG  T H 
wireless  updates,  check  your  puts,  review  your 
calls,  or  send  an  e-mail  to  your  broker.  And  see  how 
much  Windows  CE  2.0  turns  downtime  into  uptime,  anytime 


Microsoft  X^s^ 

Windows  CE 


When  you  purchase  a  Handheld  PC  powered  by 
Windows  CE  between  May  1  and  June  30,  1998,  you  are 
eligible  to  receive  a  coupon  worth  approximately  $109  to  get 
Windows  98  Upgrade  when  available."  Please  see  your  local 
reseller  for  details.  For  more  information  about  the  companies 
that  provide  Handheld  PCs  powered  by  Windows  CE,  go  to 
www.m.crosoi l.coav  vvu  soovvsce/  iipc/ . 


d  vantage?" 


www.microsoft.com/windowsce/hpc/     Where  do  you  want  to  go  today? 
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THE  INTERNET 


VYING  TO  BE 

A  SITE  FOR  MORE  EYES 

Recent  deals  by  Disney, 
Netscape,  and  AT&T  show 
how  hot  the  market  for 
Web  "portals"  is  getting 


Within  the  span  of  a  week,  the 
Internet's  edges  shifted.  On 
Apr.  30.  Walt  Disney  Co.  an- 
nounced it  was  bujing  the  re- 
maining two-thirds  of  Web  publisher 
Stanvave  Corp.  that  it  didn't  already 
own.  On  May  4,  Excite  Inc.  agi'eed  to 
pony  up  S70  million  to  Netscape  Com- 
munications Coip.  for  premium  access  to 
its  Web  \isitors.  The  same  day.  search 
engine  company  Lycos  Inc.  tnunpeted  a 
distribution  deal  with  xVicT  WorldNet. 
only  to  have  Excite  annoimce  a  similai- 
agi'eement  with  AT&T  two  days  later. 

TMs  isn't  just  another  roimd  of  deal- 
making  in  Internet  time.  These  maneu- 
vers are  the  latest — and  largest — by 
companies  jocke\ing  to  become  major 
ports  of  entry  to  the  Web.  Each  of 
these  so-called  portals  hopes  to  attract 
millions  of  consumers  a  day  who  will 
begin  then*  Intemet  adventui-es  there 
and  stay  at  the  site  as  they  use  fi"ee  E- 
mail  dehveiy,  do  Internet  seai-ches,  and 
use  other  senices. 

It's  an  all-out  bid  for  sui-vival.  As  the 
vast  Web  di\ides  into  just  a  handful  of 
key  channels — akin  to  the  dominant  TV 
networks — attracting  siufers  is  becom- 
ing crticial.  As  with  the  major  TV  net- 
works, the  more  viewers,  the  more  ad- 
vertising money  these  sites  can 
demand — manna  to  Web  site  operators 
desperate  to  transfonn  their  bets  into 
real  businesses.  The  time  for  that  ti-ans- 
foiTnation  ha^  never  seemed  neai-er.  Por- 
tal contender  Yahool  Inc.  has  30  mil- 
lion different  users  each  month — ^just 
shy  of  the  33.3  million  Wewei's  that  r\  's 
Seinfeld  claims.  "It's  a  catalytic  time 
period  for  companies  in  this  space,"  says 
Mark  Mooradian,  an  analyst  with 
Jupiter  Commimications. 


Indeed,  that's  why  Netscape  and  oth- 
er Internet  companies  ai'e  so  eager  to 
fornn  alliances  and  bulk  up  theu-  critical 
mass  of  \iewei*s.  This  prospect  is  di-aw- 
ing  advenisei-s,  who  sense  a  mass  mai*- 
ket  finally  taking  shape.  Ad  revenue  is 
expected  to  hit  S4.9  bilUon  by  2000.  up 
fi-om  Si  billion  last  yeai\  according  to 
Jupiter.  "It's  a  mai'ket-shai-e  waiv"  says 
Keith  Benjamin,  an  analyst  at  Banc- 
America  Robertson  Stephens. 

And  the  war  is  only  going  to  get 
woi-se.  The  latest  roimd  of  paitnei-ships 
upped  the  ante.  With  Disney's  puixhase 
of  Stai-wave.  which  gives  it  the  ability  to 
off'er  sports,  news,  and  entertainment, 
there  ai-e  now  neaiiy  a  dozen  major  por- 
tal contendei-s.  But  experts  say  only  foiu- 
or  five  will  siu"\ive.  America  Online  Inc.. 
the  No.  1  online  senice,  is  considered 
one  of  the  top  long-tenn  contendei-s.  Its 
users  make  up  389c  of  Web  ti"affic  fi"om 
home,  and  they  tj^picaUy  use  the  AOL.com 
site  as  a  launching  pad.  The  many 
monthly  xisitoi-s  to  Yahool  give  that  ser- 
\ice  a  lead  in  brand  recognition  that's 
hai'd  to  beat,  analysts  say.  And  Microsoft 
Coi-p.,  which  has  deep  pockets  and  plans 
tliis  yeai-  to  create  a  megasite  dubbed 
"Stait."  is  always  a  good  bet. 
AOL  COPYCATS.  That  leaves  but  a  cou- 
ple of  open  seats,  a  situation  that  is 
sm"e  to  trigger  more  partnerships.  But 
this  time  around,  experts  say,  portal 
wannabes  will  try  to  do  deals  that  steal 
a  page  from  the  success  of  aol — by 
linking  their  content  and  senices  with 
Intemet  access.  Yahool  has  done  just 
this.  In  Januaiy.  it  announced  an  agi-ee- 
ment  with  Mci  Communications  Corp. 
in  which  the  long-distance  canier's  In- 
ternet-access customers  are  dehvered 
to  the  doorstep  of  Yahool  In  early 
May.  Lycos  and  Excite  announced 
similar  agreements  with  XTkT. 
"You'll  totally  see  more  of 
this,"  says  Mooradian,  who 
cites  Internet  service 
providers  Netcom, 
Earthhnk.  and  Mind- 


Spring  as  likely  partners  for  the 
and-coming  portal  crowd. 

You'll  also  see  more  snazzy  servi< 
As  companies  tiy  to  one-up  one  anotl 
they  will  add  goodies  ranging  fr 
cheap  long-distance  phone  calls  over 
Net  to  customized  information, 
crosoft,  for  example,  recently  bou 


»  ^  * 
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Only  a  handful  of  sites  will  win  this  popul 
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jfly  Network,  which  has  technology 
,  monitors  Web  behavior  so  the  ser- 
can  recomiTiend  products.  Now,  por- 
ivals  are  expected  to  improve  their 
rings  with  services  like  personal 
lail  alerts. 

ahoo!  has  a  carrot  of  its  own. 
ough  an  agi'eement  with  phone  car- 
IDT  Corp.,  Yahoo!  is  offering  long- 
mce  phone  calls  over  the  Net  that 
cost  95%  less  than  regular  calls, 
scape  says  it  plans  a  similar  fea- 
.  "They're  going  to  keep  adding  ser- 
after  service  to  get  ahead,"  says 
yst  Ron  Rappaport  of  Zona  Re- 
ch  Inc.  "There's  no  one  recipe  for 
ess  for  any  of  these  guys." 
TO  TOE  MONEY?  Take  the  Netscape- 
;te  deal,  wliich  has  analysts  and  in- 
ors  scratching  their  heads.  Excite 
aying  $70  million  to  get  50%  of 
;cape's  seai'ch  traffic  in  the  first  yeai" 
le  deal.  Excite  is  banking  on  an  ex- 


tra 8  million  to  10  million  daily  page 
views,  the  number  of  pages  called  up 
on  a  Web  site.  Excite  will  offer  10  con- 
sumer' content  areas  on  Netscape's  Web 
site,  including  shopping  and  the  arts. 
And  Excite  will  share  revenue  with 
Netscape  from  ads  it  sells  on  the  sear-ch 
and  content  areas. 

That's  a  lot  of  new 
traffic  for  Excite,  but 
some  analysts  ques- 
tion whether  the  high- 
dollar  deal  is  worth  it. 
Under  attack  from 
Microsoft's  Internet 
Explorer  browser, 
Netscape's  browser 
share  has  declined 
from  a  high  of  85%  in 
late  1996  to  60%  to- 
day. Analysts  expect 
Netscape's  share  to 
continue  to  dwindle, 
leaving  Excite  with  a 
lot  less  than  it  paid 
for.  Netscape  says  its 
browser  share  I'ose  in 
March  after  its  recent 
move  to  make  the 
product  free. 

Some  also  question 
whether  Excite  will 
get  what  it  wants 
from  the  advertising 
side  of  the  deal.  Wliile 
the  No.  2  search  en- 
gine will  be  responsi- 
ble for  selling  all  the 
ads  on  the  co-brand- 
ed search  engine  and 
content  areas,  it's  un- 
certain whether  it  can 
sell  enough  to  recoup 
$70  million.  "TWs  deal 
is   a   stretch,"  says 


THE  SCRAMBLE 
FOR  PORTAL  PARTNERS 

NETSCAPE/EXCITE 

On  May  4,  Excite  agreed  to 
pay  Netscape  an  up-front  fee 
of  $70  million  in  exchange  for 
ad  space  on  a  co-branded 
search  service,  as  well  as  on 
10  channels  it's  creating  for 
Netscape's  Web  site.  Excite 
also  will  be  the  most  promi- 
nently featured  search  service 
on  Netscape's  Web  site. 

LYCOS/AT&T/EXCITE 

The  No.  1  long-distance  phone 
carrier  will  market  Lycos  and 
Excite  to  AT&T's  phone  and 
Internet-access  customers. 
AT&T  also  will  sell  its  ser- 
vices— such  as  cellular  and 
long-distance  service — on  the 
Lycos  and  Excite  Web  sites. 

DiSNEY/STARWAVE 


Benjamin,  who  has 
pushed  back  his  fore- 
cast of  when  the  com- 
pany will  break  even,  to  the  fourth 
quarter,  in  part  because  of  increased 
costs  associated  with  the  deal. 

That's  not  the  only  risk.  By  working 
with  Netscape,  Excite  could  dilute  its 
brand  and  become  ovei-whelmed  by  its 
more  dominant  partner.  Excite  is  help- 
ing to  build  another  company's  portal 
rather  than  buttressing  its  own  site, 
says  Jeffrey  Mallett,  chief  operating 
officer  at  rival  Yahoo!,  which  along 
with  Infoseek,  Excite,  and  Ly- 
■■■*  cos,  has  been  a  search  ser- 

""m^A  ^^'^^  0"  Netscape  for  the 

past  two  years.  Mallett 
says  Yahoo!  didn't 
want  to  gi'ow  heavily 


On  Apr.  30,  the  media  giant 
bought  the  two-thirds  of  Star- 
wave  that  it  didn't  already 
own.  The  deal  for  Starwave,  a 
pioneer  in  Web  publishing, 
boosts  Disney's  bid  to  meld  its 
sports,  news,  and  entertain- 
ment sites,  including  ESPN 
SportsZone,  a  joint  venture 
with  Starwave. 


dependent  on  Netscape:  "We  didn't  want 
to  go  back  to  the  heroin." 

George  Bell,  Excite's  chief  executive 
officer,  insists  the  traffic  Netscape  giiai*- 
anteed  will  easily  cover  his  investment. 
Though  Excite  sells  only  13%-  to  15%  of 
its  ad  space,  real  estate  on  highly  traf- 
ficked ai'eas  like  Net- 
scape sells  at  a  greater 
premium,  he  says.  And 
the  Web  is  growing  so 
fast  that  building 
brand  awareness  and 
traffic  remains  his 
No.  1  job.  "We  think 
that's  pretty  virgin  ter- 
ritory," Bell  says. 
"Look  at  the  $70  mil- 
lion as  a  downpayment 
on  leasing  a  prime 
piece  of  real  estate." 

Smprisingly,  though. 
Excite  didn't  cut  an 
exclusive  deal  with 
Netscape,  which  is 
divvying  up  the  re- 
maining 50%  of  its 
search  traffic  this  year 
among  other  engines. 
The  search  engine 
business  is  a  lucrative 
one  for  Netscape, 
which  generated  $35 
million  to  .$40  million 
in  payments  from  the 
engines  last  year. 

For  Netscape,  the 
Excite  partnership  is 
part  of  a  belated  play 
in  the  consumer  mar- 
ket. When  Netscape 
launched  its  NetCen- 
ter  site  last  Septem- 
ber, it  was  primarily 
for  business  users,  and 
the  consumer  field  was 
left  to  AOL,  Microsoft, 
and  Yahoo! 
Netscape  soon  realized  it  was  passing 
up  a  big  mai'ket  and  staited  adding  fai-e 
for  consumers.  With  the  Excite  deal, 
Netscape  picks  up  new  content,  not  to 
mention  much-needed  cash:  The  compa- 
ny lost  $115.5  million  last  year 

For  now,  the  game  is  about  adding 
me-too  services.  "All  of  us  are  kind  of 
playing  hopscotch,"  says  Barak  Berk- 
owitz,  vice-president  of  marketing  at  In- 
foseek, a  Sunnyvale  (Calif  )-based  search 
engine.  But  if  sites  hope  to  catch  the 
loyalty  of  fickle  Netsuifer-s,  they'll  need  to 
find  something  to  set  themselves  apait. 

By  Heather  Green  in  New  York,  with 
Robert  D.  Hof  in  San  Mateo,  Calif., 
and  Paul  Judge  in  Boston 


5st-and  the  big  money  that  is  the  reward 
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U  S  WEST  SCOUTS 
A  NEW  FRONTIER 

It  turns  to  digital  services  after  a  phone-cable  TV  misstep 


You  would  think  U  S  West  Inc. 
might  be  a  little  gun-shy  about 
jumping  ahead  of  its  Baby  Bell 
brethren  with  glitzy  new  tech- 
nologies. After  all,  the  Denver-based 
Bell  bet  heavily  on  the  "convergence"  of 
telephone  and  cable-TV  services  in  1993 
when  it  began  amassing  the  third- 


U  S  West  must 
create  new 
markets-fast. 
It  will  be  the 
smallest  Baby 
Bell  after  its 
planned  split 
from  cable  TV 
operations 


BELL  CEO  TRUJILLO 
FACES  LONG  ODDS  AS  HE 
ENTERS  NEW  VENTURES 


largest  collection  of  cable  properties  in 
the  country.  Last  year,  the  company 
conceded  the  expeiiment  wasn't  woi-k- 
ing,  and  at  the  June  4  annual  meeting, 
shareholders  are  expected  to  approve 
a  plan  to  split  the  company  in  two:  a 
telco  to  be  called  U  S  West  Inc.  and  a 
cable  company,  MediaOne  Group  Inc. 

But  even  before  the  cable  plan  is  laid 
to  rest,  the  new  U  S  West  is  back  to  its 
trailblazing  ways.  This  time,  the  com- 
pany is  diving  into  risky  new  ventures 
in  an  aggi'essive  bid  to  become  the  tele- 
phone industiy's  technology  pacesetter. 
By  July,  it  will  offer  superfast  Internet 


access  in  43  Western  cities  with  a  lai-ge- 
ly  imtested  teclinology  called  digital  sub- 
scriber line — even  though  most  other 
Bells  have  refrained  from  broad  de- 
ployment because  of  high  costs  and  a 
lack  of  industrywide  standards.  U  S 
West  also  is  building  a  digital  wireless 
network — ^just  as  rising  competition  is 


swallowed  by  a  hungi-y  rival  like 
Communications  Inc.  or  Amerit( 
Coi"p.,  analysts  say.  Trujillo  should  h^ 
a  two-year  hiatus  fi'om  unwanted  bi 
thanks  to  tax  laws  that  make  a  merj 
proliibitively  expensive  in  that  time, 
then,  Ti-ujillo  had  better  have  plenty 
show  for  his  digital  forays.  "U  S  W 
already  is  a  likely  merger  candidat 
says  analyst  Robert  B.  Wilkes  of  Bro 
Brothers  Hamman  &  Co.  "If  it  sti 
bles,  that  would  accelerate  the  proces 

What  are  Trujillo's  chances  for 
cess?  His  odds  ai'e  long.  U  S  West  co 
lose  20%  to  40%  of  its  core  local  ph( 
business  in  the  next  five  years  as  c( 
petition  from  new  rivals  gi'ows,  exe 
fives  admit.  Its  entiy  into  long  dista 
could  be  delayed  for  a  yeai"  or  more 
cause  of  regiilatoiy  challenges  from 
and  others.  And  if  its  bold  new  v 
tu)'es  fall  flat,  its  best  customers 


dragging  dowTi  profits  for  others  in  the 
business.  The  company  even  plans  to 
deliver  TV  senice  \ia  the  phone  hnes  to 
Phoenix  residents  this  fall.  Never  mind 
all  the  technical  challenges,  says  Solo- 
mon D.  Tnajillo,  chief  executive  of  the 
phone  company:  "We're  not  piloting. 
We're  deploying." 

MERGER  CANDIDATE.  Why  go  back  out 
on  a  limb?  Ti-ujill(.i  has  no  choice  but  to 
ci'eate  new  markets — and  fast.  After 
the  split,  U  S  West  will  again  be  the 
smallest,  least  diversified  Baby  Bell  in  a 
fast-consolidating  industry.  Unless  it 
finds  fertile  new  gr'ound,  it  could  be 


leave  for  cable  companies  and  othi*: 
that  plan  to  bundle  phone  sei-vice.l 
we  lose  the  25%  of  customers  that  i'< 
us  75%'  of  our  profits,  we  have  a  - 
vival  issue,"  admits  Richard  D. 
Connick,  who  is  ceo  of  the  combi 
U  S  West  and  will  become  chaiiTnai 
the  new  phone  company. 

Tnajillo  insists  this  effort  will  be 
ferent,  in  part  because  he  learned  \ 
lessons  from  U  S  West's  cable  eft 
Instead  of  leaping  headlong  into  tt 
nologies,  he's  installing  gear  city-by- 
to  work  out  kinks.  And  rather  t 
jumping  to  a  new  network,  like  ca 
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he's  focused  on  exploiting  the  phone 
network  to  offer  new  services.  One  ex- 
ample: Customers  can  now  get  one  num- 
ber for  both  their  home  and  wireless 
phones.  The  goal  is  to  persuade  today's 
$40-a-month  phone  customers 
to  spend  $100  or  more  for  Internet  ac- 
cess, wireless,  long  distance,  and  tv 
charges — along  with  local  phone  service. 
"Making  all  this  stuff  work  together, 
that's  our  mission,"  says  Ti-ujillo,  who 
hopes  the  new  services  will  account  for 
60%  to  70%  of  revenues  in  10  years. 

So  far,  Trujillo  is  getting  kudos  ft'om 
Wall  Street.  U  S  West's  shares  have 
lisen  fi'om  30  to  54  since  July,  largely 


industry.  While  the  company  is  just 
starting  to  offer  high-speed  Net  access, 
Cox  Communications,  'Tele-Communica- 
tions, MediaOne  Group,  and  others  have 
sold  200,000  cable  modems.  There's  a 
reason:  Cable  connections  to  the  Net 
are  typically  33%  cheaper  than  U  S' 
West's  service  and  their  download 
speeds  are  four  times  as  fast,  dsl  sub- 
scribers also  must  live  within  three 
miles  of  the  phone  company's  central 
office.  By  contrast,  cable  modems  soon 
will  be  available  to  almost  any  home 
with  access  to  cable  TV.  Cynthia  B. 
Brumfield,  an  analyst  with  Paul  Kagan 
Associates,  figures  3.7  million  cable 


nearly  $2,000  per  home  because  U 
West  had  to  dig  up  usei"'s  yards  for  t 
installation.  Indeed,  the  dsl  plan 
sumes  no  major  upgi-ades  are  need 
to  bring  decades-old  phone  lines  up 
snuff.  Says  McCormick:  "I  don't  thi 
it's  a  big  gamble  because  we'll  ne\ 
have  to  dig  up  the  rose  bushes." 

It  will  be  even  tougher  to  make 
company's  PhoenLx  video  service  a  s 
cess.  What  U  S  West  wants  to  do 
use  a  high-powered  version  of  dsl 
provide  TV  over  ti'aditional  phone  lin 
That  presents  tremendous  techni 
challenges  because  TV  progi-ams  requ 
10  times  as  much  bandwidth  as  11 


DIALING  UP  DIGITAL  SERVICES 


INTERNET 
SERVICES 

U  S  West  leads 
the  Baby  Bells 
with  plans  to  offer  high- 
speed digital  subscriber  line 
(DSL)  service  to  up  to  5 
million  homes  by  July.  The 
challenge:  Persuading  con- 
sumers to  pay  $60  or  more 
for  DSL  service  and  Internet 
access. 

Percent  of  total  sales  today:  0% 
Projected  percent  in  2001:  2% 


LONG 
DISTANCE 

The  company 
wants  approval  to 
sell  its  own  long-distance 
service,  but  that's  apt  to 
take  longer  than  most  Bells 
because  of  scant  local  com- 
petition in  its  territory.  U  S 
West  also  is  in  talks  to  bun- 
dle long  distance  from  a 
data  network  carrier. 
Percent  of  total  sales  today:  0% 
Projected  percent  in  2001:  8% 


VIDEO 
SERVICES 

To  counter  an 
^     ^  offensive  into 
telephony  by  Cox  Communi- 
cations, U  S  West  plans  to 
offer  400,000  Phoenix  resi- 
dents DSL-based  TV  service 
this  year.  That  will  cost  a 
pricey  $1,000  per  home 
and  the  technology  is  still 
questionable. 

Percent  of  total  sales  today:  0% 
Projected  percent  in  2001:  1% 


WIRELESS 
COMMUNICATIONS 

After  selling  its  ce 
lular  holdings  in 
January,  U  S  West 
is  spending  $775  million 
on  a  digital  wireless  service 
The  problem?  U  S  West  is 
so  late  to  market  that  it's 
typically  the  fifth  or  sixth 
competitor  in  a  region — an 
prices  are  plunging. 
Percent  of  total  sales  today:  0"/. 
Projected  percent  in  2001:  3% 


because  management  has  improved  a 
terrible  customer-service  record  and 
slashed  costs  by  more  than  $1  billion. 
"The  company  is  just  blocking  and  tack- 
ling much  better,"  says  analyst  Tod  A. 
Jacobs  of  Sanford  C.  Bernstein  &  Co. 
'TOO  EXPENSIVE."  Still,  U  S  West's  plan 
is  loaded  with  risk.  Consider  its  dsl 
service,  which  went  live  in  Denver, 
Boise,  and  Salt  Lake  City  on  May  4. 
DSL  turbocharges  traditional  copper 
phone  lines  so  they  can  carTy  data  at 
speeds  of  up  to  7,000  kilobits  per  sec- 
ond— 100  times  faster  than  today's 
modems.  U  S  West  is  offering  several 
different  flavors  of  dsl.  Tlie  top  speed  is 
aimed  at  big  companies  that  would  pay 
$840  a  month,  while  small  businesses 
and  consumers  can  opt  for  slower  ser- 
vice that  costs  .$40  to  $80  a  month. 

Even  with  tiered  pricing,  cost  could 
be  an  obstacle,  dsl  may  be  popular  with 
businesses  willing  to  pay  top  dollar  in 
cableless  downtown  sites,  but  "dsl  will 
be  too  expensive  for  the  consumer  side," 
says  Don  Hutchison  of  (g'Home  Net- 
work, which  offers  rival  high-speed  Net 
access  over  cable  networks. 

Indeed,  U  S  West  is  staring  down  a 
challenge  from  @Home  and  the  cable 
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modems  will  be  sold  by  2000,  vs.  1.4 
million  dsl  modems. 

U  S  West  is  moving  aggressively  in 
its  14-state  Western  teiTitoi-y  to  fend 
off  cable  players,  which  have  focused 
on  the  Northeast.  The  company's  43- 
city  dsl  rollout  will  reach  5  million  po- 
tential consumers  by  July.  And  it  may 
lower  its  $40-a-month  charge  for  DSL 
bandwidth  within  the  next  few  months. 
"I'm  deliberately  driving  my  margins 
as  low  as  I  can  bear,  because  we  need 
massive  adoption,"  says  data  networldng 
chief  Joseph  R.  Zell. 

But  cost  could  still  snag  U  S  West's 
gi-and  plan.  The  company  will  have  to 
invest  roughly  $700  per  home  to  offer 
the  consumer  service  and  won't  see  a 
profit  for  at  least  four  years  on  dsl 
alone,  says  Zell.  Executives  figwe  they 
can  cut  the  payback  tiine  in  hah"  by  iu"g- 
ing  customers  to  also  use  U  S  West  as 
its  Internet  access  provider  and  to  buy 
software  for  things  like  protection 
against  computer  vii-uses. 

Even  then,  there  must  be  no  sur- 
prise DSL  costs — a  raiity  with  new  tech- 
nologies. In  1994,  for  example,  a  pOot  in 
Omaha  to  install  new  broadband  cables 
encountered  costs  that  ballooned  to 


West's  residential  dsl  sei-vice.  Many 
alysts  simply  doubt  the  technology 
be  installed  at  acceptable  costs.  Tl 
also  see  U  S  West's  entry  into  video 
a  knee-jerk  response  to  Cox  Commi 
cations,  which  has  been  selling  phi 
service  in  Phoenix  along  with  cable 
packages  since  December.  "A  h« 
chunk  of  this  is  cage-rattling  to  tr 
put  the  fear  of  God  into  the  cable 
ators,"  says  analyst  Brumfield. 

What  will  make  or  break  U  S  Wej 
digital  fiitiu'e  is  whethei'  it  can  go  beyj 
simple  bundling  of  its  phone.  Inter 
and  DSL  services  into  more  innovai 
offerings.  Ti'ujillo  envisions  a  "unij 
messaging"  platfomi  that  lets  consu 
hear  theii'  E-mail  on  portable  phoneJ 
see  the  text  of  voice  messages  on  tl 
TV  screen.  Wliile  U  S  West's  single  ni 
ber  for  wii'eless  and  wii-eline  phones  [ 
good  start,  Tiiijillo  knows  that  he  ne 
more  ways  to  distingaiish  his  produ 
"Sol's  impatient  for  more  integi'ati<  n 
says  Vicld  CaUen,  head  of  the  unit  rol 
out  TV  over  phone  lines.  That's  hai 
the  stance  of  the  gmi-shy — ^but  then, ' 
jillo  has  no  time  to  hesitate.  ' 

By  Peter  Burrows  in  San  Ma 
Calif.,  with  Ron  Grover  in  Los  A))y(\i 
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PROFITS:  TORRID  TURNS  TEPID 
IN  THE  FIRST  QUARTER 

There  was  no  way  sizzling  profit  performance  could  go  on  forever.  And  it  didn't 




'98  fo'st  quaiter  if  you  included  For 
dazzling  special  gain. 

Nor  do  things  look  much  better  on 
operating  basis.  Remove  special  charj 
from  the  900  companies  and  the  ovei 
gain  in  profits  remained  a  sluggish 
Says  Hugh  A.  Johnson,  chief  investmAti 
officer  for  Fii-st  Albany  CorjD.:  "The  caj  i,, 

!it 


Not  long  ago.  Corporate  America 
was  racking  up  stellar  earnings 
numbers  the  way  Michael  Jordan 
pumps  in  points — showing  few 
signs  of  weai;  despite  having  been  at  it 
forever.  Today?  Well,  at  least  Jordan  is 
still  going  strong.  But  take  out  the  one- 
time $16  billion  gain  Ford  Motor  Co. 


booked  from  the  spin-off  of  its  Associates 
First  Capital  Coip.  finance  ann,  and  net 
income  rose  only  4%  in  1998's  fii'st  quai'- 
ter  for  the  900  companies  on  BUSINESS 
week's  Coi-porate  Scoreboai'd.  Sales  rose 
a  relatively  tepid  7%.  Back  in  1997's  first 
quarter,  net  income  gi'ew  a  sizzling 
21'7f^about  what  you  would  get  for  the 


The  Winners 

INDUSTRIES 


and  the  Losers 

COMPANIES 


1    WHO  MADE  THE  MOST  ■ 

WHO  LOST  THE  MOST 

PERCENTAGE  CHANGE  FROM 

PERCENTAGE  CHANGE  FROM 

MILLIONS  OF 

MILLIONS  OF 

1997'S  FIRST  QUARTER 

1997'S  FIRST  QUARTER 

DOLLARS 

DOLLARS 

PAPER  CONTAINERS 

526% 

MACHINE  &  HAND  TOOLS 

LOSS 

FORD  MOTOR 

$17,646 

CARS  &  TRUCKS 

368 

FOREST  PRODUCTS 

LOSS 

GENERAL  ELECTRIC 

1,891 

FOOD  PROCESSING 

194 

APPAREL 

-58% 

EXXON 

1,890 

MISCELLANEOUS  LEISURE 

143 

SEMICONDUCTORS 

-42 

PHILIP  MORRIS 

1,874 

AUTO  PARTS 

61 

AEROSPACE 

-35 

GENERAL  MOTORS 

1,604 

CONSTRUCTION/REAL  ESTATE  56 

NONFERROUS  METALS 

-32 

MICROSOFT* 

1,337 

ALUMINUM 

40 

COAL,  OIL  &  GAS 

-32 

AT&T 

1,316 

PETROLEUM  SERVICES 

39 

RAILROADS 

-19 

WAL-MART** 

1,287 

CONSTRUCTION/ENGINEERING 

35 

GAS  UTILITIES 

-18 

INTEL 

1,273 

PAPER 

35 

TELECOMMUNICATIONS 

-18 

MERCK 

1,164 

SAVINGS  &  LOAN 

33 

ELECTRICAL  PRODUCTS 

-10 

NATIONSBANK 

1,139 

APPLIANCES 

30 

ELECTRONICS 

-10 

TRAVELERS  GROUP 

1,093 

DRUG  DISTRIBUTION 

30 

HEALTH-CARE  SERVICES 

-7 

CITICORP 

1,065 

TIRE  &  RUBBER 

28 

BEVERAGES 

-5 

CHRYSLER 

1,052 

SPECIAL  MACHINERY 

28 

CHEMICALS 

-4 

IBM 

1,036 

BLACK fc  DECKER  -$971 
NEXTEL  COMMUNICATIONS  -387 


illK 


ALL-INDUSTRY  AVERAGE:  -i-22% 

DATA  STANDARD  &  POOR'S  COMPUSTAT.  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


4  ' 

WORLDCOM  -280 
CABLETRON  SYSTEMS**  -263  '% 
SILICON  GRAPHICS*  -153 
BAY  NETWORKS*  -144 
US  WEST  MEDIA  GROUP  -135 
SEAGATE  TECHNOLOGY*  -129 
ALLERGAN  -122 
STONE  CONTAINER  -69 
ADVANCED  MICRO  DEVICES  -63 
TIME  WARNER  -62 
UNION  PACIFIC  -62 
COCA-COLA  ENTERPRISES  -51 
BAUSCH  &  LOMB  -49 
*  FISCAL  THIRD  QUARTER  "  FISCAL  FOURTH  QUARTEf'a' 
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absolutely  stacked  against  strong 
ts." 

le  blah  eaiTiings  peifoiTnance  is  cu- 
'  ,  given  the  overall  economy's  health. 
]  s  domestic  product  clicked  along  in 
!  first  quarter  at  an  annual  rate  of 
:  ,  \  s.  3.7%  in  1997's  final  period.  In- 
1  11  is  well-behave.  1,  below  1%.  Mean- 
\  \  the  pubUc  is  happOy  dipping  into 
t  aUet,  with  consumer  spending  rising 

I  bust  5.7%  for  1998's  fii'st  three 
r  lis.  Capital  spending,  too,  has  sky- 
■I  'ted  by  17.6%.  Low  interest  rates 

II  1  mild  winter  also  yielded  a  vibrant 
ii  ng  market,  vdth  starts  up  9%. 

It  these  sunny  conditions  mask  un- 
ji  ing  weaknesses,  which  have  hurt 
))  ability  in  many  ai-eas.  The  strong 

has  hobbled  expoits  and  attracted 
ition  from  a  surge  of  often-cheap- 

■  iHirts.  Asia's  economic  tui'moil  has 

w])  a  rich  mai'ket.  Tight  labor  mar- 
i  nave  helped  push  up  wages,  even  as 
•  \  ee  benefits  ai'e  gTOwing  more  ex- 
-  (page  170).  Add  to  that  the 

I  can  pubUc's  deep  desire  for  bar- 
li  making  price  hikes  tough  for  many 
'  ;;nies.  Indeed,  some  are  slashing 
.'1  .  Witness  the  race  to  sell  sub-$l,000 
'  liters. 

iise  factors  are  starting  to  push 
vi  HIS  down  a  notch.  As  a  whole,  the 
■■  I  'oard  companies  recorded  net  mai-- 

■\'  6.4%  in  the  quaiter,  not  including 

-  extraoi*dinaiy  gain.  Still,  if  nwgins 
t  slipped  from  6.6%  in  the  yeai'-ago 
'  '.  this  was  still  one  of  the  best  fh-st- 
i  mai'gins  in  25  years. 

itainly,  not  everyone  met  disap- 
)f  nient.  Not  counting  Ford,  the 
■  -t  winner  for  the  quaiter  was  Gen- 
!  '.lectric,  which  reaped  the  rewards 

'  loming  economy  across  its  product 
J   from  plastics  to  jet  engines  to  its 

letwork — and  registered  a  $1.9  bil- 
io  irofit.  The  food  industiy  turned  in 
n<  a-watering  194%  gains,  mostly 
"  s  to  the  tumaroimd  at  Quaker  Oats 

iter  losing  $1.1  billion  in  1997's  fo-st 


quarter,  the  sale  of  its  money-losing 
Snapple  operation  allowed  Quaker  to 
book  a  modest  $47  million  profit  this  year. 
The  strong  economy  also  boosted  de- 
mand for  cardboai'd  and  papei'  container, 
allowing  sevei-al  companies  to  tiim  losses. 
That  made  the  industiy  by  fai'  the  quai"- 
ter's  most  improved,  with  profits  up  a 
stunning  526%.  Other  winning  sectors 
include  constiuction  and  real  estate, 
which  rode  low  mortgage  rates  to  a  56%- 
earnings  hike.  With  the  economy  and 
Wall  Street  thriving,  financial  outfits  ai'e 
also  doing  well.  Among  the  leaders  was 
Ti-avelers  Group  Inc.,  parent  of  the  Sa- 
lomon Smith  Barney  securities  fii-m, 
which  posted  a  34%-  increase. 

Successful  new  products  powered  prof- 
its at  many  drag  and  medical-product 


companies.  Those  industries  saw  net  in- 
come jump  18%  and  26%,  respectively. 
Warner-Lambert  Co.  got  a  lot  of  mileage 
out  of  its  cholesterol-lowering  drag,  Lip- 
itor,  sending  profits  up  37%. 

Elsewhere,  though,  the  pictui'e  wasn't 
as  pleasant.  Black  &  Decker  Corp.  took 
the  quailei"'s  biggest  hit,  racking  up  loss- 
es of  $971  million.  The  main  culprit:  a 
$900  million  wiite-off  for  seUing  imder- 
perfomiing  units. 

Or  consider  Intel  Coip.,  which  supplies 
nearly  9  out  of  10  pes  with  their 
microprocessor  chips.  Earnings  fell  a 
breathtaking  36%  ,  to  $1.3  billion.  The  pop- 
ularity of  low-priced  computer  means  In- 
tel is  selling  more  low-end,  less-profitable 
chips — and  fewer  high-end  ones.  But  Intel 
also  is  the  victim  of  the  pc-maker-s'  move 


A  Spotlight  On  First-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEDING 
YEAR.ALLINDUSTRIES 

50-  BREAKING  DOWN 

THE  LATEST  QUARTER 

AS  REPORTED:  +22% 

WITHOUT  FORD:,. ..+4% 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  1997 

CARS  &  TRUCKS 


DATA:  STANDARD 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 

As  the  punchline  goes,  are  you 
going  to  believe  me  or  your  own 
eyes?  While  earnings  were  up  a 
boffo  22%,  take  out  Ford  and 
the  gain  dwindles  to  a  meager 
4%  on  a  7%  sales  hike,  the  small- 
est revenue  increase  since  the 
first  quarter  of  1994.  Similarly, 
remove  Ford  and  the  car-and- 
truck  industry  wouldn't  appear 
among  the  sectors  with  the 
biggest  dollar  swing.  The  food- 
processing  industry  also  is  on 
that  list,  thanks  to  Quaker 
Oats,  which  recovered  from  last 
year's  $1.1  billion  Snapple-related 
loss.  On  the  negative  side,  Intel's 
36%  profit  drop  left  the 
semiconductor  industry  a  loser, 
while  declining  crude  prices 
made  this  a  quarter  to  forget 
for  Texaco,  Exxon,  and  the 
rest  of  the  oil  companies. 
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late  last  yeai*  to  build  inventoiy  to  meet  a 
demand  that  hasn't  lived  up  to  expecta- 
tions. The  industiy,  laments  Intel  Chair- 
man Andrew  S.  Grove,  "seems  to  have 
gotten  ahead  of  itself." 

Read  Gr-ove's  lips  and  he's  clearly  re- 
ferring to  Compaq  Computer  Coip.,  the 
M^orld's  largest  Pf  maker.  On  top  of  low- 
er piices  for  new  machines,  Compaq  got 
hurt  because  the  massive  inventory 
buildup  for-ced  it  to  discount  heavily  while 
boosting  ad  spending.  The  result:  Profits 
slumped  96%,  to  a  piddling  $16  million. 
The  industry's  only  really  good  news 
came  fi"om  long-suffering  Apple  Comput- 
er Inc.  Tlie  launch  of  a  well-received  new 
line  of  Macintoshes  helped  propel  it  to  a 
second  straight  profitable  quaiter,  with 
$55  million  in  earnings. 

Oil  is  anothei'  industry  with  piicing 
problems.  A  glut  of  crude  caused  by 
Asia's  economic  woes  and  a  wann  winter 
knocked  prices  down  by  a  third  com- 
pared to  a  yeai"  ago.  Exxon  Coi"p.  expe- 
rienced a  13%  profit  dip,  to  $1.9  billion, 
despite  benefiting  from  strong  chemicals 
and  gasoline  retaihng  sectors. 


A  tight  labor  market 
and  a  strong  dollar  are 
depressing  margins 


Demand  was  strong  in  aei'ospace,  but 
the  gi'oup  was  ch-agged  down  by  its  woe- 
begone leader,  Boeing  Co.  The  compa- 
ny's production  lines  are  snarled  by  a 
backlog  of  aiiplane  orders.  Bottlenecks 
in  connection  with  its  next-generation 
737  plane  alone  resulted  in  a  $219  million 


charge.  Boeing's  eaiTiings  glided  do 
ward  91%,  to  $50  million. 

Things  were  looking  much  bet 
among  Boeing's  airline  customers,  \ 
ai'e  planning  to  expand  as  they  cn 
along  on  a  comfortable  cushion  of  ris 
airfares  and  low  fuel  costs,  amr  Cc 
pai'ent  of  American  Aii'lines  Inc.,  tur 
in  a  spectacular  91%  profit  increase 
$290  million. 

That  other  big  transportation  sec 
autos,  was  a  mixed  bag.  Ford,  powc 
by  a  relentless  cost-cutting  campaign 
a  strong  showing  in  Eiu"ope,  rang  i; 
record  $1.7  billion  in  income  before 
cial  chai'ges,  a  15%  gain.  The  gains  a 
despite  a  2%.  revenue  ch'op  caused  bj 
tense  competition  in  North  American 
sales.  But  at  General  Motors  Cor^p., 
income  fell  11%,  to  $1.6  billion,  pa 
because  it  sold  fewer  paits  to  Asia 
GM  and  much  of  the  rest  of  Coipo: 
America,  management  vwll  have  to  fii 
new  geai"  if  it  hopes  to  keep  profits  f 
stalling  out. 

By  Larry  Liglit  in-  New  York, 
bureau  reports 


HERE  COME  HEFTY  HIKES  IN  BENEFITS 


[I 


Benefits  have  always  been  the 
smaller  segment  of  compensation 
costs.  After  all,  wages  constitute 
72.5%  of  all  labor  bills,  and  their  di- 
rect value  to  workers  makes  pay  rais- 
es more  visible  than  Social  Secuiity 
payments  or  sick  leave.  This  year, 
however,  the  tail  may  wag  the  dog. 

In  the  early  1990s,  companies  offset 
pay  raises  by  holding  down  benefit  in- 
creases. That's  still  going  on,  but  the 
gap  is  closing.  In  the  first  quarter  of 
1998,  for  example,  wages  and  salaries 
increased  4%,  while  benefits  rose 
2.3%'.  For  the  whole  year,  economists 
at  Standard  &  Poor's  dri  expect  wage 
gains  to  stay  at  about  4%,  while  the 
gi'owth  in  benefits  accelerates  by  a 
full  percentage  point,  to  3.3%.  Since 
labor  costs  account  for  about  two- 
thirds  of  total  business  expenses,  the 
resulting  3.6%  increase  in  compensa- 
tion will  crimp  profit  margins.  Rising 
labor  costs  are  a  key  reason  why  DRI 
forecasts  aftertax  profits  wall  grow 
just  3.3%  for  this  year. 

What's  behind  the  jump  in  bene- 
fits? First  of  all,  the  costs  of  many 
benefits,  such  as  paid  vacations  and 
holidays  and  pension  liabilities,  follow 
in  lockstep  with  any  pay  increases. 
Second,  past  savings  in  health-care 


outlays  were  achieved  mostly  by 
sliifting  employees  into  health-mainte- 
nance organizations.  But  by  1997,  85% 
of  employees  wei'e  em-olled  in  such 
plans,  according  to  the  latest  Mer- 
cei'/Foster  Higgins  study.  That's  a  big 
leap  fi'om  77%  in  1996,  suggesting 
that  the  era  of  medical-cost  savings  is 
ending. 

Indeed,  the  Labor 
Dept.  said  that  health- 
care insurance  premi- 
ums increased  2.2% 
from  the  fomth  quar- 
ter to  the  fii'st,  com- 
pared with  almost  no 
gain  a  yeai"  eai'lier. 
The  Mercer  siu-vey 
found  that  businesses 
are  bracing  for  a  7% 
increase  in  their  med- 
ical costs  for  all  of 
1998.  With  some  HMOs 
iTjnning  into  financial  troubles,  a  few 
are  hinting  at  double-digit  increases 
for  1999. 

Still,  not  all  benefits  are  heading- 
north.  Companies  are  getting  some 
relief  from  an  unlikely  source:  state 
governments.  In  the  first  quaiter,  the 
drop  in  payments  for  workers'  com- 
pensation and  unemployment  insur- 


BENEFIT  COSTS 
RISE  AGAIN 


Ul! 


'93    '94    '95    '96    '97    '98*  '99* 
A  A'VERAGE  PERCENT  CHANGE  "FORECAST 
FROM  A  YEAR  AGO 

DATA  LABOR  DERI ,  STANDARD  &  POOR'S  DRI 


ance  funds  largely  offset  increases  in 
the  costs  of  other  benefits.  The  trendifa 
began  in  the  mid-1990s,  when  some 
states,  mainly  in  the  South,  cut  their 
business-tax  rates  as  a  way  to  attrac  iii 
industiy.  Now,  even  tax-heavy  states 
are  getting  into  the  act.  In  FebiTiary  1 
Massachusetts  cut  its  workers'  comp 
premiums  by  21.1%, 
in  a  move  that  could 
save  businesses  a  rolflfi 
licking  $200  million 
this  year. 

A  cost  reduction  i 
always  welcome.  But 
this  year,  a  govern- 
ment discount  could 
just  turn  out  to  be  j 
gift  from  the  gods. 
Businesses  in  1998 
will  surely  face  heat- 
ed competition  for 
skilled  workers.  And 
that  means  higher  compensation 
costs.  Companies  might  find  them- 
selves gi'owling  about  the  extra  ex- 
pense, but  with  the  tightest  labor 
markets  in  over  a  generation,  execu  ip 
fives  may  have  little  choice  but  to 
fork  it  over. 

By  Kathleen  Madigo 
in  New  Ym 
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ES:  Includes  all  sales  and 
r  operating  revenues.  For 
;s,  includes  all  operating 
lues. 

FITS:  Net  income  before 
lordinary  items.  For  banks, 
ts  are  net  income  after 
rity  gains  or  losses. 
GINS:  Net  income  from  con- 
ng  operations  before  extra- 
lary  items  as  percent  of 


RETURN  ON  INVESTED  CAPITAL: 

Ratio  of  net  mcome  before 
extraordinary  items  and  discon- 
tinued operations,  plus  minority 
interest  and  interest  expenses 
adjusted  by  tax  rate  (all  for  most 
recent  12  months),  to  latest 
available  total  funds  mvested  m 
company. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available  for 
common  stockfiolders  (most 
recent  12  months)  to  latest 


available  common  equity,  which 
includes  common  stock,  capital 
surplus,  and  retained  earnings. 
PRICE-EARNINGS  RATIO:  Based 
on  Apr.  24,  1998,  common- 
stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
GROWTH  IN  COMMON  EQUITY: 
Average  annual  percentage 
growth  in  historical  common 
equity  for  latest  five-year  period. 


GROWTH  IN  EARNINGS  PER 
SHARE:  Average  annual  percent- 
age growth  in  historical  earnings 
per  share,  including  common- 
stock  equivalents,  for  the  latest 
five-year  period. 

MARKET  VALUE:  Latest  available 
shares  outstanding  times  stock 
price  on  Apr.  24,  1998. 
EARNINGS  PER  SHARE:  For  miost 
recent  12-month  period.  For 
most  companies,  this  figure  rep- 
resents diluted  earnings  per 
share. 


MPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

12 

MONTHS' 
EARNINGS 
PER 
SHARE 

1ST 
QUARTER 
1998 
$MIL 

CHANGE 
TROM 

199/ 

1ST 
QUARTER 
1998 
$MIL, 

CHANGE 
FROM 
1997 

1ST 
QUARTER 
1998 

% 

1ST 
QUARTER 
1997 
% 

ON 
INVESTED 
CAPITAL 

% 

ON 
COMMON 
EQUITY 

% 

P-E 
4^24 

COMMON 
EQUITY 

% 

EARNINGS 
PER 
SHARE 

% 

SHARES 
OUTSTANDING 
4-24 
$MIL 

.-INDUSTRY  COMPOSITE 

1472806.0 

7 

110433.2 

22 

7.5 

6.6 

11.9 

16.8 

26 

11 

18 

9166215 

2.13 

AEROSPACE  &  DEFENSE 

USTRY  COMPOSITE 

32006.4 

11 

892.3 

-35 

2.8 

4.8 

7.9 

4.7 

44 

8 

32 

123325 

1.42 

'NG 

cRAL  DYNAMICS 
3RICH  (B.F.) 
=STREAM  AEROSPACE 

12941.0 
1154.0 
937.7 
503.4 

25 
23 
23 
34 

50.0 
82.0 
54.2 
40.5 

-91 
16 
82 
1 

0.4 
7.1 
5.8 
8.0 

5.2 
7.5 
3.9 
10.7 

NM 
15.1 
9.2 
NM 

-3.9 
17.1 
10.3 
262.5 

NM 
16 
29 
14 

9 
4 
13 
NA 

NA 
7 
73 
NA 

49344 
5322 
3837 
3280 

-0.68 
2.59 
1.85 
3,15 

'MET  INTERNATIONAL 
CHEED  MARTIN 
PORT  NEWS  SHIPBUILDING 
THROP  GRUMMAN 

328.4 
6217.0 

397.0 
2014.0 

5 
-7 
-1 
-5 

24.5 
269.0 

16.0 
-12.0 

57 
-7 
23 
NM 

7.5 
4.3 
4.0 
NM 

5.0 
4.3 
3.2 
4.0 

7.5 
11.8 
NM 
8.6 

28.5 
-11.3 
-24.6 

11.6 

22 
18 
NM 
23 

NA 
NA 
NA 

16 

NA 
NA 
NA 
28 

1663 
21922 
915 
7286 

0.76 
6,16 
-1.30 
4.55 

IISION  CASTPARTS  (9) 
DSTRAND 

KOL  (6) 

ED  TECHNOLOGIES 

355.2 
485.0 
562.7 

6111.0** 

24 
25 
148 

3 

24.3 
51.0 
32.8 
260.0 

46 
46 
58 
16 

6.8 
10.5 
5.8 

4,3 

5.8 
9.0 

9.2 
3.8 

10.5 
29.8 
18.0 
21.4 

15.1 
38,2 
19.7 
25,4 

18 
19 
18 

22 

11 
0 
5 
5 

89 
19 
5 
26 

1522 
3852 
1876 
22507 

3.54 
3.43 
2.88 
4.38 

AUTOMOTIVE 


JSTRY  COMPOSITE 

111439.0 

1 

20993.1 

342 

18.8 

4.3 

21.3 

46.6 

5 

19 

16 

171416 

9.72 

:ARS  &  TRUCKS 

UP  COMPOSITE 

98043.5 

0 

20440.4 

368 

20.8 

4.5 

22.2 

52.0 

4 

20 

17 

134637 

11.72 

'SLER 

16352.0 

5 

1052,0 

2 

6.4 

6.6 

15,5 

23,5 

10 

11 

30 

26910 

4,24 

MOTOR 

36584.0 

-2 

17646.0 

NM 

48.2 

3.9 

25,8 

73,9 

2 

17 

17 

54662 

18,72 

RAL  MOTORS 

41571.0** 

-2 

1604.0 

-11 

3.9 

4.3 

18,3 

36,6 

8 

34 

24 

46808 

8,61 

STAR  INTERNATIONAL  (2) 

1717,0 

34 

38.0 

153 

2.2 

1.2 

10,8 

19,8 

15 

39 

2 

2231 

1,96 

AR 

1819,5 

20 

100.4 

73 

5,5 

3,8 

NA 

25,8 

10 

7 

31 

4026 

4,95 

>ARTS  &  EQUIPMENT 


UP  COMPOSITE 

9864.1 

14 

314.6 

61 

3.2 

2.3 

10.9 

16.8 

21 

20 

27 

23937 

2.20 

N  INDUSTRIES 

593,4 

5 

13,5 

4 

2,3 

2.3 

10,1 

13,3 

15 

3 

7 

957 

2.77 

-WARNER  AUTOMOTIVE 

464,7 

5 

26.0 

5 

5,6 

5.5 

12,6 

15,1 

15 

10 

20 

1577 

4.36 

2414,4 

7 

107.6 

15 

4,5 

4,1 

14,7 

22,6 

17 

20 

43 

6253 

3.60 

OIT  DIESEL 

588,8 

13 

9.7 

52 

1,6 

1,2 

9,2 

9,4 

18 

30 

-9 

587 

1.34 

IN  (4) 

835.7 

-1 

26.9 

14 

3,2 

2,8 

NM 

-5,2 

NM 

8 

NA 

3167 

-0.80 

RAL-MOGUL 

558.0 

36 

-7.2 

NM 

NM 

2,9 

5,2 

14.0 

56 

10 

NA 

2608 

1.15 

ORP  (1) 

365.5 

11 

12.8 

15 

3,5 

3,4 

NM 

48.4 

9 

-11 

26 

1219 

3.37 

S  LEMMERZ  INTERNATIONAL  (1 1) 

371.9 

67 

12.0 

NM 

3.2 

NM 

NA 

19.6 

33 

NA 

34 

1112 

1.12 

2032,1 

18 

47.3 

13 

2.3 

2,4 

10,8 

17.2 

17 

128 

35 

3498 

3.14 

TOR  AUTOMOTIVE  (3) 

968,0 

18 

45.0 

32 

4.6 

4,1 

22,4 

79.0 

14 

NA 

NA 

1790 

1.86 

DARD  PRODUCTS  (6) 

277,9 

-1 

13.6 

NM 

4.9 

0,2 

13,1 

16.2 

12 

8 

-10 

552 

2.63 

^SH  NATIONAL 

293,6 

117 

7.4 

756 

2.5 

0,6 

6,5 

9.2 

30 

28 

-8 

517 

1.05 

IRE  &  RUBBER 

JP  COMPOSITE 

3531.6 

-2 

238.0 

28 

6.7 

5.2 

14.8 

16.5 

18 

12 

-4 

12843 

3.04 

ER  TIRE  &  RUBBER 

437,6 

15 

26,5 

5 

6.1 

6,6 

11,9 

14.5 

15 

12 

3 

1836 

1.58 

YEAR  TIRE  &  RUBBER 

3094,0 

-4 

211,5 

32 

6.8 

5,0 

15,5 

17.0 

19 

12 

-9 

11007 

3.77 

t  quarter  ended  Feb,  28,  (2)  First  quarter  ended  Jan.  31.  (3)  Second  quarter  ended  Mar,  31.  (4)  Second  quarter  ended  Feb.  28.  (5)  Second  quarter  ended  Jan.  31.  (6)  Third  quarter  ended  Mar,  31.  (7)  Third  quarter 
■eb.  28,  (8)  Third  quarter  ended  Jan.  31.  (9)  Fourth  quarter  ended  Mar.  31.  (10)  Fourth  quarter  ended  Feb.  28.  (1 1)  Fourth  quarter  ended  Jan,  31.  'Sales  include  excise  taxes.  "Sales  include  other  income.  ""Sales 
excise  taxes  and  other  income.  tRevenues  from  some  major  subsidiaries  are  not  included  in  consolidated  sales;  parent's  share  of  earnings  is  included  in  profits.  NA  =  not  available.  NM  =  not  meaningful.  Earnings  per 
'■e  for  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items.  DATA:  STANDARD  &  POOR'S  COMPUSTAT 
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1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

QUARTER 

FROM 

QUARTER 

FROM  ■ 

QUARTER 

QUARTER 

1998 

1997 

1998 

1997 

1998 

1997 

SMIL 

% 

SMIL 

% 

12 

ON  5f.  EARNINGS        SHARES  MONTI 

INVESTED     COMMON  COMMON      PER       OUTSTANDING  EARNDt 

CAPITAL       EQUITY       P-E      EQUITY      SHARE  4-24  PER 

%  %         4-24        %  %  SMIL  SHAR 


3  BANKS 


INDUSTRY  COMPOSITE 

85642.6 

12 

11007.6 

6 

12.9 

13.6 

14.9 

16.4 

21 

17 

13 

813543 

3.41 

lAI  RANKC  -  PACT 

GROUP  COMPOSITE 

38366.5 

13 

4159.5 

_2 

10.8 

12.6 

17.2 

17.7 

20 

16 

13 

306621 

BANK  OF  NEW  YORK 

1286.0 

1 

284.0 

7 

22.1 

20.9 

18.6 

22.3 

21 

10 

21 

22165 



2.8 

DAUi/DncTnu 
dANKdUo I  UN 

1926.4" 

20 

238.3 

15 

12.4 

12.9 

NA 

20.4 

18 

20 

22 

16001 

5.9 

BANKERS  TRUST 

3280.0 

19 

222.0 

11 

6.8 

7.3 

16.5 

17.2 

16 

6 

-9 

12556 

7.9 

CHASE  MANHATTAN 

8258.0" 

14 

725.0 

-22 

8.8 

12.8 

NA 

16.7 

18 

23 

11 

56436 

7.6 

CITICORP 

9069.0*- 

10 

1065.0 

7 

11.7 

12.1 

15.0 

18.3 

21 

20 

36 

70446 

7.g 

FIRST  MARYLAND  BANCORP 

449.7" 

83 

95.7 

181 

21.3 

13.9 

12.0 

NA 

NA 

18 

NA 

NA 

N 

FLEET  FINANCIAL  GROUP 

2289.0 

9 

323.0 

-3 

14.1 

15.9 

NA 

17.1 

19 

27 

15 

23502 

4.6 

MBNA 

1165.2 

11 

149.4 

21 

12.8 

11.8 

11.3 

32.3 

28 

25 

29 

16759 

1.2 

MELLON  BANK 

1392.0 

16 

215.0 

13 

15.4 

15.9 

NA 

21.3 

25 

10 

10 

19034 

2.9 

MORGAN  (J.  P.) 

4923.0" 

15 

237.0 

-44 

4.8 

9.9 

23.1 

11.6 

22 

9 

1 

23913 

6.2 

PNC  BANK 

1830.4 

9 

269.3 

1 

14.7 

15.9 

NA 

19.3 

18 

9 

2 

18214 

3.3 

REPUBLIC  NEW  YORK 

930.5 

7 

1 17.5 

7 

12.6 

12.6 

11.5 

14.6 

17 

11 

1 1 

7402 

8.0 

STATE  STREET 

960.0" 

24 

106.0 

23 

11.0 

11.1 

28.3 

20,0 

29 

17 

17 

11419 

24 

SUMMIT  BANCORP 

607.2" 

6 

112.4 

13 

18.5 

17.4 

NA 

16.0 

22 

25 

23 

8774 

2.2 

(B)  BANKS  -  MIDWEST 

GROUP  COMrOSITE 

18787. 1 

1 1 

2717.8 

8 

14.5 

14.9 

13.8 

17.0 

24 

17 

13 

2Z3879 

2.4 

BANC  ONE 

3438.1 

10 

517.6 

36 

15.1 

12.2 

13.0 

14.0 

26 

13 

3 

37544 

- 

2.2 

COMERICA 

808.7** 

7 

144.4 

17 

17.9 

16.4 

18.7 

21.3 

30 

4 

17 

10526 

2.2 

FIFTH  THIRD  BANCORP 

519.4** 

13 

109.0 

15 

21.0 

20.5 

20.1 

18.3 

31 

19 

16 

12573 

1.7 

FIRST  CHICAGO  NBD 

2603.0" 

8 

383.0 

1 

14.7 

15.7 

14.4 

19.3 

18 

28 

17 

26350 

5.C 

FIRSTAR 

478.4 

5 

72.9 

2 

15.2 

15.9 

16.4 

17.5 

19 

1 1 

7 

5558 

2C- 

HUNTINGTON  BANCSHARES 

599.2" 

8 

89.5 

16 

14.9 

14.0 

NA 

15.6 

23 

13 

7 

6926 

li' 

KEYCORP 

1683.0 

11 

235.0 

11 

14.0 

14.0 

13.3 

18.2 

19 

NA 

NA 

17605 

2.1  J 

MARSHALL  &  ILSLEY 

511.2 

29 

72.9 

33 

14.3 

13.9 

13.2 

13.3 

24 

20 

9 

6054 

2.£  D 

MERCANTILE  BANCORPORATION 

657.5 

35 

103.9 

39 

15.8 

15.4 

9.3 

9.7 

31 

28 

-2 

7268 

"  C 

NATIONAL  CITY 

1869.4 

8 

103.7 

-62 

5.5 

15.9 

12.8 

16.7 

23 

15 

12 

15397 

NORTHERN  TRUST 

622.3 

20 

84.9 

18 

13.6 

13.9 

23.9 

19.6 

26 

14 

15 

7977 

2.7?; 

NORWEST 

2564.8** 

12 

367.0 

14 

14.3 

14.0 

NA 

20.2 

22 

21 

18 

29681 

U 

OLD  KENT  FINANCIAL 

346.2" 

13 

45.2 

13 

13.3 

13.4 

20.4 

18.1 

20 

7 

3 

3723 

"i.V 

STAR  BANC 

302.3 

27 

59.3 

31 

19.6 

19.1 

13.7 

14.8 

26 

9 

20 

5836 

U.S.  BANCORP 

1783.6" 

7 

328.5 

12 

18.4 

17.7 

10.8 

16.7 

36 

24 

28 

30861 

3./|^ 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

ft 

V 

GROUP  COMPOSITE 

18475.5 

14 

2791.8 

21 

15.1 

14.3 

13.9 

15.7 

20 

20 

11 

181067 

3  2"r 

AMSOUTH  BANCORPORATION 

431.3 

8 

62.0 

14.4 

13.6 

8.7 

16.4 

21 

11 

8 

4633 

BB&T 

713.3" 

14 

1 13.7 

14 

15.9 

16.0 

NA 

17.5 

24 

48 

5 

8843 

2.f  : 

COMPASS  BANCSHARES 

305.5 

9 

42.9 

12 

14.1 

13.7 

NA 

NA 

20 

15 

11 

3242 

2.f 

CRESTAR  FINANCIAL 

534.0-* 

8 

84.9 

18 

15.9 

14.6 

15.5 

15.2 

21 

18 

14 

6716 

2.i 

FIRST  AMERICAN 

267.1** 

10 

37.6 

11 

14.1 

14.0 

NA 

16.4 

21 

15 

17 

2979 

2.' 

FIRST  TENNESSEE  NATIONAL 

447.0** 

24 

46.4 

20 

10.4 

10.7 

24.3 

21.5 

22 

11 

12 

4343 

1.!  ; 

FIRST  UNION 

3904.0 

13 

587.0 

16 

15.0 

14.6 

17.6 

16.7 

20 

27 

8 

39497 

3.: 

NATIONSBANK 

7045.0 

15 

1139.0 

33 

16.2 

14.0 

NA 

16.4 

17 

19 

14 

54482 

4.'  " 

POPULAR 

454.3** 

17 

54.8 

11 

12.1 

12.8 

NA 

14.7 

23 

13 

17 

4669 

 X 

3.(, 

REGIONS  FINANCIAL 

563.1 

17 

86.2 

16 

15.3 

15.4 

17.2 

16.5 

20 

23 

10 

6151 

SOUTHTRUST 

685.6 

20 

86.5 

22 

12.6 

12.4 

10.2 

14.7 

20 

20 

13 

6521 

2.1 

SUNTRUST  BANKS 

1245.8** 

14 

180.9 

12 

14.5 

14.8 

13.1 

13.2 

24 

13 

14 

16570 

3.:^- 

UNION  PLANTERS 

444.9 

2 

74.6 

12 

16.8 

15.3 

10.2 

13.0 

24 

45 

2 

5006 

2.  ■■■ 

WACHOVIA 

1434.7 

15 

195.3 

1 

13.6 

15.5 

10.9 

12.1 

29 

12 

6 

17414 

2:~. 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

10013.6 

8 

1338.4 

3 

13.4 

14.0 

10.4 

13.7 

21 

17 

17 

101976 

4.:, 

BANKAMERICA 

6216.0** 

11 

835.0 

7 

13.4 

13.9 

NA 

16.6 

19 

9 

16 

57774 

4.L 

FIRST  SECURITY 

425.0 

25 

58.8 

23 

13.8 

14.2 

NA 

16.5 

20 

14 

12 

4229 

l.C- 

PACIFIC  CENTURY  FINANCIAL 

325.9** 

12 

34.0 

-A 

10.4 

12.2 

16.3 

12.4 

14 

6 

4 

1952 

UNIONBANCAL 

636.7** 

6 

95.6 

3 

15.0 

15.4 

18.1 

15.4 

16 

23 

24 

5972 

'i^ 

WELLS  FARGO 

2410.0 

0 

315.0 

-7 

13.1 

14.0 

8.4 

8.8 

29 

36 

19 

32049 

12.F1 

4  CHEMICALS  {< 

INDUSTRY  COMPOSITE 

33770.4 

-2 

2797.6 

-4 

8.3 

8.5 

12.6 

18.5 

26 

3 

29 

229199 

24- 

AIR  PRODUCTS  &  CHEMICALS  (3) 

1208.6 

5 

120.5 

14 

10.0 

9.2 

11.3 

19.4 

20 

5 

15 

10481 

4^: 

ARCO  CHEMICAL 

934.0 

-9 

92.0 

92 

9.9 

4.7 

6.6 

8.6 

34 

4 

-2 

5193 

1 

BETZDEARBORN 

299.3 

-2 

15.5 

-17 

5.2 

6.1 

10.3 

18.7 

20 

9 

2 

1546 

2  ■ 

CABOT  ; 

457.0 

6 

37.5 

28 

8.2 

6.8 

11.8 

14.8 

26 

11 

27 

2492 

1 .: 

CROMPTON  &  KNOWLES 

477.2 

1 

31,9 

20 

6.7 

5.6 

18.2 

500.6 

23 

NA 

6 

2208 

1. 

CYTEC  INDUSTRIES 

368.2 

20 

31.2 

16 

8.5 

8.8 

15.4 

28.4 

22 

89 

31 

2537 

21 

DOW  CHEMICAL 
OUPONT 


4829.0* 
10965.0- 


422.0 
906.0 


-7 

-11 


8.7 
8.3 


9.1 
9.1 


16.5 
13.6 


23.2 
20.7 


13 
38 


-1 
-2 


52 
41 


22082 
84149 


EASTMAN  CHEMICAL 
FERRO 

FULLER  (H.  B.)(l) 
GEON 


1148.0* 
339.8 
310.7 
324.5 


74.0 
17.1 
6.0 
5.8 


3 
12 
2 

152 


6.4 
5.0 
1.9 
1.8 


6.1 
4.4 
1.9 
0.8 


9.6 
NM 


8.6 


15.7 
-18.1 
11.9 
11.6 


19  -3 

KM  -5 

22  7 

22  -5 


-6 
NA 


16 


5448       3.  *' 

1065  -l.JUri 

866       2,  It-'; 

553        1  J 


ilRPORATE  SCOREBOARD 


MPANY 


SALES 


PROFITS 


1ST  CHANGE 

QUARTER  FROM 

1998  1997 

$  MIL  % 


1ST 
QUARTER 
1998 
$MIL 


CHANGE 
FROM 
1997 

% 


MARGINS 


1ST 
QUARTER 
1998 
% 


1ST 
QUARTER 
1997 

% 


RETURN 


ON 
INVESTED 
CAPITAL 

% 


ON 
COMMON 
EQUITTf 

% 


P-E 
4-24 


S-YEAR  GROWTH 

EARNINGS 
COMMON  PER 
EQUITY  SHARE 

%  % 


MARKET 
VALUE 
SHARES 
OUTSTANDING 
4-24 
$MIL 


12 

MONTHS' 
EARNINGS 
PER 
SHARE 


HI  LHf\tO  wntlTllwnL 

334.8 

5 

17.3 

-34 

5.2 

8.2 

4.3 

4.8 

48 

5 

-13 

2988 

1.05 

NA(M.A.) 

591.5 

12 

15.4 

1 

2.6 

2.9 

9.1 

11.9 

17 

8 

21 

1186 

1.41 

CULES 

430.0 

-13 

68.0 

-37 

15.8 

21.8 

24.9 

41.2 

17 

-16 

22 

4593 

2.85 

GLOBAL 

676.8 

2 

48.0 

23 

7.1 

5.9 

6.8 

4.9 

38 

29 

-12 

4103 

0.94 

;RnAIIONAL  rLAvUKo  fit  rKAuKANUbo 

373.4 

~2 

CO  c 

15.8 

16.5 

21.3 

21.8 

25 

2 

4 

c;  Q  Q /I 

1  QO 

Qi7ni 
KIZUL 

o 

9Q  7 

OA 

7  A 

inn 
iU.U 

1  7  Q 

1  D 

1 

1  o 

.ENNIUM  CHEMICALS 

399.0* 

-50 

50.0 

150 

12.5 

2.5 

10.1 

14.3 

12 

NA 

NA 

2734 

2.86 

ISANTO 

2044.0 

9 

196.0 

-5 

9.6 

11.0 

5.8 

5.3 

NM 

8 

-14 

32332 

0.35 

TON  INTERNATIONAL  (6) 

669.5" 

4 

60.5 

-6 

9.0 

10.0 

13.1 

14.4 

19 

9 

16 

4170 

1.67 

:0  CHEMICAL 

367.1 

10 

38.0 

6 

10.4 

10.7 

17.2 

24.9 

19 

2 

4 

2621 

2.13 

<AIR 

1201.0 

4 

102.0 

0 

8.5 

8.8 

11.1 

19.6 

20 

35 

29 

7908 

2.53 

M  &  HAAS 

937.0" 

-5 

109.0 

5 

11.6 

10.5 

17.8 

24.4 

17 

6 

27 

6597 

6.53 

rrs  (3) 

430.6 

24 

33.5 

20 

7.8 

8.1 

6.5 

17.6 

24 

6 

8 

698 

1.53 

ITIA 

720.0 

0 

64.0 

-2 

8.9 

9.0 

44.8 

NM 

19 

NA 

NA 

3375 

1.52 

lA  INDUSTRIES 

465.7" 

7 

-18.3 

NM 

NM 

0.9 

14.0 

23.8 

4 

31 

80 

801 

2.51 

IN  CARBIDE 

1561.0 

-5 

142.0 

-10 

9.1 

9.6 

17.9 

27.9 

11 

14 

52 

6753 

4.51 

:o 

507.4 

-11 

20,4 

3 

4.0 

3.5 

9.5 

14.1 

25 

0 

16 

2228 

1.55 

:ONGLOIVIERATES 


JSTRY  COMPOSITE 

43110.0 

11 

2951.4 

20 

6.8 

6.3 

9.7 

21.2 

31 

8 

17 

353538 

2.14 

BHENY  TELEDYNE 

1002.2 

5 

26.9 

-58 

2,7 

6.6 

20,5 

20.7 

17 

25 

31 

4500 

1,48 

;dsignal 

3646.0 

10 

300.0 

16 

8,2 

7.8 

21,1 

27.6 

21 

16 

17 

24707 

2,09 

TER  INTERNATIONAL 

748.5 

14 

16.4 

48 

2,2 

1.7 

7,1 

10.1 

20 

8 

35 

999 

1,07 

i 

355.9 

3 

34,5 

260 

9,7 

2.8 

13,9 

16.9 

25 

-8 

-13 

1377 

1,21 

RAL  ELECTRIC 

22626.0" 

12 

1891.0 

13 

8,4 

8.3 

9,9 

24.4 

33 

8 

16 

273818 

2,53 

lOURT  GENERAL  (2) 

900.6" 

17 

-14.4 

NM 

NM 

1.9 

NM 

-17.8 

NM 

-2 

NA 

3685 

-2,05 

OFFICE  SOLUTIONS  (3) 

1438.6 

13 

39.3 

169 

2,7 

1.1 

5,8 

9,7 

27 

13 

-1 

3187 

0,89 

iDUSTRIES 

2143.5 

-1 

55.6 

26 

2.6 

2.0 

14,9 

15,2 

36 

NA 

NA 

4338 

1,03 

N 

384.9 

-7 

11.7 

9 

3.0 

2,6 

5,6 

13,5 

20 

3 

-6 

1515 

1,51 

VAY 

356.6 

18 

-8.0 

NM 

NM 

4,1 

6,6 

7,2 

45 

6 

37 

1553 

1,65 

lARK  INTERNATIONAL 

616.4 

13 

23.9 

15 

3.9 

3,8 

11,2 

11,8 

21 

4 

39 

2109 

1,64 

ECO 

1855.0 

14 

75.0 

-1 

4.0 

4,7 

8,6 

14,2 

22 

10 

-13 

7772 

2,11 

\m 

2718.0" 

7 

142.0 

14 

5.2 

4,9 

8,2 

17.9 

23 

NA 

12 

12622 

3,41 

3094.6 

16 

129.4 

9 

4.2 

4,5 

-1,0 

-2.5 

NM 

6 

NA 

5761 

-0,29 

267.4 

1 

204.7 

NM 

76.6 

NM 

19,6 

66.2 

4 

10 

-17 

1116 

2,19 

602.8 

6 

15,4 

46 

2.6 

1,8 

15,0 

19.2 

23 

4 

12 

2437 

1,07 

MAN 

352.0 

6 

8,1 

40 

2.3 

1,7 

4,6 

3.4 

NM 

4 

-19 

2041 

0,18 

ONSUMER  PRODUCTS 


;  STRY  COMPOSITE 

72048.8 

6 

5926.3 

-1 

8.2 

8.8 

16.6 

27.6 

31 

6 

13 

711835 

1.89 

1 PPAREL 

LIP  COMPOSITE 

6543.4 

-1 

178.8 

-58 

2.7 

6.5 

15.3 

17.0 

22 

7 

11 

28637 

2.00 

N  GROUP  (11) 

362.7" 

1 

-12,6 

NM 

NM 

0,4 

NM 

-10.5 

NM 

-6 

NA 

277 

-1.19 

iC 

APPAREL  GROUP 

383.8 

19 

38.6 

31 

10.1 

9,2 

28,6 

30.0 

24 

26 

22 

2963 

2.45 

Kl  fOOD{8) 

373.7 

18 

2,4 

19 

0.6 

0,6 

11,5 

11.2 

NM 

6 

1 

653 

1.91 

LI  AiBORNE 

656.0 

10 

45,9 

9 

7.0 

7,1 

19,3 

20.4 

17 

-1 

5 

3173 

2.75 

HI 

7) 

2224.0 

-8 

73,1 

-69 

3.3 

9,8 

19,2 

18.5 

22 

17 

20 

13541 

2,10 

fl 

PS-VAN  HEUSEN  (11) 

337.0 

-12 

-43,3 

NM 

NM 

2,1 

NM 

-30.2 

NM 

2 

NA 

316 

-2,45 

nt  iK  INTERNATIONAL 

880.1 

-5 

-3,4 

NM 

NM 

4,3 

13,7 

18.1 

19 

-13 

7 

1667 

1,56 

V! 

1326.2 

5 

78.1 

11 

5.9 

5,6 

16,1 

18.9 

18 

9 

5 

6045 

2,79 

le  F>PLIANCES  &  HOME  FURNISHINGS 

Gl 

P  COMPOSITE 

14110.0 

17 

500.1 

30 

3.5 

3.2 

8.6 

12.5 

35 

8 

19 

41158 

1.38 

\i 

TRONG  WORLD  INDUSTRIES 

543.1 

5 

46.5 

2 

8.6 

8,8 

15,6 

22.9 

19 

9 

25 

3415 

4.55 

W 

^TH  &  BEYOND  (10) 

305.1 

24 

24,8 

36 

8.1 

7,5 

24,8 

24.8 

51 

45 

35 

3645 

1.03 

iE 

iUY  (10) 

2852.1 

22 

64.0 

651 

2.2 

0,4 

11,5 

16.9 

33 

25 

-9 

3019 

2.07 

Cll 

IT  CITY  GROUP  (10) 

2586.0 

13 

57.4 

-16 

2.2 

3,0 

6,1 

6.8 

36 

NA 

0 

4042 

1.13 

Itf 

m  INTERNATIONAL  INDUSTRIES  (6)  391,9 

9 

15,1 

46 

3.8 

2,9 

8,7 

11.7 

13 

39 

50 

735 

3.04 

HE 

-MEYERS  (10) 

634.7" 

33 

-29-1 

NM 

NM 

2,2 

NM 

-9.1 

NM 

19 

NA 

799 

-0.98 

nil 

LL  INTERNATIONAL  (6) 

265.0 

9 

13,7 

-6 

5.2 

6,0 

12,8 

12.8 

17 

6 

10 

976 

1.37 

OY  (8) 

280.5 

15 

11,5 

17 

4.1 

4,0 

11,3 

12.3 

NM 

8 

12 

955 

2.55 

i 

rr&PLAn 

793.2 

18 

57,9 

20 

7.3 

7,2 

14,1 

18.6 

24 

22 

20 

5072 

2.23 

%\. 

G 

1040.4 

31 

72,3 

88 

6.9 

4,9 

20,1 

37.7 

23 

0 

31 

4823 

2.23 

'li 

IMPORTS  (10) 

325.3" 

14 

26.6 

49 

8.2 

6,3 

16,5 

19.9 

24 

15 

35 

1774 

1.07 

:a 

1258.3 

-3 

37.1 

45 

2.9 

2,0 

17,2 

19.3 

29 

-7 

9 

5135 

1.76 

\\ 

POOL 

2464.0 

24 

68.0 

58 

2,8 

2,2 

NM 

-1.1 

NM 

3 

NA 

5334 

-0.29 

fl 

MS-SONOMA(ll) 

370.4 

13 

34.3 

34 

9,3 

7,8 

15,3 

21.4 

37 

17 

56 

1434 

1.50 

c: 

:VERAGES 

» 

P  COMPOSITE 

15390.4 

10 

1513.6 

-5 

9.8 

11.3 

17.8 

33.6 

41 

5 

12 

291224 

1.42 

IN 

SERBUSCH 

2507.5 

2 

265.2 

3 

10,6 

10,5 

14.1 

29.4 

19 

-2 

11 

22555 

2.39 

iRi 

I  FORMAN  (8) 

418.2 

6 

45.6 

10 

10,9 

10,6 

19.3 

23.1 

NM 

-2 

7 

3907 

2.62 

% 

DAIGUA  BRANDS  (10) 

282,6 

8 

10.0 

70 

3,6 

2,3 

NA 

12.6 

20 

50 

18 

989 

2.62 

% 

;ou 

4457,0 

8 

857.0 

-13 

19,2 

23,9 

48.7 

54.7 

46 

12 

19 

181900 

1.59 

OU  ENTERPRISES 

2958.0 

38 

-51.0 

NM 

NM 

NM 

5.4 

9.1 

98 

7 

37 

15100 

0.40 

(ADOLPH) 

414.1 

4 

9.8 

22 

2,4 

2,0 

9.7 

11.4 

15 

2 

12 

1249 

2.21 

fl 

0 

4353.0 

3 

377.0 

19 

8,7 

7,5 

14.2 

23.8 

44 

4 

0 

65525 

0.99 
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CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

1 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MCN 

QUARTER 

FROM 

QUARTER 

FROM  , 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARN 

1998 

1997 

1998 

1997 

1998 

1997 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-24 

PE' 

SMIL 

% 

SMIL 

% 

% 

% 

% 

% 

4-24 

% 

% 

SMIL. 

Sh; 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

17561.8 

3 

1568.8 

7 

8.9 

8.6 

21.8 

31.7 

37 

10 

21 

243785 

2.2i| 

Al  DCDTn  PIIIUCD  fQ\ 
ALDlK  t  U-LULVCK  [3} 

455.2 

4 

19.6 

10 

4.3 

4.0 

12.5 ' 

15.0 

22 

12 

17 

1655 

1.; 

AVON  PRODUCTS 

1183.4 

9 

-31.0 

NM 

NM 

3.8 

63.5 

93.5 

41 

-3 

15 

10809 

1.? 

CLOROX  16, 

680.5" 

5 

75.9 

16 

1 1.2 

10. 1 

17.0 

27.5 

31 

4 

16 

8434 

2.6 

COLGATE-PALMOLIVE 

2159.5 

1 

196.0 

16 

9.1 

7.9 

18.3 

34.6 

37 

-2 

6 

25922 

2.: 

DIAL 

335.0 

6 

22.9 

25 

6.8 

5.8 

NA 

26.1 

27 

NA 

NA 

2546 

0.? 

EC0LA8 

436.4 

17 

30.6 

17 

7.0 

7.0 

18.4 

25.1 

30 

10 

15 

4011 

l.C 

ESTEE  LAUDER  (6) 

871.5 

10 

45.7 

19 

5.2 

4.8 

25.4 

30.6 

41 

NA 

NA 

8377 

1.; 

GILLEHE 

2025.0 

1 

268.0 

14 

13.2 

11.8 

20.5 

29.5 

45 

31 

18 

64594 

2.f 

PROCTER  &  GAMBLE  (6) 

8881,0 

1 

961.0 

9 

10.8 

10.0 

23.2 

30.3 

34 

9 

40 

114724 

2A 

REVLON 

534.3 

8 

-19.9 

NM 

NM 

NM 

18.7 

NM 

42 

NA 

NA 

2713 

1.1 

(E)  TOBACCO 

1 

GROUP  COMPOSITE 

18443.2 

1 

2165.0 

4 

11.7 

11.5 

15.0 

28.4 

15 

4 

11 

107029 

PHILIP  MORRIS 

14156.0 

0 

1874.0 

6 

13.2 

12.6 

22.2 

40.7 

14 

5 

12 

92472 

RJR  NABISCO  HOLDINGS 

3947.0 

4 

179.0 

-16 

4.5 

5.6 

3.7 

3.6 

29 

3 

-15 

9187 

UST 

340.2 

2 

112.0 

11 

32.9 

30.2 

84.3 

102.7 

12 

-7 

12 

5371 

7  CONTAINERS  &  PACKAGING 

INDUSTRY  COMPOSITE 

9500.0 

5 

244.3 

89 

2.6 

1.4 

5.5 

8.1 

46 

11 

41 

34790 

0. 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE 

3875.0 

3 

134.1 

20 

3.5 

3.0 

8.8 

13.9 

21 

21 

9 

14244 

2. 

BALL 

549.7 

15 

D.3 

-24 

1.0 

1.5 

7.8 

8.8 

23 

1 

-17 

1179 

1. 

CROWN  CORK  &  SEAL 

1892.4 

'2 

41.7 

7 

2.2 

2.0 

7.3 

9.5 

25 

24 

1 

6805 

2. 

OWENS-ILLINOIS 

1098.5 

4 

80.4 

47 

7.3 

5.2 

10.5 

22.5 

19 

38 

23 

5586 

2. 

SILGAN  HOLDINGS 

334.4 

12 

6.7 

-39 

2.0 

3.7 

13.9 

NM 

16 

NA 

NA 

674 

2. 

(B)  PAPER 

GROUP  COMPOSITE 

5625.0 

6 

110.2 

526 

2.0 

0.3 

2.5 

2.0 

NM 

5 

-1 

20546 

0. 

AVERY  DENNISON 

843.6 

2 

54.2 

12 

6.4 

5.8 

18.1 

26.1 

27 

2 

27 

5625 

2. 

BEMIS 

451.5 

-5 

21.9 

10 

4.9 

4.2 

11.2 

16.7 

22 

13 

17 

2379 

2. 

JEFFERSON  SMURFIT 

844.0 

8 

11.0 

NM 

1.3 

NM 

5.4 

NM 

NM 

NA 

-58 

2164 

0. 

MAIL-WELL 

274.7 

30 

9.5 

59 

3.5 

2.8 

9.3 

21.7 

27 

76 

64 

815 

1. 

ROCK-TENN  (3) 

327.9 

19 

9.8 

NM 

3.0 

NM 

6.0 

8.9 

16 

12 

-7 

540 

0. 

i 

SONOCO  PRODUCTS 

673.3 

-2 

46.5 

13 

6.9 

6.0 

0.9 

0.7 

NM 

9 

NA 

3881 

0. 

STONE  CONTAINER 

1265.4 

7 

-69.1 

NM 

NM 

NM 

NM 

NM 

NM 

-19 

NA 

1583 

-3 

TEMPLE-INLAND 

944.6 

11 

26.4 

100 

2.8 

1.6 

4.7 

3.1 

55 

5 

-7 

3559 

1, 

8  DISCOUNT  &  FASHION  RETAILING 


jNDUSTRY  COMPOSITE  IfZ??^?  \\  _  A^^IJ.  f  1^-  I?  \^A..}}:  1°  ]^  _  _  520037_ 

AMES  DEPARTMENT  STORES  (11)  769.4"      9         29.6         43  3.8        2.9         20.1        19.9      15       27        28  506 

AUTOZONE '4)  607.1        13  34.4  17  5.7         5.5  15.1        17.9      23       30         24  4844 


BARNES  &  NOBLE  (11) 

968.5 

10 

69.8 

13 

7.2 

7.0 

10.1 

13.7 

38 

40 

NA 

2401 

0 

BJ'S  WHOLESALE  CLUB  (11) 

999.6 

15 

32.4 

25 

3.2 

3.0 

14.8 

15.3 

21 

NA 

NA 

1437 

1 

BORDERS  GROUP  (11) 

858.8 

18 

78.9 

19 

9.2 

9.1 

14.0 

13.4 

NM 

NA 

NA 

2408 

0 

BRADLEES(ll) 

452.7" 

0 

25.9 

NM 

5.7 

NM 

NM 

NM 

NM 

NA 

NA 

2277 

-1 

BRYUNE  (11) 

345.8 

45 

14.0 

129 

4.0 

2.6 

14.2 

37.0 

NM 

NA 

NA 

1002 

2 

BURLINGTON  COAT  FACTORY  (6) 

397.1 

4 

0.4 

-89 

0.1 

1.0 

10.8 

11.3 

15 

10 

2 

948 

1 

CDW  COMPUTER  CENTERS 

384.6 

29 

14.8 

30 

3.8 

3.8 

25.2 

25.2 

21 

71 

42 

1119 

2 

CHARMING  SHOPPES  (11) 

279.0 

3 

6.2 

179 

2.2 

0.8 

4.5 

4.4 

NM 

2 

-26 

485 

COLE  NATIONAL  (il) 

265.6 

10 

5.8 

NM 

2.2 

NM 

8.5 

13.9 

28 

NA 

-15 

557 

11 

CONSOLIDATED  STORES  (11) 

1616.1 

9 

67.9 

-52 

4.2 

9.6 

8.2 

8.3 

55 

37 

16 

4561 

G 

COSTCO  (4) 

5795.0" 

11 

126.0 

29 

2.2 

1.9 

12.4 

15.1 

31 

6 

9 

12059 

1 

DAYTON  HUDSON  (11) 

8953.0" 

10 

356.0 

66 

4.0 

2.6 

11.8 

18.6 

NM 

10 

13 

18225 

DILLARD'S  11) 

2115.7" 

7 

111.4 

0 

5.3 

5.6 

7.6 

9.2 

16 

9 

0 

3946 

2 

DOLLAR  GENERAL  (11) 

861.1 

28 

65.0 

26 

7.5 

7.6 

24.2 

24.2 

44 

26 

34 

5248 

C 

FABRI-CENTERS  OF  AMERICA  (11) 

311.5 

1 

21.1 

17 

6.8 

5.9 

13.4 

13.3 

19 

7 

45 

559 

i 

FAMILY  DOLLAR  STORES  '4) 

635.9 

20 

27.6 

38 

4.3 

3.8 

15.9 

16.5 

68 

12 

3 

3013 

( 

FEDERATED  DEPARTMENT  STORES  (11) 

5059.8" 

1 

379.5 

31 

7.5 

5.7 

8.2 

10.9 

19 

22 

7 

10088 

FINGERHUT 

367.3 

5 

5.5 

115 

1.5 

0.7 

9.6 

10.8 

20 

10 

-1 

1337 

FINLAY  ENTERPRISES  (11) 

338.4 

20 

24.0 

18 

7.1 

7.2 

11.6 

21.0 

15 

NA 

NA 

269 

FOOTSTAR 

400.9 

6 

5.3 

6 

1.3 

1.3 

24.2 

18.1 

19 

NA 

NA 

1097 

GAP  (11) 

2165.5 

30 

215.6 

26 

10.0 

10.3 

25.7 

33.7 

NM 

13 

22 

18109 

GOODY'S  FAMILY  CLOTHING  (11) 

334.8 

22 

17.3 

69 

5.2 

3.7 

19.7 

20.8 

NM 

15 

14 

784 

1 

HILLS  STORES  (11) 

630.9 

-4 

20.9 

NM 

3.3 

NM 

NM 

-4.1 

NM 

NA 

NA 

41 

HOME  DEPOT  (11) 

5731.5 

16 

307.4 

22 

5.4 

5.1 

14.0 

16.3 

44 

27 

24 

50240 

HOMEBASE  (11) 

328.4 

6 

-3.9 

NM 

NM 

NM 

NM 

-0.2 

NM 

1 

NA 

297 

INTIMATE  BRANDS  (11) 

1397.3 

20 

159.6 

1 

11.4 

13.6 

36.9 

66.7 

NM 

NA 

12 

6883 

KMART  (11) 

9759.0 

1 

186.0 

-21 

1.9 

2.4 

5.7 

4.6 

35 

-2 

-24 

8604 

KOHL'S  (U) 

1077.8 

27 

72.6 

40 

6.7 

6.1 

11.9 

14.8 

NM 

33 

30 

6369 

LANDS'  END  (11) 

480.4 

13 

41.3 

10 

8.6 

8.8 

NA 

26.4 

18 

11 

14 

1106 

LIMITED  (11) 

3268.4 

10 

85.3 

-60 

2.6 

7.2 

NA 

11.0 

39 

4 

-1 

8294 

LOWE'S  (11) 

2397.6 

17 

72.5 

30 

3.0 

2.7 

10.9 

13.7 

NM 

30 

27 

12009 

MAY  DEPARTMENT  STORES  (11) 

4292.0" 

5 

445.0 

5 

10.4 

10.3 

12.5 

20.0 

NM 

3 

5 

14684 

MERCANTILE  STORES  (11) 

1013.8" 

3 

72.3 

15 

7.1 

6.3 

7.3 

7.9 

NM 

5 

10 

2471 
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IRPORATE  SCOREBOARD 


•WPANT 

r  If  Vr  119 

MARGINS 

S-YEAR  GROWTH 

MARKET 
VALUE 

12 

ISI 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTHS' 

QUARTER 

FROM 

UUAKIER 

FROM 

QUARTER 

QUARTER 

INVESTED 

LUMIvlUN 

COMMON 

PER 

UUIoIMImUIIiu 

CAPMIMPC 
tMKNIINuo 

1998 

1997 

1998 

1997 

1998 

1997 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-24 

PER 

SMIL 

% 

$Mll 

% 

% 

% 

% 

% 

4^24 

% 

% 

$  MIL 

SHARE 

yep  fFRFn^  Ml) 

1869.8 

88 

52.6 

91 

2.8 

2.8 

NA 

7,6 

31 

10 

8 

5883 

1.45 

^HAFI*?  STORES  (11) 

fFiHtLO  o  1  unto  \  L  1  } 

507.1 

3 

25.4 

209 

5.0 

1.7 

7.1 

6,8 

31 

25 

-4 

945 

1.05 

;ro  warehouse 

551.7 

4 

9.8 

25 

1 .8 

1,5 

-10.0 

-10.0 

NM 

45 

NA 

489 

-1.01 

MAN  MARCUS  GROUP  (5) 

708.4** 

7 

33.5 

31 

4,7 

3,9 

11.8 

15.4 

NM 

153 

15 

1868 

2.01 

1481 .2** 

10 

59.1 

38 

4,0 

3.2 

11.5 

12.6 

NM 

7 

5 

4947 

2,40 

1 98 1 . 1 

12 

55.8 

44 

2.8 

2.2 

10.4 

13.3 

31 

28 

28 

5244 

1,05 

ICEMAX  (11) 

1108.3 

15 

40.0 

33 

3.6 

3.1 

7.6 

7.7 

NM 

18 

62 

2245 

0.72 

LESS  CASHWAYS  (1) 

394,3 

-19 

-25.0 

NM 

NM 

NM 

NM 

NM 

NA 

-15 

NA 

55 

NA 

LESS  SHOESOURCE  (11) 

569,5 

9 

17.4 

15 

3.1 

2.9 

15.3 

15.4 

NM 

NA 

NA 

2551 

3.30 

INEY  (J.  C.)  ( 1 1) 

9751 .0** 

15 

224.0 

138 

2.3 

1  1 

5.1 

7.6 

NM 

7 

-10 

17727 

2.10 

'  BOYS-MANNY,  MOE  &  JACK  (1 1 ) 

502,4 

13 

-27.7 

NM 

NM 

5,1 

NA 

5.8 

28 

14 

2 

1347 

0.80 

SMART  !11) 

510.6 

12 

4.5 

-41 

0,9 

1,7 

NM 

-9.5 

NM 

54 

NA 

1315 

-0.28 

FFiTT'S  (11) 

1150.1'* 

4 

34.8 

-21 

3,0 

4,0 

NA 

9.0 

47 

61 

13 

2345 

0.81 

c  STORES  (11) 

572,3 

12 

40.7 

27 

7.1 

6,3 

30.9 

30.9 

NM 

13 

32 

2315 

2.35 

S  HOLDINGS  (11) 

671,6** 

12 

317.1 

579 

47.2 

7,8 

NM 

61.8 

4 

NA 

NA 

1428 

5.02 

RS,  ROEBUCK 

9163,0 

5 

133,0 

-27 

1.5 

2.1 

10.4 

19.4 

20 

-14 

-13 

22501 

2.87 

VICE  MERCHANDISE 

594.2 

-13 

-24.1 

NM 

NM 

NM 

NM 

-1.9 

NM 

13 

NA 

220 

-0.06 

■GEL 

590,6 

_2 

-23.1 

NM 

NM 

NM 

NM 

-4.1 

NM 

3 

NA 

709 

-0. 19 

RTS  AUTHORITY  (11) 

423.0 

12 

8.0 

-52 

1 .9 

4.4 

5.1 

6,7 

NM 

20 

17 

501 

0.59 

GE  STORES  (11) 

369.4 

49 

17.5 

63 

4.7 

4.3 

9,7 

16.8 

NM 

NA 

NA 

1334 

1.30 

PLES  (11) 

1550.0 

33 

64.3 

37 

4.1 

4,0 

NA 

13.5 

NM 

34 

42 

5909 

0.51 

}OTS  (111 

312.2** 

3 

-10.3 

NM 

NM 

5.4 

2,3 

1.5 

NM 

23 

-18 

636 

0. 18 

ANY  (11) 

367.7** 

12 

42,1 

18 

11.5 

10,9 

14.5 

16.4 

NM 

19 

34 

1545 

2.03 

;  1  1 ) 

2242.8 

15 

98.6 

31 

4.4 

3.9 

22.0 

27.0 

NM 

23 

17 

5956 

1.76 

S  'R'  US  (1 1) 

4983.0 

7 

378,2 

-1 

7.6 

8.2 

9.7 

11.1 

NM 

9 

-2 

8048 

1.71 

.  OFFICE  PRODUCTS  (8, 

666.0 

12 

15.4 

76 

2.3 

1.5 

NA 

3,4 

38 

573 

80 

2245 

0.45 

JE  CITY  DEPARTMENT  STORES  (5) 

321.5 

-2 

12.5 

-4 

3.9 

3.9 

1,0 

0,4 

NM 

12 

-31 

622 

0.03 

NG  OFFICE  PRODUCTS  (6) 

417,6 

18 

25.3 

22 

5.1 

5.9 

20,4 

20,5 

25 

31 

40 

1920 

0.92 

-MART  STORES  (11) 

35385,0 

15 

1287.0 

18 

3.5 

3.5 

13.6 

19.1 

NM 

16 

11 

112510 

1.56 

ILWORTH  (11) 

2002.0 

-2 

115.0 

10 

5.7 

5,1 

13.0 

16,8 

NM 

-7 

0 

3164 

1.57 

;  (5) 

522.0 

3 

58.9 

14 

11.3 

10.2 

7.3 

9,3 

18 

NA 

NA 

1017 

1.61 

■LECTRICAL  &  ELECTRONICS 


USTRY  COMPOSITE  53856.2  8     2845j5       -30  6^5    _  lO.i  12.3  14.3      27       16  22      361832  2^14 

I  ELECTRICAL  PRODUCTS 


iUP  COMPOSITE 

6913.0 

-2 

442.4 

-10 

6.4 

7.0 

13.6 

16.1 

19 

6 

11 

37441 

2.88 

>ER  INDUSTRIES 

1343.1 

2 

92.0 

18 

6.9 

5.9 

12.0 

15.9 

20 

-6 

4 

7856 

3.35 

IN 

1587.0 

-6 

105.0 

4 

5.2 

5.5 

15,7 

22,6 

15 

19 

24 

5798 

6,05 

:ral  signal 

374.4 

-26 

23.3 

-4 

5,2 

4.8 

15,3 

21,2 

17 

12 

48 

2099 

2.63 

SELL 

339.7 

5 

39.9 

10 

11,7 

11.2 

14,9 

15,1 

25 

9 

12 

3289 

1,94 

NETEK  (6) 

303.2 

1 

10.1 

10 

3.3 

3.1 

12,2 

21.1 

17 

-19 

-3 

511 

1,17 

QNAL  SERVICE  INDUSTRIES  (4) 

479.4 

-4 

23.5 

15 

4.9 

4.1 

16.7 

18.7 

21 

0 

10 

2217 

2,51 

;hem  (5) 

445.2 

4 

39.5 

-42 

8.9 

15.0 

23.4 

26.4 

16 

4 

206 

3346 

2,47 

;WELL  INTERNATIONAL  (3) 

1941.0 

2 

109.0 

-30 

5.6 

8.2 

10.5 

10.3 

24 

12 

4 

11226 

2.30 

ELECTRONICS 


UP  COMPOSITE 

15737.9 

18 

586.9 

-10 

3.7 

4.9 

7.1 

7.7 

29 

13 

11 

86313 

1.96 

IIS  (6) 

961.5 

4 

59.9 

8 

6.2 

5.0 

10.3 

13,4 

18 

8 

19 

3987 

2.81 

iES  ELECTRONICS 

1291.0 

25 

53.7 

135 

4.2 

2,2 

NA 

NA 

NA 

4 

-14 

21345 

NA 

IN  INDUSTRIES  (5) 

973,8 

1 

40.6 

12 

4.2 

3.8 

12.4 

15,1 

NM 

-8 

3 

2845 

3,59 

IRQ  LA 

5886,0 

4 

180.0 

-45 

2.6 

4.9 

5.5 

7.7 

34 

21 

10 

34388 

1,71 

COMM  (3) 

760,6 

30 

26.0 

55 

3.4 

2.9 

9.4 

11.5 

32 

69 

39 

3958 

1,76 

HEON 

4574.3 

58 

214.9 

17 

4.7 

5.3 

5.0 

5.4 

27 

16 

2 

18790 

2,06 

OR 

290,7 

-2 

11.7 

14 

4,0 

3.5 

11.3 

15.9 

23 

42 

53 

990 

1  70 

NSTRUMENTS 

UP  COMPOSITE 

4309.6 

20 

216.8 

8 

5.0 

5.6 

9.1 

11.6 

37 

11 

16 

27121 

1.61 

MAN  COULTER 

399.4 

72 

-8.4 

NM 

NM 

6.7 

NM 

NM 

NM 

-15 

NA 

1516 

-10.53 

YWELL 

1923.3 

14 

96.3 

27 

5,0 

4.5 

15.5 

20.7 

25 

5 

7 

11786 

3,81 

■ENCOR  (5) 

274.2 

9 

29.0 

-22 

10.6 

14.7 

11.5 

11.2 

29 

61 

57 

3592 

1.49 

IN-ELMER  (5) 

390.8 

12 

-7.0 

NM 

NM 

2.7 

8.3 

8.8 

57 

5 

1 

3395 

1.05 

RONIX  (7) 

517.6 

8 

34.2 

19 

5.5 

6.0 

NA 

10.1 

28 

12 

37 

2122 

1.52 

DYNE 

431.5 

74 

49.5 

189 

11.5 

6.9 

15.5 

15.3 

21 

24 

36 

3223 

1.86 

\H  ASSOCIATES  (3) 

372.8 

10 

23.0 

33 

5.2 

5.1 

22.3 

24.5 

12 

3 

33 

1486 

4.12 

•EMICONDUCTORS 

&  OTHER  COMPONENTS 

JP  COMPOSITE 

16895.6 

1 

1599.6 

-42 

9.5 

16.5 

16.3 

18.2 

27 

26 

36 

210958 

2.12 

NCED  MICRO  DEVICES 

540,9 

_2 

-62,7 

NM 

NM 

2,3 

NM 

-4,9 

NM 

14 

NA 

4179 

-0.58 

1394,9 

0 

102.6 

1 

7.4 

7,3 

15,2 

15.6 

19 

10 

6 

8808 

2,09 

G  DEVICES  (2) 

330,7 

13 

44,3 

13 

13.4 

13,4 

13.2 

16.2 

NM 

24 

57 

5188 

1,07 

305,0 

2 

29.7 

-3 

9.7 

10.2 

16.1 

16.3 

14 

NA 

17 

1863 

1.53 

IS  LOGIC  (9) 

287.8 

35 

12.1 

NM 

4.2 

NM 

NA 

8.0 

21 

20 

2 

748 

0.52 

5001.0 

-7 

1273,0 

-35 

21.2 

30.8 

25.7 

28.9 

24 

29 

43 

133599 

3.49 

CIRCUIT  (4) 

330.7 

49 

20,1 

82 

6.1 

5.0 

26,0 

31,3 

20 

45 

54 

1399 

1,85 

)GIC 

324.9 

5 

30.4 

-21 

9.4 

12.5 

8.9 

9.5 

26 

55 

18 

3951 

1.08 

DN  TECHNOLOGY  (4) 

755.4 

-14 

-48.1 

NM 

NM 

15.3 

3,7 

4.5 

54 

46 

103 

5584 

0.58 

X(6) 

409.2 

5 

45.4 

7 

11,3 

11.2 

14,6 

14.5 

26 

14 

21 

4580 

1.14 
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550.1 
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NM 
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(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

39181.3 

4 

1936.0 

194 

4.9 

1.7 

12.0 

19.4 

50 

2 

5 

215327 

1 

BESTFOODS 

2121.4 

-1 

133.4 

13 

6,3 

5.5 

19.5 

45.3 

77 

-6 

4 

16233 

1 

CAMPBELL  SOUP  (5) 

2342.0 

1 

311.0 

13 

13,3 

11.9 

36.0 

52.5 

NM 

0 

18 

22643 

CHIQUITA  BRANDS  INTERNATIONAL 

717.2 

14 

41.1 

-5 

5,7 

5.9 

-0.1 

-3.6 

NM 

-3 

NA 

853 
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CONAGRA  (7) 

5385.0 

-1 
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2,6 

2.7 

14.6 

24.2 

21 

3 

3 
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NM 

2.4 
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NA 
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NA 
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1012.0 

5 

22.8 
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1424.7 

10 
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18.8 

91.9 

28 

-28 

-3 
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2236.0 

-3 

188.2 
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10.2 

15,0 

NM 
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1 
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17.9 
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CAPA  1  FF  ti^\ 
oAKA  LLL  ID) 

4/oD.U 

o 
iL 

oo 7  r\ 
/  .U 

1  n 

lU 

/I  fl 
4.0 

A  A 

Q  9 

9"^  Q 

IN  tVI 

c 
O 

1  J. 

oiVlllnrlLLU  rUUUo  (oj 

iuyo.u 

1 

0'3  7 

o  I 

tL.C. 

1  R 

i  J.  .0 

1  D.O 

IN  IVI 

99 

9Q 

iiy 

1  1  AQ 

1  i^y 

CTAPPI  IPkC  1  ^  \ 
o 1 AKdUUKo  (  Di 

289.5 

oD 
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OD 
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SUIZA  FOODS 

593.1 

52 

18.1 

-19 

3.0 

6,1 

NA 

NA 

53 

NA 

NA 

1687 

Tvcniu  Fnnnc 
1  ToUii  ruuuo  [ol 

1870.8 

1 9 

23.3 

1  o 

o,  1 

7  Q 

9t^ 

Q 

/I 
— *+ 

AA9Q 

VLAolL  rUUUo  IN  1  tnnAi  iUNAL  10) 

375.3 

-2 

18.8 

-4 

D.U 

5. 1 

119 

TIC 
I  L  ,D 

NM 

INM 

MA 
INM 

WRIGLEY  (WM.)  JR. 

473.2 

5 

75.1 

21 

16.1 

13.9 

28.1 

28,9 

33 

15 

12 

9321 

(C)  FOOD  RETAILING 

GROUP  COMPOSITE 

35131.1 

8 

781.4 

22 

2.2 

2.0 

11.3 

22.7 

26 

10 

20 

69965 

ALBERTSON'S  (11) 

3789,4 

6 

174.7 

13 

4.5 

4.3 

15.9 

21.4 

NM 

13 

14 

12041 

AMERICAN  STORES  (11) 

4980.6 

1 

95.2 

50 

1.9 

1.3 

5.8 

12.2 

25 

8 

5 

5772 

DOMINICK'S  SUPERMARKETS  19) 

588.4 

_2 

9. 1 

75 

1.5 

0,9 

NM 

-27.9 

NM 

NA 

NA 

811 

FOOD  LION 

2305.5 

1 

55.2 

27 

2.4 

1,9 

10.4 

13.4 

25 

8 

41 

4927 

PCUCDAI    UIITDITinU  f1  1  \ 

bcNtKAL  NUrKlliUN  (1  1) 

375.9 

19 

32.5 

83 

8.6 

5.6 

18,2 

- 

52.4 

?8 

115 

-1 

9Q  1  /I 

GIANT  rUUD  I  lU) 

1423.0 

1 7 

35.4 

106 

2.5 

1.5 

NA 

8. 1 

30 

7 

-3 

2241 

GREAT  ATLANTIC  &  PACIFIC  TEA  (10) 

2503.1 

7 

13.4 

-42 

0.5 

1,0 

6,0 

6.9 

18 

-7 

107 

1152 

UAMKIAFnPn  RPnTUFPC 

7QQ  Q 
/  OO.O 

A 

1  A 

9 

9  1 

1  u.o 

o  i 

1 2 

1905 

KROGER 

5388.8 

4 

107.3 

16 

1.7 

1.5 

22.2 

NM 

25 

NA 

24 

10954 

PENN  TRAFFIC  (11) 

750.5** 

-8 

-12.9 

NM 

NM 

NM 

NM 

NM 

NM 

NA 

NA 

55 

RUDDICK  (3) 

616.3 

9 

11.4 

2 

1.8 

2.0 

9.5 

12.2 

18 

8 

11 

847 

SAFEWAY 

5389.3 

32 

164.8 

35 

3.1 

3.0 

14.7 

30.9 

28 

51 

48 

17381 

SOUTHLAND 

1615.4** 

15 

-12.1 

NM 

NM 

0,4 

9.0 

NM 

22 

NA 

-14 

974 

(j 

WEIS  MARKETS 

454.7 

0 

26.6 

46 

5.9 

4,0 

10.0 

10.2 

17 

4 

3 

1483 

WINN-DIXIE  STORES  (6) 

3160.9 

2 

61.0 

6 

1.9 

1,8 

16.4 

15.7 

26 

8 

0 

5589 

11  FUEL 

INDUSTRY  COMPOSITE 

111839.9 

-14 

5995.2 

-25 

5.4 

6.1 

11.2 

16.1 

23 

6 

18 

597194 

(A)  COAL,  OIL  &  GAS 

GROUP  COMPOSITE 

100139.3 

-17 

4959.7 

-32 

5.0 

6.0 

10.8 

15.8 

22 

5 

18 

496017 

"A 

AMERADA  HESS 

1923.0" 

-20 

-12.5 

NM 

NM 

0.2 

0,0 

-0,3 

NM 

0 

29 

5241 

\ 

AMOCO 

6629.0 

-18 

386.0 

-43 

5.8 

8.3 

11,3 

14.9 

34 

5 

23 

41024 

ARCH  COAL 

312.6 

57 

15.8 

52 

5.1 

5.3 

NM 

5,7 

29 

16 

-17 

1026 

ASHLAND  (3) 

1805.0 

-42 

28.0 

NM 

1.6 

0.1 

9,4 

12.0 

15 

12 

3 

3989 

176  BUSINESS  WEEK  /  MAY  18,  1998 


OUR  SOFTWARE  IS  PULLING  TOGETHER  THE 
BIGGEST  SINGLE  SPORTING  EVENT  IN  HISTORY. 


The  1998  World  Cup  Soccer  Tournament 
is  one  of  the  largest  media  events  of 
all  time,  with  a  cumulative  television 
audience  of  billions.  Not  to  mention  2.5 
million  spectators,  12,000  volunteers  and 
12,000  media  representatives.  They'll  all 
need  up-to-the  minute  information  about 
everything  from  results  to  schedules  to 
ticl<ets.  Lil<e  any  business,  the  World  Cup 
also  has  accounting,  human  resources, 
security  and  e-commerce  needs.  And 
Sybase  software  is  behind  it  all. 

With  a  Web  site  (www.france98.com) 
that  may  be  the  most  visited  in  history, 
capable  of  handling  more  than  100  million 
hits  a  day  and  providing  everything  from 
statistics  to  souvenir  sales.  So  if  we  can 
do  all  that,  surely  we  can  l<eep  your  com- 
pany's information  systems  in  top  shape. 

To  learn  more  about  the  technology 
used  to  make  the  World  Cup  a  success, 
and  to  find  out  about  our  World  Cup 
Information  Anywhere  Enterprise  Solu- 
tions tour,  visit  www.sybase.com/events 
or  call  1-800-8-SYBASE  (Ref.  CPBU). 
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ATLANTIC  RICHFIELD 

3431.0 
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COASTAL 

1956.5 

-38 

122.9 
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7.5 
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CROWN  CENTRAL  PETROLEUM 
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22 

5 

13 
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3 

FINA 

1018.2 

-9 

10.0 

-74 

1 .0 

3.5 

5.8 

7.6 

20 

4 

35 

1957 

3 

KERR-McGEE 

369.0 

-21 

23,9 

-66 

6,5 

15.0 

8.4 

10.3 

21 

0 

33 

3153 

3 

MOBIL 

13630.0** 
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-3 

1 5 
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OCCIDENTAL  PETROLEUM 

1700.0 

-1 1 

139.0 

9 

8.2 

6.6 

3.4 

3.5 

NM 

0 

30 

9872 

PHILLIPS  PETROLEUM 

3093.0 

-22 

243.0 

7 

7.9 

5.8 

1 1.3 

20.3 

13 

13 

38 

12600 

3 
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SUN 

21 18.0** 

-23 

56.0 
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2.6 

0.7 

15.0 

34.8 

13 
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13 

2984 

TEXACO 

8147.0** 

-32 

259.0 

-74 

3.2 

8. 1 

11.1 

15.2 

17 

5 

20 

33342 
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TOSCO 

3047.1 

25 

41.5 

NM 

1.4 

0.1 

8.6 

12.9 

22 

44 

34 

5587 

] 

ULTRAMAR  DIAMOND  SHAMROCK 

2796.6 

10 

16.4 

-41 

0.6 

1.1 

6.0 

8.5 

19 

28 

5 

2903 

UNION  PACIFIC  RESOURCES  GROUPt 

499.0** 

-6 

31.2 

-73 

6.3 

22.0 

3.6 

14.0 

24 

0 

NA 

5910 

1 

UNOCAL 

1207.0** 

-17 

18.0 

-90 

1.5 

12.9 

13.9 

21.5 

21 

-3 

25 

9974 

1 

USX-MARATHON  GROUP 

5498.0* 

34 

183,0 

69 

3.3 

2.6 

10.0 

14.2 

19 

NA 

39 

10288 

1 

VALERO  ENERGY 

1362.4 

66 

-5.9 

NM 

NM 

2.4 

6.2 

7.3 

22 

7 

9 
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] 

VASTAR  RESOURCES 

407.9 

-63 

48.0 

-24 

11.8 

5.7 

NM 

44.6 

19 
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25 

4342 
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(B)  PETROLEUM  SERVICES 

GROUP  COMPOSITE 
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1035.5 

39 
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UntootK  iriUUolniLo  [Z) 

1736.2** 

2 

62. 1 

19 

3.6 

3. 1 

15.4 

19.6 

NM 

14 

22 

8807 

EVI 

316.8 

92 

31.3 

118 

9.9 

8.7 

1 1.9 

19.1 

23 

45 

155 

2331 

m 

GLOBAL  MARINE 

275.1 

31 

68.2 

-13 

24.8 

37.5 

NM 

37.8 

13 

37 

72 

3950 

m 

HALLIBURTON 

2355.3 

24 

117.8 

42 

5.0 

4.4 

16.9 

18.9 

28 

5 

30 

13722 

8 

NABORS  INDUSTRIES 

286.8 

20 

39.7 

85 

13.8 

9.0 

14.7 

18.5 

20 

28 

30 

2458 

R&B  FALCON 

279.4 

38 

69.8 

56 

25.0 

22.0 

14.7 

22.0 

27 

21 

130 

4837 

SCHLUMBERGER 

2800.1 

17 

350.7 

35 

12.5 

10.8 

18.1 

19.9 

29 

9 

14 

38722 

SMITH  INTERNATIONAL 

423.4 

18 

28.8 

36 

6.8 

5.9 

17.2 

23.4 

21 

25 

41 

2261 

TRANSMONTAIGNE  OIL  (8) 

470.7 

38 

1.7 

21 

0.4 

0.4 

5.8 

7.1 

34 

67 

41 

357 

WESTERN  ATLAS 

490.7 

29 

33.6 

109 

6.8 

4.2 

8.7 

11.8 

38 

-2 

3 

4067 

12  HEALTH  CARE 

INDUSTRY  COMPOSITE 

87466.8 

13 

8608.3 

17 

9.8 

9.5 

15.5 

21.4 

41 

15 

13 

1039324 

(A)  DRUG  DISTRIBUTION 

GROUP  COMPOSITE 

24534.5 

17 

475.4 

30 

1.9 

1.8 

11.2 

13.5 

34 

17 

13 

49350 

AMERISOURCE  HEALTH  (3) 

2192.3 

23 

16.2 

23 

0.7 

0.7 

9.9 

180.0 

27 

NA 

NA 

1398 

ARBOR  DRUGS  (5) 

282.4 

13 

14.1 

32 

5.0 

4.3 

15.1 

15.2 

NA 

14 

26 

NA 

BERGEN  BRUNSWIG  (3) 

3373.6'* 

17 

18.8 

-8 

0.6 

0.7 

7.9 

12.6 

27 

11 

15 

2244 

BINDLEY  WESTERN  INDUSTRIES 

1961.8 

20 

7.6 

37 

0.4 

0.3 

9.2 

7,5 

23 

15 

14 

584 

CARDINAL  HEALTH  (6) 

3381.5 

20 

56.3 

34 

1.7 

1.5 

13.8 

15.4 

43 

NA 

NA 

10103 

LONGS  DRUG  STORES  (11) 

809.1 

-1 

21.4 

-1 

2.6 

2.7 

9.6 

9.9 

20 

4 

4 

1132 

MCKESSON  (9) 

4672.1** 

17 

35.7 

-3 

0.8 

0.9 

8.8 

11.3 

40 

27 

-23 

5884 

OMNICARE 

299.8 

65 

19.3 

44 

6.5 

7.4 

5.7 

7.6 

47 

61 

47 

2911 

PHAR-MOR  (6) 

277.3 

5 

-4.7 

NM 

NM 

0.0 

NM 

-10.7 

NM 

NA 

NA 

140 

-4 

RITE  AID  (10) 

3190,6 

20 

119.7 

117 

3.8 

2.1 

NA 

11.2 

26 

16 

26 

8263 

WALGREEN  (4) 

4094.0 

14 

171.0 

16 

4.2 

4.1 

17.6 

18.2 

35 

14 

14 

15691 

(B)  DRUGS  &  RESEARCH 

GROUP  COMPOSITE 

29727.6 

9 

5911.1 

18 

19.9 

18.3 

23.9 

30.2 

41 

13 

13 

735980 

t 

ABBOn  LABORATORIES 

3044.9 

2 

589.6 

10 

19.4 

17.8 

37.0 

43.0 

25 

9 

13 

54872 

ALLERGAN 

278.9 

8 

-122.2 

NM 

NM 

6.9 

-1.2 

-1.7 

NM 

12 

-1 

2583 

-1 

AMERICAN  HOME  PRODUCTS 

3666.4 

2 

982.2 

70 

26,8 

16.0 

20.0 

30.0 

24 

19 

10 

58209 

AMGEN 

605,4 

5 

187.3 

4 

30,9 

31.3 

27.7 

32.1 

24 

18 

18 

14801 

BRISTOL-MYERS  SQUIBB 

4446.0 

10 

927.0 

14 

20.9 

20.0 

37.5 

46.0 

31 

4 

15 

101553 

LILLY  (ELI) 

2269.1 

16 

528.3 

22 

23.3 

22.2 

-3.9 

-6.3 

NM 

2 

NA 

77737 

MERCKI 

6058.8 

9 

1164.4 

14 

19.2 

18.3 

29.9 

37.7 

30 

15 

14 

139060 

PFIZER 

3339.0 

11 

692.0 

15 

20.7 

20.1 

27.4 

29.0 

57 

14 

23 

153016 

PHARMACIA  &  UPJOHN 

1586.0** 

-3 

189.0 

-3 

11.9 

11.9 

5.2 

5.5 

68 

31 

-19 

20330 

SCHERING-PLOUGH 

1908.0 

22 

450.0 

20 

23.6 

23.9 

48.3 

53.8 

40 

11 

17 

59556 

SIGMA-ALDRICH 

306.2 

10 

44.2 

7 

14.4 

14.8 

15.9 

15.9 

25 

16 

12 

4141 

WARNER-LAMBERT 

2218.9 

25 

279.3 

37 

12.6 

11.5 

22.1 

33.3 

55 

16 

14 

50123 
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I  just  took  him  through  the  budget." 

— Mark  Sweeney,  CFO 

^  Clear,  wireless  service  with  plans  for  any  budget.  ^ 

Every  big;  business  struggles  ro  keep  costs  predictable  in  an  unpredictable 
world.  So  in  addition  to  100%  digital  call  clarity.  Sprint  PCS  has  Flexible  Business 
Plans  that  offer  affordable,  predictable  airtime  rates.  And  two  new  callinti  features 
designed  to  keep  costs  manaijeable.  Home  Rate  USA,'  included  for  no  e.xtra 
charge,  eliminates  roaming  charges  anytime,  anywhere,  on  our  nationwide  network. 
And  Toll-Free  USA,  '  which  gives  you  1,000  minutes  of  clear  wireless  long-distance 
calls  for  an  additional  $9.99  a  month.  To  anywhere  in  the  U.S.  Anytime.  Sprint  PCS. 
The  clear  alternative  to  cellular. 


Sprint 


1-888-509-6462  •  www.sprintpcs.com/clear 


Sprint  PCS 


S  Home  Rare  USA''"  and  Toil-Free  USA*"  may  not  be  used  in  con)uncrion  with  certain  other  promotions  or  rate  plans.  Subject  to  business  credit  approval  and  withdrawal  without  notice.  Home  Rate  USA 
Free  USA  do  not  apply  when  roaming  off  the  Sprint  PCS  Network  Under  Toll-Free  USA.  long-distance  minutes  in  excess  of  1 .000  (500  minutes  for  Southern  California  and  Nevada  subscribers)  will  be 
$.10  a  minute  Toll-Free  USA  may  be  combmed  with  Weekend  or  Off-Peak  Option  but  will  be  billed  ac  $.10  a  minute  See  Business  Buyer's  Guide  materials  for  complete  restrictions  and  limitations 
print  Spectrum  L  P  All  rights  reserved.  Sprint.  Sprint  PCS.  Sprint  Personal  Communitation  Services  and  the  diamond  logo  are  trademarks  of  Sprint  CnmmuniLations  Company  L  P  .  used  under  license. 
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CHANGE 
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ON 

ON 

EARNINGS 

SHARES  MO 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

nilARTFR 

INVESTED 

COMMON 

PER 

OUTSTANDING  EAF 

1998 

1997 

1998 

1997 

1998 

1997 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-24 

SMIL, 

% 

$MIL 

% 

% 

% 

% 

% 

4-24 

% 

% 

$MIL  S 

(C)  HEALTH-CARE  SERVICES 

GROUP  COMPOSITE 

20987.8 

17 

782.8 

-7 

3.7 

4.7 

4.0 

4.4 

70 

31 

16 

78051  0 

BEVERLY  ENTERPRISES 

694.4** 

-15 

18.0 

-2 

6,0 

6.7 

26 

1 2 

44 

1562  0 

COLUMBIA/HCA  HEALTHCARE 

4901.0 

-2 

219.0 

-52 

4,5 

9,1 

2,0 

-0.7 

NM 

NA 

NA 

20807  -0 

COVENTRY  HEALTH  CARE 

330.2 

10 

4.7 

NM 

1,4 

NM 

11,5 

14.8 

33 

1 1 

-1 1 

574  0 

EXPRESS  SCRIPTS 

371,4 

42 

9.9 

29 

2,7 

2,9 

16,6 

16.6 

36 

51 

42 

1265  2 

HEALTH  MANAGEMENT  ASSOCIATES  (3) 

302.9 

27 

40.5 

27 

13,4 

13.4 

18,9 

20.7 

45 

32 

33 

5359  C 

HEALTHSOUTH 

907.7 

31 

109.4 

69 

12,1 

9,3 

10,5 

11.9 

29 

65 

51 

11506  1 

HUMANA 

2402.0 

31 

50.0 

28 

2,1 

2,1 

8.5 

11.6 

24 

13 

-13 

4296  1 

INTEGRATED  HEALTH  SERVICES 

855.2** 

85 

38.1 

100 

4,5 

4,1 

0,2 

0.7 

NM 

44 

NA 

1569  -C 

LABORATORY  CORP  OF  AMERICA  HOLDINGS  373.0 

-5 

9.3 

289 

o  c; 
Z,  D 

U.o 

NM 

NM 

NM 

1 

NA 

263  -] 

MANOR  CARE  (7) 

468.1 

20 

28.0 

-54 

6,0 

15,8 

7,1 

12.3 

24 

20 

8 

2233  1 

NOVACARE  (6) 

451.8 

56 

12.6 

25 

2,8 

3,5 

7,2 

10.2 

16 

18 

-13 

858  C 

OXFORD  HEALTH  PLANS 

1220.0** 

24 

-45.3 

NM 

NM 

3,5 

NM 

NM 

NM 

51 

NA 

1306  -i- 

PHYCOR 

322.7 

29 

-7.5 

NM 

NM 

4,9 

1,0 

-2.3 

NM 

73 

-24 

1476  -C 

QUEST  DIAGNOSTICS 

367.9 

-5 

6.5 

63 

1  p 
i  ,o 

i  .u 

NM 

-3.7 

NM 

NA 

564  -C 

QUORUM  HEALTH  GROUP  (6) 

398.3 

6 

13.6 

-43 

3,4 

6,4 

8.9 

14.4 

30 

65 

94 

2371  1 

SUN  HEALTHCARE  GROUP 

741.5 

86 

18.4 

15 

2,5 

4,0 

4,5 

9.3 

15 

130 

4 

843  1 

TENET  HEALTHCARE  (7) 

2564.0 

15 

148.0 

NM 

5,8 

NM 

4,7 

5.3 

64 

15 

NA 

11926  C 

UNITED  WISCONSIN  SERVICES 

404.9 

-2 

6.4 

90 

1,6 

0,8 

6,0 

6.5 

25 

29 

-22 

530  1 

UNIVERSAL  HEALTH  SERVICES 

463.1** 

35 

25.7 

19 

5,5 

6.3 

10,8 

13.6 

27 

22 

24 

1879  ; 

VENCOR 

823.3 

21 

18.9 

-44 

2,3 

5.0 

6,9 

13.3 

16 

58 

10 

1881  ] 

WELLPOINT  HEALTH  NETWORK 

1624.5** 

28 

58.5 

15 

3,6 

4.0 

15,8 

18.0 

21 

-5 

4 

4985  ; 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE 

12217.0 

7 

1438.9 

26 

11.8 

10.0 

16.6 

21.4 

36 

11 

14 

175942  1 

BARD  (C.  R.) 

296.3 

-1 

24.9 

-5 

Q  A 

10,3 

12.4 

29 

1 1 

1 

2116 

BAUSCH  &  LOMB 

553.1 

23 

-49.4 

NM 

NM 

0.7 

3,2 

-0.4 

NM 

-2 

-14 

2809  -( 

BAXTER  INTERNATIONAL 

1468.0 

2 

164.0 

NM 

1 1,2 

NM 

14,1 

25.5 

23 

-7 

-9 

15262  ; 

BECTON,  DICKINSON  (3) 

738.4 

6 

92,3 

12 

12,5 

11.8 

16.8 

23.0 

30 

-3 

13 

8949  ; 

BOSTON  SCIENTIFIC 

470.0 

9 

66,9 

-11 

14,2 

17.5 

9.8 

14.3 

90 

39 

-1 

13276  ( 

GUIDANT 

470.3 

77 

55,3 

43 

11,8 

14.5 

27.2 

28.7 

56 

-6 

10 

9290 

JOHNSON  &  JOHNSON 

5783.0 

1 

1010.0 

11 

17,5 

15.9 

25.6 

27.5 

28 

21 

15 

95000  ; 

MALLINCKROOT  (6) 

691.2 

47 

35.9 

-28 

5,2 

10.6 

NM 

-34.7 

NM 

NA 

11 

2491 

MEDTRONIC  (8) 

631.4** 

5 

7.3 

-94 

1,2 

21.5 

23.4 

23.4 

NM 

20 

27 

23842  ( 

OWENS  &  MINOR 

798.0 

6 

5.8 

35 

0,8 

0.7 

8.8 

14.5 

27 

2 

-3 

564  ( 

U.S.  SURGICAL 

317.3 

11 

25.0 

-16 

7,9 

10.4 

5.0 

6.9 

27 

20 

5 

2343 

13  HOUSING  &  REAL  ESTATE 

INDUSTRY  COMPOSITE 

14906.2 

13 

700.3 

27 

4.7 

4.2 

13.0 

20.4 

20 

7 

15 

63342  : 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE 

9989.1 

9 

518.3 

20 

5.2 

4.7 

13.9 

24.0 

20 

5 

16 

49923  : 

AMERICAN  STANDARD 

1493.0 

10 

36.0 

6 

2,4 

2.5 

23.2 

NM 

29 

NA 

NA 

3387 

JOHNS  MANVILLE 

389.3 

3 

26.0 

-5 

6,7 

7.3 

14.0 

18.6 

21 

-2 

34 

2686 

LAFARGE 

267.3 

10 

-28.2 

NM 

NM 

NM 

13.8 

15.0 

15 

12 

103 

2903 

MASCO 

1039.0 

22 

110,6 

32 

10,6 

9.8 

12.9 

18.4 

23 

1 

13 

9272 

OWENS  CORNING 

1137.0 

30 

8,0 

-81 

0,7 

4.8 

NM 

NM 

NM 

NA 

-4 

2181 

PPG  INDUSTRIES 

1913.0 

8 

192,0 

16 

10,0 

9.3 

19.7 

29.5 

17 

-1 

27 

12542 

RPM  (7) 

350.5 

18 

5,5 

-26 

1,6 

2.5 

8.5 

16.3 

21 

19 

11 

1677 

SHERWIN-WILLIAMS 

1104.1 

3 

25,2 

9 

2,3 

2.2 

12.8 

16.5 

22 

12 

13 

5771 

TECUMSEH  PRODUCTS 

459.9 

-4 

24,9 

-21 

5,4 

6,6 

9.7 

9.4 

12 

10 

13 

1147 

USG 

735.0 

9 

67,0 

347 

9,1 

2,2 

25.0 

136.1 

13 

NA 

NA 

2532 

VULCAN  MATERIALS 

359.0 

5 

36,5 

67 

10,2 

6,4 

19.7 

22.6 

18 

7 

25 

3851 

YORK  INTERNATIONAL 

742,0 

-7 

14.7 

-1 

2,0 

1,9 

6.6 

7.2 

45 

11 

-4 

1976 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE 

4917.1 

23 

182.0 

56 

3.7 

2.9 

10.1 

13.6 

18 

12 

12 

13419 

CENTEX (9) 

1139,2** 

20 

44.0 

52 

3,9 

3.1 

NA 

15.3 

16 

9 

16 

2279 

CHAMPION  ENTERPRISES 

463,0 

28 

17.6 

29 

3,8 

3.8 

26.5 

23.6 

19 

57 

50 

1328 

CLAYTON  HOMES  (6) 

268,4 

18 

31.1 

18 

11,6 

11.6 

16.9 

16.4 

18 

21 

22 

2405 

FLEETWOOD  ENTERPRISES  (8) 

710,6 

13 

21,1 

53 

3,0 

2.2 

20.8 

19.3 

17 

2 

17 

1682 

HORTON  (D.  R.)  (3) 

277,5 

74 

11,7 

75 

4,2 

4.2 

9.4 

9.7 

18 

37 

22 

782 

KAUFMAN  &  BROAD  HOME  (1) 

426,2 

23 

8.1 

82 

1,9 

1.3 

9.4 

15.9 

20 

0 

10 

1214 

LENNAR  (li 

440,7 

90 

16,2 

65 

3,7 

4.2 

5.8 

10.4 

24 

9 

9 

1714 

PULTE 

520,6** 

21 

10,9 

783 

2,1 

0.3 

5.5 

7.2 

20 

12 

-4 

1134 

RYLAND  GROUP 

336,3 

2 

4,7 

170 

1,4 

0.5 

6.6 

7.4 

15 

0 

-7 

354 

U.S.  HOME 

334.5** 

6 

16,6 

63 

5,0 

3,2 

10.8 

12.3 

11 

41 

-6 

526 

14  LEISURE  TIME  INDUSTRIES 

INDUSTRY  COMPOSITE 

29021.4 

3 

1656.1 

41 

5.7 

4.1 

7.8 

10.4 

38 

22 

9 

261310 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

7978.2 

2 

527.5 

12 

6.6 

6.1 

9.2 

16.2 

27 

13 

13 

57493 

DRINKER  INTERNATIONAL  (6) 

401.0 

16 

16.1 

21 

4,0 

3,9 

10.0 

11.7 

23 

17 

3 

1486 

CKE  RESTAURANTS  (11) 

324.7 

90 

12,5 

102 

3,9 

3,6 

8.8 

9.9 

NM 

15 

97 

1599 

CRACKER  BARREL  OLD  COUNTRY  STORES  (5)  321.8 

20 

20,3 

27 

6,3 

6,0 

12.3 

13.3 

NM 

22 

16 

2247 

DARDEN  RESTAURANTS  (7) 

811.3 

1 

29,8 

89 

3,7 

2,0 

NM 

-5.1 

NM 

NA 

NA 

2195 
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that's  just  the  beginning. 

Exclusive  Optra  S  features  also  save  you  on  toner,  paper  and  power. 
Interchangeable  accessories,  such  as  cartridges  and  paper  trays,  keep  you  frorp 
having  to  stockpile  supplies.  Network  compatibility  makes  it  a  snap  to  hook  up 
and  run.  And  with  four  models  between  12  and  24  ppm,  you  pay  only  for  the 


bpeeu  yuu  iieeu. 

To  greatly  reduce  your  printing  costs,  follow  the  breed  that's  leading 
the  way.  Lexmark.  To  learn  more,  call  1-800-LEXMARK 
(1-800-539-6275)  or  stop  by  www.lexmark.com. 
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/o 

/o 

4-24 

% 
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S 

HOST  MARRIOn  SERVICES 

277.3 

5 

-3.9 

NM 

NM 

NM 

14.5 

NM 

25 

NA 

NA 

500 

c 

MCDONALD'S 

2804.9 

7 

352.2 

5 

12.9 

13.2 

12.9 

18.5 

25 

11 

13 

39856 

niiTDAPi/  CTrAi/uniicc 
UUIdALK  oltAKHUUot 

324.0 

20 

22.3 

29 

5.9 

5.3 

17.5 

15.3 

28 

36 
------ 

29 

1837 

1 

SHONEY  S  (2) 

335.5 

-7 

-9.5 

NM 

IN  IVI 

N  M 

NM 

NM 

NM 

NA 

NA 

253 

TRICON  GLOBAL  RESTAURANTS 

1921.0 

-14 

54.0 

4 

2,8 

2.3 

NM 

NM 

NA 

NA 

NA 

4921 

WENDY'S  INTERNATIONAL 

455.6 

-1 

23.8 

-3 

5.2 

5.4 

8.6 

11.0 

23 

18 

1 1 

2599 

c 

(B)  ENTERTAINMENT 

GROUP  COMPOSITE 

9385.6 

1 

392.4 

20 

4.2 

3.5 

5.9 

7.2 

46 

43 

8 

107525 

1 

CIRCUS  CIRCUS  ENTERPRISES  (1  l)t 

325,2** 

7 

0.7 

-95 

0,2 

5.0 

NA 

8.0 

20 

27 

-8 

1759 

c 

DISNEY  (WALT)  (3) 

5242.0 

-4 

384.0 

15 

7,3 

6. 1 

8.8 

11.1 

42 

34 

15 

82579 

HARRAH  S  ENTERTAINMENT 

414.4 

1 1 

24.9 

45 

6,0 

4.6 

10.2 

15.7 

NA 

1 1 

13 

2595 

METRO-GOLDWYN-MAYER 

316.5 

60 

-18.5 

NM 

NM 

NM 

NM 

-9.6 

NM 

37 

NA 

1488 

VIACOM 

3087,5 

5 

1.4 

NM 

0,0 

NM 

3.1 

2.8 

57 

85 

-4 

19004 

c 

(CI  HOTEL  A  MOTEL 

GROUP  COMPOSITE 

3588.0 

12 

166.0 

21 

4.6 

4.3 

7.8 

12.3 

30 

36 

16 

16614 

1 

HILTON  HOTELS 

1396.0 

7 

77.0 

13 

5.5 

5.2 

5.5 

7.3 

35 

- 

3 1 

- 

13 

8186 

[ 

MARRIOn  INTERNATIONAL 

2192,0 

15 

89.0 

29 

4.1 

3.6 

12,5 

23.7 

26 

22 

19 

8429 

1 

(D)  OTHER  LEISURE 

GROUP  COMPOSITE 

8069.6 

1 

570.2 

143 

7.1 

2.9 

10.5 

12.3 

40 

7 

3 

79678 

1 

AMERICAN  GREETINGS  (10) 

599.3 

-2 

54.7 

3 

9.1 

8.8 

12.7 

13.9 

19 

9 

9 

3444 

BRUNSWICK 

904.2 

7 

58.9 

12 

5.5 

5.3 

9.2 

12.0 

20 

11 

33 

3152 

1 

CARNIVAL  (1) 

557.8 

7 

109.9 

29 

19.7 

16.4 

16.5 

19.2 

29 

22 

18 

20006 

t 

EASTMAN  KODAK 

291 1.0 

-7 

225.0 

51 

7  7 

A  R 
H  .o 

3.4 

2.5 

NM 

_y 

— 

23322 

c 

HARLEY-DAVIDSON 

466.5**' 

9 

44.7 

11 

9.5 

9.4 

15,9 

20.8 

30 

21 

40 

5274 

1 

HASBRO 

482.8 

-13 

7.8 

-70 

1.6 

4.5 

7.4 

5.5 

43 

10 

-4 

5004 

c 

MATTFI 

Trm  9 
/  uo.^ 

9 

19  7 

IN  IVI 

1.8 

NM 

99  f\ 

97  "5 

OA 

26 

15 

i  i  D/O 

1 
1 

MUSICLAND  STORES 

392.4 

4 

-3.6 

NM 

NM 

NM 

NM 

194.5 

13 

-54 

-15 

425 

c 

POLAROID 

390,6 

-15 

-17.4 

NM 

NM 

3.5 

NM 

-35.2 

NM 

-9 

NA 

1971 

-3 

ROYAL  CARIBBEAN  CRUISES 

659,8 

67 

77.5 

102 

11.8 

9.8 

8.6 

11.4 

25 

22 

14 

5507 

15  MANUFACTURING 

INDUSTRY  COMPOSITE 

47586.2 

13 

2081.1 

-16 

4.4 

5.9 

12.9 

19.1 

23 

11 

21 

255727 

2 

(A)  GENERAL  MANUFACTURING 

GROUP  COMPOSITE 

16479.1 

9 

1185.1 

21 

7.2 

6.5 

16.6 

21.6 

21 

4 

7 

109122 

2 

AEROQUIP-VICKERS 

547,1 

2 

31.2 

447 

5.7 

1.1 

18.3 

23.4 

15 

11 

52 

1857 

4 

CARLISLE 

363.1 

26 

19.0 

41 

5.2 

4.7 

15.3 

21.9 

20 

11 

24 

1515 

2 

COLTEC  INDUSTRIES 

374.4 

21 

25.2 

17 

6.7 

7.0 

NA 

NM 

15 

NA 

1 

1505 

1 

CORNING 

803.9** 

-3 

62.1 

-27 

7.7 

10.3 

17.5 

31.7 

23 

-10 

5 

9254 

1 

CRANE 

525.8 

13 

29.9 

32 

5.7 

4.8 

16.5 

21.4 

20 

15 

33 

2408 

2 

FORTUNE  BRANDS 

1116.4 

9 

53.0 

51 

4,7 

3,4 

2.0 

1.5 

NM 

-3 

-35 

6455 

C 

HILLENBRAND  INDUSTRIES  (1) 

479,0 

7 

43.0 

10 

9,0 

8,7 

15.9 

18.2 

25 

9 

7 

4248 

z 

ILLINOIS  TOOL  WORKS 

1341.0 

9 

148.7 

21 

11,1 

10,0 

16.7 

21.1 

28 

18 

24 

17020 

2 

JOHNSON  CONTROLS  (3) 

3007.3 

10 

52.5 

NM 

1,7 

NM 

13,8 

16.5 

19 

8 

14 

4903 

■: 

MARK  IV  INDUSTRIES  (10) 

554.9 

7 

24.3 

3 

4,4 

4,5 

NA 

14.4 

13 

22 

2 

1258 

■ 

MINNESOTA  MINING  &  MFG. 

3700.0 

0 

400.0 

-2 

10,8 

11,0 

30,4 

35.5 

18 

-2 

11 

37351 

NEWELL 

747.3 

19 

149.9 

297 

20,1 

6,0 

14.5 

23.5 

20 

16 

13 

7743 

^ 

PARKER  HANNIFIN  (6) 

1196.5 

14 

83.2 

7 

7.0 

7,4 

16.5 

19.9 

15 

12 

43 

4872 

2 

RUBBERMAID 

649.7 

8 

9.0 

-73 

1.4 

5.7 

11.7 

11.2 

36 

0 

-7 

4220 

C 

TELEFLEX 

345.8 

28 

19.9 

19 

5.7 

5.2 

11.8 

15.8 

23 

14 

15 

1617 

1 

TOWER  AUTOMOTIVE 

457.1 

255 

18.8 

180 

4.1 

5.4 

5.7 

11.4 

20 

137 

34 

1151 

2 

TUPPERWARE 

268.8 

-15 

15.4 

-38 

5.7 

7.9 

20.1 

33.8 

22 

NA 

NA 

1516 

1 

■ 

(B)  MACHINE  &  HAND  TOOLS 

-0 

__, 

GROUP  COMPOSITE 

3999.9 

15 

-814.9 

NM 

NM 

4.4 

-2.9 

-8.1 

NM 

12 

45 

17094 

BLACK  &  DECKER 

1008,3 

-1 

-971.4 

NM 

NM 

2.5 

NM 

NM 

NM 

15 

21 

4724 

CINCINNATI  MILACRON 

477.4 

26 

17.5 

35 

3.7 

3.4 

14.2 

18.2 

14 

37 

30 

1211 

KENNAMETAL  '  ; 

496.6 

58 

20.7 

4 

4.2 

5.7 

5.8 

13,1 

20 

15 

43 

1351 

LINCOLN  ELECTRIC 

303.0 

8 

23.7 

13 

7.8 

7.5 

18.3 

19.4 

13 

24 

15 

1181 

- 

NACCO  INDUSTRIES 

599.3 

25 

24.1 

761 

4.0 

0.6 

13,3 

19.5 

17 

14 

33 

1377 

IC 

SNAP-ON 

443.4** 

13 

33.9 

0 

7.7 

8.6 

14,9 

17.4 

18 

6 

18 

2544 

STANLEY  WORKS 

671.9 

4 

36.4 

-1 

5.4 

5.7 

NM 

-5.7 

NM 

-1 

NA 

4595 

(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE 

22509.8 

15 

1571.4 

28 

7.0 

6.3 

14.0 

21.7 

20 

22 

57 

116284 

2 

AGCO 

701.5 

0 

32.7 

18 

4.7 

3.9 

10.8 

17.5 

10 

57 

49 

1681 

\ 

APPLIED  MATERIALS  (2) 

1307.7 

56 

228.9 

674 

17.5 

3.5 

19,8 

22.5 

20 

49 

53 

13529 

9RIGGS  &  STRATTON  (6) 

459.1 

-1 

35.8 

-23 

7.6 

9.8 

12.7 

14.9 

24 

5 

5 

1114 

LASt 

1381.0** 

12 

59.0 

8 

5.0 

5.2 

14.4 

17.2 

12 

23 

28 

4580 

CATERPILLAR 

4794.0 

12 

430.0 

9 

9,0 

9.2 

18.0 

36.4 

13 

24 

27 

20954 

4 

CUMMINS  ENGINE 

1500.0 

15 

7.0 

-83 

0,5 

3.1 

9,7 

12.5 

12 

27 

15 

2035 

t 

DEERE  (2) 

2846.1*' 

19 

203.3 

15 

7,1 

7.4 

18,5 

23.8 

NM 

12 

77 

14946 

DOVER 

1148.6 

14 

90.0 

15 

7,8 

7.8 

22.3 

23.5 

21 

17 

29 

8737 
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)MPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

12 

MONTHS' 
EARNINGS 
PER 
SHARE 

1ST 
QUARTER 
1998 
$MIL, 

CHANGE 
FROM 
199? 

% 

1ST 
QUARTER 
1998 
SMIL 

CHANGE 
FROM 
1997 

% 

1ST 
QUARTER 
1998 

% 

1ST 
QUARTER 
1997 

% 

ON 
INVESTED 
CAPITAL 

% 

ON 
COMMON 
EQUITY 

% 

P^E 
4-24 

COMMON 
EQUITY 

% 

EARNINGS 
PER 
SHARE 

% 

SHARES 
OUTSTANDING 
4-24 
SMIL 

rnischfeger  industries  (2) 
;ersoll-rand 

UTAIR 

644.5 
2002.9 
465.0 

o 
-9 
22 
13 

.lD,o 

21.7 
99,1 
23,7 

.ID 

-30 
27 
22 

2,6 
3,4 
4.9 
5.1 

2.1 
4.4 
4.7 
4.7 

IN  IVI 

11.2 
10.5 
11.8 

A  Q 

19,3 
17,2 
15,8 

NM 
NM 
20 
19 

35 
7 
14 
17 

NA 
15 
27 
15 

2591 
1400 
8074 
1582 

-0  48 
3,01 
2,42 
2,20 

EWART  &  STEVENSON  SERVICES  (11)  334.3 
1KEN  707.4 
:0  INTERNATIONAL  (3)  2852.0 
OVA  333.4 

1  y 

10 
22 
3 

-29  7 
49,1 
276,2 
7,8 

NM 

20 
69 

-33 

NM 
6.9 
9.7 
2.3 

2.3 
6.4 
7.0 
3.6 

N  M 
15.1 
13,3 

NM 

-2  9 
17,3 
NA 
NA 

N  M 
13 
34 

NM 

13 
4 
28 
NA 

-8 
103 
NA 
NA 

763 
2295 
30559 
1244 

-0,43 
2,81 
1,56 

-3,24 

1  TEXTILES 

CUP  COMPOSITE 

4597.5 

11 

139.5 

12 

3.0 

3.0 

7.7 

15.1 

29 

9 

12 

13227 

0.91 

RLINGTON  INDUSTRIES  (3) 

LLINS  &  AIKMAN 

<TER 

ERFACE 

518.0 
478,1 
289.9 
319.0 

-4 
15 
6 
24 

24  6 
8,7 
14,2 
10,3 

1 6 
-23 
11 
62 

4.7 
1.8 
4.9 
3.2 

3.9 
2.7 
4.7 
2.5 

O.  O 

-1,8 
12,4 
8,5 

Q  P. 

NM 
15,1 

10.5 

1 6 
NM 
17 
25 

5 
NA 

4 
12 

-12 
NA 
10 
18 

950 
550 
950 
1025 

1  09 
-0,19 
2,48 
1,67 

HAWK  INDUSTRIES 

LOWTEX 

ViN  INDUSTRIES 

459.8 
366.4 
865.0 

12 
222 
7 

14.7 
5.6 
19.5 

72 
241 
81 

3.2 
1.5 
2.3 

2.1 
1.5 
1.3 

13,0 
2,9 
5,3 

17.5 
5.7 
7.3 

23 
52 
57 

32 
57 
5 

9 

-5 
-20 

1556 
505 
2172 

1.42 
0.90 
0.29 

ims  INDUSTRIES 

IF!  'b) 

STPOINT  STEVENS 

556.7 
346.0 
398.7 

3 

-21 
12 

-3.1 
33.3 
11,7 

NM 

6 
30 

NM 
9.5 
2.9 

2.1 
7.2 
2.5 

7,0 
12.3 
14.7 

7.1 
20.5 
NM 

20 
20 
29 

9 
5 
NA 

9 
5 
NA 

1034 
2390 
1975 

2.64 
1.95 
1.16 

;  METALS  &  MINING 

23611.7 

2 

1062.0 

_3 

4.5 

4.7 

9.0 

12.6 

18 

1  \ 

2 

72692 

1.79 

ALUMINUM 

GUP  COMPOSITE 

7013.4 

4 

325.8 

40 

4.6 

3.4 

9.8 

13.4 

19 

6 

10 

21881 

3.02 

IMAX 

IMINUM  CO.  OF  AMERICA 
SER  ALUMINUM 

XXAM 

'NOLDS  METALS 

775.3 
3445.1 
597.0 
664.0 
1532.0** 

10 
7 
9 
5 

-5 

44.0 
209.9 
12.0 
1 .9 
58.0 

65 
32 
362 
171 
35 

5.7 
6.1 
2.0 
0.3 
3.8 

3.8 
4.9 
0.5 
0. 1 
2.6 

2.3 
16.2 
12.3 
NM 
5.3 

3.1 
19.5 
41.4 
NM 
5.7 

53 
15 
16 
8 
32 

9 
5 

-11 
NA 

9 

-9 
159 
NA 
NA 
-8 

2560 
13127 
869 
430 

4896 

0.93 
4.92 
0.71 
7.33 
2.05 

STEEL 

GUP  COMPOSITE 

11246.4 

5 

397.4 

8 

3.5 

3.5 

10.9 

15.6 

12 

23 

1 

22510 

1.97 

STEEL  HOLDING 
ACQ 

HLEHEM  STEEL 
MINGHAM  STEEL  (6) 

588.2 
447.7 
1132.5 
298.2 

-2 
1 
-5 
16 

28.4 
20.3 
68.6 

-4.1 

-18 
116 
79 
NM 

4.8 
4.5 
5.1 
NM 

5.8 
2.1 
3.2 
0.2 

10.1 
29.6 
21.0 
1.7 

15.9 
NM 

22.4 
1.6 

9 
10 

7 
66 

24 
NA 
22 
19 

-23 
3 
NA 
-7 

1224 
696 

1730 
473 

2.35 
0.67 
2.21 
0.24 

iPENTER  TECHNOLOGY  (6) 
/IMERCIAL  METALS  (4) 
/\ND  STEEL  INDUSTRIES 

329.0 
568.2'* 
1293.3 
1127.0 

31 
8 
7 
5 

22.1 
8.3 
21.8 
19,0 

42 
16 
-30 
-29 

5.7 
1.5 
1.7 
1.7 

5.2 
1.4 
2.5 
2.5 

9.9 
8.5 
9.2 
1.5 

16.9 
10.4 
10.9 
1.8 

15 
13 
15 
42 

9 
12 
24 
NA 

32 
25 
-1 
NA 

1137 
499 
1403 
1300 

3.83 

2.55 
1.95 
0.31 

IQNAL  STEEL 

;oR 

)GE  INDUSTRIES 
AS  INDUSTRIES  (7) 

708.4 
1138.9 
319.0 
286.5** 

-7 
13 
-5 
31 

5,9 
65,1 

4,1 
18,6 

-78 
0 

-56 
84 

0.8 
5.7 
1.3 
5.5 

3.5 
5.4 
2.8 
4.5 

20.1 
12.4 
3.9 
13.0 

22.8 
15.7 
3.9 
18.2 

4 
17 
19 
15 

32 
20 
45 
11 

-7 
28 
-33 
141 

814 
5115 

333 
1371 

4.35 
3.35 
0,79 
4,44 

(  U.S.  STEEL  GROUP 
I  TER  INDUSTRIES  (7) 
RTON  STEEL 

RTHINGTON  INDUSTRIES  (7) 

1696.0 
453.8 
341.3 
518.5 

5 
33 
-2 

7 

87.0 
7.7 
2.2 

22.3 

0 
NM 
NM 

2 

5.1 
1.7 
0.7 
4.3 

5.4 
NM 
NM 
4.5 

20.1 
5.9 
NM 
7.7 

24.9 
15.9 
-2.4 
12.3 

8 
20 
NM 
18 

NA 
NA 
-9 
13 

25 
NA 
NA 
10 

3371 
1147 
168 
1729 

4,90 
1.02 
-0.08 
0,98 

OTHER  METALS 

DUP  COMPOSITE 

5351.9 

-8 

338.8 

-32 

6.3 

8.6 

6.7 

9.0 

27 

10 

18 

28302 

1.12 

kRCO 

>RUS  AMAX  MINERALS 
iELHARD 

EX  INTERNATIONAL 

633.5 
732.0 
970.6** 
385.4 

-11 
-18 
10 

-6 

-31.8 
5.0 
43.2 
21.7 

NM 
-91 
15 
13 

NM 
0.7 
4.4 
5.6 

5.7 
6.4 
4.3 
4.7 

5.4 
NM 
7.1 
15,6 

4.3 
-0.1 

5.7 
26.6 

15 
NM 
51 
13 

5 
15 

7 
NA 

25 
-29 
10 
NA 

1013 
1559 
2781 
1080 

1,62 
0,02 
0,38 
2,84 

EPORT-McMDRAN  COPPER  &  GOLD 

lERAL  CABLE 

iSCO 

396.1 
278.6 
401,3 

-24 
11 
3 

35.6 
13.5 
24.3 

-50 
57 
34 

9.0 
4.8 
6.1 

13,7 
3.4 
4.6 

9,7 
17,8 
12,1 

NM 
42.9 
13.6 

22 
20 
21 

7 

-10 
9 

27 
NA 
5 

3585 
1130 
2155 

0.90 
2.35 
2.20 

VMONT  GOLD 
VMONT  MINING 
IPS  DODGE 

378.1 
378.1 
798.3 

7 
7 

-22 

32,8 
30,8 
163  7 

-40 
-40 
19 

8.7 
8.1 
20.5 

15.4 
14.4 
13.5 

NM 
NM 

12.0 

3.0 
3.0 
15.4 

NM 
NM 

10 

13 
23 

7 

-9 
-11 

19 

5554 
5212 
4021 

0.32 
0.32 
7.21 

NONBANK  FINANCIAL 

>USTRY  COMPOSITE 

113238.1 

16 

11926.8 

22 

10.5 

10.0 

16.7 

17.0 

20 

17 

17 

791217 

3.51 

FINANCIAL  SERVICES 

DUP  COMPOSITE 

61655.6 

19 

6164.0 

21 

10.0 

9.8 

20.0 

20.9 

21 

20 

16 

431965 

2.99 

zRICAN  EXPRESS 
OCIATES  FIRST  CAPITAL 
R  STEARNS  (6) 
lEFICIAL 

4521.0** 
2231.1 
1927.6 
976.7 

9 
16 
28 
26 

460,0 
281,0 
156,3 
187,5 

1 

18 
1 

86 

10.2 
12,5 
8,5 
19,2 

10.9 
12.3 
11.0 
13.0 

13,5 
9.5 
27.1 
11.0 

20.9 
17.1 
20.2 
20.2 

24 
24 
13 
21 

5 
26 
18 

9 

29 
NA 
12 
11 

47055 
26247 
6715 
6905 

4,19 
3,10 
4,52 
5,08 

'ITAL  ONE  FINANCIAL  573.9 
GROUP  539.0 
INTRYWIDE  CREDIT  INDUSTRIES  (10)  729.2 
lALDSON,  LUFKIN  &  JENREHE  2259.5 

39 
9 

144 
42 

65,7 
81,7 
85,1 
134,2 

55 
17 
25 
55 

11.4 
15.2 
11.7 
5.9 

10.3 
14.2 
22.8 
5,4 

11,7 
10,6 
5,5 
70,1 

21.5 
12.9 
15.5 
23.7 

31 
18 
15 
14 

23 
8 
24 
30 

17 
NA 
14 
53 

5349 
5823 
5337 
5334 

3,13 
2.01 
3,09 
6,95 
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1-800-544-0576 

www.fidelity.com 
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Current  income.  5  stars, 
you  should  know 

WHAT  INVESCO  KNOWS. 


1-800-235-5766,  121 


Ledve  the  pnncipdl;  redp  the  revvdrds  That  s  the 
basic  idea  behind  the  IWISCO  Select  Income 
Fund  At  least  90%,  of  the  lund's  assets  are  in  bonds 
and  marketable  debt  secunties  of  established 
companies  that  may  pro\ade  high  current  income 
Morningstar'  has  also  awarded  the  income 
fund  a  li\e-star  rating  for  its  ON'erall  nsk-ad|usted 
periormance  Of  course,  past  performance  is 
no  guarantee  of  future  results 

To  learn  more  about  this  no-toad  fund,  |ust 
call  l.VNTSCO  or  your  financial  acKisor  We'll  send 
\  ou  a  free  investment  kit  including  a  prospectus 
containin>.;  information  about  management  fees 
nsks  and  expenses  Please  read  it  carefully  beloic 
\C)U  invest  or  send  monev 


INVESCO 

\\\\  \\  \  n\'esco  com 


T/it'  I'SXTi.SCO  Sdcd  Ukouk  Fund  offa^ 
i/oii  a  coinlnnatwi\  of  current  income 
and  fii't'  sT(!r  risk  itdiu-^Scd  pcifon}]iinic 


INVESCO  SELEa  Income  Fund 


Morningstar  Risk-Adjusted 
Ratings  as  of  3/31/98 

Overall  irkirki^ 

3-Year  **** 
5 -Year  ***** 
lOYear  ***** 

.11  (I )  II  Ml  <;  s  /  (J  I  s  tiiijhest  Katimi 
As  of3/M/9S,  the  ISVESCO  Select  limme  Fund 
has  earned  5  stars  for  its  overall  nsk  adjusted 
peifonnauce  Vw  numbers  of  fiuub  withui  the 
tiLxable  bond  fiuul  ratinq  iiiiirfrse  tracked  bu 
Alormniistar  arc  1403,  831  and  329  on  a  3-, 
and  lO-year  basis,  respectiveli/-  Annualized 
lolal  rctuniZ  for  the  INVESCO  Select  Fund  is 
14  ^!?'',.,  S7C>":-  and  on  a  1-.  5-  and 

10  l/Cill   I'liSIS  fl'l   f/ll'  J'lTllilI  CudlUij    ■!   •>/  R"^ 


Morningstar  proprietary  rankings  reflect  historical  risk-adjusted  performance  and  are  subject  to  change  every 
month  Ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  total  return  (based  en  available 
track  records)  in  excess  of  90-day  Treasury  bill  returns  The  top  10%  of  funds  in  an  investment  category  receive  5  stars, 
the  next  22,5%  receive  4  stars,  and  the  next  35%  3  stars.  Total  and  cumulative  returns  assume  reinvestment  of  all 
dividends  and  capital  gain  distributions.  Investment  return  and  principal  value  will  fluctuate  so  that,  when  redeemed, 
an  investor's  shares  may  be  worth  more  or  less  than  their  original  cost  ©  1998  INVESCO  Distributors,  Inc.,  Distributor 


Funds 
from  this 
company 
are  available 
through 
FundsNetwork. 


FundsNetwork  is  a  service  of 
Fidelity  Brokerage  Services, 
Inc.  (FBSI).IVIember  NYSE, 
SIPC.FBSI  may  receive 
remuneration  for  providing 
certain  recordkeeping  and 
sharetiolder  services  to  the 
fund  family.  FBSldoes  not 
recommend  or  endorse  any 
particular  mutual  fund. 


I  Investments^ 


1-800-544-0576 

www.fidelity.com 


FIDELITY  INVESTMENTS® 


Funds 
from  this 
company 
are  available 
through 
FundsNetwork. 


FundsNetwork  is  a  service  of 
Fidelity  Brokerage  Services, 
Inc.  (FBSi).  Member  NYSE, 
SIPC.FBSI  may  receive 
remuneration  for  providing 
certain  recordkeeping  and' 
shareholder  services tathe 
fund  family.  FBSI  does  not 
recommend  or  endorse  any 
particular  mutual  fund;/ 


LARGE  CAP  2  0 


+72.8% 


'^INCE  INCEPTION* 

M2.2o/o 


LARGE  CAP  GROWTH 


60.8% 


^^INCE  INCEPTION- 

+33.4% 


^  Ofc. 


STRATEGIC  SMALL  CO. 


+56.5% 


SINCE  INCEPTION* 

+30.0% 


SELECT  EQUITY 


+51.8% 


+35.9% 


annualized 
as  ol  3/.31/98 


LOOKING  TO  PUT  MORE  POWER  IN  YOUR  LINEUP? 

Then  perhaps  you  should  consider  these  PBHG  growth  funds,  dynamic  young  funds  run 
by  experienced  managers  who  have  consistently  knocked  the  cover  oft  the  ball.  Investors 
considering  such  funds  should  have  a  long-term  investment  horizon  and  a  tolerance  for  volatilit\'. 

Past  performance  cannot  guarantee  future  results. 

Return  .iiid  <,hai"c  price  w  ill  tliK  tu.Ue,  .ind  redeiiiption 
v.ilue  may  be  more  or  less  than  original  costs.  C^all  tor  a 
prospectus  containing  more  complete  intormation, 
including  e.xpenses  and  read  it  carefully  before  investing. 
Because  the  PBHG  Large  Cap  20  Fund  is  not  diversi- 
fied, It  can  take  larger  positions  in  fewer  companies, 
increasing  the  overall  reward  and  risk  profile  ot  the  fund. 
Distributed  by  SEI  Investments  Distribution  Co.,  Oaks. 
PA.  *Strategic  Small  Company;  inception  12/31/96. 
Large  Cap  Growth;  inception  4/5/9.5.  Large  Cap  20; 
inception  1  1/29/96.  Select  Ec]uity;  inception  4/5/95. 


CALL  FOR  A  FREE  KIT  ON  PBHG  GROWTH  INVESTING 

1-888-PBHG-323 


PBHG 

w  w  w.  p  b  h  gt  u  n  d  s .  c  CI  n  1 


CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

12 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTH 

QUARTER 

EROM 

QUARTER 

EROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNIN 

1998 

1997 

1998 

1997 

1998 

1997 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-24 

PER 

$  IVIIL 

% 

$  MIL, 

% 

% 

% 

% 

% 

4-24 

% 

% 

$  MIL 

SHAR' 

DUN  Si  BRADSTRccT 

471.1 

8 

51,5 

41 

10.9 

8.4 

NM 

NM 

18 

NA 

-10 

5959 

1.89 

Fnw&Rn^  (A  G  win) 

527  5 

15 

73  1 

23 

13.9 

13.0 

NA 

19  2 

15 

21 

14 

9  7C 

tuu  irn/\ 

353. 1 

13 

44  7 

15 

12.7 

12.4 

28  6 

54  9 

30 

9 

25 

RR  1  7 

1    ^  ■ 

FANNIF  MAF 

iMI^Iilt.  IVIMt. 

7402  1** 

1 1 

832.5 

13 

11.2 

11.0 

NA  * 

24  2 

20 

14 

12 

DuO'+  I 

FIRST  AMERICAN  FINANCIAL 

505.0** 

58 

45.0 

NM 

7.4 

0.7 

21.3 

25.0 

9 

12 

-1 

1210 

1  1\ 

FRANK!  (N  RF<;nilRrF^  (^) 

673  7** 

30 

125  7 

25 

18.8 

19.5 

24  8 

24  9 

25 

30 

25 

19701 

1  Qi: 

FRFnniF  MAP 

3981  0 

1 7 

393  0 

19 

9.9 

9.6 

10  7 

23  0 

22 

12 

18 

1  QS 

GRFFN  TRFF  FINANPIAI 

285  8** 

7 

53  5 

-31 

22.2 

34.4 

15  4 

20  2 

20 

33 

25 

5344 

1 

i,  y 

LcHMAN  dROTHERS  HOLuINGS  (1) 

4580.0 

1 5 

187.0 

30 

4.1 

3.5 

45.3 

14.7 

15 

28 

80 

8728 

5,0^: 

MAR^H  R.  Mrl  FNNAN 
ivi H no n  (X  ivi i< L L HUH 

1776  1 

37 

230  7 

40 

13.0 

12.7 

12  1 

14  5 

35 

20 

5 

1     1  7 

9  i 

MFRRII 1  1 YNPH 
ivicnniLL  LI  nun 

9166  0 

23 

518  0 

1 1 

5.7 

5.2 

30  1 

24  3 

7 

9 

19 

MORGAN  STANLFY  DFAN  WITTFR  (]) 

4035.0** 

15 

591 .0 

21 

17.1 

15.4 

27.5 

20.1 

18 

28 

17 

46499 

4  - - 

PAINEWEBBER  GROUP 

1805. 1-* 

18 

120.7 

20 

5.7 

6.6 

39.1 

21.1 

17 

15 

8 

5400 

2,7: 

RAYMOND  JAMES  FINANCIAL  (3) 

257.5 

22 

24.7 

-35 

9.2 

17.4 

33-8 

20.5 

17 

20 

1 7 

1541 

l,8f 

SCHWAB  (CHARLES) 

750.0 

15 

58.0 

2 

8.9 

10.  i 

20.7 

23.7 

35 

34 

26 

9158 

0,9^ 

SLM  HOLDING 

840.8 

-9 

139.0 

20 

15.5 

12.5 

15.8 

85.9 

15 

-9 

1 1 

7736 

2,9:' 

TRAVELERS  GROUP 

10357.6 

19 

1093.4 

34 

10.5 

9.4 

21.0 

15.7 

23 

23 

20 

72426 

2  : 

(B)  INSURANCE 

GROUP  COMPOSITE 

46914.5 

12 

5161.2 

23 

11.0 

10.0 

1 1.0 

14.3 

18 

15 

20 

4  5 

AFLAC 

1757.0 

3 

150.4 

78 

9.1 

5.3 

12.0 

19.1 

13 

23 

27 

8058 

4.6i 

ALLSTATE 

6450.0 

936  0 

22 

14.5 

12.4 

18  5 

210 

13 

15 

38 

41278 

7  51 

AMERICAN  BANKERS  INSURANCE  GROUP  407.0 

I 

-42  7 

NM 

NM 

6,5 

5  0 

5  7 

N  M 

19 

16 

2510 

0  2 

AMERICAN  GENERAL 

2462.0 

16 

244  0 

15 

9.9 

9.9 

7  I 

7  5 

29 

9 

6 

16386 

2  31 

AMERICAN  INTERNATIONAL  GROUP 

7111.3** 

8 

885.5 

14 

12.5 

11.8 

10.0 

14.3 

30 

14 

15 

91987 

4.3' 

AMERICAN  NATIONAL  INSURANCE 

444.2 

4 

55.2 

14.9 

14.7 

8.5 

9.0 

1 1 

8 

5 

2833 

9  5 

BERKLEY  (W.  R.) 

384.6 

ly 

25  7 

-10 

6.7 

8.7 

8  4 

9  4 

19 

17 

14 

1406 

2  4 

CIGNA 

5095.0*' 

10 

495  0 

72 

9.7 

5.2 

13  8 

15  6 

12 

6 

30 

14896 

17  5 

CINCINNATI  FINANCIAL 

512,5 

5 

84.2 

14 

15.4 

15.3 

5.3 

5.1 

24 

22 

10 

7153 

5.4 

CONSECO 

1599.0 

55 

157  5 

45 

9.9 

10.4 

9  0 

15.3 

1 7 

NA 

12 

9253 

2  9 

EVEREST  REINSURANCE  HOLDINGS 

302.9 

5 

39  8 

1 5 

13.1 

12.0 

118 

118 

13 

20 

32 

2121 

3  1 

HARTFORD  FINANCIAL  SERVICES  GROUP 

3728.0 

20 

254  0 

29 

7.1 

5.5 

15  7 

22  9 

21 

NA 

12963 

116 

HARTFORD  LIFE 

1404.0 

33 

84.0 

33 

6.0 

6.0 

13.0 

15.3 

20 

NA 

NA 

6807 

2.4 

JEFFERSON-PILOT 

697.3** 

18 

1118 

3 

16.0 

18.4 

10  2 

13  5 

27 

10 

14 

5284 

3  4 

LIBERTY  FINANCIAL 

304.3 

_2 

315 

-10 

10.4 

11.3 

8  5 

10  1 

1 5 

23 

27 

1755 

2  5 

LINCOLN  NATIONAL 

1448.0** 

21 

122  0 

47 

8.4 

5.9 

2  1 

1 .2 

NM 

13 

-32 

9128 

0.5 

OHIO  CASUALTY 

358.3 

0 

30.9 

-1 

8.5 

8.7 

9.0 

9.3 

13 

11 

6 

1663 

3.8 

OLD  REPUBLIC  INTERNATIONAL 

505.5 

10 

81  5 

25 

16.1 

14.1 

13  1 

14  5 

21 

15 

11 

4297 

2.2 

ORION  CAPITAL 

424.8 

10 

42  2 

43 

9.9 

7.7 

13  6 

16  9 

12 

19 

18 

1497 

4.5 

PROGRESSIVE 

1254.9** 

30 

1 20  1 

57 

9.6 

7.9 

16  8 

20  8 

23 

29 

16 

9770 

5.8 

SAFECO 

1623.5** 

58 

1 1 1.5 

0 

5.9 

10.8 

7.1 

7.9 

16 

17 

5 

7272 

3.2 

ST.  PAUL 

1467.2 

-6 

1 54  0 

— 

10.5 

12.3 

13  2 

15  8 

1 1 

15 

16 

7054 

7  9 

SUNAMERICA  {3)1 

355.5** 

42 

133  9 

54 

37.7 

34.6 

119 

17  5 

23 

35 

33 

9758 

2.1I 

TORCHMARK 

504.7** 

7 

92  9 

20 

15.4 

13.6 

13  0 

18  3 

19 

10 

5 

5547 

2.3 

TRANSAMERICA 

1600.0 

14 

153.7 

90 

9.5 

5.8 

7.5 

12.4 

13 

12 

13 

7269 

9.1 

TRANSATLANTIC  HOLDINGS 

375.3 

1 1 

47.8 

15 

12.7 

12.3 

14.1  . 

14.1 

14 

18 

21 

2607 

5.9 

TRAVELERS  PROPERTY  CASUALTY 

2594.2 

7 

347.1 

27 

13.4 

11.2 

14.4 

15.8 

13 

NA 

NA 

15786 

3.a 

UNITRIN 

420.9 

10 

75.0 

125 

18. 1 

8.8 

9.1 

10.5 

16 

-7 

5 

2550 

4.J 

UNUM 

1121.5 

5 

93.5 

-19 

8.3 

10-9 

11.0 

14.3 

22 

7 

5 

7321 

2.J 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE 

4668.0 

12 

601.6 

33 

12.9 

10.8 

NA 

12.8 

25 

8 

7 

37993 

2.71 

AHMANSON  (H.  F.) 

984.5** 

4 

114.3 

11 

11.5 

10.8 

NA 

16.3 

21 

-3 

15 

7335 

3. a 

CHARTER  ONE  FINANCIAL 

402.5** 

1 2 

63.5 

22 

15.8 

14.4 

NA 

1  1  Q 

Zo 

41 

-1 

9  ^ 

DIME  BANCORP 

479.3** 

35 

57.2 

74 

11.9 

9.3 

NA 

11,4 

23 

35 

12 

3442 

1.4 

GOLDEN  WEST  FINANCIAL 

781.2** 

13 

110.1 

32 

14.1 

12.0 

7.5 

14,1 

15 

8 

9 

5139 

6.J| 

WASHINGTON  MUTUAL 

2020.5 

12 

255.5 

43 

12.7 

10.0 

NA 

11.2 

33 

NA 

-17 

18565 

2j| 

18  OFFICE  EQUIPMENT  &  COMPUTERS  i 

INDUSTRY  COMPOSITE 

99361.3 

10 

6209.4 

1 

6.3 

6.8 

14.9 

19.0 

40 

13 

27 

917080 

l.J 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

8176.9 

27 

390.7 

14 

4.8 

5.3 

13.3 

18.7 

25 

7 

10 

36354 

1.4 

COMPUCOM  SYSTEMS 

437,8 

1 

3.8 

-21 

0.9 

1.1 

14.0 

17.0 

11 

38 

26 

349 

o.( ; 

DELUXE 

489.0 

0 

43.5 

5 

8.9 

8.5 

6.9 

7.7 

55 

-5 

-25 

2553 

0.! ' 

DIEBOLD 

295.7 

12 

25.9 

13 

9.1 

9.0 

18.5 

18.8 

23 

11 

24 

2898 

i.f 

HON  INDUSTRIES 

418.3 

48 

22.5 

33 

5.4 

5.0 

17.2 

23.2 

21 

17 

18 

1935 

1.1 

MICROAGE  (2) 

1179.0 

31 

-5.4 

NM 

NM 

0.6 

5.5 

5.5 

11 

29 

-2 

295 

1.' 

MILLER  (HERMAN)  (7) 

435.7 

20 

33.0 

144 

7.5 

3.7 

31.1 

41.4 

24 

1 

30 

2718 

1.: 

PITNEY  BOWES 

1011.6 

5 

129.7 

8 

12.8 

12.5 

14.1 

28.6 

25 

4 

13 

13512 

1.1 

REYNOLDS  &  REYNOLDS  (3) 

385.7 

9 

25.4 

0 

5.8 

7.4 

9.2 

15.4 

33 

9 

15 

1840 

O.' 

STANDARD  REGISTER 

344.1 

50 

9.7 

-35 

2.8 

5.5 

8.7 

12.4 

15 

8 

12 

1004 

2. 

STEELCASE  (10) 

699.5 

10 

53.7 

47 

7.7 

5.8 

NA 

14.7 

25 

NA 

NA 

5301 

I.. 

TECH  DATA  (11) 

2113.2 

51 

25.1 

47 

1.2 

1.4 

15.2 

12.7 

NM 

38 

21 

2280 

1.' 

WALLACE  COMPUTER  SERVICES  (5) 

365.4 

63 

20.8 

-3 

5.7 

9.5 

8.5 

15.1 

NM 

8 

17 

1550 

1., 
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WE'VE  HOUSEBROKEN 

rECHNOLOGY  FOR  YOU. 


QUAlCOMM  Incorporated  All  rights  reserved,  QUALCOMI^  is  a  registered  service  mark  and  registered  trademark  ol  QUALCOMM  Incorporated  Tlie  stylized  Q  logo 
emark  of  QUALCOMtvl  Incoroorated.  Options  depend  on  services  available  from  your  carrier.  CDfvlA  voice  quality  rated  superior  by  1997  TRAC  Study. 


QUALCOMM  has  tamed  unruly  technology  and, 
at  the  same  time,  taught  it  some  manners.  With 
our  digital  phones,  you  choose  the  ways  you 
connect  with  others  through  voice,  caller  ID, 
paging,  voice  mail  and  data  options.  So  you 
are  in  charge  of  when  and  how  you'll  be  in 
touch.  When  you  are,  you'll  be  supported  by 
QUALCOMM's  advanced  CDMA  digital  technology 
It  provides  the  highest  quality  voice  transmission 
as  well  as  enhanced  security  to  guard  against 
cloning  and  fraud.  Wireless  technology  will  make 
your  life  easier,  now  that  we've  domesticated  it. 
Everything  else  in  the  arena  is,  frankly  quite 
beastly.  For  more  information,  contact  us  at 
www.qualcomm.com/tame  or  1-800-349-4188 
or  1-619-651-4029  (outside  the  USA). 


QUALCOAAA/V 
DIGITAL  PHONES 


CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

12 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONT 

QUARTER 

FROM 

QUARTER 

FROM  ■ 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNI 

1998 

)QQ7 

1998 

1997 

1998 

1997 

PflDITA! 

EQUITY 

P-E 

EQUITY 

SHARE 

4-24 

PEI 

SMIL. 

% 

$MIL. 

% 

% 

% 

% 

% 

4-24 

% 

% 

SMIL 

SHAI 

(B)  COMPUTERS  &  PERIPHERALS 

(jKUUr  LUlVlrUol  1 1 

5 

3213.9 

-3 

5.2 

5.7 

14.2 

19.1 

31 

7 

29 

410585 

1.8 

APPLE  COMPUTER  (3) 

1405.0 

-12 

55.0 

NM 

3.9 

NM 

NM 

-9.3 

NM 

-9 

NA 

3716 

-0.9 

rriMDAn  phmdiitcd 
UUiVirAU  bUIVirU  1  CK 

5687.0 

8 

16.0 

-96 

0.3 

7.9 

15.9 

15.7 

31 

35 

43 

44147 

0.9 

UAIA  utritKAL  (^J 

361.8 

-7 

-4.5 

NM 

NM 

3.5 

5.2 

5.9 

24 

1 

NA 

773 

0.6 

UtLL  LUlVlrU  1  tn  111) 

3737.0 

55 

285.0 

52 

7.5 

7.8 

72.1 

73.0 

57 

27 

55 

49146 

1.3 

DIGITAL  EQUIPMENT  (6) 

3191.0 

-4 

306.8 

502 

9.5 

1.5 

14.5 

14.5 

17 

-7 

NA 

8294 

3.2 

CMP 

828.4 

34 

146.1 

32 

17.6 

17.9 

19.7 

22.7 

39 

58 

55 

21580 

1.1 

UAI  tWAT  ZUUU 

1727.9 

22 

75.9 

12 

4.4 

4.8 

11.5 

11.5 

78 

47 

4 

9015 

0.7 

UrWI  CTT  DAPkAPn  f91 

i  iOiD.U 

15 

929.0 

2 

7.9 

8.9 

17.4 

19.1 

NM 

17 

28 

77147 

2.S 

INTERNATIONAL  BUSINESS  MACHINES 

17618.0 

2 

1036.0 

-13 

5.9 

6.9 

18.5 

30.2 

20 

-A 

36 

113530 

5.S 

IOMEGA 

407.5 

13 

-18.6 

NM 

NM 

6.4 

14.9 

15.7 

33 

56 

87 

2255 

0.2 

LEXMARK  INTERNATIONAL  GROUP 

672.1 

15 

49.5 

61 

7.4 

5.3 

30.8 

39.0 

23 

22 

NA 

3533 

2A 

MICRON  ELECTRONICS  (4) 

494.8 

-3 

24.8 

-11 

5.0 

5.5 

14.7 

15.4 

24 

79 

NA 

1471 

o.e 

QUANTUM  (9) 

1285.7 

-18 

2.7 

-97 

0.2 

5.5 

11.3 

12.4 

23 

20 

40 

3352 

l.C 

SEAGATE  TECHNOLOGY  (6) 

1675.0 

-33 

-128.5 

NM 

NM 

10.3 

NM 

-15.5 

NM 

32 

26 

5738 

-2.C 

SILICON  GRAPHICS  (6) 

708.3 

-22 

-152.6 

NM 

NM 

1.2 

NM 

-7.6 

NM 

35 

-10 

2523 

-0.7 

STORAGE  TECHNOLOGY 

484.9 

11 

40.6 

2 

8.4 

9.0 

20.2 

20.2 

21 

4 

66 

4481 

3.S 

SUN  MICROSYSTEMS  (6) 

2350.9 

12 

232.0 

4 

9.8 

10.6 

22.6 

22.6 

22 

13 

40 

15354 

1.8 

UNISYS 

1649.7 

Q 

o 

CO  7 

^^D 

3.8 

1.3 

NM 

NM 

NM 

-18 

NA 

5457 

-5. 1 

WESTERN  DIGITAL  (5) 

831.3 

-24 

-45.0 

NM 

NM 

7.5 

-3.8 

-8.1 

NM 

44 

39 

1922 

-0.5 

XEROX 

4304.0 

7 

301.0 

11 

7.0 

5.7 

13.0 

28.9 

33 

4 

22 

36050 

3.4 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

29938.1 

17 

2604.8 

4 

8.7 

9.8 

16.4 

18.7 

57 

39 

27 

470142 

1.0 

AFFILIATED  COMPUTER  SERVICES  !5) 

304.9 

31 

16.9 

32 

5.5 

5.5 

9.6 

9.7 

34 

101 

26 

1557 

l.C 

ASCEND  COMMUNICATIONS 

305.1 

4 

52.4 

NM 

17.2 

NM 

8.7 

8.7 

87 

NA 

NA 

7950 

0.4 

AUTOMATIC  DATA  PROCESSING  (6) 

1309.3" 

16 

190.6 

15 

14.6 

14.5 

17.7 

18.8 

36 

16 

14 

19785 

1.6 

BAY  NETWORKS  6 

547.2 

7 

-144.2 

NM 

NM 

0.1 

-10.0 

-10.7 

NM 

88 

NA 

5192 

-0.7 

CABLETRON  SYSTEMS  (10) 

311.5 

-18 

-263.4 

NM 

NM 

15.9 

-12.7 

-12.8 

NM 

40 

NA 

2146 

-0.6 

CADENCE  DESIGN  SYSTEMS 

270.2 

44 

-25.5 

NM 

NM 

19.8 

15.9 

15.9 

68 

6 

19 

7284 

O.E 

CERIDIAN 

282.3 

7 

35.8 

11 

12.7 

12.3 

NM 

5.6 

NM 

50 

-24 

4215 

O.E 

CISCO  SYSTEMS  (5) 

2016.3 

27 

457.3 

35 

22.7 

21.3 

24.2 

24.4 

NM 

78 

56 

73262 

1.2 

COMDISCO  (3) 

762.0 

17 

37.0 

12 

4.9 

5.1 

10.1 

15.8 

25 

4 

40 

3292 

i.e 

COMPUSA  (6) 

1451.8 

14 

25.4 

-22 

1.8 

2.5 

19.8 

22.4 

15 

35 

45 

1548 

1.1 

ELECTRONIC  DATA  SYSTEMS 

3942.0 

10 

184.2 

-5 

4.7 

5.4 

10.4 

13.2 

28 

11 

-2 

20247 

\A 

FIRST  DATA 

1232.3 

-1 

130.7 

-A 

10.5 

11.0 

8.5 

9.6 

43 

44 

8 

15027 

0.7 

FISERV 

273.8 

20 

27.2 

20 

9.9 

9.9 

10.1 

12.4 

36 

28 

21 

3451 

1.7 

GALILEO  INTERNATIONAL 

377.0 

9 

62.3 

25 

15.5 

14.4 

17.2 

23.2 

27 

NA 

NA 

3851 

1.; 

HBO  &  CO. 

342.8 

30 

64.9 

59 

18.9 

14.5 

19.0 

16.9 

75 

97 

43 

12538 

0.7 

INACOM 

1000.5 

19 

9.5 

81 

0.9 

0.5 

10.8 

10.4 

15 

21 

13 

509 

2.2 

INGRAM  MICRO 

5150.1 

41 

56.5 

40 

1 . 1 

i .  i 

10.7 

20.2 

30 

N  A 

M  fl 
INM 

5759 

MICROSOFT  6) 

3774.0 

18 

1337.0 

28 

35.4 

32.5 

28.6 

30.4 

59 

30 

33 

223127 

l.f 

NCR 

1309.0 

-6 

0.0 

NM 

0.0 

NM 

1.9 

1.7 

NM 

NA 

NA 

3838 

0.2 

ORACLE  (7) 

1748.8 

27 

215.1 

27 

12.3 

12.3 

28.8 

29.9 

34 

44 

65 

25980 

0.7 

PEOPLESOFT 

277.7 

81 

33.8 

89 

12.2 

11.6 

26.3 

26.3 

94 

54 

69 

10557 

O.E 

SABRE  GROUP  HOLDINGS 

554.0 

26 

72.0 

8 

13.0 

15.2 

20.1 

27.1 

24 

NA 

NA 

4839 

I.E 

SAFEGUARD  SCIENTIFICS 

441.9 

-1 

5.1 

13 

1.1 

1.0 

14.5 

9.0 

52 

18 

30 

1292 

0.( 

3COM  !7) 

1250.2 

-15 

13.9 

-92 

1.1 

12.2 

5,3 

5.5 

83 

52 

102 

12136 

0.^ 

VANSTAR (8) 

703.4 

33 

10.5 

39 

1.5 

1.4 

12.4 

14.4 

20 

NA 

NA 

551 

O.f 

19  PAPER  &  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

24271.9 

2 

770.4 

27 

3.2 

2.5 

2.7 

2.9 

88 

6 

NA 

104373 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

3741.3 

2 

-9.1 

NM 

NM 

0.8 

-3.5 

-6.9 

NM 

4 

NA 

9274 

-1.1 

GEORGIA-PACIFIC  GROUP 

3193,0 

2 

16.0 

NM 

0.5 

NM 

NM 

-4.5 

NM 

7 

NA 

6930 

-O.f 

LOUISIANA-PACIFIC 

548.3 

-1 

-25.1 

NM 

NM 

7.6 

NM 

-13.5 

NM 

-2 

NA 

2343 

-1..' 

(S)  PAPER 

GROUP  COMPOSITE 

20530.6 

2 

779.5 

35 

3.8 

2.9 

3.4 

4.2 

67 

7 

9 

95100 

0.7 

BOISE  CASCADE 

1489.5 

17 

-1.2 

NM 

NM 

NM 

NM 

-3.3 

NM 

7 

NA 

2140 

-O.i 

BOWATER 

383.2 

10 

24.8 

NM 

5.5 

NM 

5,5 

5.8 

31 

10 

NA 

2344 

l.i 

CHAMPION  INTERNATIONAL 

1477.0 

8 

19.0 

NM 

1.3 

NM 

NM 

-15.5 

NM 

3 

NA 

5221 

-5.: 

CONSOLIDATED  PAPERS 

517.0 

36 

39.0 

39 

7.6 

7.4 

5,3 

9.5 

23 

9 

25 

2956 

2.) 

FORT  JAMES 

1795.6 

-1 

117.6 

21 

6.5 

5.3 

5,2 

35.2 

NM 

-24 

NA 

10243 

0.' 

INTERNATIONAL  PAPER 

4900.0 

0 

75.0 

121 

1.5 

0.7 

0.3 

-1.3 

NM 

9 

NA 

15035 

-0.; 

KIMBERLY-CLARK 

3048.6 

-6 

297.6 

-18 

9.8 

11.3 

14.4 

19.8 

35 

15 

0 

28442 

1.' 

MEAD 

1167.4 

3 

30.6 

51 

2.6 

1.8 

5.3 

7.0 

23 

10 

35 

3504 

1.1 

POTWTCH 

402.5 

1 

10.7 

69 

2.7 

1.6 

3.7 

4.3 

33 

0 

-5 

1339 

1.; 

UNION  CAMP 

1144.6 

8 

26.7 

178 

2.3 

0.9 

4.7 

4.8 

43 

3 

19 

4134 

1.' 

WESTVACO  (2) 

702.1 

-5 

32.5 

-8 

4.5 

4.8 

5.0 

7.1 

NM 

5 

18 

3053 

1.! 

WEYERHAEUSER 

2603.0 

0 

85.0 

305 

3.3 

0.8 

5.3 

8.7 

28 

5 

-1 

11483 

2.( 

WILLAMETTE  INDUSTRIES 

900.1 

5 

22.1 

55 

2.5 

1.5 

4.0 

4.1 

50 

13 

5 

4087 

0.' 
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WHY  PUT  UP  WITH  DUMB  MACHINES  WHEN  YOU  CAN  HAVE  SMART  ONES?  -< 

Now  a  printer,  a  fax  machine,  a  copier,  a  scanner  will  be  able 
to  access  the  network;  open  e-mail;  archive  digital  files;  /"""^s, 
access  remote  files;  print,  copy,  scan,  and  fax;  manage  UrsivwARE 
information  in  any  form,  in  any  content,  regardless  of 
location.  In  essence,  create  a  new  paradigm  for  the  digital  workplace. 

Canon 


1-800-OK- CANON,  WWW. usa . canon . com 


FROM      MIND      TO  MATTER 


CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

i 

MARGINS 

S-YEAR  GROWTH 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

M( 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EAI 

1998 

1997 

1998 

1997 

1998 

1997 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-24 

$MiL 

% 

SMIL. 

% 

% 

% 

% 

% 

4-24 

% 

% 

$MIL 

S 

20  PUBLISHING  &  BROADCASTING 

INDUSTRY  COMPOSITE 

14496.7 

13 

786.5 

61 

5.4 

3.8 

2.9 

3.4 

NM 

13 

17 

166843 

0 

(A)  BROADCASTING 

GROUP  COMPOSITE 

2472.1 

54 

52.9 

NM 

2.1 

NM 

0.3 

0.1 

NM 

45 

NA 

26908 

n 

V 

CBS 

1949.0 

47 

19.0 

NM 

1 .0 

NM 

-0,2 

-0,4 

NM 

39 

NA 

24181 

-C 

USA  NETWORKS 

87 

33.9 

800 

6.5 

1 .3 

2.8 

3,0 

98 

444 

NA 

2727 

( 

(B)  PUBLISHING 

GROUP  COMPOSITE 

12024.6 

7 

733.6 

27 

6.1 

5.1 

3.4 

4.4 

NM 

8 

17 

139935 

0 

BELO  (A.  H.) 

329.5 

42 

13.6 

-23 

4.1 

7,6 

4,0 

5,9 

42 

26 

12 

3274 

DOW  JONES 

621.5 

3 

34.7 

37 

5.6 

4,2 

NM 

NM 

NM 

-8 

NA 

4803 

-5 

GANNETT 

1199.9 

11 

342.9 

154 

28.6 

12,5 

17,4 

26,5 

21 

17 

16 

19570 

KNIGHT-RIDDER 

743.9 

24 

101.4 

^2 

13.6 

29,2 

11,7 

20,8 

18 

3 

27 

4641 

McGRAW-HILL 

703.4 

8 

20.1 

34 

2.9 

2.3 

15,3 

20,6 

26 

12 

51 

7656 

NEW  YORK  TIMES 

722.6 

4 

64.6 

25 

8.9 

7,5 

12,3 

15,9 

25 

8 

90 

6770 

PRIMEDIA 

345.0 

-2 

-9.7 

NM 

NM 

NM 

NM 

NM 

NM 

17 

NA 

1883 

READER'S  DIGEST  ASSOCIATION  (6) 

635.5 

-7 

14.6 

-61 

2.3 

5,5 

-3,6 

-3,7 

NM 

-18 

-15 

2748 

-C 

SCRIPPS  (E.  W.) 

346.8 

19 

25.1 

-16 

7.2 

10.3 

10,0 

14,6 

31 

6 

3 

4631 

TIME  WARNERt 

3137.0 

3 

-62.0 

NM 

NM 

1.7 

2,0 

-1,4 

NM 

25 

NA 

43280 

-c 

TIMES  MIRROR 

803.9 

4 

45.3 

0 

5.6 

5.8 

14,5 

147,7 

25 

-34 

30 

5170 

TRIBUNE 

672.7 

13 

70.1 

9 

10.4 

10,9 

12.2 

22,3 

23 

13 

24 

8107 

US  WEST  MEDIA  GROUP 

1279.0 

6 

-135.0 

NM 

NM 

NM 

NM 

-7,9 

NM 

NA 

NA 

22147 

-c 

WASHINGTON  POST 

484.0 

7 

207.9 

336 

43.0 

10,5 

36,2 

37,2 

12 

4 

18 

5256 

21  SERVICE  INDUSTRIES 

INDUSTRY  COMPOSITE 

46717.8 

13 

1400.1 

10 

3.0 

3.1 

7.8 

12.0 

33 

20 

11 

144772 

1 

(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  COMPOSITE 

6400.2 

6 

222.3 

35 

3.5 

2.7 

6.6 

9.7 

31 

26 

-2 

17381 

1 

FLUOR  (2) 

3399.0 

_2 

54  8 

-12 

1  6 

1  8 

7  6 

8  0 

N  M 

1 5 

3710 

FOSTER  WHEELER 

1028.0 

7 

17.4 

-14 

1.7 

2,1 

NM 

-2,1 

NM 

13 

NA 

1138 

-c 

JACOBS  ENGINEERING  GROUP  (3) 

524.8 

20 

13.3 

17 

2.5 

2,6 

13.0 

15,2 

17 

18 

12 

852 

MORRISON  KNUDSEN  (1) 

385.0 

-1 

8.2 

17 

2.1 

1,8 

9.3 

9.7 

20 

46 

2 

658 

c 

STONE  &  WEBSTER 

294.0 

-15 

7.6 

37 

2,6 

1,6 

8,5 

10,1 

17 

-5 

NA 

583 

2 

USA  WASTE  SERVICES 

769.4 

67 

121.0 

109 

15.7 

12,6 

7,5 

12,8 

32 

149 

-1 

10440 

(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

23484.9 

10 

626.3 

6 

2.7 

2.8 

5.0 

8.0 

35 

18 

6 

48543 

1 

ALLEGIANCE 

1103.4 

5 

28.2 

34 

2.6 

2.0 

7,3 

10,5 

27 

NA 

NA 

2560 

APPLIED  INDUSTRIAL  TECHNOLOGIES  (6)  393.9 

33 

9.1 

35 

2.3 

2.3 

9,4 

10.6 

17 

11 

28 

548 

ARROW  ELECTRONICS 

2025.8 

9 

41.9 

-17 

2.1 

2.7 

9.1 

11.1 

17 

35 

15 

2581 

AVNET  (6) 

1512.1 

10 

40.7 

-14 

2.7 

3.4 

9.1 

12,2 

14 

14 

27 

2450 

z 

BOISE  CASCADE  OFFICE  PRODUCTS 

759.8 

27 

17.6 

18 

2.3 

2,5 

8.5 

11,8 

22 

28 

NA 

1332 

( 

BRIGHTPOINT 

343.3 

72 

8.8 

63 

2.6 

2,7 

8,8 

12,9 

33 

246 

34 

988 

( 

CELLSTAR  (1) 

406.7 

58 

14.2 

138 

3.5 

2,3 

20,9 

34,8 

16 

89 

45 

985 

ENRON 

5682.0 

6 

214.0 

-4 

3.8 

4,2 

NM 

1,5 

NM 

17 

-15 

15115 

C 

GENUINE  PARTS 

1533.1 

5 

80.0 

4 

5.2 

5.3 

15,7 

18,6 

19 

8 

9 

6409 

GRAINGER  (W.  W.) 

1057.1 

7 

57.2 

5 

5.4 

5.5 

16,7 

18.1 

23 

9 

13 

5182 

HUGHES  SUPPLY  (11) 

460.5 

22 

8.9 

16 

1.9 

2.0 

7,6 

10.8 

NM 

27 

41 

723 

MARSHALL  INDUSTRIES  (7) 

368.1 

21 

8.0 

-18 

2.2 

3.2 

6,2 

9.7 

15 

15 

19 

551 

METALS  USA 

270.5 

59 

6.7 

56 

2.5 

2,5 

NA 

NA 

55 

NA 

NA 

590 

c 

NATIONAL-OILWELL 

301.9 

46 

21.1 

118 

7.0 

4,7 

20,5 

23.9 

31 

NA 

NA 

1927 

NGC 

3315.6 

1 

12.3 

167 

0.4 

0,1 

NM 

-8.5 

NM 

42 

NA 

2135 

-c 

RELIANCE  STEEL  &  ALUMINUM 

315.5 

56 

11.8 

70 

3.7 

3,4 

8,5 

12.0 

17 

32 

28 

750 

RYERSON  TULL 

734.8 

11 

16.0 

-4 

2.2 

2.5 

12.0 

14.5 

13 

NA 

NA 

825 

UNISOURCE  WORLDWIDE  (3) 

1867.9 

9 

6.7 

-37 

0.4 

0.6 

NM 

-7.7 

NM 

NA 

NA 

955 

-c 

UNITED  STATIONERS 

712.5 

12 

15.1 

51 

2.1 

1,6 

5.4 

5.5 

97 

-15 

17 

1014 

c 

VWR  SCIENTIFIC  PRODUCTS 

320.5 

10 

7.9 

123 

2.5 

1.2 

NA 

8.5 

28 

59 

2 

923 

1 

(C)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

4020.9 

17 

144.2 

24 

3.6 

3.4 

11.4 

16.4 

32 

10 

1 

24582 

1 

BANTA 

330.8 

20 

11.0 

10 

3.3 

3,6 

9.1 

10,7 

21 

11 

5 

918 

1 

BIG  FLOWER  HOLDINGS 

383.9 

29 

1.1 

-35 

0.3 

0,6 

NM 

-47,8 

NM 

21 

NA 

544 

-1 

DONNELLEY  (R.  R.)  &  SONS 

1161.4 

5 

44.2 

26 

3.8 

3.2 

9.5 

13,5 

30 

-3 

2 

6340 

1 

INTERPUBLIC  GROUP 

733.5** 

23 

27.6 

25 

3,8 

3.7 

18.5 

22,1 

32 

16 

15 

7988 

1 

OMNICOM  GROUP 

861.0 

24 

50.9 

27 

5.9 

5,8 

23.2 

26.9 

32 

23 

19 

7498 

1 

WORLD  COLOR  PRESS 

550.4 

20 

9.4 

36 

1.7 

1,5 

7,0 

10.0 

21 

28 

NA 

1294 

1 

(0)  OTHER  SERVICES 

GROUP  COMPOSITE 

12811.7 

21 

407.3 

1 

3.2 

3.9 

12.0 

17.9 

33 

26 

33 

54266 

1 

ABM  INDUSTRIES  (2) 

358.7** 

23 

5.7 

19 

1.6 

1.7 

11.8 

13.5 

NM 

14 

12 

621 

1 

ACCUSTAFF 

710.1 

33 

25.1 

12 

3-5 

4.2 

9.2 

13.0 

38 

308 

116 

3662 

c 

ACNIELSEN 

325.8 

0 

1.8 

NM 

0.6 

NM 

8.8 

9-3 

39 

NA 

NA 

1631 

c 

ADMINISTAFF 

362.4 

38 

-0.7 

NM 

NM 

NM 

10,8 

8.9 

79 

NA 

NA 

525 

c 

BORG-WARNER  SECURITY 

377.4 

-1 

0.7 

-83 

0.2 

1.0 

9.7 

23.7 

32 

-26 

-23 

494 

c 

CASEY'S  GENERAL  STORES  (8) 

278.1* 

2 

7.4 

33 

2,6 

2.0 

9.4 

12.5 

NM 

20 

16 

818 

c 

GDI 

378.8 

5 

10.7 

0 

2.8 

3.0 

20.8 

20,7 

17 

14 

69 

781 

2 
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Cisco  Systems  is  a  global,  networked 
business.  As  the  worldwide  leader 
in  networking  tor  the  Internet,  Cisco 
has  rocketed  to  multi-billion  dollar 
size  in  |ust  a  tew  years.  How  does  a  fast- 
growing  company  ettectively  manage 
Its  business,^  With  Oracle  Financial  and 
Manufacturing  Applications,  Cisco 
runs  its  worldwide  business  operations 
on  Oracle  Financial,  Manufacturing 
and  Order-Entry  Applications.  What's 
more,  all  Cisco  operations  are  managed 
oft  ot  Oracle  databases.  Even  customers 
and  business  partners  gain  direct  access 
to  Oracle  databases  to  improve  business 
efficiency.  Oracle  Applications  have 
helped  Cisco  cut  costs,  increase  sales  and 
add  accuracy,  speed  and  flexibility  to 
Its  business  operations.  Running  its 
business  on  Oracle,  Cisco  has  become 
the  most  highly  networked  business  in 
the  world.  Give  your  business  what  it 
needs  to  run  more  competitively.  Call 
1-800-633- 1062,  ext.  12720,  for  a  free 
CD  and  learn  how  other 
companies  move  ahead 
with  Oracle  Applications,  or  visit 


II  'u  'u :  oracle,  lonil  infold 


ORACLE' 

Enabling  the  Information  Age* 


Cisco  is  making 


billions  running  its  business 


on  Oracle  Financial  and 


Manufacturing  Applications. 


m. 
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MARGINS  5-YEAR  GROWTH 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

VHLUC. 

SHARES 

M(l| 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EAII 
\ 

1998 

1997 

1998 

1997 

1998 

1997 

OnrI  InL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-24 

$MIL 

% 

$MIL. 

% 

% 

% 

% 

% 

4-24 

% 

% 

$MIL, 

SV 

COGNIZANTt 

337.0 

7 

60.1 

23 

17.8 

15.5 

31.6 

39.9 

27 

NA 

NA 

8297 

HANDLFMAN  (P.) 

llrillLILL.IV mil  \0/ 

308.2 

_7 

7.0 

7 

2.3 

2.0 

3  1 

3  1 

NM 

-33 

Oc.\J 

r 
L 

INTERIM  SERVICES 

416.2 

31 

10.6 

24 

2.5 

2,7 

6.5 

9.1 

28 

41 

15 

1239 

KELLY  SERVICES 

959.4 

9 

15.1 

6 

1.6 

1,6 

14,6 

14.6 

17 

9 

16 

1379 

MANPOWER 

1872.9 

23 

21.7 

-18 

1.2 

1,7 

19,7 

25.7 

21 

44 

21 

3294 

334  3 

19 

8  0 

12 

2  4 

2  6 

10  7 

116 

24 

43 

Arm 

DUD 

r 
L 

NOVACARE  EMPLOYEE  SERVICES  (6) 

338.4 

124 

1.5 

572 

0.4 

0,1 

7.7 

NA 

41 

NA 

NA 

242 

c 

OLSTEN 

1049.9" 

10 

12.8 

-33 

1.2 

-  2,0 

8.3 

10.3 

13 

36 

10 

1 164 

PAYCHEX  (7) 

271.4 

39 

26.4 

37 

9.7 

9,9 

30.5 

30,5 

62 

30 

38 

5917 

C 

PITTSTON  BRINK'S  GROUP 

310.3 

23 

17.0 

11 

5.5 

6,1 

16.9 

19,8 

19 

NA 

17 

1445 

ROBERT  HALF  INTERNATIONAL 

401.3 

42 

29.1 

46 

7.2 

7,0 

23.4 

24,6 

47 

35 

72 

4697 

SERVICE  CORP.  INTERNATIONAL 

682.7 

7 

108.8 

-17 

15.9 

20,5 

7.3 

12.9 

30 

34 

22 

10417 

SERVICEMASTER 

981.8 

20 

29.3 

1 

3.0 

3,5 

NM 

56.8 

33 

NA 

16 

5202 

c 

UNITED  AUTO  GROUP 

712.4 

83 

2.3 

-31 

0.3 

0,9 

NA 

-3.4 

NM 

NA 

NA 

326 

-c 

VINCAM  GROUP 

284.2 

29 

1.8 

53 

0.6 

0,5 

NA 

9.0 

NM 

NA 

NA 

362 

c 

VOLT  INFORMATION  SCIENCES  (2) 

361.5 

25 

2.6 

-47 

0.7 

1,7 

16.0 

20.7 

NM 

18 

97 

471 

WACKENHUT 

398.6 

55 

2.7 

37 

0.7 

0.8 

4.0 

0.5 

NM 

30 

-24 

357 

c 

22  TELECOMMUNICATIONS  ' 

INDUSTRY  COMPOSITE 

69329.3 

9 

5431.1 

-5 

7.8 

9.0 

9.4 

14.4 

37 

10 

735504 

J 

* 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

34586.1 

11 

1499.9 

-18 

4.3 

5.9 

5.5 

7.5 

65 

21 

3 

373950 

( 

ADC  TELECOMMUNICATIONS  (2) 

286.4 

12 

25.4 

144 

8.9 

4.0 

15.9 

15.9 

NM 

36 

33 

3957 

AIRTOUCH  COMMUNICATIONSt 

958.0 

15 

167.0 

117 

17.4 

9.2 

8.5 

9.9 

57 

31 

62 

27329 

AT&T 

12631.0 

1 

1316.0 

21 

10.4 

8.7 

14.1 

20.6 

22 

6 

-9 

101210 

CENTURY  TELEPHONE  ENTERPRISESt 

371.7 

87 

57.7 

74 

15.5 

16.7 

8.1 

21.7 

14 

27 

24 

3946 

EXCEL  COMMUNICATIONS 

494.8 

49 

27.9 

-21 

5.6 

10.6 

6.6 

10.7 

35 

NA 

NA 

3058 

LCI  INTERNATIONAL 

448.0 

22 

29.0 

32 

6.5 

6.0 

NA 

6.3 

NM 

73 

158 

3714 

LUCENT  TECHNOLOGIES  (3) 

6157.0 

20 

23.0 

-65 

0.4 

1.3 

7.8 

9.2 

NM 

NA 

NA 

95290 

MCI  COMMUNICATIONS 

5288.0 

8 

101.0 

-66 

1.9 

6.0 

NM 

-0.4 

NM 

29 

-19 

36145 

NEXTEL  COMMUNICATIONS 

327.1 

196 

-386.9 

NM 

NM 

NM 

NM 

NM 

NM 

46 

NA 

7927 

SCIENTIFIC-ATLANTA  (5) 

288.7 

-4 

17.1 

4 

5.9 

5.5 

11,8 

11.7 

27 

12 

9 

1834 

SPRINT 

3910.9 

9 

216.5 

-25 

5.5 

8.1 

7.4 

9.6 

35 

26 

8 

29812 

TELEPHONE  &  DATA  SYSTEMSt 

392.1 

35 

74.2 

671 

18.9 

3.3 

2.4 

2.7 

56 

18 

NA 

2942 

TELLABS 

327.5 

33 

68.2 

8 

20.8 

25.5 

28.5 

28.8 

50 

41 

66 

13168 

360  COMMUNICATIONSt 

354.8 

16 

44.1 

367 

12.4 

3.1 

9.7 

20.9 

32 

649 

NA 

3782 

WORLDCOM 

2350.0 

39 

-280.4 

NM 

NM 

1.5 

1.0 

0.2 

NM 

107 

NA 

39835 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

34743.3 

8 

3931.3 

1 

11.3 

12.1 

12.8 

22.6 

25 

1 

9 

361555 

ALLTEL 

847.0 

8 

123.6 

21 

14.6 

13.0 

13.7 

24.0 

16 

11 

14 

8047 

AMERITECH 

4133.0 

7 

492.0 

-8 

11.9 

13.9 

18.3 

26.4 

21 

3 

12 

47526 

BELL  ATLANTIC 

7651.1 

3 

909.6 

30 

11.9 

9.4 

11.6 

20.8 

27 

7 

2 

72268 

BELLSOUTH 

5426.0 

12 

892.0 

29 

16.4 

14.3 

15.7 

22.1 

18 

1 

19 

63052 

CINCINNATI  BELL 

508.1 

18 

22.8 

-60 

4,5 

13.3 

21.4 

26.7 

30 

2 

41 

4533 

FRONTIER 

632.0 

9 

33.9 

NM 

5.4 

NM 

7.2 

10.6 

47 

1! 

-16 

4820 

GTE 

5885.0 

11 

142.0 

-79 

2,4 

12.6 

11.6 

28.3 

25 

-6 

16 

56454 

SBC  COMMUNICATIONS 

6424.0 

8 

912.0 

19 

14.2 

12.8 

8,5 

15.5 

47 

-1 

-1 

74869 

SOUTHERN  NEW  ENGLAND  TELECOMMS.     527  1** 

9 

56.4 

22 

10.7 

9.6 

14.9 

34.8 

22 

-17 

3 

4596 

U  S  WEST  COMMUNICATIONS  GROUP 

2710  0 

5 

347.0 

2 

12.8 

13,1 

14,1 

27.8 

21 

NA 

5 

25190 

23  TRANSPORTATION 

INDUSTRY  COMPOSITE 

46821.7 

8 

1698.1 

3 

3.6 

3.8 

8.8 

16.2 

17 

16 

24 

154981 

(A)  AIRLINES 

GROUP  COMPOSITE 

20368.4 

2 

904.5 

14 

4.4 

4.0 

16.3 

31.9 

11 

NA 

NA 

51211 

e 

ALASKA  AIR  GROUP 

416.4 

9 

13.1 

NM 

3.1 

NM 

11,6 

16.5 

14 

19 

48 

1074 

AMERICA  WEST  HOLDINGS 

483.2" 

2 

25.1 

80 

5.2 

2,9 

11,0 

12.4 

16 

NA 

NA 

1351 

AMR 

4737.0 

7 

290.0 

91 

6.1 

3,4 

12,5 

18.1 

12 

15 

54 

13169 

i: 

CONTINENTAL  AIRLINES 

1854.0 

9 

81.0 

9 

4.4 

4,4 

16,1 

43.1 

12 

NA 

NA 

3519 

DELTA  AIR  LINES  (6) 

3389.0 

-1 

195.0 

3 

5,8 

5,5 

19.9 

27.3 

10 

10 

NA 

8747 

i; 

NORTHWEST  AIRLINES 

2428.5 

2 

71.0 

10 

2,9 

2,7 

15.4 

NM 

10 

NA 

29 

5310 

SOUTHWEST  AIRLINES 

942.7 

6 

70.0 

38 

7.4 

5,7 

12,2 

16.8 

19 

18 

22 

6166 

UAL 

4055.0 

-2 

61.0 

-42 

1.5 

2,5 

17,8 

35.6 

11 

22 

255 

5137 

US  AIRWAYS  GROUP 

2062.6 

-2 

98.3 

-36 

4.8 

7,3 

NM 

127.0 

8 

NA 

NA 

6738 

(B)  RAILROADS 

GROUP  COMPOSITE 

8689.7 

0 

472.2 

-19 

5.4 

6.7 

5.6 

9.8 

22 

16 

11 

58786 

BURLir^GTON  NORTHERN  SANTA  FE 

2162.0 

7 

265.0 

77 

12.3 

7,4 

7.0 

14.1 

16 

45 

11 

15660 

CSX 

2580.0 

1 

91.0 

-40 

3.5 

5,9 

7.4 

12.7 

16 

15 

80 

11708 

KANSAS  CITY  SOUTHERN  INDUSTRIES 

295  7*' 

24 

46.2 

62 

15.6 

12,0 

2.7 

0.5 

NM 

8 

NA 

4837 

NORFOLK  SOUTHERN 

1066.0" 

2 

132.0 

6 

12.4 

12,0 

6.7 

12.5 

18 

4 

9 

12718 

UNION  PACIFIC 

2586.0 

-8 

-62.0 

NM 

NM 

4,6 

2.9 

2.9 

58 

14 

-11 

13863 
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Her  firm  is  helping  design 
the  cities  of  tomorrow. 


We^re  helping  her  plan 
her  financial  future  today. 


Designing  tomorrow's  world  takes  vision,  careful 
^    planning,  and  the  right  execution.  Designing  a 
financial  future  recjuires  no  less.  That's  why  the 
products  and  services  of  American  General  make  so 
much  sense.  As  one  of  the  nation's  largest  providers 
of  retirement  services,  life  insurance,  and  consumer 
loans,  we're  uniquely  cjualified  to  help  build  our 
customers'  financial  success.  We  offer  personalized 
service  and  knowledgeable  financial  counseling  to  12  million  people  at  every 
stage  of  their  lives.  American  General.  Helping  our  customers  design  -  and 
achieve  -  a  successful  financial  future. 


American 

General 


Retirement  Services  •  Life  Insurance  •  Consumer  Finance 


Helping  12  million  Americans  do  better  financially. 


American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 

All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 

American  General  Finance  •  VALIC  •  American  General  Annuity-  •  American  General  Securities  Incorporated 

Visit  wv^.agc.com  or  call  1  (800)  AGC  -  1111 
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- 

iST 

CHANGE 

1ST 

1ST 

ON 

ON 

■  - 

uojl 

C.^-  - 

QUARTER 

FROM, 

QUARTER 

QUARTER 

INVESTS) 

COMMON 

ccv 

EARr 

1998 

1997 

1998 

1997 

CAPITAl 

EQUITY 

P-E 

EQbiTi 

SHARE 

SMIL 

% 

% 

% 

SH 

(C)  TRANSPORTATION  SERVICES 

uKUUr  LUfVlrUol  1  L 

1.9 

1.9 

A  7 
0.  / 

1  n  7 
iu./ 

18 

3 

1. 

AIRBORNE  FREIGHT 

750.2 

14 

32.4 

125 

4.3 

2.2 

15.4' 

20.6 

15 

16 

65 

2074 

2. 

AVIS  RENT  A  CAR 

511.4 

/o 

1.4 

0.9 

D.i 

"7  A 

27 

NA 

NA 

823 

0. 

BUDGET  GROUP 

456.0 

MM 

NM 

NM 

D.D 

■7  ^ 
/  .D 

jU 

151 

151 

1. 

CNF  TRANSPORTATION 

:089.9 

-  6 

1.7 

2.3 

iO.  / 

10 

0 

27 

1825 

2. 

FDX  ~ 

3986.3 

13 

12.8 

-79 

0.3 

1.7 

9.7 

12.2 

19 

14 

30 

10437 

3. 

FRITZ  ,7) 

307.2 

iNM 

0.9 

NM 

KJ  A 

iNm 

D.O 

00 

93 

504 

0. 

GATX 

408.9 

4 

■3"?  A 

on 

9.1 

7.9 

NM 

—  /  -U 

NM 

5 

NA 

1962 

-2. 

HERTZ 

898.8 

0 

c 

oU 

3.9 

2.2 

1  n  Q 

lu.y 

23 

21 

NA 

4899 

2. 

PinSTON  BURLINGTON  GROUP 

■i02.3" 

8 

-3.0 

NM 

NM 

1.4 

7.7 

7.6 

14 

NA 

-6 

357 

1. 

REPUBLIC  INDUSTRIES 

3419.9 

87 

77.1 

121 

2.3 

1.9 

4.4 

7.0 

50 

122 

33 

12116 

0. 

ROBINSON  (C.  H.)  WORLDWIDE 

468.2 

16 

8.4 

13 

1.8 

1.8 

9.0 

9.0 

77 

NA 

NA 

949 

0. 

RYDER  SYSTEM 

1245.5 

5 

37.3 

15 

3.0 

2.7 

6.9 

15.5 

17 

_2 

9 

2713 

2. 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

3819.0 

c 
3 

1.5 

1.4 

1 1  c« 

io 

5 

-4 

1. 

ALEXANDER  &  BALDWIN 

13.8 

-35 

4.7 

7.2 

5.7 

10-3 

5 

1258 

1. 

ARKANSAS  BEST 

387.9 

_p 

o.D 

0.9 

0.1 

Ct.  1 

io.o 

1  r> 
iU 

0 

-2 

1. 

CONSOLIDATED  FREIGHTWAYS 

545.5 

U 

"7  n 
/.U 

TIC 

1.3 

0.6 

Q  Q 

0  C 

1  Q 

io 

NA 

NA 

1. 

HUNT  U.  B.;  TRANSPORT  SERVICES 

413.5 

io 

INfvi 

2.3 

0.2 

D.U 

DO 

1 

-21 

1 146 

0. 

LANOSTAR  SYSTEM 

320.2 

5 

4.5 

49 

1.4 

1.0 

15.2 

17.3 

16 

34 

19 

395 

2 

ROADWAY  EXPRESS 

621.7 

5 

6.6 

20 

1.1 

0.9 

15.2 

15.2 

14 

0 

NA 

537 

1 

USFREIGHTWAYS 

442.3 

24 

13.7 

41 

3.1 

2.7 

NA 

16.0 

15 

1 

17 

935 

2 

YELLOW 

796.5 

1 

-0.6 

NM 

NM 

0.8 

8.3 

10.2 

12 

-3 

NA 

524 

1 

24  UTILITIES  &  POWER 

INDUSTRY  COMPOSITE 

74555.3 

10 

5329.3 

-6 

7.1 

8.4 

5.8 

10.1 

18 

5 

3 

331899 

(A)  ELECTRIC.  WATER  &  COGENERATION 

GKvJUr  COMrUbl  1 1 

COAOC  "7 

14 

4242.2 

-3 

7.2 

8.4 

5.7 

10.0 

18 

5 

3 

280388 

1. 

AES 

5"5.0 

120 

55.0 

53 

11.3 

15.3 

6.5 

14.4 

46 

47 

21 

?S4- 

ALLEGHENY  ENERGY 

54D.5 

5 

80.6 

1 

12.5 

13.0 

7.1 

12.5 

13 

4 

3 

3588 

2 

AMEREN 

700.8 

-8 

43.1 

-11 

6.1 

6.3 

6.8 

12.6 

14 

5 

0 

5471 

2 

KkirninALi  n  Pf^Tnin  novum 

AMERICAN  ELECTRIC  POWER 

2170.5 

i5 

153.4 

-16 

7.1 

12.2 

6.6 

12.8 

15 

2 

8 

8942 

3 

BALTIMORE  GAS  &  ELECTRIC 

856.1 

-2 

8C.2 

11 

9.3 

8.1 

NA 

9.2 

17 

3 

1 

4615 

1 

BOSTON  EDISON 

394.5 

-7 

22.9 

9 

5.8 

5.0 

7.5 

12.3 

14 

6 

4 

1932 

2 

CALENERGY 

644.3" 

14 

27.3 

-1 

4.2 

4.9 

4.0 

3.6 

42 

58 

2 

2668 

0 

CAROLINA  POWER  &  LIGHT 

752.3 

5 

86.6 

5 

11.5 

11.5 

7.0 

13.7 

16 

2 

4 

6347 

2 

CENTRAL  &  SOUTH  WEST 

1257.0 

-2 

62.0 

114 

4.9 

2.3 

6.1 

10.2 

15 

-3 

5464 

CILCORP 

382.9 

99 

8.5 

-19 

2.2 

5.5 

2.3 

2.2 

82 

-18 

62-i 

0 

CINERGY 

1331.8 

29 

108.5 

-8 

8.1 

11.4 

8.3 

14.0 

16 

11 

5 

5482 

2 

CMS  ENERGY 

1374.0 

6 

88.0 

-3 

6.4 

7.0 

7.8 

13.5 

17 

22 

8 

4759 

2 

COMMONWEALTH  ENERGY  SYSTEM 

276.5 

-13 

25.6 

-3 

9.2 

8.4 

NA 

11.4 

755 

2 

CONSOLIDATED  EDISON 

1853.0 

-3 

176.5 

6 

9.5 

8.7 

7.3 

11.9 

10455 

2 

DOMINION  RESOURCES 

2151.7 

13 

148.5 

-17 

6.9 

9.4 

5.2 

7.3 

20 

4 

-5 

7371 

1 

DPL 

377.9 

-3 

70.4 

5 

18.6 

17.0 

8.6 

14.4 

15 

5 

6 

288i 

1 

DQE 

295.0 

-2 

45.1 

0 

15.2 

14.9 

7.1 

13.3 

13 

5 

8 

2602 

2 

OTE  ENERGY 

945.0 

9 

107.3 

45 

11.4 

8.5 

6.6 

12.7 

12 

2 

-7 

5595 

3 

DUKE  ENERGY 

4114.8 

9 

320.1 

3 

7.8 

8.2 

6.8 

12.1 

22 

10 

4 

20509 

2 

EDISON  INTERNATIONAL 

1909-5 

-5 

154.4 

8.1 

7.8 

6.1 

12.7 

15 

0 

2 

10709 

EN  OVA 

615.9 

21 

50.0 

-1 

8.1 

9.9 

7.5 

16.0 

12 

2 

6 

2969 

2 

ENTERGY 

2313.1 

13 

60.1 

-53 

2.6 

6.2 

3.2 

2.8 

35 

7 

-14 

6638 

c 

FIRSTENERGY 

1181.0 

95 

130.5 

63 

11. 1 

13.2 

3.8 

8.6 

15 

9 

70 

6906 

aORlDA  PROGRESS 

787.5 

50.9 

20 

6.5 

5.7 

2.9 

3.5 

62 

NA 

-16 

3883 

c 

FPL  GROUP 

1338.0 

111.9 

5 

8.4 

7.4 

8.5 

12.9 

17 

5 

8 

10963 

GPU 

1043.1 

136-8 

-14 

13.1 

15.1 

5.5 

10.1 

16 

6 

5 

4879 

2 

HAWAIIAN  ELECTRIC  INDUSTRIES 

375.6 

5 

23.8 

12 

6.3 

5.9 

5.8 

10.9 

14 

8 

2 

1256 

2 

HOUSTON  INDUSTRIES 

2536.7 

200 

-31.2 

NM 

7.0 

4.5 

6.8 

23 

8 

^ 

8323 

1 

ILLINOVA 

575.4 

29.0 

5.0 

8.7 

4.2 

6.1 

25 

6 

2012 

1 

INTERSTATE  ENERGY 

556.3 

-16 

33.5 

48 

6.0 

3.4 

7.4 

11.9 

17 

6 

0 

1005 

1 

LG&E  ENERGY 

1208.2 

-7 

18.9 

-16 

1.6 

1.7 

7.0 

11.3 

18 

4 

7 

1709 

1 

MONTANA  POWER 

298.5 

5 

35.9 

-22 

12.0 

16.4 

7.3 

11.3 

17 

3 

0 

1984 

C 

NEW  CENTURY  ENERGIES 

6 

S9.1 

9.5 

9.1 

7.7 

12.2 

;S 

3 

5205 

NEW  ENGLAND  ELECTRIC  SYSTEM 

619.6 

-3 

53.7 

-15 

8.7 

10.0 

7.2 

12.3 

13 

3 

3 

2735 

NEW  YORK  STATE  ELECTRIC  &  GAS 

627.2 

7 

78.^ 

12.5 

13.9 

NA 

9.6 

16 

2 

2700 

NIPSCO  INDUSTRIES 

779.3 

18 

62.9 

8.1 

14.3 

18 

3 

9 

3276 

\ 

NORTHERN  STATES  POWER 

701.4 

-6 

57.1 

-13 

8.1 

8.9 

6.3 

9.2 

18 

7 

7 

4151 

OGE  ENERGY 

305.9 

5 

-0.3 

NM 

NM 

NM 

7.1 

13.2 

16 

6 

2135 

PECO  ENERGY 

1173.0 

114.0 

1 

9.7 

9.7 

5.6 

11.8 

15 

-5 

-i. 

4979 

PG&E 

4353.0 

29 

147.3 

-19 

3.4 

5.4 

4.5 

7.7 

19 

-7 

13392 

POTOMAC  ELECTRIC  POWER 

380.4 

-2 

7.5 

-67 

2.0 

5.9 

4.4 

8.0 

19 

0 

-6 

2792 

PP&L  RESOURCES 

880.2 

11 

107.5 

-13 

12.2 

15.6 

5.3 

10.0 

13 

4 

-1 

3751 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO 

329.8 

10 

21.2 

-15 

5.4 

8.3 

6.6 

9-5 

13 

7 

3 

951 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

1901. C 

I9.i-C 

35 

10.2 

8.3 

6-5 

7901 

1  94  3  _5i\ESS  .'■  E:" 


Vantive  Announces 
The  Customer 

Bill  Of  Rights 


'have personally  challenged  the 
wcutives  of  every  major  software 
mipany  to  live  by  a  new  standard, 
'ow,  it's  up  to  customers  to  demand 
"jen-book  references  and  user- 
mtric  program  license  agreements, 
peciallyfrom  \ 
mdorsof 
istomer- 


icing 
^)sr 


Vantive  has  emerged 
as  the  number-one 
suppher  ot  sales, 
marketing,  call  center  and  field  service  —  we 
call  these  Front  Office  —  software  systems.  Sure,  we 
offer  spectacular  technology.  But  we  feel  a  larger  reason 
for  our  customer  acceptance  has  been  the  application  of 
plain-and-simple  grade-school  ethics.  It  starts  with  our 
talk-to-any-customer  open-book  reference  policy,  and 
continues  with  the  elimination  of  software  licensing  "gag 
orders"  that  prevent  you  from  telling  the  world  about  your 
experience.  In  fact,  we  have  formalized  a  complete 

Customer  Bill  of  Rights.  You  can 
review  it  on  our  Website.  If  you 
feel  as  we  do,  that  creating  a 
customer  for  life  is  your  most 
important  business  goal,  then  isn't  it 
lime  you  found  out  if  your 
application  software  suppliers  share 
that  value? 

Log  onto  our  Website  for  an 
up-to-date  list  of  companies  that 
have  agreed  to  The  Vantive 
i  Jiallenge!"  Is  one  of  your 
important  corporate  partners 
conspicuously  ...  absent?  It  they  are,  isn't  it  in  your  best 


interests  to  ask  them  why? 


John  Luongo,  President  &  CEO 
Hie  Vaniive  Corporation 


Because  Customers 
Are  Your  Most  Valuable  Asset'" 

Call  1-800-VANTIVE 

1-800-826-8483 
(408-982-S700  from  ouLside  the  US.) 

www.vantivecom/ethics 


(Q1998  Vantive  Vantive.  its  logo,  tag  line  and  "The  Vantive  Challenge"  are  trademarks  of  The  Vantive  Corporation.  TRBA 


CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS  RETURN 


MARGINS  5-YEAR  GROWTH 


!SI 
Q(WfTt? 

-- 

- 

EA8MHGS 

PER 

'"- 

SittiiES  VI 
5  V 

PUGET  SOUND  ENERGY 

522.1 

13 

65-1 

102 

12.5 

7.0 

ICS 

15 

4 

-7 

2199 

ROCHESTER  GAS  &  ELECTRIC 

282.5 

-10 

3S  3 

-8 

13.5 

13.2 

j- 

■ 

i. 

1214 

SCANA 

407.0 

6 

CC- J 

13 

16.3 

15.2 

_i.7 

14 

7 

3159 

SOUTHERN 

2514.0 

-3 

253.0 

24 

10.1 

7.9 

_  r 

0.6 

10.7 

18 

5 

C 

18274 

TECO  ENERGY 

457.8 

30.8 

-39 

5.5 

11.3 

8.6 

13.3 

18 

8 

5 

3459 

TFYA^  lITtI  ITIP^ 
1  iLAMO  U  1  ILI  1  lud 

D  / 

0 

D.J 

C  = 

D.  1 

Q  S3 

1 A 

o 

UNICOM 

1712.0 

2 

58.6 

^5 

4.0 

7.6 

-1.0 

-5.0 

NM 

NA 

\A 

7169 

WASHINGTON  WATER  POWER 

571.7 

101 

32.2 

8 

5.5 

10.5 

NA 

15.1 

5 

5 

1259 

WESTERN  RESOURCES 

382.3 

-39 

30.5 

—26 

8.0 

6.6 

sO  4 

23  8 

_ 

g 

:  g 

2502 

WISCnNSIN  ENERGY 

5"  0.7 

0 

49.3 

g 

9.7 

8.9 

NA 

3  5 

/ 

330^ 

WPS  RESOURCES 

275.8 

5 

17.9 

-6 

5.5 

7.2 

7.3 

11.0 

-  i 

-2 

780 

(B)  GAS,  OIL  &  TRANSmlSSIOfI 

GROUP  COMPOSITE 

15479.7 

-1 

1087.1 

-18 

7.0 

8.5 

7.1 

10.8 

22 

8 

8 

51511 

ATMOS  ENERGY  : 

288.5 

-20 

37.4 

22 

13. G 

8.4 

NA 

\.A 

25 

23 

-2 

358 

COLUMBIA  ENERGY  GROUP 

1835.4 

20 

147.5 

-? 

8.0 

10.7 

8.3 

'44 

17 

9 

18 

4419 

CONSOLIDATED  NATURAL  GAS 

999.2 

-13 

138.0 

13.8 

15.1 

7.5 

11.5 

20 

3 

5433 

EASTERN  ENTERPRISES 

342.9 

-° 

3C.9 

9.0 

7.8 

7.9 

-1.5 

16 

0 

12 

845 

EL  PASO  NATURAL  GAS 

15:9-: 

-'2 

54.0 

21 

4.0 

2.9 

5.2 

10. 1 

22 

25 

-1 

i464 

K  N  ENERGY 

1164.5 

138 

22.5 

11 

■  9 

4.2 

8,0 

13.1 

23 

22 

21 

1812 

MCN  ENERGY  GROUP 

701.5 

-i- 

80.5 

-2 

11.5 

10.4 

7.4 

12.2 

21 

21 

13 

2953 

NATIONAL  FUEL  GAS  ; 

462.5 

-7 

-21.3 

NV 

NV 

11.5 

■  ~ 

3.8 

49 

° 

1721 

NEW  JERSEY  RESOURCES  3 

256.5 

-7 

28.9 

0 

10.8 

'AT 

1-  - 

15 

4 

7 

670 

NICOR 

562.3 

-38 

36.2 

-10 

6.4 

4.5 

i:.: 

15.5 

16 

5 

1920 

ONEOK  - 

722.1 

52 

73.8 

93 

10.2 

8.1 

NA 

8.5 

18 

; 

12 

1246 

PACIFIC  ENTERPRISES 

669.0 

-16 

42.0 

-19 

6.3 

6.6 

7.8 

12.2 

18 

_  ; 
-- 

3092 

PEOPLES  ENERGY 

-24.5 

-2  c 

-7.1 

-25 

-IT 

1 1 .2 

5.8 

10.9 

16 

3 

1259 

PIEDMONT  NATURAL  GAS  I 

313.3 

3 

^^1.2 

13.2 

11.9 

8.5 

12.7 

NM 

-  n 

993 

QUESTAR 

300. 1 

40.9 

0 

13.5 

8.^ 

12.^ 

17 

g 

1//5 

SONAT 

1108.9 

38.0 

5.2 

7.3 

9.0 

25 

5 

7 

3594 

SOUTHERN  UNION  5, 

265.2 

-15 

15.2 

-8 

5.1 

5.5 

5.5 

6.3 

28 

1  i 

29 

490 

SOUTHWEST  GAS 

292.6 

2^ 

37.3 

63 

12.S 

9.8 

NA 

8.5 

21 

3 

-16 

633 

UGI  : 

488.3 

-15 

31.9 

-13 

5.5 

5.3 

6.1 

11.3 

20 

-2 

2 

874 

WASHINGTON  GAS  LIGHT  3' 

WICOR 

WILLIAMS 

390.2 
303.3 
1959.8 

2 

53.7 
25.0 
75.1 

-59 

13.8 
8.2 
3.8 

8.0 
9.4 

8.2 
9.8 
6.1 

12.4 
12.0 
9.0 

15 
19 
41 

6 
11 
NA 

9 
13 
20 

1154 
868 
10326 

ALPHABETICAL  LIST  OF  COMPANIES 

The  ~-  :r  •:       :  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Ai=  10c 

.y>tiG3  LiDoratDDss  12tl 

taa&iff  21  d 
.y^K^Sser  21  d 
ADC  Tetcp-  223 
.yEiinisarr  21d 

-t-Dcap-'i'dei  ISa 
i£S24a 

•iVii  fo-p^t=j  Sws  IBc 

15c 

fcsi-syi  rlf ;  17c 

.^rt»05  '^T.g-r.  23c 
-ijTlDitf-  ■:>j--uiieariotts  22a 
WS-Sr  rt  :2,nf  16h 
AlaiU  ?.-t  irxp  23a 
.iJbef::-:--.';-6d 
AOkTisd-  ■  IBc 
Ajcoa  IBa 

AfeGr<te:  i  Bs :«  T  23d 
i-iegrfs-K  ts^ii  24a 

.i.feSi2xe21b 
AJtergan  12b 
Ai'jcdSiinsi  5 
Ai'sjatelTli 
ijr=j  226 
ijj-na  lEa 
;.T-5r3d2  Hsss  11a 
^-i-ai  24a 

/n^  Hoid  ris  23a 
Areii^-  Si  "1e!3  toursTS  ITli 

L-irtPC  24a 
te»xai-  £ip,-?ss  17a 
teKTCafi  Geirj)  17h 
teercan  £i=s:-.n  14d 


-.-■=nca-i  oiu.  G-xo  17b 
-.-iaT-a-!  feims  17b 
Anencan  SSEncani  13a 
te»=re2n  So:3S  lOc 
.i-T-enSot!.'^  ffer  12a 
A;-;iefitecf!  22b 
A.'^  Cec;.  Sdts  8 
i--|=n  12b 
i--x;11a 
MJF9d 
yB23a 

n.-iSotti!  Ssrconcfstion  3c 
I.Tacg  teitjes  3d 
i-n;ijief-Biia^  6c 

to  «3  Ir-dLsr^si  Ta;h.  21b 

«3  ltea"j:s  15c 
.ijt.>;  Drugs  12a 
.Vcti  Coal  11a 
^"c;  "ts-csI  4 
W^nsas  feS  23d 
.i.Tvs  16h 
.Annsinf:!  ffefid  6b 
Arroit£"fiarai'Ds21b 
rv'*^  irKti^snas  2b 
Asarcc  16c 

-!aCc!1!)  CC--.-L.T:ICsI>aiS  18C 

nsr-'anj  11a 

.Tssxjaras  nrs  iap.li  i  1 7a 
ATiT  22a 

bianic  RKSifefe  11a 
ii^as  EiEffj  24b 
AijT^r5:cDai2l8c 
.JiUiaZore  8 
.'.lerj  Efe-rnisDn  7b 
A.TS  Ren  i  Ca-  23c 
ii'net21b 
A  ^cm  ?rcd'j35  6d 
1  .>  9d 


>-:ii  13b 


Veta  s  16b 


Ba.i-  --rsllb 
{Eaii7a 

'SaSi:^-.f=3i£24a 
^  -  :  ■  •=  3b 
iiz'-  ~  fe»  York  3a 

~3-K-~&yZa  3d 

I  SaritSostDo  3a 
BarJcTS  Tfust3a 
Sams  21c 
BaiciC-R.)  12d 

jBa-.sc"n4Ljj.T'h12d 
Batra.- ■-sfratcr.a  12d 

!  te.  tew.-e  18c 

(BSi:3c 
Sear  Staarss  17a 

jfect-"2rC;:i3r9c 

Bed  3aifi  i  5eiorri  6b 
iSamc  22b 

SeSojtti  22b 
|tefc(.A.H.;28b 
!fe-is7b 
iBeefEial  17a 

3ejj=s  Brcrs»-i|  12a 

3atfe»  *R  17b 

Bss  Slv  6b 

BssifcodslOb 

Sea'e'KT!  Sas:  16b 

S=ifeart)C»n4 

Bci^tj  trl&-rr  5«12c 

BigFtonerW;  21c 

S:'<!l5j  ili=s:r-  -:i  12a 

Btniiaina-  S".=e  16b 

SJSerreslIb 

S.rsWhoteateCiUb8 

Ete^kiOscte-ISb 

Bijesif  1 

fesaC^saoalSb 

3556  Casca*  OSfts  F'tci  21  b 


Sxj-AaTsr  SeOinT)  21  d 
S:s:d-  Es^.-  24a 


-21b 


:24a 


18b 
:3a 


.suet  14*1 


Gate---  iiVb- 
Caiw4 

Caters  Dasign  Sj-fieiis  18c 
Cai£'fex»  24a 
Carr:»;  So.:  IKi 
Cana?4a.£!:a  B-arxis  6c 
C3p!ialOi)e^5-i2ncai17a 

I  -Zsru-rSi  feanft  12a 

I  Carjsfe  ISa 

I  Cerr-.-ai  14d 

:  ^rc.'^.ia  Fw«e?24a 

I  Carren^  Tacn  16b 

I  Ca^15c 

j  Cassj  s  Gena?a:  SlC'-ars  21  d 
I  Catss.'^-15c 
;3S20a 

::  2id 

:Z«\  C-^-r  .-a-  8 

:=  s-j-2ib 


;22a 


14b 

 :  9d 

.  ::-  ;.5:a-;  18c 
:  -  1-:..:  17a 
--'CZ-  33 
I  Cit  Sesta-rants  14a 
'  -"r-^snb 


.:T-s15a 


■r::17a 
-  :a-al2c 

143 

;i3c 


:4a 


-  23c 


I-  15d 

«153 

-a  24a 
'7a 

5 

I2s24bl 
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iding  out  can  be  hard  work.  Making  it  happen  in  biLsmess  li  even  harder.  Unless  you  have  Adobe  sotlwarc.  Suddenly  ordinary 
iimunicdtion  will  have  more  impact.  Capture  attention.  Get  results.  All  with  the  help  of  Adobe  Photoshop;  Illustrator,'  PageMaker,  and 
tScript:  See  foryourself,  today,  with  our  free  product  sampler  CD.  Call  1-888-724-4503  ext.  42801.  Or  visit  www.adobe.com/unforgettabie. 


Suddenly,  you're  unforgettable. 


CORPORATE  SCOREBOARD 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


EMC  18b 
Engelhard  16c 
Enova  24a 
Enron  21b 
Entergy  24a 
Equifax  17a 
Essex  Intl.  16c 
Estee  Lauder  6d 
Everest  Reinsurance  17b 
EVI  lib 

Excel  Communications  22a 
Express  Scripts  12c 
Exxon  1 1  a 


Fabri-Centers  of  America  I 
Family  Dollar  Stores  8 
Fannie  Mae  17a 
FDX  23c 

Federal-Mogul  2b 
Federated  Dept  Stores  8 
Ferro  4 

Fifth  Third  Bancorp  3b 

Fina  11a 

Fingerhut  8 

Finlay  Enterprises  8 

First  American  3c 

First  American  Finl  17a 

First  Chicago  NBD  3b 

First  Data  18c 

First  Maryland  Bancorp  3a 

First  Security  3d 

First  Tennessee  Natl  3c 

First  Union  3c 

Firstar  3b 

FirstEnergy  24a 

FIserv  18c 

Fleet  Financial  Group  3a 

Fleetwood  Ents  13b 

Fleming  10a 

Florida  Progress  24a 

Fluor  21a 

FMC  15c 

Food  Lion  lOc 

Footslar  8 

Ford  Motor  2a 

Fort  lames  19b 

Fortune  Brands  15a 

Foster  Wheeler  21a 

FPL  Group  24a 

Franklin  Resources  17a 

Freddie  Mac  1 7a 

Freeport-McMoRan  C8.G  16c 

Fritz  23c 

Frontier  22b 

Fuller  (H  B|4 


Galileo  IntI,  18c 
Gannett  20b 
Gap  8 

Gateway  2000  18b 
GATX  23c 
GenCorp  2b 
General  Cable  16c 
General  Dynamics  1 
General  Electric  5 
General  Mills  10b 
General  Motors  2a 
General  Nutrition  10c 
General  Signal  9a 
Genuine  Parts  21b 
Geon  4 

Georgia-Pacific  Group  19a 
Giant  Food  lOc 
Gillette  6d 
Global  Marine  lib 
GM  Hughes  Electronics  9b 
Golden  West  17c 
Goodrich  (B  F )  1 
Goodyear  Tire  &  Rubber  2c 
Goody's  Family  Clothing  8 
GPU  24a 

Grainger  (WW)  21b 
Great  AAP  10c 
Great  Lakes  Chemical  4 
Green  Tree  Financial  17a 
GTE  22b 
Guidant  12d 
Gultstream  Aerospace  1 


Hannaford  Brothers  10c 
Harcourt  General  5 
Harley-Davidson  14d 
Harman  International  6b 
Harnischfeger  15c 
Harrah's  Entertainment  14b 
Harris  9b 
Harsco  16c 

Hartford  Financial  Services  17b 
Hartford  Life  17b 
Hasbro  14d 
Hawaiian  Electric  24a 
Hayes  Lemmerz  Intl.  2b 
HBO  &  Co  18c 

Health  Management  Assocs  12c 

Healthsouth  12c 

Heilig-Meyers  6b 

Heinz  {H  J  )10b 

Hercules  4 

Hershey  Foods  10b 

Hertz  23c 

Hewlett-Packard  18b 

Hillenbrand  15a 

Hills  Stores  8 

Hilton  Hotels  14c 

Home  Depot  8 

HomeBase  8 

HON  Industries  18a 

Honeywell  9c 

Hormel  Foods  10b 

Horton  (D  R  )  13b 

Host  Marriott  Services  14a 

Houston  Industries  24a 

Howmet  International  1 

Hubbell  9a 

Hughes  Supply  21b 

Humana  12c 

Hunt  OB)  23d 

Huntington  Bancshares  3b 


IBM  18b 
IBP  10b 

IKON  Office  Solutions  5 
Illinois  Tool  Works  15a 
lllinova  24a 
IMC  Global  4 
Imperial  Holly  10b 
InaCom  18c 
Ingersoll-Rand  15c 
Ingram  Micro  18c 
Inland  Steel  16b 
Integrated  Health  Svcs  12c 
Intel  9d 
Interface  15d 
Interim  Services  21d 
International  Flavors  4 
IntI  Multifoods  10a 
International  Paper  19b 
Interpublic  Group  21c 
Interstate  Bakeries  10b 
Interstate  Energy  24a 
Intimate  Brands  8 
Iomega  18b 
ITT  Industries  5 
Jabil  Circuit  9d 
Jacobs  Engineering  21a 
lelferson  Smurtit  7b 
Jefferson-Pilot  17b 
Johns  Manville  13a 
Johnson  &  Johnson  12d 
Johnson  Controls  15a 
Jones  Apparel  Group  6a 


K  N  Energy  24b 
Kaiser  Aluminum  16a 
Kansas  City  Southern  23b 
Kaufman  &  Broad  13b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21d 
Kennametal  15b 
Kerr-McGee  11a 
KeyCorp  3b 
Kimball  IntI  6b 
Kimberly-Clark  19b 
KLA-Tencor  9c 
Kmart  8 

Knigtit-Ridder  20b 
Kohl's  8 
Kroger  1  Oc 


La-Z-Boy  6b 

Laboratoiv  Corp,  of  America  12c 
Lalarge  13a 
Lands'  End  8 
Landstar  System  23d 
LCI  International  22a 
Lear  2b 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar  13b 

Lexmark  IntI  Group  18b 
LG&E  Energy  24a 
Liberty  Financial  17b 
Lilly  (Eh)  12b 
Limited  8 

Lincoln  Electric  15b 
Lincoln  National  17b 
Litton  Industries  9b 
Liz  Claiborne  6a 
Lockheed  Martin  1 
Longs  Drug  Stores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
LSI  Logic  9d 
iVJ  16b 
Lubrizol  4 

Lucent  Technologies  22a 


MagneTek  9a 
Mail-Well  7b 
Mallinckrodt  12d 
Manor  Care  12c 
Manpower  21d 
Mark  IV  Industries  15a 
Marriott  IntI  14c 
Marsh  &  McLennan  17a 
Marshall  &  Ilsley3b 
Marshall  Industries  21b 
Masco  13a 
Mattel  14d 
Maxxam  163 
May  Department  Stores  8 
Maytag  6b 
MBNA  3a 
McCormick  10b 
McDonald's  14a 
McGraw-Hill  20b 
MCI  Communications  22a 
McKesson  12a 
MCI^  Energy  Group  24b 
Mead  19b 
Medtronic  12d 
Mellon  Bank  3a 
Mercantile  Bancorp  3b 
Mercantile  Stores  8 
Merck  12b 

Meritor  Automotive  2b 
Merrill  Lynch  17a 
Metals  USA  21b 
Metro-Goldwyn-Mayer  14b 
Meyer  (Fred)  8 
Michaels  Stores  8 
Micro  Warehouse  8 
MicroAge  18a 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 
Millennium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mobil  11a 

Mohawk  Industries  15d 
Molex  9d 
Monsanto  4 
Montana  Power  24a 
Morgan  (J  P  )  3a 
Morgan  Stanley  Dean  Witter  1 7a 
Morrison  Knudsen  21a 
Morion  International  4 
Motorola  9b 
Murphy  Oil  11a 
Musicland  Stores  14d 


Nabisco  Holdings  10b 
Nabors  Industries  lib 
Nacco  Industries  15b 
Naico  Chemical  4 
National  City  3b 
National  Fuel  Gas  24b 


National  Semicond  9d 
National  Service  9a 
National  Steel  16b 
National-0ilweli21b 
NationsBank  3c 
Navistar  International  2a 
NCR  18c 

Neiman  Marcus  Group  8 
New  Century  Energies  24a 
New  England  Electric  24a 
New  Jersey  Resources  24b 
New  York  State  E&G  24a 
New  York  Times  20b 
Newell  15a 
Newmont  Gold  16c 
Newmont  Mining  16c 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
NGC21b 
Nicor  24b 
Nike  6a 

Nipsco  Industries  24a 
Nordstrom  8 
Norfolk  Southern  23b 
Norrell  21d 
Northern  States  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Normest  3b 
NovaCare  12c 

NovaCare  Employee  Svcs  21  d 
Nucor  16b 


Occidental  Pet.  11a 
Oilice  Depot  8 
OfticeMax  8 

en  5 
OGE  Energy  24a 
Ohio  Casualty  17b 
Old  Kent  Financial  3b 
Old  Republic  Intl.  17b 
Olsten  21 d 
Omnicare  123 
Omnicom  Group  21c 
Oneok  24b 
Oracle  18c 
Orion  Capital  17b 
Outback  Steakhouse  14a 
Owens  &  Minor  12d 
Owens  Corning  13a 
Owens-Illinois  7a 
Oxford  Health  Plans  12c 


Paccar  2a 

Pacific  Century  Fin  3d 
Pacific  Enterprises  24b 
PaineWebber  Group  17a 
Parker  Hannifin  15a 
Paychex  21d 
Payless  Cashways  8 
Payless  ShoeSource  8 
PECO  Energy  24a 
Penn  Traffic  lOc 
Penney  00  8 
Pentair  15c 
Peoples  Energy  24b 
PeopleSoff  18c 
Pep  Boys  8 
PepsiCo  6c 

Performance  Food  10a 
Perkin-Elmer  9c 
Petsmart  8 
Pfizer  12b 
PG&E  24a 
Phar-Mor  12a 
Pharmacia  &  Upjohn  12b 
Phelps  Dodge  16c 
Philip  Morris  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
PhyCor  12c 

Piedmont  Natural  Gas  24b 
Pier  1  Imports  6b 
Pilgrim's  Pride  10b 
Pillowtex  15d 
Pioneer  Hi-Bred  10b 
Pitney  Bowes  18a 
Pittston  Brink's  Group  21  d 
Pittston  Burlington  Group  23c 
Pittway  5 


PNC  Bank  3a 
Polaroid  14d 
Popular  3c 
Potlatch  19b 
Potomac  Electric  24a 
PPiL  Resources  243 
PPG  Industries  13a 
Praxair  4 

Precision  Castparts  1 
Premark  IntI  5 
Primedia  20b 
Procter  &  Gamble  6d 
Proffitt's  8 
Progressive  17b 
PS  Co,  of  New  Mexico  24a 
Public  Service  Ent.  24a 
Puget  Sound  Energy  24a 
Pulte  13b 
Quaker  Oats  10b 
Quaker  State  11a 
Qualcomm  9b 
Quantum  18b 
Quest  Diagnoslics  12c 
Questar  24b 

Quorum  Health  Group  12c 


R&B  Falcon  lib 
Ralston  Purina  10b 
Raychem  9a 

Raymond  James  Finl  17a 
Raytheon  9b 
Reader's  Digest  20b 
Reebok  International  6a 

ions  Financial  3c 
Rehance  Steel  8,  Alum  21b 
Republic  Industries  23c 
Republic  New  York  33 
Revlon  6d 

Reynolds  &  Reynolds  183 
Reynolds  Metals  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Express  23d 
Robert  Half  International  21  d 
Robinson  IC  H.)  23c 
Rochester  G&E  24a 
Rock-Tenn  7b 
Rockwell  International  9a 
Rohm  *  Haas  4 
Ross  Stores  8 
Rouge  Industries  16b 
Royal  Caribbean  Cruises  14d 
RPM  13a 
Rubbermaid  15a 
Ruddick  10c 
Ryder  System  23c 
Ryerson  Toll  21b 
Ryland  Group  13b 


SABRE  Group  Holdings  18c 
Safeco  17h 

Safeguard  Scientifics  18c 
Safeway  10c 
Saks  Holdings  8 
Sara  Lee  10b 
SBC  Communications  22b 
Scana  24a 
Schering-Plough  12b 
Schlumberger  lib 
Schwab  (Charles)  173 
SCI  Systems  9d 
Scientific-Atlanta  223 
Scotts  4 

Scripps  (E  W)20b 
Seagate  Technology  18b 
Sears,  Roebuck  8 
Service  Corp  IntI  21d 
Service  Merchandise  8 
ServiceMaster  21  d 
Shaw  Industries  15d 
Sherwm-Williams  133 
Shoney's  143 
Sigma-Aldrich  12b 
Silgan  Holdings  73 
Silicon  Graphics  18b 
SLM  Holding  17a 
Smart  &  Final  10a 
Smith  International  lib 
Smithfield  Foods  10b 
Snap-on  15b 


Solectron  9d 
Solutia  4 
Sonat  24b 
Sonoco  Products  7b 
Southern  243 

Southern  New  Eng.  Tel  22b 
Southern  Union  24b 
Southland  lOc 
SouthTrust  3c 
Southwest  Airlines  233 
Southwest  Gas  24b 
Spiegel  8 
Sports  Authority  8 
Springs  Industries  15d 
Sprint  223 
St  Paul  17b 
Stage  Stores  8 
Standard  Products  2b 
Standard  Register  18a 
Stanley  Works  15b 
Staples  8 
Star  Banc  3b 
Starbucks  10b 
State  Street  3a 
Steelcase  18a 
Stewart  &  Stevenson  15c 
Stone  &  Webster  21a 
Stone  Container  7b 
Storage  Technology  18b 
Suiza  Foods  lOb 
Summit  Bancorp  3a 
Sun  11a 

Sun  Healthcare  Group  12c 
Sun  Microsystems  18b 
SunAmerica  17b 
Sundstrand  1 
SunTrust  Banks  3c 
Supervalu  lOa 
Sysco  lOa 


Talbots 
Tandy  6b 
Tech  Data  18a 
Teco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 
leletlex  15a 

Telephone  &  Data  Sys  22a 
Tellabs  22a 
Temple-Inland  7b 
Tenet  Healthcare  12c 
Tenneco  5 
Teradyne  9c 
Terra  Inds  4 
Texaco  Ua 
Texas  Industries  16b 
Texas  Instruments  9d 
Texas  Utilities  24a 
Textron  5 
Thiokol  1 

Thomas  &  Belts  9d 
3Com  18c 
3M  15a 

360  Communications  22a 

Tiffany  8 

Time  Warner  20b 

Times  Mirror  20b 

Timken  15c 

TJX  8 

Torchmark  17b 
Tosco  ll3 

Tower  Automotive  15a 
Toys  'R'  Us  8 
Tracer  9b 
Transamerica  17b 
Transatlantic  Holdings  17b 
TransMontaigne  Oil  1  lb 
Travelers  Group  173 
Travelers  Property  Casualty  1 7b 
Tribune  20b 

Tricon  Global  Restaurants  14a 
TRW  5 

Tupperware  15a 
Tyco  IntI  15c 
Tyson  Foods  10b 


U  S  Bancorp  3b 
U  S  Foodservice  10a 
U  S,  Home  13b 
U  S  Office  Products  8 
U  S  Surgical  12d 
UAL  23a 
UGI  24b 


Ultramar  Diamond  Shamroct  a 

Unicom  24a 

Unifi  15d 

Union  Camp  19b 

Union  Carbide  4 

Union  Pacihc  23b 

Union  Pacihc  Resources  11 

Union  Planters  3c 

UnionBanCal  3d 

Unisource  Worldwide  21b 

Unisys  18b 

United  Auto  Group  21d 
United  Stationers  21b 
United  Technologies  1 
United  Wisconsin  Services 
Unitrin  17b 
Universal  Health  12c 
Unocal  Il3 
Unova  15c 
UNUM  17b 

U  S  West  Communication' 
U  S  West  Media  20b 
US  Airways  Group  233 
USA  Networks  203 
USA  Waste  Services  21a 
USFreightways  23d 
USG133 
UST  6e 

USX-Marathon  11a 
USX-U  S  Steel  16b 


Valero  Energy  11a 
Valhi  5 
Value  City  8 
Vanstar  18c 
Varian  Associates  9c 
Vastar Resources  11a 
Veneer  12c 
VF  6a 

Viacom  14b 
Viad5 

Viking  Office  Products  8 
Vincam  21  d 
Vlasic  Foods  IntI  10b 
Volt  Info.  Sciences  21  d 
Vulcan  Materials  13a 
VWR  Scientific  Products  2 


Wabash  National  2b 
Wachovia  3c 
Wackenhut21d 
Wal-Mart  Stores  8 
Walgreen  12a 
Wallace  Computer  183 
Walter  Industries  16b 
Warner-Lambert  12b 
Washington  Gas  Light  24 
Washington  Mutual  17c 
Washington  Post  20b 
Washington  Water  Powp; 
Weirton  Steel  16b 
Weis  Markets  10c 
WellPoint  Health  12c 
Wells  Fargo  3d 
Wendy's  Intl.  14a 
Western  Atlas  lib 
Western  Digital  18b 
Western  Resources  24a 
WestPoint  Stevens  15d 
Westvaco  19b 
Weyerhaeuser  19b 
Whirlpool  6b 
Whitman  5 
Wicor  24b 
Willamette  Industries  191 
Williams  24b 
Williams-Sonoma  6b 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
Witco  4 
Woolworth  8 
World  Color  Press  21c 
WorldCom  223 
Worthington  Inds  16b 
WPS  Resources  24a 
Wrigley  (Wm  )  Jr  10b 


E33 


Xerox  18b 
Yellow  23d 
York  IntI  13a 
ZaIeS 
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"TROUBLED  TEENS  AREN'T  NEWS 

any  more.  Last  year,  over 
.  half  a  million  California 
were  reported  as  abused  or 
icted.  On  any  given  day, 

00  found  their  vv'ay  into 
lile  detention  facilities 
use  they  broke  the  law.  Teen 
lancy  suicide  and  drug  abuse 
veryday  stories.  Even  scarier, 
idds  that  your  kid  will 
me  one  of  these  statistics  is 

1  one  in  five. 

There's  a  ray  of  sunshine, 
;ver.  Its  that  places  like  Sunny  || 
exist  at  all. 

'e  help  difficult  kids.  And 
impossible  ones. 

ider  Patrice.  She's  a  real 
in,  and  she's  in  the  picture  to 
ight.  "When  she  came  to  Sunny 
two  years  ago,  she  described 
If  as  a  liar  who  hated  herself 
vanted  to  die.  In  August,  she 
unny  Hills  to  enroll  at  Kings 
Community  College.  She  put  it  this  way: 

"Sunny  Hills  taught  me  to  bdicvc  in  mv^clj.  Now  I  know 
that  I'm  somebodY  I've  learned  to  he  honest,  to  Inist  peo- 
ple, and  to  make  good  ehoues.  I  know  I'll  he  okaw" 

"ecovery  wasn't  a  lucky  accident.  It  was  a  matter  of 
sive  treatment,  monitored  recuperation  and  controlled 
ry  She  lived  on  the  San  Anselmo  campus  where  slic 
/ed  24-hour  supervision  and  treatment  along  with  an 
idualized  education  program. 

\s  her  behavior  improved,  ^  ^ 
/orked  into  the  |ob  training 


"am  and  eventually  into 


Children's  Services 


aftercare.  In  all.  Sunny  Hills  has 
six  different  residential  and  day 
treatment  programs  at  four  dif- 
Icrent  locations. 

Saving  lives  is  hard  work. 

Marin  is  fortunate  to  have  a 
Sunny  Hills,  but  the  problem  is 
far  greater  than  Sunny  Hills  can 
handle  on  its  own. 

Frankly,  we  need  help.  Not 
so  much  the  big-check  or 
dedicated-volunteer  type  of  help 
(although  we're  delighted 
whenever  either  of  those  things 
happen). 

We  need  the  very  simple, 
small-scale  kind  of  help  that 
anyone  reading  this  message  can 
ofler,  effortlessly 

The  Bargain  Box 
and  the  Grape  Festival: 
two  painless  ways  to  help. 

First,  you  can  help  the  next  lime 
you  clean  out  your  closet.  Bring 
whatever  you're  passing  along  to  the  Bargain  Box  in  San 
Ralael,  and,  while  you're  there,  check  out  whatever  we  have 
lor  sale. 

Yes,  there  are  other  thrift  shops  around,  and  there  may 
be  one  closer  to  where  you  live.  But  it  can't  help  Northern 
Calilornia's  troubled  kids  as  much  as  ours  can. 

Second,  enjoy  the  crafts,  music  and  gourmet  food  at  the 
Grape  Festival  on  the  first  Saturday  in  October  at  Larkspur 
Landing.  It's  all  lor  lun,  and  it  all  benehts  Sunny  Hills. 

It's  not  much  to  ask.  But  if 
I    I    T  T     T     ^     y*^'"-'  ''fid  time  to  do  those  two 
little  things,  you'll  be  helping  to 
save  another  Patrice. 


300  Sunny  llills  Drive  in  San  Anselmo,  willi  addilion.il  laLilities  in 
San  RalacI  and  Novala.  The  Bargain  Box  is  al  "308  Irwin  in  San  Rafael 
If  you'd  like  to  know  more,  call  us  al  457-3200  and  ask  lor  the  director 


The  Arc-San  Francisco  and  MARC  (formerly  ihe  Mann  Association  for 
Relarded  Citizens)  are  committed  to  securing  lor  all  people  with  developmental 
disabilities  the  opportunities  to  choose  and  realize  their  individual  goals. 

Opportunities  to  live,  work,  learn  and  play  in  our  community 

The  Arc-San  Francisco  and  MARC  are  two  non-prolit  organizations  dedicated 
to  serving  people  with  developmental  disabilities  and  their  families. 


mm 

The  Arc  San  Francisco 
(4  I  f))  2[^[^^72im 


marc 

Ufi))  72^2375 


aska 
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Is  fishing  at  Waterfall  Resort,  Alaska 

Business  or  Pleasnre? 

kWATERFALI 


ir  ■  Newport  Beach,  CA 
DSvin  Rowe 

of  Kings  Tourrtament  Winner  ■  65.7  lb.  King  Salmon 


The  decision  is  good  for  business 
and  a  pleasure  to  make. 


yrd  Dealers  Association  of  Southern  California  "For  the  last  1 4 
'ars,  Waterfall  Resort  has  been  our  incentive  destination  of  choice, 
ur  benefits  include  not  only  improved  sales  results  but  the 
'aterfall  experience  itself  helps  build  a  camaraderie  unlike  any 
■her  travel  destination  we  have  used. "  -  Rich  Defrank,  Manager 

Fax  this  page  to  Waterfall  (907)  225-8530  and  receive  our  brochure  and  video 

e-mail:  waterfal@alaska.ktn.net 
internet:  http://www.waterfallresort.com 


Area  &  Phone 
Interested  □ 


"When'  Sportfishing  is  for  Kings 


Very  Interested   □  Saltwater  □           Freshwater  □ 

Business  Entertainment  □         Pleasure  □         Number  of  Guests  

Best  Season  1998  □  1999  □  2000  □  May  June  July  Aug.  Sept. 
Date  of  Business  Week  issue . 


INFORMATION  /  RESERVATIONS    800-544-5 t  25 
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Atlanta,  Georgia 


Explore  the  Whole  World  of  Communications 


0  matter  which  technologies  you  need 

1  solve  your  most  demanding  business 
)mmunications  problems,  all  paths  lead  to 
JPERCOMM  '98.  It's  the  only  event  that 
kes  you  right  to  the  center  of  the  vast 
liverse  of  convergence  and  allows  you  to 
:pIore  the  whole  world  of  communications. 

ilutions  Become  Reality  at  SUPERCOMM 

lore  than  45,000  communications  profes- 
onals  will  benefit  from  SUPERCOMM's 
jwerful  combination  of  250+  world-class 
iucational  conferences*  and  a  colossal, 
ilutions-packed  exhibition. 


More  Than  700  Exhibits  Will  Showcase: 

ADSL/xDSL,  ATM,  Broadband,  Cable  TV, 
CPE,  Computer  Telephony,  Enterprise 
Networks,  Fiber  Optics,  The  Internet, 
Intranets,  ISDN,  Multimedia,  Public  & 
Private  Networks,  Satellite  Communications, 
Software,  Wireless/PCS  and  much  more! 

Put  Yourself  on  the  Path  to  Real- World 
Communications  Solutions  Today! 

To  attend:  1-800-2-SUPERC  or 
1-312-559-3327;  fax,  1-312-559-4111. 
To  exhibit:  1-800-COMM-NOW  or 
1-703-907-7480;  fax,  1-703-907-7746. 


For  registration  information,  fill  out  and  mail  today! 

SUPERCOMM  '98,  549  W.  Randolph.  Suite  60(1, 
Chicago,  11.60661-2208  USA 

Name  

Title  

Organization  

Address  

City  


State 


ZlP/Postal  Code, 

Phone  

E-Mail  


_Country_ 
_Fax  


Interest: 


_Registcring 


To  register  and  check  out  up-to-the-minute  information 
about  SUPERCOMM  '98,  visit  www.supercomm98.com! 


_Exhibit  Space 
 lEC 


JPERCOMM  Educational  Programs  15evelopcd  and  Presented  by:  International  Communications  Association 
msortium  -  Communications  Eorum  -  SUPERCOMM  Executive  Program  •  IEEE  Communications  Society 
'PERCOMM  Global  Telecom  Market  (GTM)  Eorum. 


Conference  Interest:   ICA 

 IEEE   GTM  Forum 

No  one  under  18  years  of  age  will  be  admitted. 

Annual  SuperConference  *  International  Engineering 
International  Conference  on  Communications  (ICC  '98) 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


FROM  RUSSIA 
-WITH  RED  TAPE 


Family  and  home  were 
alien  concepts  when 
Russian-born  Alex 
came  to  live  with  his  adop- 
tive pai'ents,  Maria  and  Dun- 
can Chisholm,  of  Midland, 
Tex.,  in  March,  1997.  Ah-eady 
in  his  five  years  of  life,  Alex 

had  been   

ripped  from 
his  neglectful 
birth  family,  then  from  two 
orphanages  in  Novorossiysk. 
But  four  months  after  he  ar- 
rived in  the  U.  S.,  a  light 
flickered  on.  "You  my  mama 
and  I  you  little  boy!"  he  ex- 
claimed one  day  to  Maria.  A 
short  time  later,  on  return- 
ing from  a  family  vacation, 
Alex  wandered  through  the 
house,  methodically  touching 
his  toys,  then  broke  into  a 
smile.  "We  came  home!"  he 
exulted.  "We  went  away,  and 
we  came  home!"  The 
Chishobns  knew  the  light  was 
on  to  stay. 

Alex's  happy  outcome  is 
more  tyj^ical  than  recent  me- 
dia reports  about  foniier  So- 
viet bloc  adoptions  suggest. 
Stories  have  described  emo- 
tionally damaged  children  un- 
able to  bond  with  their  new 
families,  an  Arizona  couple 
accused   of  abusing  their 


ADOPTION 


adopted  daughters  on  the 
flight  home,  and  a  Colorado 
mother  who  beat  to  death 
her  3-year-old  Russian  son 
for  misbehaving.  Tragic  as 
these  tales  are,  they  hardly 
reflect  the  mostly  happy  link- 
ings  between  Americans  and 

  children  of 

the  former 
U.S.  S.R. 
Last  year,  U.  S.  citizens 
adopted  3,816  children  from 
orphanages  in  Russia,  which 
now  surpasses  China  as 
America's  No.  1  soui'ce  of  for- 
eign adoptions.  Russia  was 
followed  by  Romania,  Bul- 
garia, Latvia,  and  several  for- 
mer Soviet  republics.  Wliile 
some  children  from  the  re- 
gion have  displayed  severe 
symptoms  of  reactive  attach- 
ment disorder — the  heart- 
breaking failure  to  bond — 
most  problems  are  treatable. 
So  are  language  delays  and 
physical  maladies  common  to 
the  orphans:  malnutrition, 
rickets,  parasites,  and  expo- 
sure to  syphilis  and  tubercu- 
losis. "I'm  not  trying  to  mini- 
mize the  heartache  some 
parents  have  gone  through," 
says  Maureen  Evans,  direc- 
tor of  the  Joint  Council  on 
International  Children's  Ser- 


What  To  Ask  Before  Adopting  Abroad 


•  Can  you  afford  the  $11,000 
to  $25,000  an  International 
adoption  might  cost? 

•  Are  you  willing  to  accept  a 
child  over  age  1?  It's  an  impor- 
tant question  if  you're  consider- 
ing the  former  Soviet  bloc. 

•  Have  you  thought  about  the 
implications  of  an  interracial 
adoption?  That  can  occur  with 
Eastern  European,  Asian,  and 
Latin  American  placements. 


•  Have  you  educated  your- 
self about  the  effects  of 
orphanage  life?  Are  you  ready, 
emotionally  and  financially, 
to  deal  with  the  worst-case 
scenario  of  a  child  with 
severe  health  or  adjustment 
problems? 

•  Are  you  prepared  to 
immerse  yourself  in  the 
child's  native  culture  to  help 
him  or  her  make  a  healthy 
reconciliation  with  the  past? 


.  ,  ;4 

vices,  an  adoption  agency 
coalition  in  Cheverly,  Md. 
"But  the  majority  of  adop- 
tions have  been  extraordi- 
narily successful." 
BACKLASH.  Statistics  beai-  her 
out.  Take  a  recent  survey  by 
Cradle  of  Hope  Adoption 
Center  in  Silver  Spring,  Md., 
of  1,246  U.S.  fami- 
lies who  adopted 
from  the  former 
U.  S.  S.  R.  Some 
84%  termed  their 
children's  adjust- 
ment very  good, 
and  another  11% 
called  it  good. 

Despite  this  Wgh 
satisfaction  level, 
pai'ents  considering 
an  adoption  from 
the  region  must 
steel  themselves 
for  frustrating  set- 
backs and  delays. 
Russia  is  a  huge, 


mefficient  country  whei 
gional  officials  set  their 
rules.  Slow  bui'eaucrac; 
hold  up  record  processin; 
assignment  of  childre: 
months.  And  suspicions 
the  large  sums  of  cas 
volved,  plus  wild  i-umors 
as  one  about  Americani 
ing  adopted  babies'  oi 
have  touched  off  a  ba< 
against  foreigners.  Says 
Volodina,  head  of  the  Ri 
Education  Ministry's  d' 
ment  foi-  ciiildren's  right 
social  welfare:  "We  u  i? 
stand  people  need  t(  ti 
money  for  translators  [ji 
vers,  and  lawyers.  Bi 
the  average  Russian 
reads  the  newspape: 
looks  like  people  are  t 
and  selling  babies. 

In  Georgia,  for  ins 
for-eig-n  adoptions  dropf 
sharply  after  First 
Nanuli  Shevardnadz( 


till 
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her  opposition  last 
r,(l  pledged  to  find 
ocally  for  the  oiphans 
i  to  parents  overseas, 
issia's  Duma  is  slated 
May  13  on  four  bills 
ig  adoption  restric- 
i  Waiting  times  for  for- 
olicants  could  increase 
from  the  current  av- 
f  6  to  18  months.  De- 
.lese  obstacles,  Russ- 
U.  S.  officials  don't 
to  see  foreign  adop- 
d.  U.S.  ratification  of 
:ue  Convention,  an  in- 
■nal  treaty  establish- 
:  ;entral  adoption  au- 
in    each  signing 
could  reassure  the 
s  further. 

lu  want  to  adopt  in 
or  Eastern  Europe, 
to  spend  a  total  of 
I  to  $25,000  on  agency 
■iiument  fees,  drivers 
mslators,  and  travel., 


Genei'ally,  you're  eligible  to 
adopt  whether  you're  single 
or  married  and  if  you're  25 
to  55,  with  or  without  previ- 
ous children.  Russians  may 
ignore  theii-  own  restrictions, 
such  as  an  age  ceiling  of  42 
for  adopting  an  infant.  While 
you  may  bi'ing  home  an  in- 
fant as  young  as  7  •^^^"'^ 
months,  most  chil- 
dren ai'e  1  and  up. 

Your  first  step 
is  choosing  an 
agency.  Groups 
like  Adoptive 
Families  of  Ainer- 
ica  and  the  Na- 
tional Adoption 
Infonnation  Clear- 
inghouse can  help 
(table).  The  Joint 
Council  offers 
an  excellent  re- 
source, The  Adop- 
tive Parent  Pre- 
■paratioyi  System 


NO  REGRETS 
Greg  and  Holly 
Richardson  with 
their  nine  children. 
They  adopted  five 
orphans  from  the 
former  Soviet  bloc, 
one  of  whom  later 
died 

($30,  301  322-1906.) 
Next,  you'll  compile  a 
dossier  that  includes 
a  Justice  Dept.  finger- 
print  check,  certified 
birth  certificates,  and 
a  letter  fi-om  the  U.  S. 
Immigi'ation  &  Natu- 
ralization Service  al- 
lowing you  to  bring  a 
foreign  orphan  into 
the  U.  S.  You  must 
also  arrange  a  home 
study,  in  which  a  so- 
cial worker  interviews 
you  and  wiites  a  re- 
port on  youi*  motives, 
finances,  and  general 
fitness  to  adopt.  The 
document  gathering- 
process  takes  six 
months  or  more. 

Once  yom-  adoption 
agency  receives  your 
papemork,  you'll  wait 
up  to  a  year  for  the 
magic  call  announcing:  "We 
have  a  child  for  you."  Weeks 
or  months  later,  the  agency 
gives  you  the  go-ahead  to 
board  a  plane  to  Moscow, 
Bucharest,  or  another  city  to 
meet  your  "facilitator."  This 
is  the  person  who  will  escort 
you  to  meet  with  your  child 


and  cut  through  red  tape. 

At  this  stage,  things  can 
get  shady.  Adopting  Ameri- 
cans often  arrive  with  thou- 
sands of  dollars  in  cash, 
which  the  facilitators  are  be- 
lieved to  hand  to  local  bu- 
reaucrats processing  every- 
thing from  passports  to 
adoption  decrees.  You  may  be 
told  not  to  ask  questions  and 
to  bring  gifts  like  jewelry. 
"When  you  have  a  country 
where  people  don't  have 
enough  food  on  the  table,  you 
know  perfectly  well  this  sys- 
tem is  going  to  work  because 
of  gifts,"  says  Flicka  Van 
Praagh,  international  adop- 
tions director  at  the  Spence- 
Chapin  agency  in  New  York. 
COMPLICATIONS.  The  amount 
of  time  you  spend  in  the 
country  depends  on  the  va- 
garies of  bureaucracy  and 
your  judge.  Most  Russian 
adoptions  now  require  two 
trips  spaced  a  few  weeks 
apart.  And  complications  can 
arise — like  suddenly  learning 
your  child  has  adoptable  sib- 
lings. With  the  adoption  com- 
plete, you'll  head  to  Moscow 
for  a  mandatory  medical 
exam  for  yoiu"  cliild,  \)\us  visa 
processing  at  the  U.S.  Em- 
bassy, before  the  trip  home. 

Once  back  in  the  U.  S.,  ex- 
citement may  give  way  to  the 
glim  realities  of  post-oiphan- 
age  health.  "Catch-up  is  the 
name  of  the  game,"  says  Dr 
Jane  Aronson,  a  Mineola 
(N.  Y.)  pediatrician  who 
reviews  adoptees'  medi- 
cal records  and  videos  for 
U.  S.  agencies.  Except  for  he- 
patitis B,  HIV,  and  fetal  alcohol 


Where  To  Go  for  Advice 


ORGANIZATION 

PHONE/WEB  SITE  (HnP://) 

ADOPTIVE  FAMILIES  OF  AMERICA 

800  372-3300  /  www.adoptivefam.org 

FAMILIES  FOR  RUSSIAN  &  UKRAINIAN  ADOPTION 

703  560-1684  /www.frua.org 

FAMILIES  WITH  CHILDREN  FROM  CHINA 

212  579-0115  / www.fwcc.org 

IMMIGRATION  &  NATURALIZATION  SERVICE 

travel.state.gov 

INTERNATIONAL  CONCERNS  FOR  CHILDREN 

www.fortnet.org/icc 

JT.  COUNCIL  ON  INTL.  CHILDREN'S  SERVICES 

301  322-1906  / www.jcics.org 

NATIONAL  ADOPTION  INFO.  CLEARINGHOUSE 

888  251-0075  /  www.calib.com/naic 

PARENT  NETWORK  FOR  THE 

www.pnpic.org 

POST-INSTITUTIONALIZED  CHILD 

RAINBOW  KIDS 

www.rainbowkids.com 
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syndrome,  most  problems  ai'e 
revereible.  Yet  consideiing  the 
orphans'  origins,  you  should 
expect  some  difficulties. 

Attachment  disorder 
prompts  great  fear.  A  child's 
lack  of  eye  contact,  inability 
to  be  comforted,  and  indis- 
criminate affection  toward 
strangers  are  all  signs.  Yet 
Ai'onson  estimates  that  few- 
er than  10%  of  the  300  inter- 
nationally a{lopted  childi'en  un- 
der 2  that  she  has  seen  have 


had  attachment  problems.  In 
children  5  and  up,  the  figui-e 
has  been  25%.  Most  respond 
well  to  therapy. 

Holly  Richardson  of  Orem, 
Utah,  should  know.  She  and 
her  husband,  Greg,  have 
adopted  five  former  Soviet 
bloc  children,  adding  to  theii- 
family  of  foui-  biological  chil- 
dren and  one  U.S.  adoptee. 
One  adoptee  died,  at  age  4, 
fi'om  Down's  syndrome.  The 
other  four  have  disabilities. 


from  hepatitis  B  to  missing 
fingers  and  toes.  Holly  says 
Alina,  8,  fi'om  Romania,  and 
Mira,  10,  from  Kazakhstan, 
had  attachment  issues.  "They 
hated  to  be  held,"  she  says. 
But  both  have  responded  to 
treatment,  and  Holly  says  she 
has  successfully  used  bonding 
techniques,  such  as  massage, 
on  her  two  Russian  toddlere — 
Roman,  22  months,  and  Kiis- 
tiana,  19  months.  Despite  her 
kids'  health  problems,  Holly 


has  no  regrets.  "There 
never  been  a  time  when 
thought,  'We  wish  we  hf 
done  this.' "  She  plant 
adopt  more  kids  from  th( 
gion — and  soon.  Joayi  0., 
uith  Patncia  Kranz 

For  more  on  adoptions,  g 
www.businessweek.com. 
members  can  also  attend  ? 
Online  conference  (keyv 
BW)  on  Monday,  May  11, 

p.m.  EDT. 


SMART  MONEY 


JUIVK  BONDS 
HAVE  GROWN  UP 


High-yield  bonds  are  siz- 
zling. Last  year's 
record-breaking  $120 
billion  in  junk  bond  issuance 
pales  in  comparison  with 
what's  on  tap  for  1998.  So 
far  this  year,  $64  billion  in 
junk  debt  has  come  to  mar- 
ket, vs.  $23  billion  for  the 
same  period  last  year. 
Demand  is  so  intense  that 
yield  spreads  on  junk  have 
fallen  to  300  basis  points 
over  U.  S.  Treasuries,  120 
points  less  than  the  histori- 
cal average.  Moreover, 
investors  are  accepting 
poorer-quality  issues  that 
might  not  have  succeeded 
only  a  couple  of  years  back. 
"The  market  hasn't  been 
this  heated  since  the  1980s," 
says  Ernest  Monrad,  the  22- 
year  veteran  manager  of 
Northeast  Investors'  high- 
yield  bond  fund. 

That  decade,  of  course, 
ended  with  a  crash.  But 
bond  mavens  are  betting 
this  hot  market  won't  end 
similarly.  They  note  that  a 
lot  has  changed 
since  the  '80s,  when 
junk  was  used  to 
fund  highly  lever- 
aged transactions 
that  ran  aground. 
"Junk  bonds  have 


High-Income  fund.  Indeed, 
today's  mai'ket  features  less 
leverage,  more  liquidity,  and 
a  more  diverse  gi'oup  of  in- 
vestors. What's  more,  the 
robust  economy  has  resulted 
in  strong  returns  and  aver- 
age default  rates  of  just  2%, 
down  ft-om  10%  in  1989. 

For  those  rea- 
sons, high-yield 
bonds  are  consid- 
ered safer  and 
more  desirable 
than  they  were  a 
decade  ago. 
That's  especially 
tiTie  now  because 
"theii'  high 
coupons  act  as  a 
cushion  against  a 
mai'ket  decline," 
says  Mai'garet  Eagle,  portfo- 
lio manager  of  Fidelity  Advi 
sor  High- Yield  fimd  since 
1987. 

SURVIVORS.  So  how  should 
you  play  the  junk  market? 
Financial  advisers  recom- 
mend shunning  individual 
high-\ield  issues  and  focus- 

f 


ing  instead  on  funds  with 
soUd,  long-term  records.  To 
find  these  steady  perform- 
ers, we  looked  for  funds  mn 
by  veteran  managers  who 
have  lived  through  the  pain 
of  the  crash  and  have  3-,  5-, 
and  10-year  returns  in  the 
top  half  of  their  categoiy 
(table).  Managers  with  this 
kind  of  track  record  might 
be  better  able  to  handle  any 
downturn  if  the  economy 
should  slow.  Many  of  the 
steady  winners  currently 


The  best  move  is 
to  steer  clear  of 
individual  issues  and 
stick  with  funds 


like  bonds  ft'om  cable-TV  and 
local  phone  companies.  Ea- 
gle observes  that  "these 
companies  are  insulated 
from  Asia,"  which  eventual- 
ly could  pose  problems  for 
the  U.  S.  economy. 

Also  sticking  close  to 
home  is  Seligman  High- 
re 


FUND/MANAGER 


TOTAL  RETURN* 
YEAR  TO  DATE    YTD  3  YEAR 


COMMENTS 


Yield  Bond  Fund.  Manag 
Daniel  Chai-leston  buys  o 
domestic  issues  by  high- 
margin  businesses  with 
strong  cash  flow.  One  ex; 
pie:  Pinnacle  Holdings, 
which  owns  towers  used 
pagers,  cell  phones,  and  i 
er  telecom  services.  But 
Northeast  Investors'  Mo 
rad  and  his  co-manager  ; 
son,  BiTice,  shun  telecom 
suers.  "Many  of  these  co 
panics  have  negative  cas 
flow,  and  we  don't  know 
which  ones  will  ^ 
ceed,"  says  Bruo 
Mom-ad.  Instead, 
they  see  value  ir 
gaming  issues  su 
as  Trump's  Atlar 
City  and  Boyd 
ing.  They're  also 
terested  in  the 
ding  European 
market,  which  is 
getting  a  strong 
push  from  the  ei 
biith  and  investor  flight 
from  Asia. 

The  long-term  winne) 
we  selected  aren't  alwa; 
the  junk  market's  sexie 
performers.  But  right  n 
you're  probably  better 
sticking  with  funds  thai 
"plod  along  with  consisl 
ly  good  I'ecordi 
says  Men-ill  Lj 
global  high-yie! 
strategist  Marl 
Fridson.  That 


grown  up,  says 
Bart  Geer,  portfolio 
manager  for  State 
Street  Research 


FIDELITY  ADV.  HI-YLD.  T/MARGARET  EAGLE  6.10%      15.00%   Likes  cable-TV  operators  help  shield  yoi 

NORTHEAST  INVESTORS/ERNEST  MONRAD 6.30 16^10 Favors  gaming,  not  telecom  from  disappoin 

SELIGMAN  HI-YLD.  A/DANIEL  CHARLESTON    5.44        15^50     Buying  local  phone  cos.  ment  later  on. 

STATE  SI  RESEARCh'hI-INC.  A/BART  geer' '  6.30 14^80 'likes  broadcasting,  media  '  F"dson:  ;'Slow 

  steadv  wins  th 

*ThroughMayl                                      DATA:  MORNiNGSTAR  INC.  Y&ce"  Toddi  Q 
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\ou  know 


more 


f  a  road  by  having 

travelled  it 
than  by  all  the 
conjectures  and 
descriptions 
in  the  world. 


-  William  Hazlitt 


ZURICH 


awing  on  years  of  experience  to  i 
/ative  insurance,  financial  protectioj 
The  Zurich  Group.  Build 

American  •  800-382-2150  •  www.zurichamerican 
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PC  HELL,  PART  II: 
I'VE  GOT  COMPANY 


Evidently,  I  struck  a 
nerve.  When  I  wrote 
"Mv  trip  through  PC 
hell"  (BW-Apr.  20) 

about  my  troubles  after 
adding  a  second  hard  drive 
to  my  Gateway 
2000  Pentium.  I 
had  no  idea  the  tale  would 
generate  such  an  outpoui'ing 
of  E-mail.  Many  readei"s  were 
sympathetic  to  my  plight, 
ha\ing  suffered  theu-  own  PC 
nightmares.  A  few  thought  I 
was  off  base.  And  a  flock  of 
Apple  Macintosh  loyalists 
couldn't  help  but  say  "I  told 
vou  so." 


FEEDBACK 


because  several  Gateway  reps 
dispensed  wTong  or  conflict- 
ing instractions. 

"I,  too.  own  a  Gateway 
and  had  a  recun-ing  problem 
with  my  cd-rom  drive," 
noted  one  reader.  "Every 
time  I  called.  I  got  different 
advice."  And, 
"not  being  able 
to  leave  a  message  and  get- 
ting discomiected  because  all 
lines  are  busy  is  unaccept- 
able customer  service." 
Added  another:  "I  have  had 
two  similar  experiences. 
Hope  you  got  Gateway's  at- 
tention." I  sure  did.  "We 
could  have  peifoiTned  better, 
which  is  our  goal  for  each 
and  every  customer  who 
calls  om-  tech  support 
ines,"  admitted 
G  a  t  e  w  a  V 


To  recap:  .After  a 
pal  helped  me  install  a 
Western  Digital  hard  drive, 
my  Zoom  Telephonies  modem 
went  on  the  fiitz.  I  called  the 
SOS  teams  at  Zoom  and  Mi- 
crosoft. Unable  to  help,  they 
sent  me  to  Gateway,  which 
promises  technical  supjwrt  for 
as  long  as  you  own  yom*  ma- 
chine. But  my  system 
crashed  after  I  downloaded  a 
new  BIOS,  (basic  input-output 
system,  which  eases  the 
transfer  of  data  between  a 
PC  and  peripherals),  and  oth- 
er software.  That  was  paitly 


President    Jeff  Weitzen. 

Weitzen  added  that  in  my 
case,  Gateway's  diagnosis 
"was  made  even  more  com- 
ple.x  because  of  the  improper 
installation  of  a  third-party 
hard  drive  by  one  of  [Baig's] 
fiiends."  Fair  point.  But  that 
didn't  account  for  Gateway's 
reps  not  calling  me  back  as 
promised,  or  my  difficulty 
getting  through  to  them. 
Weitzen  added  that  Gateway 
didn't  abandon  me  and  that 


the  company  had  won  five 
major  tech-support  awards 
last  year.  Wrote  Weitzen: 
"One  senice  goal  for  1998  is 
faster  resolution  of  customer 
problems,  and  in  pursuit  of 
this,  we  will  be  relentless." 

My  tech-support  woes 
strack  a  nen'e  with  owners 
of  Packai-d  Bell  and  Dell  PCs. 
too.  But  some  readers 
thought  the  fault  lay  with  me 
and  not  the  hardware  mak- 
ers. I  should  have  paid  a  pro 
to  install  my  new  diive,  they 
suggested.  "I  became  angiy 
while  reading  yom-  column." 
noted  Glenn  Kafka  of  War- 
ren, X.J.  "Xot  knowing  any- 
tliing  about  the  internals  of 
the  computer,  cheapskate  Ed 
decided  to  do  it  himself.  He 
then  gets  in  trouble  and 
blames  eveiyone  else." 
MAC  PRAISES.  Mac  fans  w^ho 
WTOte  in,  not  surprisingly, 
placed  the  blame  for  my 
foulup  on  the  complexities  of 
Windows  computing.  They 
claim  it's  no  sweat  to  add 
components  to  a 
Mac.  "I  installed 
the  second  hard 
diive  on  my  Mac  in 
about  15  minutes, 
easily,  without  any 
technical  assistance," 
insisted  reader  .Jay  Gask- 
ins.  Stephen  F.  Brophy  of 
Greenwich.  Conn.,  said 
the  stoiy  "tickled  me 
no  end.  I  got  up  and 
calinly  walked  down 
the  staii-s  to  my  of- 
fice and  kissecl  my 
Mac  full  on  the 
CPU."  By  day,  Jeff 
Battersby  of  Bea- 
con,  X.  Y.,  fixes  Win- 
^  dows  machines.  He 
goes  home  to  a  Mac. 
""WTiat  continues  to  amaze  me 
is  that  so  many  businesses 
and  indi\iduals  willingly  sub- 
ject themselves  to  the  pain 
and  expense  of  maintaining 
Microsoft-based  systems.  I 
shouldn't  complain.  As  long 
as  they  manufactui-e  operat- 
ing systems,  Microsoft  will 
put  bread  on  my  table."  As 
for  me,  I'm  happy  to  report 
my  Windows  machine  works 
fine  again — or  at  least  it  will 
until  I  tiy  to  add  something 
else.  Edward  C.  Baig 


FUND  WATCH 


■  GROWTH  ENGINE.  Roe 

land  Growth  Fund  is  uj 
19.6%  this  year,  well 
above  the  11.1%  for  th( 
Russell  2000  Small-cap 
index.  It  helps 
that  the  fund, 
which  levies  a 
3%  load,  still 
has  only  $15 
million  in 
assets — allow- 
ing it  to  take 
meaningful 
positions  in 
small  stocks 
w  ithout  moving  the  ra; 
ket.  Co-manager  Rich: 
Gould  figures  Rocklam 
(800  497-3933)  also  get 
leg  up  via  the  detailed 
industry  research 
method  his  colleague 
Charles  Cruice  learnei 
w^hile  working  for 
renowned  growth-stoc 
investor  Foster  Friess 
Brandywine  Fund.  Go 
says  one  of  Rockland's 
favorite  ways  of  findi: 
good  buys  is  to  ask  co: 
panies  who  their  most 
competent  rivals  are. 
"You  wouldn't  think  o 
petitors  would  say  an; 
thing  good  about  a  coi 
pany,"  says  Gould,  "bi 
often  they  do."  Two  ol 
Gould's  favorite  stock' 

OXSALE,  an  online  ai 
tioneer.  "Compaq  may 
have  old  computers  th 
it  wants  to  get  rid  of, 
they  go  to  onsale  . . . 
Compaq's  happy  becai 
they  get  double  or  tri^ 
what  they  would  have 
gotten,  onsale  is  hap 
because  they  don't  tal 
any  inventoiy  risk  am 
they  make  10%." 

Fainily  Golf  Cetiter 
dii\ing-i-ange  operatoi 
"They're  the  lai'gest  ir 
the  countrjf.  Thej^re  g 
ing  at  about  40%  a  ye 
The  stock  is  trading  a 
about  half  that  in  tern 
multiple."     Robert  Bi 


For  an  expanded  version 
www.businessweek.com/t( 
htm  or  AOL,  keyword:  BW 


204  BUSINESS  WEEK  /  MAY  18.  1998 


1884 


LT  SUPEROCEAN 

jfessional  diver  s  watch  built 
e  exacting  standards  of  the 
Navy's  SEALs  combat 
imers,  the  Colt  Superocean 
rres  the  most  resistant 
less  steel  case  ever  designed 
REITLING.  To  withstand  the 
fic  pressures  experienced 
sands  of  teet  under  water, 
case  is  equipped  with  a 
im-thick  back  and  an  extra- 
igth  glareproofed  crystal 
a  thickness  of  3.7  mm. 

AUTHORIZED  BREITLINC  AGENT. 

LANO  FINE  JEWELRY 

111  NW  Barry  Road 
ansas  City,  MO  64155 
(816)  436-6888 

CATALOG  PLEASE  CALL  800/641  73  43 


As  the  Colt  Superocean  rises  to 
the  surface  after  a  dive,  its  built- 
in  pressure  valve  vents  the  excess 
helium  accumulated  inside  the 
case. 

For  the  ultimate  in  diving 
watches,  BRHrriiNG  offers  an 
exclusive  18  K  gold  version  ot  the 
Colt  Superocean  featuring  a 
protective  titanium  frame 
around  the  movement  to  ottset 
the  gold  case's  lesser  resistance 
to  extreme  underwater  pres- 
sures. 
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A  Division  of  The McGraw  HiU  Companies 


BizLmk 

Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  witi 
BizLink,  Business  Week's  new  electronic  reader  service  • 
fulfillment  system.  You'll  get  the  information  you  need  tP^ 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  freef^= 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink/ 
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And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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Adobe  Systems,  Inc. 
Air  Liquide 
American  General 
Insurance 

American  Power 
Conversion  (APC) 
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Cabletron  Systems,  Inc. 

Charles  Schwab 

Comdisco 
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Digital 

Flexi  International 

Software 
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siness  Week  Index 


DUCTION  INDEX  ' 


PRODUCTION  INDICATORS 


ange  from  last  week:  0.2% 
ange  from  last  year:  5.8% 

PRODUCTION  INDEX 

Apr.  25=132,5 
1992=100 


Aug.  Dec.  Apr. 

7  1997  1997  1998 

ndex  is  a  4-week  moving  average 

jduction  index  rose  during  tfie  week  that  ended  Apr.  25.  The 

iged  index  was  also  up,  to  132.8  from  131.5.  After  seasonal 

lent,  truck  production  was  up  12.6%.  During  1997,  trucks  accounted 

1%  of  the  Big  Three's  registered  new  vehicles.  This  week,  there  were 

icreases  in  the  output  of  the  Dodge  Ram  Pickup,  Ford  Explorer,  and 

r's  Town  and  Country.  All  other  index  components  showed  increases 

for  crude-oil  refining  and  lumber  production. 

ttion  index  copyright  1998  by  The  McGraw-Hill  Companies 


STEEL  (^/9)  thniic;  nf  npt  tnnc: 

Wlbbh    \OI  C.  1    LllUU^.    Ul    IICl  lulls 

LATEST 
WEEK 

2,228 

WEEK 
AGO 

2,200# 

YEARLY 
%  CHG 

5.8 

AUTOS  unite. 

1 16,409 

1  ?n  ?40r# 

-10.3 

TRUCKS  fS/?l  unit*; 

147,847 

150,453r# 

29.9 

ELECTRIC  POWER  (5/2)  millions  of  kilowatt-hrs. 

56,601 

56,527# 

1.0 

CRUDE-OIL  REFINING  (5/2)  thous  of  bbi  /day 

15,265 

14,895# 

5.9 

COAL  (4/25)  thous.  of  net  tons 

21,184# 

20,156 

1.2 

LUMBER  (4/25)  millions  of  ft. 

496. 3# 

498.4 

-3.7 

RAIL  FREIGHT  (4/25)  billions  of  ton-miles 

27. 4# 

26.5 

2.2 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 

American  Railroads 

PRICES 

LATEST 

WEEK 

YEARLY 

GOLD  (5/6)  $/troy  oz. 


WEEK  AGO 

301.000  308.250 


%  CHG 

-11.8 


STEEL  SCRAP  (5/5)  #1  heavy,  $/ton 

133.50 

133.50 

0.0 

|)ING  INDICATORS 

1 

COPPER  (5/1)  e/ib. 

87.6 

87.6 

-23.5 

LATEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

1121.00  1107.90  37.9 

ALUMINUM  (5/1)  ;/ib 

70.0 

69.8 

-10.8 

PRICES  i5/l)  S&P  5l'0 

COTTON  (5/2)  strict  low  middling  1-1/16  in.,  e/lb. 

63.42 

61.62 

-8.8 

RATE  BOND  YIELD,  Aaa  (5/1) 

6.78%     6.72%  -11.3 

OIL  (5/5)  $/bbl. 

15.36 

15.49 

-20.6 

;  SUPPLY,  M2  (4/20)  billions 

$4,170.7  $4,147.3r  7.0 

ORB  FOODSTUFFS  (5/5)  1967=100 

239.98 

233.24 

1.7 

.  CLAIMS,  UNEMPLOYMENT  (4/25)  thous 

319        318r  -7,3 

ORB  RAW  INDUSTRIALS  (5/5)  1967=100 

306.08 

306.21 

-8.1 

«  AGE  APPLICATIONS,  PURCHASE  (5/1) 


282.5  241.4 


49.2 


i  AGE  APPLICATIONS.  REFINANCE  (5/1)     1,326  5   1,157  0    357  7 

.'  i:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  .  Mortgage 
1    Assn.  (Index:  March  16,  1990=100) 


Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals  Week,  Memphis 
market,  NYMEX,  Commodity  Research  Bureau 


EST  RATES 


FOREIGN  EXCHANGE 


JAPANESE  YEN  (5/6) 


LATEST       WEEK  YEAR 
WEEK        AGO  AGO 

132,75     132.05  124.97 


^1  L  FUNDS  (5/5)  

I:  RCIAL  PAPER  (5/5)  3-month  

H  ICATES  OF  DEPOSIT  (5/6)  3  month 

II'  lORTGAGE  (5/1)  30-year  

i  ABLE  MORTGAGE  (5/1)  one-year 


LATEST  WEEK  YEAR 
WEEK         AGO  AGO 

5.22%      5.28%  5.50% 


5.50 


5.51 


5.70 


5.58 


5.61 


5.71 


7.28 


7.19 


8.20 


5.77 


6.10 


5'1) 


8.50 


8.50 


8.50 


GERMAN  MARK  (5/6) 

1.77 

1.79 

1.72 

BRITISH  POUND  (5/6) 

1.66 

1.67 

1.64 

FRENCH  FRANC  (5/6) 

5.92 

6.01 

5.81 

ITALIAN  LIRA  (5/6) 

1741.8 

1773.0 

1703.0 

CANADIAN  DOLLAR  (5/6) 

1.44 

1.44 

1.38 

MEXICAN  PESO  (5/6)' 

8.475 

8.499 

7.921 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/6) 

110.0 

110.4 

105.0 

Feoeral  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


Sources:  fv1a;or  New  York  banks  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
UWestern  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


EWEEK  AHEAD 


I  SALES 

t  lay,  May  13,  8:30  a.m. edt  >■  Retail 
■S'  bably  increase(d  by  a  modest  0.3% 
■pi  according  to  the  median  forecast 
c<  mists  surveyed  by  Standard  & 
r';  /IS,  a  division  of  The  McGraw-Hill 
ip  es.  Sales  slipped  0.1%  in  March, 
u'  g  motor  vehicles,  store  buying  like- 
iv  :ed  0.4%  last  month,  after  rising 
'/o  March. 

i  ER  PRICE  INDEX 

'ffi  ay,  May  13,  8:30  a.m.EDT*-  Pro- 
5r  ces  of  finished  goods  likely  edged 

II  0,1%  in  April,  after  six  consecu- 
d  nes.  Falling  energy  prices  caused 
i'  trend  in  the  index.  Excluding  food 


and  energy,  core  prices  were  likely  flat,  the 
same  as  in  March. 

CONSUMER  PRICE  INDEX 

Thursday,  May  14,  8:30  a.m.EDT>-  Con- 
sumer prices  for  goods  and  services  probably 
increased  0.2%  in  April,  says  the  s&p  mms 
forecast.  Prices  were  unchanged  m  March. 
Excluding  food  and  energy,  prices  also  likely 
rose  0,2%,  after  a  0.1%  gam  in  March. 

BUSINESS  INVENTORIES 

Thursday,  May  14,  8:30  a.m.EDT>-  Invento- 
ries helcj  by  manufacturers,  wholesalers, 
and  retailers  probably  grew  0.3%  in  March, 
after  a  0.6%  jump  in  February.  Inventory 
accumulation  was  quite  strong  in  the  first 


quarter,  even  as  factory  output  slowed.  That 
suggests  that  much  of  the  inventory 
buildup  came  from  imports, 

INDUSTRIAL  PRODUCTION 

Friday,  May  15.  9:15  a.m.EDT>-  The  s&p 
MMS  forecast  calls  for  a  0.3%  gain  in  April's 
industrial  output.  Output  growth  slowed 
sharply  in  the  first  quarter,  with  overall 
industrial  production  rising  at  an  annual 
rate  of  just  0.9%,  after  a  7.2%  surge  in  the 
fourth  quarter.  Some  of  the  slowdown  was 
because  the  mild  winter  cut  energy 
demand,  but  some  easing  reflected  smaller 
gains  in  factory  output.  Operating  rates  for 
all  industry  probably  averaged  82.2%  in 
April,  unchanged  from  the  March  level. 
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This 
Week, 
Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


5 


-  r  1 


Sunday 

Making  your  product  a  killer 
in  the  marketplace — that's 
what  C.  Britt  Beemer,  author 
of  Predatory  Marketing, 
knows  how  to  do.  May  10 
9  p.m.  EDT 

Monday 

More  and  more  would-be 
parents  are  adopting  babies 
overseas,  and  Maureen 
Evans  of  the  Joint  Council  on 
International  Children's 
Services  has  the  guidance 
you  need.  May  11 

8  p.m.  EDT 

Thursday 

Who's  the  best  Internet 
broker?  Julio  Gomez  of  Gomez 
Advisors  has  a  scorecard  to 
help  you.  May  14 

9  p.m.  EDT 


AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  fiours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  F  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boveri  50 
Adaptec  (ADPT)  50 
Advanced  Micro  Devices 
(AMD)  36 

Advanced  Tissue  Sciences 

(ATIS)  118 
Aeltus  Investment 

Management  28 
Aiarmguard  (AGD)  158 
Allianz  42 

AlliedSignal(ALO)  111 
Allstate  Insurance  47 
American  Airlines  (AMR)  168 
America  Online  (AOL)  162 
Ameritech(AIT)  158,164 
Apple  Computer  (AAPL)  47, 
168, 204 
Arco(ARC)  6 

Associates  First  Capital  168 
ASTResearcli  50 
AT&T(T)  162,164 
©Home  8, 164 
Autoliv  111 

B 


BancAmerica  Robertson 
Stephens  (BAG)  162 
BanliAmerica  (BAG)  154 
BASF  50 

BDM  International  111 
Bell  Atlantic  (BEL)  47 
Bernstein  (Sanford  G.)  164 
Blacl(  &  Decker  168 
BMW  40 

Boeing  (BA)  47,49,168 
Boyd  Gaming  202 
BPI  Communications  151 
Brandywine  Fund  (BRWIX)  204 
Breed  Technologies  (BDT)  111 
Brown  Brothers  Harriman  164 
B.T.  Alex.  Brown  (BT)  111 


Callaway  Golf  (ELY)  86,88 
Calvin  Klein  Cosmetics  130 
Candies  130 

Ghiquita  Brands  (GQB)  148 
Chrysler  (G)  40,42,43,210 
Citicorp  (CGI)  12,42,154 
CNet  162 

Coca-Cola  (KG)  148 
Compaq  Computer  (GPQ)  37, 

47,130,168,  204 
CompUSA  (CPU)  37,38 
Computer  City  (TAN)  38 
Compagnie  Generate  des 

Eaux  42 

CompX  International  (GIX)  158 
Connectix  30 
Cox  Communications 
(COX)  164 


Dae  Duk  Electronics  51 
Daewoo  40,50 
Daimler  Benz  (DAI)  40, 42, 
210 

DAIS  Group  148 
Dana  47,111 
Dataquest  38 
Dell  Computer  (DELL)  204 


Deutsche  Morgan  Grenfell  37, 
38 

Digital  Equipment  (DEC)  36, 
47,130 
Dione  House  8 
DuPont(DD)  51 

E 


Eastman  Kodak  (EK)  12 
Echlin  47,111 
Edelman  Public  Relations 
Worldwide  37 
Eli  Lilly  (LLY)  44,47 
EMI  Group  47 
EntreMed  (ENMD)  44 
Estte  Lauder  (EL)  158 
Excite  (XGIT)  162 
Exxon  (XON)  6,168,210 


Family  Golf  Centers  (FGCI)  204 
Ferris  Baker  Watts  86 
Fiat  (FIA)  40 
Fidelity  158 

Fidelity  Advisor  High-Yteld 
Fund  202 
Firefly  162 
First  Albany  168 
First  Call  148 

Ford(n  6,43,56.111,168 

Foster  Higgins  170 

Fu|i  Photo  Film  (FUJIY)  12 


Gateway  2000  (GTE)  204 
General  Electric  (GE)  50, 148 
General  Motors  (GM)  6, 40, 43, 
50,168,210 
Gillette  (G)  148 
Glickenhaus  40 
Grupo  Financiero  Bancomer  56 

H 


HeinekenUSA  130 
Hewlett-Packard  (HWP)  38, 
50.130 

Hitachi  Data  Systems  (HIT]  47 
Honda  (HMG)  136 
Hyundai  50,51 


IBM  (IBM)  47 
IDKIDTC)  162 
Infoseek  (SEEK)  162 
Intel  (INTO  30,36,50,168, 
210 

Intergraph  36 
Isonics  127 

J 


Janssen/Meyers 
Associates  151 
Jupiter  Communications  162 

K 


Kagan(Paul)  164 
Key  West  Securities  151 
Kleinwort  Benson  136 
Kohap  50 

Krause's  Fumiture  (KFI)  158 
K-TEL  International  (KTEL)  151 


Lego  127 


Lehman  Brothers  (LEH)  40, 
42, 44,158 
LG  50 

Lockheed  Martin  (LMT)  49 
Logovaz  61 

Lucent  Technologies  (LUC)  127 
Lycos  (LCDS)  162 

M 


Macromedia  8 
Mattel  (MAT)  130 
McDonald's  (MCD)  47 
McGraw-Hill  (MHP)  40, 207 
MCI  Communications 
(MCIG)  162 
MediaOne  Group  164 
Mercedes-Benz  (DAI)  43 
Mercer  170 

Mernll  Lynch  (MER)  43, 148. 
154, 202 

Metro  Holding  158 
Microsoft  (MSFT)  30, 34, 36, 

37, 38.64,148,162. 204, 

210 

Midway  Airlines  148 
Miller  Brewing  130 
Minolta  12 
Mitsubishi  136 
Mobile  Communications 

Holdings  (BA)  47 
Moody's  Investors  Service 

(DNB)  136 

Morgan  (J.R)  (JPM)  64, 154 
Morgan  Grenfell  Capital 

Management  158 
Morgan  Stanley  Dean  Witter 

(MWO)  136,158 

N 


National  Semiconductor 
(NSM)  36 

NationsBank  (NB)  154 
Netscape  Communications 
(NCSP)  30,34,37,162 
News  Corp.  (NWS)  61 
Nike(NKE)  130 
Nissan  130 
Nokia  (NOKA)  42 
NongShim  51 
Northeast  Investors  202 
Novartis  118 


Onsale(ONSL)  204 
Organogenesis  118 

P 


Pacific  51 
Packard  Bell  204 
PaineWebber  (PWJ)  148 
Palacio  de  Hierro  56 
PepsiCo  (PEP)  54 
Pfizer  (PFE)  6,44 
Philips  Electronics  (PHG)  47 
Pinnacle  Holdings  202 
Pittston  Brinks  (PZB)  158 
PolyGram  47 
Procter  &  Gamble  (PG)  50 
Protection  One  158 
PSA  Peugeot  Citroen  40 
Putnam  Investments  111 


Quaker  Oats  (OAT)  168 
Quivira  Vineyards  6 
Qwest  Communications 
(QWST)  47 


Random  House  67 
RealNetworks  151 
Renault  40 
Ricoh  51 


Rockland  Growth  Fund  2(1 

Royal  Dutch/Shell  (RD)  6, 

RSC  Energia  49  1 
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Editorial^ 


LESSONS  FROM  OUR  FAST-CHANGING  WORLD 


There  are  moments  in  history  when  a  confluence  of 
events  brings  sudden,  piercing  clarity  to  changes 
that,  while  deep,  ai"e  outside  the  focus  of  eyes  trained 
on  the  familiar.  This  past  week  was  one  of  them.  The  sur- 
prising prospect  of  a  merger  between  Daimler  Benz  and 
Chrysler,  the  slow  realization  that  Japan  could  "go"  just 
like  Indonesia  or  South  Korea,  the  radically  shifting  regu- 
latory and  competitive  environments  around  Microsoft  Corp. 
and  Intel  Corp.  come  together  to  change  oar  perceptions  of 
how  the  prosperity  of  recent  years  was  built. 

It  would  be  foolish  to  make  hard  and  fast  predictions 
on  the  cusp  of  the  21st  century.  But  recent  events  challenge 
the  conventional  vdsdom  about  the  future  of  globalization: 
There  is  now  reason  to  doubt  that  the  global  economy  is  in- 
evitably entering  a  Pacific  Century  dominated  by  Asia. 
There  is  now  enough  information  to  question  whether  re- 
gional economic  groupings,  such  as  nafta  and  the  new 
"Euroland,"  will  fracture  the  integration  of  the  global  econ- 
omy. Finally,  there  is  a  real  possibility  that  the  economic  cy- 
cle may  be  turning  from  overcapacity  and  fierce  competition 
to  consolidation  and  pricing  power — as  is  happening  in  the 
airline  industry. 

The  shock  of  recent  events  brings  these  new  realities 
into  view: 

■  Capital  trumps  nationalism.  That  is  one  message  that 
comes  fi'om  Daimler  Benz's  talks  with  Chrysler  and  Gener- 
al Electric's  purchase  of  a  number  of  Samsung's  core  busi- 
nesses. Prosperity  in  the  U.S.,  panic  in  Asia,  and  unem- 
ployment in  Europe  are  eroding  powerful  attitudes  toward 
"national  champions"  and  barriers  to  foreign  ownership.  It 
would  have  been  inconceivable  just  a  short  time  ago  for  the 
U.  S.  to  sell  off  one  of  Detroit's  Big  Three  or  for  Korea  to 
agree  to  dismantling  one  of  its  chief  chaebol.  Capital  has  be- 
come more  powerful  than  nationalism  today. 

■  Consolidation  trumps  competition.  A  gi'eat  merger  wave 
is  washing  over  industry  after  industry,  from  banking  and  fi- 
nance to  pharmaceuticals  and  autos.  Until  now,  overcapacity 
defined  the  world  economy,  generating  intense  corporate 
competition  and  unleashing  defiationaiy  forces  keeping  prices 
stable  or  falling.  This  may  be  ending  as  consolidation  begins 
to  dominate,  curbing  competition  and  ending  downward  pres- 
sure on  prices. 

■  Globalism  trumps  regionalism.  The  end  of  communism 
and  the  expansion  of  capitalism  globally  may  be  unleashing 
more  poweiful  forces  than  the  urge  to  unite  with  neighbors. 
Paradoxically,  just  as  Europe  adopts  the  euro  as  a  single 
currency  and  prepares  to  integi'ate  itself  more  fully  eco- 
nomically, European  corporations  are  turning  away  from 
the  Continent  to  invest  billions  of  dollars  in  the  U.S.,  Asia, 
Latin  America,  and  Eastern  Europe.  Far  more  direct  U.  S. 
corporate  investment,  per  capita,  is  moving  into  Europe 
and  Asia  than  into  nafta  countries.  The  new  economic  dy- 
namism of  Europe  and  America  may  in  fact  lead  to  an  At- 
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lantic-centered  global  economy  rather  than  a  Pacific-b; 
oriented  world  for  the  foreseeable  future. 

■  Efficient  markets  trump  savings.  Daimler  Benz  pro 
that  listing  on  the  New  York  Stock  Exchange  and  tap] 
into  the  soaiing  value  of  stock  can  be  fai"  more  important 
investment  and  gi'owth  than  simply  piling  up  savings, 
deed,  on  a  national  and  international  level,  it  is  increasii 
clear  that  the  efficiency  of  capital,  not  merely  the  size  oi 
pool  of  savings,  is  what  counts.  This  is  Japan's  cur 
dilemma.  Wealth  doesn't  buy  you  economic  growth  ur 
that  wealth  is  used  effectively. 

■  Free-market  capitalism  trumps  mercantilism.  Daii 

Benz's  shift  to  a  transparent  accounting  system,  a  move 
was  required  by  the  New  York  Stock  Exchange  to 
helped  the  German  auto  manufacturer  make  one  of 
decade's  boldest  business  moves.  Korean,  Thai,  and  o 
Asian  companies  are  all  shifting  to  a  more  transparen 
counting  system  to  attract  foreign  investment.  Their 
emments  are  moving  toward  mle  of  law  rather  than 
nections,  and  markets  instead  of  cronies.  Even  Chii 
shifting  away  from  Korean-style  chaebol  mercantilisn 
wai'd  the  Taiwanese  model  of  individually-owned,  compel 
companies. 

■  Globalization  and  high  tech  trump  regulation.  Overca 
ty  and  hypercompetition  allow  the  mai'kets  to  deal  with  wii 
and  losers,  innovation  and  change,  without  any  help  fi^om 
one.  However,  consolidation  brings  with  it  problems  of 
nopoly  and  the  proper  role  of  government  intervention  i) 
economy.  It  may  be  that  it  is  in  the  high-tech  sphere  wher 
issue  is  now  flaiing  up.  But  the  consolidation  issue  will  soi 
highly  visible  in  other  industries — airlines,  phaiTnaceuticj 
nance,  and,  yes,  eventually  maybe  in  automobiles.  R 

The  ciTicial  point  is  that,  at  this  moment,  regulators  sm 
not  be  hasty.  They  should  allow  the  mai'kets  to  showB 
hand.  Here  the  book  Titmi:  TJie  Life  of  Mm  D.  RockefelM 
by  American  historian  Ron  Chemow  (excerpted  on  page  I 
instiTJctive.  Over  a  decade  before  the  U.S.  Supreme  fi 
broke  up  the  Standard  Oil  Trust  in  1911,  a  series  of 
strikes  by  small,  independent  riggers  in  Texas,  Oklal 
California,  Kansas,  and  Illinois  provided  an  opening  va 
for  other  newcomers  in  the  oil  business.  In  1907,  Royal  1 
and  Shell  joined  to  give  Standai-d  Oil  its  fii-st  major  comj 
around  the  world.  Royal  Dutch/Shell  went  on  to  make 
mous  oil  discoveries  in  Asia  and  elsewhere.  The  iron  con1 
Standard  Oil  over  the  U.  S.  market  began  to  crumble. 

Of  course,  Rockefeller's  Standard  Oil  monopoly  di 
some  tliree  decades.  Microsoft  and  Intel  have  been  don  *| 
for  only  one.  Should  the  government  move  to  cap 
rule  now?  Or  should  Washington  wait  for  the  inev 
change  in  technology  and  the  inevitable  erosion  of  it* 
power? 

New  questions  for  a  new  era  where  conventional  vii' 
no  longer  rules.  g 
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HP  Vectra  VL  with  Windows  NT  starting  at  ^1.309' 


The  HP  Vectra  with  Windows  NT*  Workstation  oFfers  a  superior 


desktop  management  solution  by  providing  remote  management, 


troubleshooting  tools  and  more.  Armed  with  HP  TopTools  running 


on  Windows  NT,  your  department  can  instantly  track  where  your 


company's  PCs  are,  which  software  is  installed  and  whose 


machines  are  in  need  oF  immediate  attention  —  whether  those 


PCs  are  from  diFferent  suppliers,  in  separate  buildings  or  in 


altogether  different  cities.  In  addition,  the  affordable  HP  Vectra 
with  Windows  NT  offers  reliability,  scalability,  security  and, 
of  course,  performance.  What  else  would  you  expect  from  the 
fastest  growing^  PC  supplier?  Managing  your  PCs  just  got  easier. 
So  remain  seated  and  visit  us  at  www.hp.com/go/vectra/wnt. 


WAol  HEWLETT 

mL'riM  Packard 

[  Expanding  Possibilities  j 


To  capitalize  on  new  opportunities,  all  your  departments  need  to  work  together  seamlessly.  That's  why  S'li^ 
networks  enable  digital  document  sharing,  desktop  video,  real-time  collaboration,  and  other  powerful  netvfo 


ions.  Right  now,  3Com  solutions  are  lielping  companies  around  tine  world  bring  products  to  market 
"o  learn  how  they  can  help  your  company  do  the  same,  visit  us  at  www.3com.com/moreconnected 
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THE  RISE  OF  MATTEL'S  JILL  BARAD 

It's  no  small  irony  that  the  most 
powerful  and  highest-paid  woman  in 
Corporate  Amenca  credits  her  success 
to  selling  an  icon  that  women's  groups 
have  been  denouncing  as  sexist  and 
demeaning  for  decades.  A  fierce 
competitor  with  an  unerring  eye  for  pop 
culture,  she  has  helped  build  Mattel  into 
a  $4.8  billion  powerhouse.  Along  the 
way,  the  flamboyant  fEo  has  broken 
stereotypes  about  cor-porate  success 
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Bince  Stein  has  gone  fnim  archrival  to 
Barafl's  No.  2  exec — and  he  couldn't  be 
happier 
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38    LABOR'S  TELECOM  TACTIC 

The  Communications  Workers  may  have 
devised  a  way  to  win  new  union 
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billions  into  "life  sciences" — the  next 
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Its  undei'gi'ound  nuclear  tests  may 
result  in  more  economic  fallout  than  its 
i-ulers  bargained  for 


51  COMMENTARY:  INDIA 

What  the  nation  needs  to  gairl 
world  prestige  it  seeks  is  wea 
not  bombs 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
SLUGFESTS 

A  BAD  SMELL  AT 
WASTE  MANAGEMENT 


LONG  HAUL:  Tfiickloadfs  of  IrncsitifH 


THE         BILLION  WRITE-OFF  IN 

Febmaiy  that  contributed  to 
the  pending  sale  of  Waste 
Management  to  USA  Waste 
Services  has  resulted  in  in- 


vestigations by  the  Securities 
&  Exchange  Commission  and 
by  Waste  Management  itself. 
Now,  people  familiar  with  the 
intemal  investigation  say  that 
its  findings  could  pose 
problems  for  Waste's 
former  managers  and 
auditor  and  lead  to  a 
settlement  of  a  truck- 
load    of  shareholder 
lawsuits. 

The  internal  probe, 
which  is  being  closely 
monitored  by  the  sec, 
is  expected  to  wind  up 
by  mid-June  with  no 
findings  of  fraud,  says  a 
source  familiar  with  it.  But 
certain  foiTner  top  executives 
and  auditor  Aithiu'  Andersen 
are  likely  to  be  blasted  for 


TALK  SHOW  UYesterday,  I  thought  about  him.  Today,  I  d 
think  about  him  at  all." 

— Russian  President  Boris  Yeltsin,  about  former  Soviet  leader  { 
Mikhail  Gorbachev,  during  an  online  chat 


aggi'essive  accounting  prac- 
tices that  hid  the  scope  of 
the  business's  deterioration,  v 

USA  and  Waste  have  also 
come  up  with  a  ballpai'k  fig- 
lu'e  to  settle  the  shai'eholder 
suits  and  resolve  any  sec 
action,  says  a  USA  Waste  in 
sider.  It's  at  least  $100  mil- 
lion, say  several  bankers.  But 
a  som'ce  familiar  with  the  in- 
vestigation said  that  Waste's 
boai"d  may  consider  recouping 
some  costs  from  Andersen, 
and  past  executives,  includ- 
ing former  Waste  Chairman 
and  cofounder  Dean  Bunt- 
rock,  putting  them  on  the 
hook  for  millions.  Neither 
Buntrock,  Andersen,  the 
head  of  usA,  John  Drury, 
or  his  counterpart  at 
Waste,  Robert  Miller,  would 
comment.  Richard  A.  Melcher 


t-WAY  PATROL 


MICROSOFT  STUBS  ITS  TOE 


MICROSOFT  HAS  AMASSED  A 
$12  billion  pile  of  cash,  but 
even  a  software  giant  needs 
to  make  money  on  the  Web. 
Microsoft's  Sidewalk,  a  chain 
of  local  arts  and  entertain- 
ment sites,  has  lost  millions 
since  its  May,  1997,  startup. 
That  has  left  company  bean- 
counters  less  than  amused. 

Now  Microsoft  is  tiying  to 
repave  Sidewalk  with  gold. 
The  plan:  tum  it  into  a  net- 
work of  E-commerce  sites. 


selling  everything  from  ap- 
pliances and  computers  to 
cars  and  air  travel. 

The  new  Sidewalk  rolls  out 


sidewalk 


this  fall  in  41  top  ad  markets, 
including  Los  Angeles,  Cliica- 
go,  and  Miami.  Nine  existing 
city  sites  will  get  makeovers 
to  accent  E-commerce,  savs 


Matt  Km-sh,  Sidewalk's  gen- 
eral manager.  Viewer's  will  be 
able  to  buy  fi'om  local  retail- 
ers, online  shops,  or  direct 
mai'ketei's.  Microsoft  will  make 
money  from  ads  and  transac- 
tion fees.  Says  Km-sh:  "We're 
about  consumers  and  adver- 
tisers coming  together 
when  the  time  is 
right — when  consimiers 
are  ready  to  buy."  Bill 
Bass  of  Forrester  Re- 
search lauds  the  change: 
"Sidewalk  wasn't  stupid.  But 
clearly  it  didn't  work."  And 
it  cost  Microsoft  $40  million 
to  find  out.        Steve  Hamm 


THE  LIST  THEnCOOHSTEEOFF 


In  a  survey  of  110  CEOs  by  Golf  Digest,  85% 
said  they  mixed  golf  and  business.  Some  of 
them  can  certainly  cut  a  deal.  But  how're  their 
swings?  Here  are  the  five  best  and  worst. 


,  The  richest  CEOs,  however,  could  use 
a  lesson.  Warren  Buffett's  adjusted 
/  handicap  was  22.  Bill  Gates's  was  23.9. 
BUFFETT:  Tiger  Woods  is  ')tot  trembling 


THE  BEST 

NAME 


COMPANY 


HANDICAP* 


THE  WORST 

NAME  COMPANY 


HANDICAP* 


scon  McNEALY 

SUN  MICROSYSTEMS 

3.2 

JACK  WELCH 

GENERAL  ELECTRIC 

3.8 

WILLIAM  DILLARD  II 

DILLARD'S 

4.8 

ROBERT  WALTER 

CARDINAL  HEALTH 

5.6 

THOMAS  O'BRIEN 

PNC  BANK 

'Handicaps  adjusted  for  course  par  and  difficulty 

ROBERT  EATON 

CHRYSLER 

25.1 

VICTOR  LUND 

AMERICAN  STORES 

26.0 

ROGER  STONE 

STONE  CONTAINER 

26.0 

PETER  BUUR 

TEXACO 

27.1 

WILLIAM  STEERE 

PFIZER 

34.0 

DATA:  GOLF  DIGEST 

IS 

5i 


LITIGATION  NATION 

LOCKHEED'S 
PAPER  CHASE 

EVEN  BY  WASHINGTON  S' 

dards,  paper-shuffling  in 
Locklieed  Martin  merger 
reached  a  curious  turn, 
not  that  the  Justice  D 
won't  give  Lockheed  M 
certain  documents  it  has 
amined  in  deciding  to 
the  deal  with  Nort 
Gi'umman.  The  odd  thin 
one  of  the  documents  c 
fi'orn  Lockheed  Martin  in 
fii'st  place. 

Why  would  the  gov 
ment  refuse  to  hand  1 
Lockheed  Martin's  own 
terial — standard  pi"ocedui 
antitmst  cases?  Well,  Juj .. 
says  its  own  lawyers 
have  written  notes  on 
document,  making  the  ms 
ial  privileged.  That  argun 
didn't  go  over  very  weK 
pretrial  skirmishing.  Fed 
Judge  Emmet  Sullivan  a 
Justice's  list  of  the  dispi  ^ 
papers  "woefully  abysn 
The  feds  could  easily  d 
their  notes,  he  said.  Mi 
while,  because  the  feds  di 
specify  which  of  the  tl 
sands  of  company  documi 
they  are  withholding,  L 
heed  Martin  was  left  in 
dark. 

Justice  blames  the  prot 
on  human  error  and  t 
deadlines.  But  one  outi 
lawyer  says  the  departn 
is  in  a  bind  because  it  exp 
ed  a  settlement,  not  a 
At  any  rate,  on  May  13,  & 
of  the  papers  were  to  be 
livered  to  the  judge,  who 
soon  decide  what  must 
released.  Stan  Ci 


6  BUS  NESS  WEEK  /  MAY  25,  1998 


Whether  you  want  to  talk  with  an  audience  on  a 
nationwide  scale,  a  niicrotarget  of  just  hundreds,  or  any- 
thing 111  between,  nothing  can  match  the  one-to-one 
communications  power  of  Direct  Mail. 

Because  Direct  Mail  lets  you  speak  with  each  and  every 
one  ot  your  best  prospects.  It 

DIRECT  MAIL 

lets  you  establish  an  ongoing  .r 
dialogue  with  them.  So  you  can  communicate  the  very 
relevant,  very  individualized  benefits  of  your  brand. 

Your  customers  get  to  know  you,  and  you  can  respond 
to  their  needs.  This  special  relationship  builds  loyalty  and 
repeat  sales.  Bottom  line,  your  bottom  line  looks  even  better. 

For  a  free  kit  on  how  Direct  Mail  coii  help  hiiHd  business,  call 

1-800 -THE-USPS,  ext.  2044.  UNITED  STATES 

POSTAL  SERVICE  I 

TK  34  <  iW7  UiiUcJ  Si.uei  l\nu\  StrML.; 


Up  Front 


AFTERLIVES 


NO  SLAM  DUNK 
FOR  DR.JS  GARS 


ERVING:  (iuiiKj  t/irun.ji 


YOU  MIGHT  BE  .SUKPRISP:D  TO 

find  former  basketball  star 
Julius  Ei'ving  in  the  pits 
during  races  on  the  Busch 
Series  Grand  National  Divi- 
sion circuit,  the  minor 
leagues  of  stock-car  racing. 
Don't  be.  Dr.  J  is  co-owner  of 
the  first  black-owned  racing 
team  in  the  National  Associ- 
ation for  Stock  Car  Auto 
Racing  (nascar).  But  mak- 
ing it  in  a  mainly  white 


Southern  sport,  he  says,  is 
proving  a  rough  ride.  For 
starters,  it  took  Erving  and 
former  NFL  running  back  Joe 
\\';i.-iiiiigton — one  of  four  oth- 
er owners  of  the  team 
— six  months  to  get  Dr 
Pepper  to  back  the 
team,  with  some  $2.5 
million.  They  still  seek 
a  sponsor  with  $8  mil- 
lion for  a  team  in  the 
Winston  Cup  series,  the 
sport's  big  leagues. 

Wliy  bother?  Ei-ving, 
an  exec  with  the  nba's 
Orlando  Magic,  grew  up 
1 1 ear  a  racetrack  in 
New  York  and  likes  the 
sport.  But  his  past  suc- 
cesses haven't  transferred 
well.  "I've  been  treated  like 
one  of  the  boys,"  he  says, 
"but  my  notonety  is  not  en- 
hancing my  role  as  a  busi- 
ness person.  If  anything,  it's 
a  bit  of  a  distraction."  Money 
woes  aren't  all.  The  Washing- 
ton/Erving  Motorsports  team 
has  a  mediocre  record.  What 
to  do?  Erving  may  start  a 
camp  to  develop  minority 
drivers.        Brad  Wolvertoyi 


PAPER  PLAYS 


STOCK  TRADING  CAN  BE  A  NASTY  HABIT 


IT  S  A  STAPLE  OF  PERS(JNAL- 

flnance  advice:  Buy  and  hold, 
because  trading  the  stock 
market  is  a  sucker's  bet.  But 
does  anybody  know  just  how 
badly  those  quick-draw 
traders  are  shooting  them- 
selves in  the  feet? 

Thanks  to  a  just  released 
study  by  Brad  Barber  and 
TeiTance  Odean  of  the  Uni- 
versity of  California  at  Davis, 
we  now  know.  And  the  an- 
swer is  that  it's  an  ugly, 
bloody  mess.  The  researche]'s 
looked  at  a  large,  unnamed 
discount  brokerage  firm's 
trading  records  foi'  78,000 


Annual  average  total 
returns 
TYPICAL  INVESTORS 


FREQUENT  TRADERS 

DATA  BARBER  8.  ODtAN 


15.3% 
10% 


households  from  February, 
1991,  through  December, 
1996.  They  found  that  after 
commissions  and  other  trans- 
action costs,  the  average 
household  saw  an  annual  av- 
erage total  return  of  15.3%. 

But  the  20%  of  households 
classified  as  frequent  trad- 
ers— more  than  48  trades  per 
year — fared  miserably,  with 
an  annual  average  net  of  just 
10%.  They  gave  up  more 
than  a  third  of  what  they 
might  have  made. 

The  paper's  bottom  line: 
"Ti'ading  is  hazardous  to 
your  wealth."  It's  a  wai-ning 
that  probably  should  be 
printed  on  the  side  of  every 
new  brokerage  account  kit. 
Ignore  it,  and  risk  turning  a 
thundering  bull  market  into 
your  own  meanflering  cattle 
drive.  Robert  Barker 


OVER  THERE 

HOW  MANY  EUROS 
FOR  THAT  f/?(yAM(i£? 

THE  CREATION  OF  EUROPE'S 

single  currency  may  have 
economists  singing  hosannas. 
But  some  retailers  wony  that 
shoppers  will  be  less  than 
thrilled.  Says  Michel  Pail- 
lard,  euro  project  director  at 
Auchan,  France's  second- 
largest  retailer:  "Customers 
are  frightened  that  we'll  use 
the  euro  to  cheat  them." 

How  so?  Consider  one 
round  of  cheese,  for  example, 
priced  at  10  francs,  another 
at  8  francs.  The  20%  differ- 
ence is  clear.  But  with  one 
euro  generally  worth  more 
than  one  unit  of  local  cun-en- 
cy,  that  price  difference  seems 
smaller.  The  cheeses  now  go 
for  1.66  eiu'os  and  1.33  em-os. 
That  perception  may  confuse 
or  anger  consumers,  even 


with  prices  posted  in  en 
and  local  cuiTencies.  Says  I 
lard:  "People  don't  pay  ati 
tion  after  the  decimal  poii 
So  Auchan  plans  majoi 
blitzes  to  remind  consun 
that  value  is  value,  no  n 
ter  the  cmrency.  Ali-eady, 
store  near  Belgium  hi 
shn)ii)ei's  avoiding  Belgiu 


SHOPPING:  En  rn-vniifaSU 


sales  tax.  After  the  eur 
laimched,  Auchan  wants 
of  them.  With  other  sti 
thinking  similarly,  consul^ 
may  benefit  in  a  euro-inspf 
price  war  William  Echik)'', 


THE  BIG  PICTURE 


HOW  LIKELY  ARE  SMALL  BUSINESSES  TO  BYTE 

Although  60%  of  small  businesses  do  not  currently  use  tl] 
Internet  as  a  marketing  tool,  nearly  half  said  they  were 
likely — and  22%  said  very  likely — to  do  so.  Trouble  is, 
more  than  70%  didn't  know  where  to  start. 

LIKELIHOOD  OF  USING  THE  INTERNET  I 


0  10  20  30  40  50  60 
►  PERCENT    FROM  A  NATIONWIDE  SURV" 
792  SMALL  BUSINESSES  ' 
DATA  MICROSOFT       ADDITIONAL  SAMPLING  IN  ■ 
SIDEWALK  CITY  GUIDE        REPRESENTATIVE  CITIt 


FOOTNOTES  Skills  top  managers  .say  job  applicants  lack:  foreign  lang-uage,  43%;  technology,  1 5% 
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majority 

Toyota  Camry.  #1  selling  car  in  America* 

rules. 


CAMRY 


TOYOTA 


everyday 


1  800-GO-TOYOTA  •4' w  w  w. t  o y 0 1  a . c  0 m 


©1998  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.  "Based  on  calendar  year  1997  unit  sales. 
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pentiumj[ 


UNPACK  YOUR  LAPTOP  ON  THE  AIRPLANE? 


f 

INTRODUCING  THE  IBM  THINKPAD  600 

e  innovative  covers  that  protect  its  docking  port  to  the  way  the  keys  feel  when  you  press  them.  From  the 
designed  to  integrate  the  latest  technologies  to  the  way  it  makes  people  look  twice.  There's  something 
about  a  ThinkPad'-' notebook.  And  the  new  ThinkPad  600  is  no  different.  It's  thin,  light,  powerful  It's  got 
right,  high-resolution  screen.  And  it  can  accommodate  a  CD-ROM.  All  combining  to  make  it  more  than 
ol  you  need,  but  a  tool  you  want.  See  it  at  www.ibm.com/thinkpad6(M)  or  call  1  800  426  7255,  ext.  4771. 

6  MHz'  Pentium"  II  processor  /  Up  to  4GB'  Hard  Drive  /  Up  to  13.3"  display  /  About  5  lbs'  /  1.4  "  thin'  /  From  S2,799' 

(©business  tools 
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Readers  Report 


COUNTING  CHICKENS 
BEFORE  THEY  HATCH 


In  "The  new  stock  traders"  (Cover 
Story,  May  4),  you  seem  to  have  for- 
gotten us  teenagers.  I  may  be  the 
youngest  investor  (15)  who  subscribes  to' 
BUSINESS  WEEK — bujing  and  trading  af- 
ter school  for  my  dad.  I  set  up  a  port- 
folio on  Yahoo!  for  all  the  stocks  I  want- 
ed to  watch.  I  also  downloaded  reports 
on  companies  in  the  Standard  &  Poor's 
500-stock  index  and  chose  a  stock:  Lu- 
cent Teclinologies  Inc.  After  buying  and 
watching  and  selling,  I  made  enough 
money  to  piuxhase  a  scanner  and  leave 
some  for  investment. 

Then,  I  began  thinking  big — like  col- 
lege. If  I  played  my  stocks  correctly 
right  now,  I  could  probably  make  my 
first  year's  college  money,  keep  trading 
daring  my  first  year,  make  money  for 
my  second  year,  and  so  on.  Then,  I 
learned  a  crucial  lesson  of  the  stock 
market  (not  to  mention  physics):  Wliat 
goes  up  must  come  down. 

Apaar  Trivedi 
Sugar  Land,  Tex. 

MOTOROLA'S  WORST  TROUBLES 
ARE  BEHIND  IT  

Motorola  Inc.  stands  apart  as  an  ex- 
ample for  others  to  follow — even  as  it 
experiences  a  downturn  in  business 
("How  Motorola  lost  its  way,"  Infonna- 
tion  Teclinologj',  May  4).  Companies  are 
complex  adaptive  systems,  subject  to 
the  life  cycle  of  biith,  growth,  prosperi- 
ty, and  decline.  But  companies  have  the 
possibility  of  renewing  themselves 
(something  that  only  a  few  achieve). 

Motorola  has  a  histoiy  of  reinvent- 
ing itself,  and  there  is  ample  e\idence  it 
is  doing  so  again.  Investing  in  the  Irid- 
ium satellite  network — a  risky  and  far- 
sighted  investment  if  there  ever  was 
one — could  lead  to  some  profound  glob- 
al changes.  As  a  consultant  to  Motorola, 
I  have  witnessed  how  then-  efforts  today 
are  geared  toward  renewing  the  orga- 
nization's culture,  products,  markets, 
and  customer  relationships. 

It  was  several  yeai's  ago  that  Motor- 


ola was  in  its  worst  shape,  even  thou 
the  numbers  didn't  show  it  then, 
day,  the  company  is  rapidly  moving 
of  trouble.  You  would  do  your  readen 
and  investors  in  great  companies  si 
as  Motorola — a  gi-eater  service  by  t: 
ing  a  more  systemic  and  less  sensatii 
alist  perspective. 

Mark  Youngbk 
Presidi 
Quay  Alliance  I 
Flower  Mound,  T 

MAHATHIR'S  ANTI-SEMITISM 
IS  AN  OLD  STORY 


I 


Although  Malaysian  Prime  Minis 
Mahathir  Mohamad  attempts  to  just 
anti-Jewish  remarks  he  made  earl 
this  yeai",  we  must  remember  that  tb 
distasteful  comments  ai'e  consistent  w 
his  long  history  of  anti-Semitism 
belief  in  a  Jewish  conspiracy  to  br 
about  the  downfall  of  Malaysia.  So 
recent  comments  blaming  a  Jewish  d 
spii-acy  for  Malaysia's  economic  fall  ca 
as  no  surprise  ("Mahathu-  speaks  oi 
International  Business,  May  4). 

Pre\ious  statem.ents  by  Mahatliir 
elude  a  comment  in  1988  that  the  W( 
em  media  are  controlled  by  Jews 
cause  they  have  to  bow  to  Zior 
interests — and  an  accusation  that  Jewi 
owTied  foreign  publications  are  atteni 
ing  to  destabilize  Malaysia.  After  an 
favorable  1986  article  about  Malayi 
the  Prime  Minister  claimed  The  W 
Street  Journal  was  controlled  by  Jf 
and  part  of  a  Zionist  plot  to  overthr 
his  regime.  The  list  goes  on  and  on 
Abraham  H.  Foxn 
National  Dii'ee 
Anti-Defamation  Leaj 
New  Yi 

SOME  PRICES  CHANGE 
AT  GLACIAL  SPEED 


You  make  several  useful  points 
"Good-bye  to  fixed  pricing"  (Spe< 
Report,  May  4),  but  10  yeai-s  of  pric 
consulting  with  leading  softw; 
companies  indicate  the  changes  \ 
take  longer  than  you  suggest. 
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,tuce  products  or  products  that  are 
ived  as  commodities  will  feel  the 
est  price  pressure.  Differentiated 
cts  or  products  in  short  supply  are 
's  able  to  resist  these  pressures. 
I  the  Internet  and  other  computer 
ologies  present  opportunities  for 
irs  and  lower  prices  to  customers, 
will  not  lead  to  rapid  change  for 
easons:  First,  pricing  is  not  done  in 
uum  but  is  one  element  of  a  com- 
inteirelated  business  system. 
;ond,  the  links  between  the  price 
by  the  customer  and  vendor  are 
to  respond  to  change.  Even  if 
;  change  dynamically,  sales-com- 
tion  plans  do  not.  Even  when  cus- 
•s  minimize  the  role  of  resellers  to 
jtter  prices,  their  spending  changes 
/,  since  they  must  still  meet  the 
for  factory  service  and  support, 
quickly  will  companies  replace  part 
ii'  pui'chasing  staff  with  a  bunch  of 
are  robots  looking  for  the  best 
Even  the  best  and  the  brightest 
time  to  adapt  their  business  mod- 
new  pricing  paradigms. 

James  H.  Geisman 
Wayland,  Mass. 

TIONAL  SCHOOLS 

GOOD  MOTIVES  

o-arding  "Vocational  School  for 
al?"  (The  Coiporation,  May  4),  I 
uoted  by  the  author,  who  received 
)rt  of  an  evaluation  I  conducted  in 
af  the  Alexandria,  Va.,  campus  of 
uter  Learning  Center  Inc.  There 
everal  points  about  which  your 
rs  should  be  aware.  First,  the  vo- 
al  school  industry  is  highly  regu- 

Schools  are  required  to  comply 
;epai'ate  sets  of  standai'ds  imposed 
them  by  the  state  education  de- 
lents,  the  accrediting  commissions, 
le  federal  Dept.  of  Education.  Often 

standards  are  inconsistent,  and 
imes  they  are  even  contradictoiy. 
5  a  few  areas  where  the  schools  are 
1  compliance  and  then  imply  that 
2ould  aitificially  inflate  revenues"  is 
ir  to  the  schools. 

:ond,  my  citation  was  for  a  failiu'e 
5  school  to  adhere  to  an  admission 
ird  for  just  one  of  the  progi-ams 
:he  school  offers  and  which  was 
and  beyond  that  required  by  any 
regulatoiy  agencies.  The  students 
ted  to  the  program  were  not  un- 
led  in  tenns  of  the  minimum  edu- 
al  backgi-ound  requu-ed  by  those 
itoiy  agencies.  There  was  simply 
cumentation  that  they  possessed 
rtra  qualifications  that  CLC  requii-ed 
m. 

d  third,  the  CLC  asked  me  to  ex- 
:  the  Alexandria  school.  The  fact 
he  company  hired  an  outside  con- 


sultant to  conduct  a  critical  examina- 
tion of  its  schools  to  help  them  coirect 
any  areas  of  non-compliance  speaks  to 
CLC's  motives. 

John  Rogers 
Educational  Consulting  Sei-vices 
Manassas,  Va. 

CASH  FLOWS  ARE  THE  RIGHT  WAY 
TO  VALUE  A  BUSINESS  

In  "Mergers:  Crack  down  on  stupid 
accounting  tricks"  (News:  Analysis  & 


Commentary,  May  4),  you  indicate  buy- 
ers hate  goodwill  because  it  must  be 
amortized.  Buyers  may  also  dislike 
goodwill  because  it  creates  a  vague,  dif- 
ficult-to-evaluate  asset.  Although  good- 
will must  be  amortized,  it  is  in  many 
cases  an  asset  that  should  not  diminish 
in  value  over  time  and,  in  fact,  may  ap- 
preciate under  good  management. 

When  two  historically  similar  busi- 
nesses are  merged  using  purchase  ac- 
counting, the  result  may  be  a  freak: 
one-half  historical  accounting,  one-half 


'You're  right,  Bob,  he  does  look  a  hit  like  me. 
However,  he  has  no  idea  what  the  Williams 
Bandwidth  Advantage  is. " 


that  Williams  network 


11.000  fiber  miles  laid,  lit  and  ready  to  ride. 


Sit.  stay.  Visit  www.willtales.com.  or  call  1-800-WILLIAMS.  lor  doggedly  superior  telecom  solutons.  ©1998  The  Williams  Companies,  Inc 
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cui'rent  value.  What  can  the  resulting 
earnings  be  compared  with?  Virtually 
nothing.  For  smaller  companies,  the  ef- 
fort required  to  track  purchase  ac- 
counting may  be  quite  onerous,  since 
they  may  still  be  required  to  maintain 
historical  accounting  records  for  local 
and  state  tax  reasons.  Purchase  ac- 
counting may  also  create  problems  re- 
lating to  a  variety  of  contracts,  leases, 
and  agi'eements. 

Yes,  pooling  accounting  can  be 
abused,  but  purchase  accounting  may 
lead  to  equally  great  abuses.  Pooling  is 
often  chosen  for  very  legitimate  rea- 
sons that  are  not  "stupid  accounting 
tricks."  Ultimately,  businesses  should 
be  valued  based  on  their  cash  flows,  ig- 
noring distortions  created  by  either  ac- 
counting method. 

Dale  Schmid 
Santa  Rosa,  Calif. 

PROTECTING  UNIONS'  FREEDOM 
IS  GOOD  BUSINESS  

The  California  initiative  procedure 
can  be  a  magical  tool  for  self-govern- 
ment ("A  shot  in  the  foot?"  News: 
Analysis  &  Commentary,  May  4).  When 
politicians  are  too  meek  to  assert  the 
rights  of  citizens,  sometimes  we  have 
to  stand  up  and  make  the  law  oui'selves. 

I  have  been  a  union  member  for  30 
yeai-s,  powerless  to  stop  my  union  ft'om 
giving  my  money  to  candidates  and 
causes  I  did  not  support.  If  my  union 
wants  to  spend  members'  money  on  pol- 
itics. Proposition  226  simply  requires 
them  to  ask  first.  Protecting  the  political 
fi-eedom  of  union  members  is  more  than 
just,  it  is  good  business. 

Robert  Bowen 
Woodland  Hills,  Calif. 

WHY  GTE  IS  FIGHTING 

AN  MCl-WORLDCOM  MERGER 

In  "Will  WorldCom  have  to  slim 
down?"  (Up  Front,  May  11),  you  cor- 
rectly note  that  "if  [mci]  sells  off  a  chimk 
of  its  network,  rivals  such  as  gte  would 
be  eager  to  gobble  up  the  cast-offs."  That 
fact,  finally  bi'ought  to  light,  will  help 
answer  why  gte  has  mounted  such  an 
aggressive  and  costly  campaign  to  bring 
down  McVs  merger  with  WorklCom. 

Since  it  lost  its  bid  for  our  company 
late  last  year,  GTE  has  invested  consid- 
erable resources  to  stop  the  MCi-World- 
Com  merger.  Not  only  has  GTE 
bankrolled  efforts  by  the  Commun- 
ications Workers  of  America  to  discred- 
it our  merger  but  it  has  also  hired  a 
Washington  public  relations  firm  to 
mount  a  disinformation  campaign  that 


includes  creating  false  grassroots  0^,1 
litions  to  oppose  the  merger. 

Wliat  is  motivating  gte  to  stop  ii 
merger?  GTE  has  invested  heavily  5: 
building  its  Internet  business  and  viei 
the  combined  MtT-WorldCom  as  a  thr; 
to  its  expansion  plans.  With  revenuesjf 
about  $172  million,  the  Internet  businjj 
at  GTE  is  larger  than  at  either  AT&Tf 
MCI.  Clearly,  gte  wants  to  protect 
substantial  investment  in  the  Intemt 

Also,  GTE  is  afi'aid  that  a  combii 
MCi-WorldCom  would  give  gte  for ' 
dable  competition  in  its  local  mon 
oly  phone  markets  and  give  its  c 
tomers  a  real  choice  for  local  servic 
Timothy  F.  Prf 
Presidi 

MCI  Communications  Ccl 
Washingf 

Editor's  note:  gte  filed  suit  in  fedi 
court  on  May  7  to  block  the  MCi-Wot 
Com  merger. 
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KEEPING  UP  WITH 
IE  JONESES  KILLING  US? 


while  back,  I  interviewed  a 
woman  in  western  Massachusetts 
>.who  was,  inarguably,  strapped, 
ad  lost  her  $18,000-a-year  job  sev- 
nonths  earlier,  and  her  live-in 
end  didn't  earn  much.  Health  in- 
;e  for  her  and  her  daughters  was 
f  reach:  "I  just  punt  and  hope 
healthy,"  she  said.  And  yet,  in 
•aitment,  I  beheld  the  trappings  of 
-middle-class  comfort.  The  big- 
1  TV  and  VCR.  The  crush  of  name- 
toys.  And  outside,  the  fau-ly  new 
,n  Town  Car — for  which  she  was 
il  months  behind  on  payments. 
!  tableau  was  at  once  absui'd  and 
3ut  not  altogether  surprising.  We 
fter  all,  a  nation  of  accomplished 
ers,  slaves  to  advertising  and  sta- 
mbolism.  The  conspicuous  finits  of 
)nsumption  shout  out  our  aspira- 
and  insecurities. 

s  is  the  phenomenon  Juliet  Schor 
'es  in  The  Overspent  American. 
a  Harvard  University  economist, 
ilivered  what  amounts  to  a  sequel 
r  breakthrough  1992  study,  The 
mrked  American.  That  book,  jus- 
y  embraced  as  gospel  by  the  hu- 
■esources  intelligentsia,  expertly 
lented  the  time  squeeze  faced  by 
icome  famihes  as  hours  on  the  job 
ided.  Americans'  leisure  time, 
demonstrated,  was  vanishing, 
y  are  we  killing  ourselves  this 
In  large  part,  Schor  argues  now, 
'ork  so  that  we  might  spend, 
icans  are  engaged  in  an  intensify- 
lational  shopping  spree"  rooted  in 
■titive  emulation — keeping  up  with 
)neses  on  a  manic  scale.  "We  are 
erishing  ourselves,"  she  writes, 
rsuit  of  a  consumption  goal  that  is 
;ntly  unachievable." 
Tosive  consumerism,  of  coui'se,  has 
:d  as  long  as  envy  and  avarice, 
at  the  pharaohs'  pyramids.  And 
of  Schor's  evidence  of  its  cun'ent 


manifestation  will  seem  blatantly  famil- 
iar to  anyone  with  a  TV,  a  car,  or  kids. 
(Example:  "The  coolest  [teen]  bi-ands 
ai'e  often  fashion  brands  or  'badge  items' 
that  kids  can  wear  and  relay  a  message 
about  themselves."  Like,  duh.) 

But  Schor  argues  that,  in  the  late 
20th  centuiy,  competitive  spending  has 
intensified  insidiously.  In  part,  that's  be- 
cause the  gap  between  rich  and  poor 
has  widened,  creating  a  highly  visible 
class  of  superwealthy  who  set  outra- 
geous spending  precedents  for  every- 
one else.  At  the  same  time,  h 
TV  ads,  not  to  mention  the  '  QVj."  p'l!; 
programs  they  punctuate,  \Ali  "V' 
have  brought  images  of  '  ■  ' >  '  • 
Lexuses  and  Rolexes,  di- 
rected at  the  rich,  to  the 
gazes  of  average  Joes.  So 
designer  cosmetics  are  now 
the  middle-class  norm,  and 
two  cars  in  the  driveway 
(one  a  sport-ute,  naturally) 
a  necessity. 

This  theory  is  difficult  to 
confirm.  Like  much  of  ii  i  ii  ! 
Schor's  book,  it  relies  on  aanacJat! 
logical  leaps  and  readers'  gut-mstiml 
acceptance.  True,  per  capita  spendnig 
has  swelled  for  decades,  but  at  a  lower 
rate  now  than  in  the  1960s,  befoi'e  two- 
income  families  proliferated.  Moreover, 
when  asked  in  a  Roper  poll  how  much 
income  a  family  of  four  needs  to  live 
"in  reasonable  comfoit,"  Americans'  re- 
sponses since  1978  have  trailed  infla- 
tion. In  any  case,  Schor  never  proves  a 
connection  to  the  wealth  gap.  Likewise, 
she  can't  show  that  the  number  of 
"downshifters" — those  who  escape  the 
trend  by  working  and  buying  less — is 
any  greater  than  a  generation  ago.  It's 
unfortunate:  The  study  lacks  the  em- 
pii-ical  validation  that  made  The  Over- 
worked American  so  compelling. 

The  Overspent  American  is  strongest 
when  it  employs  imaginative  economic 


analysis  to  show  us  the  inner  workings 
of  our  materialism.  There  is,  for  exam- 
ple, Schor's  examination  of  personal  sav- 
ings from  her  survey  of  834  workers  at 
"Telecom,"  a  lai'ge.  Southern  telecom- 
munications company. 

Employees  were  asked  to  identify  a 
group  of  "Joneses" — people  in  their  lives 
who  were  a  primaiy  I'eference  for  social 
comparison.  Then  they  were  asked  to 
compare  their  financial  status  with  that 
of  the  Joneses.  On  average,  people  who 
said  they  were  worse  off  saved  $2,953  a 
year  less  than  those  who  picked  a  ref- 
erence gi'oup  of  siiTiilai'  means.  Trying  to 
keep  up  with  Joneses  richer  than  our- 
selves, in  other  words,  knocks  spend- 
ing out  of  whack. 

Other  factors  have  surprising  effects 
on  savings  rates,  Schor  finds.  Better- 
educated  respondents  tended  to  save 
less.  (She  guesses  that  such  folks  are 
more  status-oriented,  but  admits  "it's 
hard  to  say  why.")  So  did  ardent  TV 
watchers.  Each  hour  Telecom  workers 
spent  glued  to  the  tube  re- 
duced annual  savings  by 
$208.  (Schor's  unsubstanti- 
ated interpretation:  "What 
we  see  on  TV  inflates  our 
sense  of  what's  normal.") 

Such  analyses,  while 
flawed,  show  the  economic 
and  social  downsides  of  the 
"consumer  escalator"  Much 
of  our  spending  clearly  is 
unnecessary  or  wasteful, 
raising  troubling  moral 
questions.  Moreover,  the  uj^- 
hill  pursuit  of  material  nir- 
\  ana  is  stressing  us  out.  Amid  wide- 
spread wealth,  most  Ameiicans  aren't 
content  with  their  lives. 

Is  that  such  a  terrible  thing?  I'm  am- 
bivalent. Ambition,  dissatisfaction  with 
the  status  quo,  a  desire  to  improve  our 
lots  and  those  of  oui*  children — these  are 
profoundly  American,  if  not  universal, 
tr-aits.  They  have  driven  us  to  stunning- 
accomplishments  and  global  leadership, 
and  few  would  want  the  alternative  of 
complacency  and  stasis.  Yet  we  spend 
more  than  we  should  on  Armani  and 
OsliKosh  B'gosh,  and  it's  making  us  ci-azy. 
Schor  would  have  us  on  a  middle  path, 
one  that  retains  the  ardor  but  loses  the 
insanity.  Perhaps  it's  worth  a  tiy. 

BY  KEITH  H.  HAMMONDS 
Ham-moncls  drives  a  rusty  1987  Acu- 
ra — and  a  1992  Ford  E.rplorer. 


VE'RE  SHOPPING  OURSELVES  SILLY,  SCHOR  SAYS, 
BUT  HER  EVIDENCE  ISN'T  COMPELLING 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROIVI 

A  FAX  THAT 
DOES  IT  ALL 


This  new  LaserJet 
scans,  copies,  prints 
and  yes,  faxes  like  a 
champ,  all  for  $699 

Wlien  electronic  mail 
burst  on  the  scene 
as  a  mainstream 
business  tool  a  few  years 
back,  many  computer  pundits 
declared  that  faxing  was 
doomed.  E-mail  was  easier, 
faster,  and,  especially,  much 
cheaper.  Today,  it's  cleai-  that 
at  most,  E-mail  slowed  the 
gi'owth  of  fax  a  bit.  What's 
more,  manufacturers  contin- 
ue to  turn  out  gear  designed 
to  make  faxing  easiei' 
and  more  efficient. 

One  of  the  most  in- 
triguing of  these 
products  is  the  new 
LaserJet  3100  from 
Hewlett-Packard  Co. 
The  $699  machine, 
based  on  the  .$400 
LaserJet  6L  printer, 
can  handle  all  the 
printing  chores  of 
your  Windows  95  or 
NT  computer  with 
600-dot-per-inch  black- 
only  output  at  six 
pages  per  minute.  It 
adds  scanning,  copy- 
ing, and  a  sophisticat- 
ed fax  machine,  com- 
bining  to  make  for  an 
inexpensive  and  compact 
multifunction  machine  that 
does  several  tilings  veiy  well. 

The  8100  could  easily  jus- 
tify itself  as  a  stand-alone  fax. 
Until  recently,  laser  faxes 
have  been  designed  for 
heavy-duty  work  and  cost 
well  over  .$1,000.  The  cheap- 
est faxes  use  miserable  ther- 
mal {iaper  that  ciu'ls  up,  fades 
quickly  into  illegibility,  and 
costs  roughly  5?  a  sheet. 


Shghtly  more  expensive  units 
use  Inkjet  piinters,  wMch  are 
noisy  and  use  relatively  ex- 
pensive ink  cartridges.  Lasers 
offer  the  best  and  fastest 
printing,  ciuiet  operation,  and 
the  lowest  per-page  cost  of 
supplies. 

LInlike  many  earlier  multi- 
function machines,  the  3100 
does  not  scrimp  on  fax  capa- 
bilities. It  can  hold  150  pages 
in  memoiy,  save  175  numbers 
for  speed  dialing,  disti'ibute 
faxes  to  up  to  25  group  lists, 
and  poll  remote  fax  machines 
to  fetch  transmissions. 

Wliile  all  of  these  fimctions 
can  be  controlled  via  the 


THE  LASERJET  3100:  Your  PC  can  run 


3100's  push  buttons,  the  unit 
really  shines  when  you  oper- 
ate it  through  your  FC  using 
the  very  capable  JetSuite 
software  from  JetFax.  Jet- 
Suite  lets  you  control  the 
3100's  scanner,  copier,  and  fax 
fimctions  fi'om  your  computer. 
Drop  a  document  to  be  faxecl 
01'  scanned  into  the  inj^ut  slot, 
and  a  menu  pops  u{)  on  your 
sci'een  asking  if  you  want  to 
fax,  copy,  or  scan  the  docu- 
ment. Choosing  "fax"  allows 


you  to  fill  in  a  cover  page 
form,  dial  the  phone,  and 
send  the  document  to  one  or 
more  recipients.  As  with  oth- 
er fax  software,  you  can  cre- 
ate documents  in  a  word 
processor  or  other  applica- 
tion, then  dispatch  them  by 
"printing"  to  the  fax  madiine. 

If  you  send  a  lot  of  fax- 
es— enough  so  that  yom'  fax 
machine  is  busy  most  of  the 
time — you  might  want  to 
move  up  to  the  JetFax 
M900  series,  starting  at 
$2,495.  The  M9io  offers  tin- 
same  general  features  as 
the  HP  and  the  same  Jet- 
Fax  software.  But  it  is 
designed  for  more  rugged 
use — faster  printing,  big- 
ger paper  bins,  more  memo- 
ry, and  other  features  consis- 
tent with  a  heavy-duty  cycle. 
Other  models  in  the  family 
add  dual-line  faxing  so  that 
you  can  send  and  receive  si- 
multaneously. The  ultimate  in 
fax  capability  is  software — 
such  as  RightFAX,  starting  at 
$1,495— that  runs  on 
a  Windows  NT  server 
and  allows  faxes  to  be 
sent  and  received 
from  any  PC  on  a 
network. 

At  the  other  end  of 
the  spectnim,  you  can 
equip  your  computer 
for  faxing  at  veiy  lit- 
tle cost.  Just  about 
every  modem  sold  to- 
day has  the  ability  to 
send  and  receive  fax- 
es. Windows  95  (but 
not  NT)  includes  fax 
software.  If  you  want 
something  more  capa- 
ble, Symantec  Corp.'s 

  $95  WinFax  pro  adds 

more  sophisticated  features 
such  as  distribution  lists.  An 
inexpensive  sheet-fed  scan- 
ner, such  as  a  $99  Visioneer 
PaperPort  vx,  lets  you  fax 
any  page  that  can  be 
scanned. 

Fax  may  not  be  the 
coolest  form  of  communica- 
tion, but  it  still  wins  for  reli- 
ability and  ubiciuity.  With  a 
good  PC-based  setup,  it  can 
be  among  the  easiest  and 
most  efficient,  too. 


BULLETIN  BOAR 


WIRELESS 
A  CHEAPER  CAR  PILOT 

Navigation  systems  install 
in  cars  use  mapping  soft- 
ware and  satellites  to  help 
you  find  your  way  near  any^ 
where,  but  the  $l,500-plu< 
cost  is  daunting.  Now,  a 
3Com  Corp.  PalmPilot,  a 
$19.95  adapter  cable  from 


DeLorme  (207  846-7000), 
and  an  inexpensive  global 
positioning  system  unit,  si 
as  DeLorme's  $199  Tripma^ 
can  guide  you  for  far  less. 
You  plot  a  route  on  a  desk! 
computer  using  DeLorme's 
$45  Street  Atlas  usa  5.0  or 
AAA's  $39  Map'n'Go  4.0,  th 
transfer  instructions  to  yoi 
PalmPilot.  The  Pilot  can't 
display  maps  or  speak  but 
does  beep  to  warn  you  of 
upcoming  turns.  To  read  it 
easily,  you'll  need  a  Velcro 
strip  or  other  holder  on  yoi 
dash.  And  it  would  be  help 
if  it  told  you  to  turn  left  or 
right,  rather  than  east  or 
west.  But  the  gps  Pilot  is  u 
ful  despite  its  flaws,  and  i 
could  presage  a  new  genei 
tion  of  navigation  systems 

THE  INTERNET 
EASY  FILE  COPIES 

Internet  old-timers  know  th 
the  file  transfer  protocol  (n 
is  a  much  better  way  to  doi 
load  big  files  than  using  th 
Web.  But  FTP  has  always  be 
hard  to  use.  Now,  the  $37.! 
ws-FTP  5.0  from  Ipswitch 
(www.ipswitch.com)  makes 
the  process  far  easier  by  iti 
grating  with  Windows  ExpK 
and  providing  point-and-cH 
file  copies  from  ftp  servers. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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HAS  THE  WORLD  GOTTEN  SMALLER, 
OR  IS  IT  THAT  WE'VE  JUST  GOTTEN  BIGGER? 

and  will  allow  us  to  better  serve  our  clients.  The  merger  creates  economies 
of  scale  that  will  stimulate  investment  in  more  competitive  products 
and  services,  which  will  serve  to  make  The  St.  Paul  Companies  stronger  and 
more  competitive.  For  145  years,  The  St,  Paul  has  stood  solidly  betweeri  our 
clients  and  disaster.  As  of  today,  we're  standing  more  solidly  than  ever  before. 


By  now,  everyone  knows  the  modern-day  mantra:  information  is  power.  The  tricic  is  l<nowing  how  to  ma  Ice  it  quick 
accessible  throughout  your  company's  network.  Which  is  where  we  come  in.  Using  fibre  channel  technofogy,  Seagaj 
is  developing  hardware  and  software  to  deliver  Storage  Networking.  A  revolutionary  concept  that'll  bring  speej 
intelligence  and  a  limitless  capacity  to  storage  and  networks.  So  that  all  your  information  is  entirely  accessib 
Tex  everyone  who  wants  it.  All  the  time.  It's  just  one  of  the  ways  Seagate  is  helping  to  access,  process,  analyze  ai 
protect  your  information.  So  you'll  have  it,  the  way  you  want  it.  To  find  out  more/visit  us  at  www.seagate.com/bw 

Seagate,  the  Seagate  logo  and  the  tagline  are  registered  trademarks  or  trademarks  of  Seagate  Technology,  Inc. 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


ECONOMIC  FACTS  PLAY 
SECOND  FIDDLE  TO  FEELINGS 


NONSENSE: 

The  federal 
budget  deficit, 
Social  Security 
privatization, 
and  Michael 
Milken  have 
all  been 
hostage 
to  hysteria 


Paul  Craig  Roberts  is  John  M.  Olin 
Fellow  at  the  Institute  for  Political 
Economy  in  Washington,  D.C.,  and 
Senior  Research  Fellow  at  the  Hoover 
Institution,  Stanford  University. 


This  feature,  Economic  Viewpoint,  origi- 
nated on  Sept.  5,  1983,  wlien  then-  Edi- 
tor-in-CMef  Lewis  Young  concluded  that 
BUSINESS  week's  readers  needed  a  better  per- 
spective on  the  Reagan  Administration's  eco- 
nomic pohcy.  I  was  chosen  as  the  columnist 
for  the  new  featui'e.  My  column  ran  every  oth- 
er week,  sometimes  in  two  full  pages. 

On  May  6,  1985,  a  new  policy  was  announced 
by  Stephen  B.  Shepard,  the  new  editor-in- 
chief:  "Robeits'  lively  and  provocative  aiticles 
have  made  the  featm-e  a  populai'  one.  We  have 
decided  to  build  on  that  success.  Beginning 
vnth  this  issue.  Economic  Watch  [the  featm-e 's 
title  until  November,  1987]  will  appeal'  in  the 
magazine  eveiy  week  instead  of  only  twice  a 
month  as  it  has  in  the  past.  To  join  Robeits, 
we  have  enlisted  three  other  distinguished 
contributors." 

After  16  yeai-s  as  business  week's  longest- 
iTinning  columnist,  I'm  writing  my  last  col- 
umn. Over  those  many  years,  I  heard  fi'om 
more  readers  than  I  could  answer.  To  make 
partial  amends,  I'm  dedicating  my  final  col- 
umn to  the  three  issues  that  brought  in  the 
most  mail — the  budget  deficit.  Social  Security 
privatization,  and  Michael  Milken.  Readers 
whose  local  papers  don't  cany  my  syndicated 
column  can  find  me  at  www.opeds.com  and 
montlily  in  Investors  Business  Daily. 
RED  INK.  Many  of  my  columns  dealt  with  the 
deficit  hysteria  that  tlu-eatened  to  wreck  the 
supply-side  plan  for  escaping  from  stag^flation 
and  worsening  trade-offs  between  inflation  and 
unemployment.  Supply-side  economists  con- 
cluded that  the  malaise  of  the  U.  S.  economy 
came  fi'om  piunpiiig  up  demand  with  easy  mon- 
ey while  discoiu'aging  output  with  high  mar- 
ginal tax  rates.  The  inability  of  Keynesian 
economists  to  revive  their  demand-manage- 
ment policy  opened  a  door  for  supply-siders. 

President  Reagan's  {jlan  was  to  reduce  the 
gi'owth  rate  of  the  money  supply  gradually 
wliile  improving  economic  incentives.  Tlie  Fed, 
however,  believed  that  economic  growth  caused 
inflation  and  oven*eacted  to  what  Chaii'man 
Paul  A.  Volcker  saw  as  a  massive  fiscal  stimu- 
lus. Volcker  put  the  economy  into  recession 
before  the  tax  cuts  went  into  effect,  and  Rea- 
gan began  deep  in  the  deficit  hole. 

The  red  ink  tenified  Republicans,  whose 
antideficit  rhetoric  had  defined  Republican  eco- 
nomics since  the  days  of  Herbert  Hoover.  Bud- 
get Dii'ector  David  A.  Stockman  and  CoimcO  of 
Economic  Advisors  Chairman  Martin  S.  Feld- 


stein  ai'gued  that  the  deficit  would  force  up 
terest  rates,  crowd  out  investment,  and  pre\ 
an  economic  recoveiy.  They  wanted  the 
cuts  put  on  the  back  burner,  repealed,  or  ot 
taxes  raised. 

The  deficit  hysteria  gi'ew  over  time.  V 
Streeters  claimed  the  deficit  would  re\ive 
flation  and  wi'eck  the  bond  market.  Ecn 
mists  blamed  the  deficit  for  a  strong  do 
that  allegedly  was  deindustiializing  Amei 
and  for  a  trade  deficit  that  allegedly  was  gi\ 
foreigners  control  over  the  U.  S.  economy. 

I  carefully  answered  these  misconceptic 
but  Republicans  read,  "deficits  don't  matt 
and  the  hate  maO  poiu'ed  in.  The  yeai's  pa.< 
and  the  deficits  persisted,  but  inflation  am! 
terest  rates  continued  to  fall.  The  U.  S.  ec^ 
my  continued  to  expand,  and  U.  S.  compai 
became  the  most  competitive  on  earth.  Toi 
the  budget  deficit  has  disappeared,  but 
trade  deficit  is  lai'ger  than  ever. 

The  facts  and  the  RepubHcans  passed 
one  another  like  ships  in  the  night.  Exliau,- 
by  deficit  monomania,  the  Repubhcan  P; 
has  lost  its  edge  as  the  pai'ty  of  ideas,  and 
leadersliip  is  floimdeiing. 

The  responses  of  New  Deal  Democrats 
my  aiticles  on  privatizing  Social  Secuiity  w 
as  emotional  as  Republicans'  responses  to 
deficit  articles.  Some  readers  hated  the  ide 
a  privatized  pension  system,  and  I'm  gi-atefii 
them  for  making  me  awai'e  before  my  del 
with  former  N.  Y.  Governor  Mario  Cuomi 
National  Pubhc  Radio  that  Social  Seciuity  i 
a  subject  that  can  be  broached  with  facts 
analysis.  We're  in  a  race  between  the  pas- 
of  the  New  Deal  generation  and  the  collaps 
Social  Seciuity. 

The  hate  mail  in  response  to  my  colui 
about  junk-bond  king  Michael  Milken  w; 
tliird  lesson  in  the  feebleness  of  facts.  Milk 
persecution  was  the  vehicle  by  wliich  an 
bitious  U.  S.  Attorney  became  mayor  of  > 
York.  Milken  was  tried  and  demonized  in 
media.  To  end  the  ordeal,  Milken  agi'eed  ' 
six-count  plea  bai'gain  of  minor  infractions 
had  never  before  involved  any  time  in  pii 
and  he  was  double-crossed.  Despite  the  ii 
fence  of  many  readers,  Milken  was  not  ii; 
victed  of  insider  trading.  I 

As  a  columnist,  I've  found  that  giving  pe| 
information  may  not  w^ork  when  they  wi 
emotional  vindication.  As  the  growing  emjji 
sis  on  feehngs  crowds  out  reason,  facts  | 
play  a  smaller  role  in  public  discourse. 
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THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 
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When  you're  under  pressure  to  make  critical 
business  decisions,  CFO  Vision  software  delivers 
the  timely  and  accurate  information  you  need, 

CFO  Vision  is  the  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  profitabil'ity,  the  potential 
impact  of  a  reorganization,  or  key  performance 
indicators— in  any  currency. 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (0L7\P).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  1 00. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
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Economic  Trends 


BY  HOWARD  GLECKMAN  

LOWER  SALES, 
HIGHER  PROFITS? 

One  economist  sees  a  link 

It  sounds  paradoxical,  but  at  least  one 
economist  argues  that  the  profits 
boom  of  the  1990s  was  caused  in  part 
by  a  historic  collapse  in  the  gi'owth  of 
business  sales.  According  to  James 
Paulsen,  chief  investment  officer  of  Nor- 
west  Investment  Management  Inc.,  the 
lack  of  good  top-line  gTowth  forced  man- 
agers to  undertake  the  restructurings 
that  boosted  productivity  and  held  down 
inventory  and  compensation  costs.  The 
result:  strong  earnings. 

Paulsen  points  out  that  since  1990, 
sales  have  gi"own  at  an  average  annual 
rate  of  just  over  5%,  the  slowest  pace  of 
the  post-Woi-kl  War  II  era.  Neverthe- 
less, profits  have  boomed  by  more  than 
10%  annually,  the  strongest  decade  since 
the  wai-.  In  the  1960s,  by  contrast,  annu- 
al sales  grew  at  a  rate  of  almost  7%, 
wloile  profits  rose  at  less  than  a  6%  an- 
nual rate. 

But  Paulsen  frets  that  today's  opti- 
mistic atmosphere  is  not  sustainable. 
He  notes  that  real  gToss  domestic  prod- 
uct has  gi'own  at  just  2.3%  annually 
this  decade,  far  below  the  3.6%'  post- 
war average.  Even  job  gi'owth  has  av- 
eraged a  modest  1.7%  a  year  "The  per- 
sistent decline  in  top-line  sales  growth 
simultaneously  explains  record-setting 
profit  and  stock  market  performance 
combined  with  disquieting  indicators  of 
economic  weakness,"  Paulsen  says. 

His  biggest  fear:  true  deflation,  as 
prices  collapse  in  the  face  of  continued 
weak  demand.  To  Paulsen,  continued 
price  weakness  suggests  that  bond 
yields  are  far  too  high.  He  sees  the  long 
treasury  bond  settling  in  at  as  low  as 
4%,  compared  with  today's  6%.  But  he 
notes  that  despite  the  fundamental 
weakness  of  sales,  stock  prices  should 
continue  to  rise  as  interest  rates  fall. 


INFLATION:  A 
DIFFERENT  TAKE 

A  Fed  bank  sees  higher  prices 

Not  everyone  is  sold  on  the  idea  that 
the  war  against  inflation  has  finally 
been  won.  The  Federal  Resei-ve  Bank  of 
Cleveland  has  tweaked  the  government's 


traditional  measure  of  consumer  prices 
and  concluded  that  the  U.  S.  may  be  a 
lot  further  from  price  stability  than 
most  analysts  think. 

The  Bureau  of  Labor  Statistics  cal- 
culates the  consumer  price  index  as  the^ 
weighted  mean — or  the  average — of  the 
prices  of  36  product  categories.  By  that 
measur-e,  the  annual  inflation  r'ate  has 
fallen  to  bar-ely  2%.  But  the  Cleveland 
Fed  publishes  an  alternative  measur-e 
of  inflation  based  on  what  it  calls  the 
median  CPi,  originally  proposed  by  econ- 


IS  INFUTION  UNDERSTATED? 


OCT,  '97  JAN,  '98  MAR", 

▲  MONTHLY  PERCENT  CHANGE 
•THE  WEIGHTED  MEDIAN  OF  THE  INDIVIDUAL  INFLATION  RATES 
FOR  DIFFERENT  CATEGORIES  OF  GOODS  AND  SERVICES 

DATA:  BUREAU  OF  LABOR  STATISTICS.  FEDERAL  RESERVE  BANK  OF  CLEVEWND 

omists  Michael  F.  Br-yan  of  the  Cleve- 
land Fed  and  Stephen  G.  Cecchetti,  now 
r-esear'ch  dir-ector-  of  the  New  Yor'k  Fed- 
er-al  Reserve. 

The  median  CPi  effectively  discounts 
the  most  extr'eme  fluctuations  in  con- 
sumer prices,  which  understate  the 
over-all  r-ate  of  inflation.  For  example, 
over  the  past  year,  the  prices  of  pr'od- 
ucts  such  as  fuel  and  used  car-s  have 
fallen  sharply,  which  has  tended  to  pull 
down  the  gover'nment  measiu'e  of  infla- 
tion. By  contrast,  the  median  CPl  gives 
less  weight  to  these  large  but  possibly 
isolated  declines. 

The  effect  of  such  a  change  is  dr-a- 
matic.  From  October,  1997,  to  Mar-ch, 
1998,  the  gover-nment's  measur'e  of  CPi 
bar-ely  budged — rising,  on  aver-age,  less 
than  0.1%  a  month.  But  accor-ding  to  the 
Cleveland  Fed's  measur-e,  prices  rose 
more  than  twice  as  fast.  In  Mar-ch  alone, 
officially  measur-ed  cpi  was  flat.  Even 
when  you  exclude  volatile  food  and  en- 
er-gy  prices,  the  opi  shows  only  a  modest 
0.1%  hike.  But  median  cpi  spiked  by  a 
startling  0.3%-,  or-  an  annual  r-ate  of  4%. 

Cleveland  Feder-al  Reser-ve  Bank 
economists  ar-gue  that  their-  median-CPi 
method  is  a  more  accurate  predictor-  of 
inflation  and  is  mor-e  closely  tied  to  the 
growth  of  money  in  the  nation's  economy. 
But  despite  Cecchetti's  influential  posi- 
tion, they  ar-e  still  a  long  way  ft-om  con- 
vincing colleagues  at  the  Feder-al  Re- 
serve, where  governors,  including 
Chair-man  Alan  Greenspan,  are  said  to 
be  skeptical. 


FIRING  IIP 
A  BLACK  MARKET! 

Illegal  cigs  may  follow  tax  hikes 


Critics  of  big  hikes  in  cigarette  ta> 
ar-gue  that  such  increases  will  spj 
an  explosion  of  illegal,  black-market 
bacco.  A  soon-to-be-released  Gene: 
Accounting  Office  study  suggests  th( 
may  be  good  reason  to  worry. 

The  GAO  looked  at  what  happ 
when  one  state's  cigarette  lev: 
are  much  higher  than  neighbor] 
jurisdictions'.  It  also  studied  Canai 
which  passed  big  tax  increases  in 
eariy  '90s.  In  both  cases,  buyers  foi 
ways  to  avoid  the  higher  costs  c 
smoke. 

The  findings  could  be  importa 
since  Congress  is  debating  whether 
raise  cigarette  takes  by  as  much 
$1.10  a  pack.  Tobacco  industr-y  exi 
complain  that  a  black  market  will 
evitably  follow,  as  American  cigaret 
ar-e  smuggled  in  fr-om  countries  si 
as  Mexico. 

In  1997,  the  tax  in  Washington  St 
was  82.5^  a  pack.  The  states  border 
Washington — Ida- 


CIGAREHE  IMPOil 
GO  UP  IN  SMOKE! 

600 


AMILLIONS  OF  PACKS 

DATA:  GENCRAL  ACCOUNTING  Off^ 
U  S  AGRICULTURE  DEPT 


ho  and  Oregon — 
had  much  lower 
levies.  As  a  result, 
smoker-s  bought  so 
many  out-of-state 
cigarettes  that 
Washington  lost 
$52  million  to  $61 
million  in  tax  r-ev- 
enue.  The  GAO 
calls  that  a  "ball- 
par-k"  estimate 
but  concludes  that 
"smuggling  ciga- 
r-ettes  from  low- 
to  high-tax  states 
may  now  be  an  emerging  problem." 

The  GAO  found  the  same  r-esult  wl 
it  looked  at  Canada,  which  more  tip 
doubled  prices  from  1984  to  1993  K 
hiking  taxes.  During  the  period,  Ca 
dian  cigarettes  were  expor-ted  tax-f 
to  the  U.  S.  and  then  smuggled  ba 
The  huge  cr-oss-bor-der  price  gap  resi 
ed  in  a  mor-e  than  elevenfold  increase 
U.  S.  cigarette  impor-ts  from  Canada 

As  a  result,  in  1993  alone.  Can; 
lost  mor-e  than  $2  billion  in  tax  rt- 
enues  as  its  citizens  smoked  90  millin 
to  100  million  cartons  of  contrab; 
cigar-ettes.  When  Canada  lower-ed  ta 
and  incr  eased  anti-smuggling  effor•t^ 
1994,  U.S.  imports  plunged.  By  1! 
they  had  fallen  96%  from  1993  high 
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2y  will  do  business  at  a  pace  that's  hard  to  conceive  of. 
^  industry  in  constant  motion  and  global  growth  at  lightning  speed, 
^  will  compute  and  invent  faster  than  we  can  imagine. 
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ere  in.  the  world  will  they  get  the  energy  they  need? 
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The  World  Golf  Hall  of  Fame  at  World  Golf  Village  opens  May  19.  « 
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XNIES  C.  COOPER  &  KATHLEEN  MADIGAN 


REENSPAN  MAY  HAVE 
FIGHT  ON  HIS  HANDS 

N  unemployment  and  a  soaring  money  supply  give  rate-hikers  ammo 


U.S.  ECONOMY 


SHTER  JOB  MARKETS 
UEL  WAGE  GROWTH 


If  the  Federal  Reserve's  Mar. 
31  policy  meeting  was  as  con- 
ous  as  the  rumors  have  suggested,  then  the  May 
tnfab  should  be  a  doozy.  It's  shaping  up  to  be  a  wai' 
;onomic  philosophies.  Until  recently,  the  various 
fs  within  the  Fed  have  made  for  interesting  de- 
3.  Now,  positions  are  starting  to  harden, 
one  comer,  you  have  the  traditionalists,  headed  by 
;mor  Laurence  H.  Meyer,  who  believe  that  exces- 
tight  labor  markets  fuel  inflation.  They  will  point 
le  plunge  in  April's  jobless  rate,  to  4.3%,  as  evi- 
e  that  the  Fed's  experiment  to  test  the  economy's 
iflationary  limit  has  gone  too  far. 
is  group  will  find  an  ally  in  the  monetarists,  led  by 
eland  Fed  President  Jerry  L.  Jordan  and  newly 
ed  St.  Louis  Fed  President  William  Poole.  They 
nte  surging  money  growth  as  evidence  that  cuiTent 
y  is  pumping  way  too  much  liquidity  into  the  econ- 
possibly  inflating  stock  prices. 

And  in  the  other  corner, 
there  are  the  new  economists. 
Although  Fed  Chairman  Alan 
Greenspan  would  object  to  the 
moniker,  his  past  words  and 
actions  place  him  at  the  fore- 
front of  this  camp.  These 
policymakers  believe  that 
something  is  different  this 
time.  Greenspan  calls  it  the 
"X-factor"  that  separates  the 
worrisome  inflation  predictions 
e  traditional  wage-price  model  from  today's  low-in- 
■n  reality.  That  X-factor  could  be  anything  from 
ilization  to  worker  insecurity  to  better  productivi- 
•owth,  but  whatever  it  is,  the  result  is  more  room 
he  economy  to  grow  without  generating  inflation. 

FED  CHrEF  also  has  a  problem  with  the  mone- 
t  argument.  The  historical  link  between  money 
the  economy  broke  down  in  the  early  1990s,  pos- 
reflecting  financial-market  innovation,  and  it  has 
recently  begun  to  show  signs  of  reestablishing  it- 
Greenspan  would  argue  that  it  is  still  too  soon  to 
money  growth  as  a  policy  guide, 
eenspan's  beliefs  seem  likely  to  win  out  on  May  19, 
nally  with  the  Asian  crisis  clearly  hitting  the  man- 
uiing  sector  Still,  Wall  Street  is  starting  to  wony 
t  just  how  much  longer  the  chairman  can  maintain 
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his  position  against  an  apparently  rising  tide  of  oppo- 
sition to  a  steady-as-she-goes  policy. 

A  gusher  of  surprising  data  on  everything  from  eco- 
nomic growth  to  inflation  to  unemployment  will  give 
each  side  plenty  of  ammunition.  In  particular,  the 
sti'ong  April  jobs  report,  coupled  with  weak  first-quar- 
ter data  on  productivity  (charts),  give  those  ai'guing  foi" 
a  rate  hike  powerful  new  backup. 

On  traditional  grounds,  the 
labor  market  numbers  look 
woirisome  for  futm'e  inflation. 
The  focal  point  is  the  steep 
cb'op  in  the  unemployment  rate, 
from  4.7%  in  March  to  a  28- 
year  low  of  4.3%  in  Apiil.  That 
decline  was  no  fluke.  Indicators 
that  closely  correlate  with  the 
jobless  rate,  especially  econom- 
ic gi'owth  and  new  claims  for 
jobless  benefits,  have  been  pre- 
dicting a  drop  below  4.5%.  At  the  same  time,  homiy  pay 
in  April  rose  4.4%  ahead  of  a  yeai"  ago,  the  fastest  annual 
clip  in  15  years,  with  pay  in  the  service  sector  up  5%. 

Moreover,  at  the  current  growth  rates  of  employment 
and  the  labor  force,  the  jobless  rate  will  go  even  lower 
Nonfarm  payrolls  increased  262,000  in  April,  a  strong 
rebound  from  March's  weather-related  dip  of  24,000. 
Payrolls  have  slowed,  but  not  by  enough.  Monthly 
gains  have  averaged  224,000  so  far  this  year,  vs.  267,000 
last  year.  The  average  would  have  to  slow  to  about 
150,000  per  month  just  to  stabilize  the  fall  in  the  jobless 
rate,  and  it  would  have  to  slow  even  more  than  that  to 
halt  the  acceleration  in  wage  growth. 

THE  PROBLEM:  Pay  is  stalling  to  rise  far  faster  than 
even  good  gains  in  productivity  can  offset.  And  the 
news  on  first-quarter  productivity,  measured  as  output 
per  hour  worked,  was  not  good.  It  rose  a  scant  0.2%. 
After  the  Labor  Dept.  applies  new  seasonal  adjust- 
ment in  its  annual  revision  in  June,  however,  the  fii'st- 
quarter  gain  is  likely  to  be  somewhat  larger. 

But  even  at  productivity's  healthy  1.8%  trend  of  the 
past  year,  the  ongoing  speedup  in  wages  and  benefits  is 
pushing  up  unit  labor  costs,  which  lie  at  the  heart  of 
corporate  pricing  and  profits.  Unit  labor  costs  rose 
3.8%  in  each  of  the  last  two  quarters,  the  fastest  two- 
quarter  increase  in  five  years. 

Looking  at  it  another  way,  the  inflation-adjusted  em- 
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ployment  cost  index  of  wages  and  benefits  shows  that 
real  wages  are  increasing  2.5%  per  year.  But  here 
again,  worker  productivity  is  not  rising  fast  enough 
to  justify  that  gain.  The  bottom  hne:  Companies  that 
can  offset  higher  costs  by  raising  prices  are  doing  so, 
and  those  that  cannot  are  watching  theii'  profits  wither 

MOUNTING  WORRIES  among  some  policymakers  that 
tight  labor  markets  could  fuel  inflation  would  quickly 
ebb  amid  signs  that  demand  for  goods  and  services  is 
cooling.  But  on  this  front,  the  evidence  remains  mixed. 

Manufacturing  is  clearly  feeling  the  chill  from  Asia. 
Factory  employment  stopped  growing  in  Februaiy  and 
fell  in  both  March  and  April.  Also,  the  factory  work- 
week has  been  shi'inking  since  reaching  42.2  hours  in 
December,  and  it  fell  sharply  in  April,  by  1.1  hours,  to 
40.7  hours.  However,  the  Labor  Dept.'s  April  data 
were  collected  during  the  Easter  holiday  week,  which 
probably  depressed  the  readings  on  hours. 

Nevertheless,  factory  production  in  April  likely  fell 
for  the  third  month  in  a  row,  amid  weaker  exports 
and  the  need  to  pare  inventories.  A  drop-off  in  inven- 
tory growth  from  the  rapid  first-quarter  pace  could 
be  a  big  drag  on  second-quarter  economic  gi*owth. 

Domestic  demand  is  another  story.  While  spending 
by  U.  S.  consumers  and  businesses  is  bound  to  slow 
this  quarter  from  its  booming  first-quarter  pace,  the 
depth  and  duration  of  any  slowdown  remains  hard  to 


REAL  RETAIL  SALES 
ARE  GROWING  RAPIDLY 


gauge,  especially  with  consumer  spending  so  stror 
Retail  sales  rose  a  healthy  0.5%  in  April,  and  real 
tail  sales  are  especially  strong  (chart),  and  for  m, 
consumer  spending  is  on  track  to  gi'ow  3%  to  4%,  i- 
lowing  the  fii'st  quarter's  5.7%  jump. 

Unrelenting  strength  in 
U.  S.  demand,  along  with  a 
soaring  stock  market,  plays 
right  into  the  hands  of  the 
monetarists.  They  believe  that 
money  grovrth  is  the  chief  fac- 
tor in  economic  growth  and 
inflation,  and  the  broad  mea- 
sure of  money,  called  M2,  is 
currently  growing  nearly  7% 
from  a  year  ago,  the  fastest 
pace  in  11  years.  In  particular, 
if  the  stock  market's  nmup  simply  reflects  a  flood  of 
cess  liquidity  looking  for  a  home,  instead  of  bri^" 
prospects  for  productivity  and  profits,  then  fears 
an  asset  bubble  would  be  justified. 

Greenspan,  of  com'se,  will  pull  out  his  X-factor  a, 
say,  don't  worry.  But  two  things  are  certain:  Based 
the  latest  labor  market  trends  and  some  Fed  officii 
recent  remarks,  soothing  his  colleagues'  concerns  wo 
be  as  easy  as  it  used  to  be.  And  if  the  Fed  does  tight 
the  stock  market's  love  affair  with  the  Greenspan  F 
will  end  quickly — maybe  even  painfully. 
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DENMARK 


ONE  STRIKE  AGAINST  THE  ECONOMY 


The  government  stepped  in  on 
May  7  to  halt  Denmark's 
worst  strike  in  13  years,  as  the 
10-day  stoppage  crippled  one  of 
Europe's  most  dynamic  economies. 

Prime  Minister  Poul  Nyrup 
Rasmussen  implement- 
ed an  agi'eement  that 
gave  workers  more  va- 
cation time,  but  at  a 
cost  of  smaller  pension 
payments.  The  deal 
was  only  a  bit  better 
than  the  contract 
tur-ned  down  earlier,  so 
union  officials  were  not 
happy  with  the  inter- 
vention. But  the  strike 
of  more  than  400,000  workers  had 
already  closed  factories,  schools, 
and  hospitals,  and  sharply  cut 
food  and  energy  supplies.  The  Fi- 
nance Ministry  calculated  that  the 
strike  would  cut  real  gi-oss  do- 
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mestic  product  growth  in  1998  to 
2.2%  from  the  initial  forecast  of 
2.7%..  The  economy  was  already 
slowing  due  to  tighter  monetary 
policy  and  falling  oil  prices. 
Denmark  had  been  one  of  Eu- 
rope's strongest 
economies,  buoyed  by 
both  solid  domestic 
demand  and  export 
gains.  Real  gdp  grew 
4.5%  in  1997,  almost 
twice  as  fast  as  Eu- 
rope as  a  whole.  The 
robust  economy  has 
tightened  Denmark's 
labor  markets — one 
reason  unions  felt 
confident  about  calling  the  strike. 
The  jobless  rate  fell  to  an  18-year 
low  of  7%  in  March  (chart),  after 
climbing  as  high  as  13.4%  in  1994. 

For  1998,  the  expected  gTowth 
rate  puts  Denmark's  economy  on 


a  par  with  the  rest  of  the  Conti-  f 
nent.  Denmark's  central  bank  un- 
expectedly hiked  interest  rates  oi 
May  7  in  an  effort  to  help  the 
weakening  krone.  The  move  was 
unusual  because  it  occuired  not  i; 
conjunction  with  the  Bundesbank 
Also,  plunging  oil  prices  are  cut- 
ting into  oil  revenues.  Because  oi 
the  increase  in  labor  costs,  the 
strike  vrill  push  up  inflation,  whic 
stood  at  2.3%  in  March. 

With  the  strike  basically  over, 
Denmark's  next  big  economic 
event  will  be  the  May  28  vote  on 
the  Amsterdam  Ti-eaty,  which 
would  expand  the  European 
Union  and  change  refugee  policie 
throughout  the  EU.  Polls  show  a 
large  number  of  Danes  are  still 
undecided.  But  analysts  think  thi 
a  "no"  vote  would  mean  both  a 
weaker  krone  and  higher  interesi 
rates. 
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High  tech  isn't  just 
powering 
growth-it's 
zapping  inflation 

On  the  eve  of  the  Fed 
ei-al  Resei-\'e"s  May  19 
monetai-y  pohc\Tnak- 
ing  meeting,  good 
news  abounds.  The  U.  S. 
economy  continues  to  steam 
ahead — growing  by  3.6% 
over  the  past  year.  Inflation, 
as  measured  by  the  gross  domestic 
product  deflator,  is  running  at  only  a 
1.4%  rate.  And  productivity  over  the 
past  vear  showed  a  strong  increase  of 
neai-lv  2%,  despite  a  meager  gain  in  the 
first 'quarter.  Indeed,  Fed  Chairman 
Alan  Greenspan  is  said  to  believe  that 
there's  no  e\idence  that  underl\dng  pro- 
ductivity gi-owth  is  slowing. 

Still,  there  is  one  piece  of  economic 
data  that  gives  the  Fed  pause.  On  May 
8.  the  Labor  Dept.  reported  that  the 
unemplo\Tnent  rate  in  Apnl  dropped  to 
only  4.::!%,  a  28-year  low.  Based  on  the 
expei-iences  of  the  1970s  and  1980s,  the 
fear  of  many  economists— and  several 
Fed  govei-nors— is  that  the  low  level  of 
unemployment  makes  an  inflationary 
outburst  int  \  itable. 

That  migi.  lie  so— if  this  were  the 
ty]3ical  econon.'  •  expansion  of  the  last 
two  decades.  Ba.  it's  not.  In  today's 
econom.y  almost  30'  -  of  gi-ovrth  is  com- 
ing fi-om  the  high-tec  I  sector.  The  beau- 
ty of  this  high-tech-(:  i'.-en  gi-owth  is 
that  it  actually  subtrac    from  inflation 
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;r  than  adds  to  it,  because  prices 
omputer  and  communications  gear 
ailing  so  shai-ply.  At  the  same  time, 
:ompanies  using  all  these  high-tech 
ies  ai'e  saving  costs  by  streamlining 
itions,  extending  the  capabilities  of 
workers,  and  avoiding  the  need  to 
more.  All  told,  the  high-tech  boom 
itting  one-half  percentage  point  or 
ore  off  inflation. 

This  isn't  the  only  time  in  eco- 
k  nomic  history  that  strong 
n  growth  has  persisted  while 
ij  prices  have  remained  stable. 
f  In  the  second  half  of  the  19th 
century,  in  the  1920s,  and  in  the 
ong  post-war  boom,  the  U.  S.  econ- 
expanded  rapidly  for  long  periods 
out  inflation.  "If  rapid  economic 
th  is  being  produced  by  technolog- 
mprovements  and  monetary  policy 
strained,  then  it  will  lead  to  lower 
ion,"  says  Nobel  laureate  econo- 
Milton  Friedman. 

lENCE.  Indeed,  under  Chairman 
nspan  in  the  1990s,  the  Fed  has 
ed  a  hard-earned  reputation  for 
letary  pi-udence.  In  the  1970s,  by 
itrast,  the  Fed  injected  massive 
mtities  of  money  into  the  system  in 
nisguided  bid  to  boost  employment 
i  growth  in  an  economy  trauma- 
id  by  two  oil  shocks.  Inflation  took 
as  business  eagerly  hiked  prices, 
low,  there's  little  chance  that  in- 
n  will  choke  off  the  U.  S.  economic 
I  anytime  soon.  The  bigger  danger 
it  the  pool  of  employable  workers 
)e  exhausted  long  before  price  in- 
n  hits  dangerous  levels.  In  April, 
memployment  rate  of  college-edu- 
workers  dropped  to  a  shockingly 
.7%,  while  the  jobless  rate  of  high 
il  gi'aduates  was  only  3.9%  "It's  in- 
ingly  difficult  to  fiiid  people  at  any 
with  the  necessaiy  teclinical  skills 
today's  jobs,"  noted  Ralph  S. 
len,  Johnson  &  Johnson  chairman 
CEO,  at  the  Business  Council's  re- 
meeting  in  WilHamsburg,  Va. 
'o  sustain  gi-owth,  then,  companies 
have  to  push  hard  on  boosting- 
productivity,  rather  than 
adding  workers.  That's 
where  the  technology 
boom  has  an  additional 
payoff.  Companies  that 
can't  find  workers  are 
hiking  investment  in 
productivity-enhancing 
information  technology. 
A  lot  of  these  produc- 
tivity gains  are  com- 
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ing  in  high-tech  companies  that  are  able 
to  dramatically  boost  the  power  of  the 
equipment  they  make  year  after  year. 
"You  can  have  this  rapid  growth  that 
doesn't  make  demands  on  labor  and 
capital  the  same  way  that  making  wid- 
gets does,"  says  Chris  Varvares,  presi- 
dent of  Macroeconomic 
Advisers. 

This  link  between  in- 
novation, strong  gi'owth, 
and  low  inflation  has  of- 
ten been  seen  before  in 
American  history.  Take 
the  period  from  the 
1870s  on,  for  example. 
And  thanks  largely  to 
dramatic  improvements 
in  manufacturing  tech- 
nologies, the  rise  of  the 
modern  business  en- 
teiprise,  and  the  open- 
ing of  overseas  mar- 
kets, prices  actually 
declined  for  prolonged 
periods.  "Economists 
could  see  Andrew 
Carnegie  churning  out 
steel  at  lower  cost  and 
lower  prices.  Tliey  could 
see  real  changes  in  man- 
agement and  organiza- 
tion," says  Richard  E. 
Sylla,  economic  histori- 
an at  New  York  Uni- 
versity. "It  was  almost 
natural  to  economists 
back  then  that  prices 
would  go  down  with 
rapid  economic  growth." 

In  the  1920s,  the 
economy  roared  ahead 
with  the  emergence  of 
mass  production  and  the 
spread  of  electricity,  yet 
prices  were  basically 
flat.  And  then  during 
the  great  economic 
boom  fi-om  1952  to  1965, 
inflation  rose  at  a  mere 
1.3%  annual  rate. 

This  time,  the  driving 
force  is  investments  in  infonnation  tech- 
nology. With  white-hot  competition  and 
tight  labor  markets  keeping  an  intense 
pressure  on  management  to  boost  pro- 
ductivity, business  is  far  more  wilHng 
to  risk  its  capital  on  new  investment 
and  innovative  ways  of  doing  business. 
"Low  inflation  begets  strong  growth, 
and  strong  gi'owth  begets  lower  inflation 
if  that  increased  growth  leads  to  more 
investment,"  says  Mark  Zandi,  econo- 
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mist  at  Regional  Financial  Associates. 

Indeed,  business  spending  on  infor- 
mation technology  jumped  at  an  annual 
rate  of  26%  in  the  first  quarter,  far 
above  the  9%  increase  in  1997.  Just  look 
at  EMC  Coi-p.,  a  $3  billion  maker  of  data- 
storage products.  "A  lot  of  customers 
have  been  talking 
about  their  plans  to 
double  their  storage 
requirements  this 
year,"  says  Senior 
Vice-President  Colin 
G.  Patteson.  "We  are 
veiy  comfortable  with 
projections  of  30% 
year-over-year 
growth."  Meanwhile, 
Bell  Atlantic  Corp. 
saw  a  dramatic  in- 
crease in  the  demand 
for  high-speed  data 
lines,  sending  the  total 
available  bandwidth 
up  by  43%  over  the 
previous  year. 
YEAR  2000.  It's  sim- 
ple: Businesses  need 
more  computing  pow- 
er and  telecom  capac- 
ity. For  example, 
drugmaker  Eli  Lilly 
&  Co.  is  doing  genetic 
research  that  requires 
a  lot  of  computer-net- 
work bandwidth  to 
shuttle  complex  files 
among  the  company's 
scientists.  That's  on 
top  of  testing  more 
drugs  and  running  in- 
creased clinical  trials. 
"We're  experiencing 
somewhere  between 
20%-  and  25%-  gi-owth" 
annually  in  the  de- 
mand for  telecom 
bandwidth,  help-desk 
support,  and  server 
capacity,  says  Edward 
Tunstall,  Lilly's  infor- 
mation officer.  With 
computer  and  telecom  prices  falling, 
that  translates  into  a  10%-  rise  in 
spending. 

The  increases  in  high-tech  spending 
are  not  just  restricted  to  the  largest 
companies.  Ariel  Mutual  Funds  Co.,  a 
mutual-fund  company  in  Chicago  with 
25  full-time  employees  and  $2.3  billion 
under  management,  is  boosting  high- 
tech outlays  by  33%-  this  year  to  en- 
hance productivity  and  ensure  Year 
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2000  compliance.  Meanwhile,  high-tech 
spending  is  up  60%  this  year  at  Sand- 
bagger  Coip.  in  Wauconda,  111.  The  rea- 
son? El  Nino-related  weather  problems 
have  caused  a  surge  in  demand  for  the 
company's  automated  sandbag-filling 
machines. 

Companies  also  are  investing  more  in 
then-  himian  capital  in  today's  tight  labor 
market.  General  Electric  Co.,  for  exam- 
ple, will  spend  $300  million  to  .$400  mil- 
lion tliis  yeai'  on  putting  workere  tlu'ough 
its  Six  Sigma  training  progi'am — a  tech- 
nique aimed  at  achieving  near-perfect 
quality,  from  the  factory  floor  to  the 


bookkeeper's  office,  ge  says  that  the  cu- 
mulative net  benefit  of  the  Six  Sigma 
quality  initiative  could  approach  .$5  billion 
by  the  end  of  20(X).  "Wlien  business  does- 
n't have  any  piicing  power,  they  have 
to  make  profits  by  becoming  more  effi- 
cient," says  Frederic  S.  Mislildn,  an  econ- 
omist at  Columbia  Univei-sity  and  fonner 
reseai'ch  dii'ector  at  the  Federal  Reserve 
Bank  of  New  York. 

To  be  sure,  there  are  some  disturb- 
ing signs.  One  motivation  for  today's 
merger  mania  is  an  attempt  to  regain 
some  pricing  power,  although  history 
suggests  the  tactic  has  rarely  been  suc- 


cessful. And  this  all  could  unravel' 
high-tech  spending  slows.  One  result 
decline  in  the  productivity  rate  tl 
would  threaten  the  overall  econon 
expansion. 

Nevertheless,  noninflationary  grov 
is  not  an  oxymoron.  The  notion  tl 
more  people  working  and  produci 
more  goods  and  services  reduces 
purchasing  power  of  money  is  hig 
questionable.  That's  good  news  for  b( 
Main  Street  and  Wall  Street. 

By  Michael  J.  Mandel  in  New  Y( 
and  Christopher  Farrell  in  St.  Pa 
with  bureau  reports 


COMMENTARY 


By  Mike  McNamee 

MEGAMERGERS:  WHAT'S  THE  BIG  PICTURE? 


When  news  broke  of  Citi- 
coi-p's  merger  with  Ti'av- 
elers  Group  Inc.,  Presi- 
dent Clinton's  first  question 
was:  What  are  we  going  to  say 
about  all  these  deals?  His  Na- 
tional Economic  Council  dii'ec- 
tor. Gene  Sperling,  had  a  ready 
answer:  Steer  clear  of  comment- 
ing on  specific  mergers — but 
launch  a  sweeping  review  of 
concentration  and  competition  in 
the  American  economy.  "This 
merger  wave  is  a  major  eco- 
nomic trend,"  Sperling  says. 
"Those  of  us  in  the  pohcy  world 
should  be  looking  at  it  in  a 
broad  way,  rather  than  trying 
to  intervene  in  the  enforcement 
process." 

Wish  them  luck.  Since  Janu- 
ary, more  than  $650  billion  in 
megadeals  have  been  an- 
nounced— from  banking  to  an- 
tes to  telecom.  That  places 
questions  about  competition 
squarely  at  the  center  of  eco- 
nomic policy:  Have  America's 
corporate  giants  bulked  up 
enough  to  compete  on  a  global 
stage?  Are  big  companies  such  as 
Microsoft  Corp.  and  SBC  Communi- 
cations Inc.  smothering  potential 
competition  in  industries  vital  to  the 
New  Economy?  These  are  issues 
that  ultimately  have  enormous  eco- 
nomic and  political  impact,  and  they 
deserve  the  scrutiny  of  the  White 
House. 

Keeping  that  big-think  outlook, 
however,  won't  be  easy  when  the 
public  is  reeling  from  Megamerger-of- 


SPERLING:  La^mching  a  broad  review  of  policy 


the- Week  syndr-ome.  Ah'eady,  politi- 
cians have  seized  on  the  chance  to 
score  points  while — in  theory — they 
debate  the  dangers  of  market  concen- 
tration. Witness  how  Senator's  Slade 
Gor-ton  (R-Wash.)  and  Onin  G.  Hatch 
(R-Utah)  openly  lobbied  on  behalf  of 
home-state  software  interests — Mi- 
cr-osoft  and  Novell  Inc.,  respective- 
ly— during  Senate  hearings  on  the 
software  industry.  And  as  the  nec 
works  on  the  study,  it  will  inevitably 


be  heavily  lobbied  by  both  labor 
and  business  interests. 

The  NEC  is  starting  on  the 
right  foot.  Sperling  spent  the 
first  two  weeks  of  May  huddling 
with  White  House  lawyers  to 
forge  rales  that  let  the  Justice 
Dept.  advise  the  NEC  vrithout 
compromising  its  independent 
enforcement  role.  And  the  Cabi- 
net-level r'eview,  set  to  begin  af- 
ter Memorial  Day,  will  look  be- 
yond antitrust  and  mergers  to 
other  stractural  issues,  such  as 
access  to  capital  or  regulation, 
that  could  stifle  competition. 
WEEKEND  WORK.  While  the  Ad- 
ministr-ation  wor-ks  out  broad 
l^rinciples,  Clinton  could  act  im- 
mediately on  one  fr'ont:  beefing 
up  the  budget  for  antitrust  en- 
forcement at  Justice  and  the 
Federal  Tr-ade  Commission. 
Swamped  with  mer*ger  reviews, 
tr-ustbusters  are  working  nights 
and  weekends  just  to  keep  up. 
That  leaves  few  r'esources  for  in^ 
vestigating  anticompetitive  prac- 
tices. Both  agencies  need  more 
money  so  they  can  go  toe-to- toe: 
with  corporate  litigators  in  the  courts 
Consolidation  is  a  key  feature  of  ^ 
today's  business — and  is  likely  to  be 
for-  years  to  come.  President  Clinton 
should  deal  with  that  tr-end  by  mak- 
ing sure  cuiTent  laws  ar'e  being  en- 
forced— and  then  giving  some  hard 
thought  to  whether  new  laws  are  ( 
needed  to  guide  the  New  Economy. 


McNamee  covers  economic  polk 
in  Washington. 
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Know  thy  customer.  New  Business  Intelligence  software  tools  can  help  you 
make  the  most  of  all  the  data  that  streams  into  your  business  every  day. 
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n  data  were  money,  yon  niight  manage  it  diiferentl)^ 

Less  than  10%  of  corporate  data  is  ever  analyzed.  We  can  help  you  leverage  the  "other  90'*/o"  of 
your  data  assets  and  turn  business-as-usual  into  Business  hitelligence.  So  you  can  spot  market 
trends  in  time  to  lead  them.  Identify  and  reward  best  customers.  And  give  your  people  on  the  spot 
the  tools  to  make  better-informed  decisions  in  time  to  affect  today's  results.  Speaking  of 
results,  visit  w v\  w.^o^lwaro.^bni.c^nl/hi^  for  over  25  business  ~~~  ■ — -"^-sr 


case  histories.  Or  call  1  800  IBM-7777,  priority  code  6C8AS007.  Solutions  for  a  small  planet " 
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SBC-Ameritech 
may  push  the  feds 
into  rewriting 
the  telecom  rules 

Will  the  biggest  merger  in  the 
histoiy  of  the  telephone  indus- 
try finally  produce  competition 
for  your  local  phone  company? 
That  could  be  the  result  of  the  $62  bil- 
lion bid  by  SBC  Communications  Inc.  for 
Ameritech  Corp.,  announced  May  11. 

Not  that  the  deal  itself  will  accom- 
plish that.  Rather,  it's  the  specter  of 
the  mammoth  company  to  be  created 
in  the  maniage  of  sbc  and  Ameritech — 
stretching  fi'om  California  to  the  Gulf  of 
Mexico  and  noith  to  the  Great  Lakes, 
and  reaching  a  third  of  the  phone  cus- 
tomers in  America.  The  birth  of  such  a 
behemoth  guarantees  a  thoi-ough  review 
of  existing  rules  of  competition  and  the 
creation  of  new  ones. 

Certainly  the  authors  of  the  Telecom- 
munications Act  of  1996,  the  law  in- 
tended to  produce  gi'eater  competition 
in  the  U.  S.  phone  business,  never  an- 
ticipated the  dealmaking  frenzy  that 


now  will  reduce  the  Baby  Bells  from 
seven  to  four.  And  that  figure  could  go 
lower  if  BellSouth  Corp.  and  U  S  West 
Communications — now  relative  mid- 
gets— succumb.  "Congi'ess  clearly  want- 
ed companies  like  these  to  compete  with 
each  other  and  not  merge.  They  couldn't 
have  been  clearer,"  says  FCC  Chairman 
William  E.  Kennard. 

Indeed,  boasted  Edward  E.  Whitacre 
Jr.,  chief  executive  officer  of  SBc  on  the 
day  he  amiounced  lus  deal:  "Tliis  merger 
creates  a  new  breed  of  telecom  compa- 
ny." But  to  bring  his  new  creation  to 
life,  Wliitacre  needs  the  approval  of  the 
Federal  Communications  Commission  and 
the  Justice  Dept.  To  get  it,  Whitacre — 
the  executive  who  has  done  the  most  to 
thwart  the  199()  law — is  willing  to  ne- 
gotiate on  the  mles  keej^ing  him  out  of 
long  distance,  which  he  has  challenged  in 
court.  "If  the  FCC  can  force  concessions 
across  all  SBC  in  exchange  for  [entry 


N  THE 


into]  long  distance,  this  could  be  a  cat- 
alytic event,"  says  Joseph  S.  Ki-aemer,  di- 
rector of  communications  consulting  at 
A.  T.  Kearney  Inc. 

Clearly,  the  deal  gives  the  FCC  and 
Congi'ess  a  chance  to  rethink  ways  to 
deliver  the  competition  in  local  calling 
that  the  Telecom  Act  has  failed  to  bring 
forth.  Kennard  still  figiu'es  the  1996  law 
can  do  the  job.  As  to  the  SBC  deal,  he 
says:  "We've  got  to  challenge  the  paities 
to  show  us  that  this  will  advance  the 
goals  of  the  Telecom  Act."  In  Congi-ess, 
Senator  Orrin  Hatch  (R-Utah),  chair- 
man of  the  Senate  Judiciary  Commit- 
tee, has  already  promised  hearings  on 
the  SBC  deal,  saying  it  "must  be  ana- 
lyzed closely  to  understand  its  effect  on 
competition  and  consumer  welfare." 

Thus  begins  the  haggling.  Whitacre 
and  Kennard — with  CongTess  putting  in 
its  two  cents — may  be  in  for  months  of 
horse-trading  that,  many  obsei-vers  say, 


could  produce  a  new  approach  to  der 
ulation.  Key  to  breaking  the  logjam  n 
be  reacliing  an  airangement  similar 
what  Bell  Atlantic  Corp.  offered 
smooth  its  Nynex  Coi-p.  acquisition.  L 
July,  the  Baby  Bell  agreed  to  open 
network  and  offer  rates  and  other  c 
cessions  that  the  FCt;  sought  to  encc 
age  competition.  San  Antonio-based 
says  it's  ready  to  deal  on  similar  ter 
"It  wouldn't  be  um-easonable  for  the 
to  say,  Tf  you  want  this  merger 
proved,  that's  the  kind  of  deal  you  rt 
accept,' "  says  a  key  sbc;  strategist, 

That  gives  the  FCC  the  leverage 
push  hai'd  on  SBC  to  open  its  mark 
And  it  has  fiuther  justification  to  d( 
since  the  merger  announcement.  U 
then,  Ameritech  had  planned  to  offer 
cal  sei-vice  in  St.  Louis — within  SBC's 
gion.  Now,  it's  killing  the  initiative. 

Wliat  would  the  FCC  ask?  It  might 
quire  SBC  and  Ameritech  to  double 
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WORRIED  The  FCC'sKennard] 


BEFORE  THE  DEAL, 

A  REGULATORY 
WRESTLING  MATCH 

As  it  weighs  the  SBC-Ameritech  merger,  the 
Federal  Communications  Commission 
will  look  for  concessions,  such  as: 

■  Quotas  that  guarantee  a  minimum 
level  of  local  phone  competition 
throughout  Ameritech's  Midwest 
region  as  well  as  SBC's  Southwest 
and  West  Coast  states 

■  SBC  discounts — of  more  than  the 
roughly  20%  now  available — to 
companies  that  wish  to  resell  its 
local  service 

■  A  cap  on  residential  rates  so  that 
consumers  won't  be  hurt  by  the 
consolidation 

■  An  SBC  pledge  to  abandon  its 
attacks  on  the  1995  Telecom  Act 
and  suspend  pending  litigation 

To  make  sure  its  massive  deal  gets 
done,  but  on  its  own  terms,  SBC  is 
likely  to: 

■  Attempt  to  nail  down  the  FCC  on  the  con- 
ditions and  timetable  for  SBC's  entry  into 
long-distance  services 

■  Demonstrate  its  commitment  to  competi- 
tion by  offering  to  boost  its  planned  $200 
million  annual  budget  for  selling  local  service 
outside  its  region 

■  Demand  a  say  in  setting  the  rules  for  com- 
petition in  its  local-service  territories 


s  to  40%  or  50%  to  competitor  that 
to  resell  local  service.  It  might  even 
re  SBC  to  drop  lawsuits  challenging 
996  law. 

;aching  some  sort  of  agi'eement — 
a  tnice — with  Whitacre  would  be  a 
r  accomplishment  for  Kennard.  Al- 
?h  SBC  helped  craft  the  Telecom- 
cations  Act  of  1996,  Whitacre  has 
attacking  the  law  ever  since.  In 
the  U.  S.  Court  of  Appeals  is  ex- 
id  to  consider  a  Justice  Dept.  ap- 
to  SBC's  stunning  New  Year's  Eve 
;  victory,  when  a  federal  judge 
V  out  as  vmconstitutional  key  pro- 
!is  of  the  Telecom  Act  that  kept 
?ells  out  of  long  distance. 
SBC  and  the  FCC  come  to  terms, 
leregulation  of  local  services  could 
!  into  high  gear.  "This  deal  is  the 
yst  for  opening  markets  up  for 
'  says  an  sec  strategist.  If  not,  SBC 
!  back  to  the  old  way  of  shooting 


down  [the  Telecom  Act]  in  the  courts." 
Indeed,  if  SBC-Ameritech  makes  local- 
service  competition  a  reality,  it  would 
encourage  the  other  Bells  to  respond, 
and  enom-age  MCI  Communications  Coip. 
and  AT&T,  which  have  suspended  local- 
service  efforts,  to  jump  back  in. 

Meanwhile,  Ameritech  and  sbc  will 
continue  their  attempts  to  win  approval 
by  state  regulators  and  the  FCC  to  gain 
entry  into  long  distance,  sbc  expects  to 
petition  the  FCC  in  June  to  begin  pro- 
viding long  distance  in  Texas,  says  Se- 
nior Vice-President  and  General  Counsel 
James  D.  Ellis.  Ameritech  is  planning  to 
resell  long-distance  service  from  Qwest 
Communications  International. 

Back  in  Washington,  an  energized 
Justice  Dept.  antiti-ust  unit  could  give 
the  deal  tough  scixitiny.  Joel  I.  Klein, 
Justice's  assistant  attorney  general  for 
antitrust,  created  a  political  fii-estorm 
when  he  let  the  Bell  Atlantic-Nynex 


merger  go  through  without  change. 
State  regulators  are  also  eyeing  the 
deal.  Says  Joan  H.  Smith,  a  commis- 
sioner with  the  Oregon  Public  Utility 
Commission,  which  won't  rule  on  the 
deal:  "This  is  too  big. ...  It  will  have 
too  much  market  power" 

Whitacre  has  a  tactic  to  win  over 
regulators:  He  promises  to  jump  into 
local  calling  markets  in  major  cities  out- 
side the  SBC-Ameritech  region.  He's  of- 
fering to  spend  .$200  million  a  year  in- 
stalling switching  and  renting  network 
capacity,  sbc  says  it  expects  to  gi-ab  5% 
to  10%  of  the  customers  now  held  by 
BellSouth,  U  S  West,  and  Bell  Atlantic 
by  2010.  That  may  not  be  likely,  given 
the  $200  million  sbc  is  budgeting.  But  if 
regulators  want  more,  SBC,  which  will 
have  revenues  topping  $43  billion  post- 
merger,  is  willing  to  ante  up.  "We  will 
be  the  first  company  to  go  national  with 
[local]  service  for  both  residential 
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and  business  customers,"  says  Ellis. 

Skeptics  question  SBC's  motives. 
"They  could  have  done  this  before." 
scoffs  Gaiy  Miller,  ceo  of  telecom  con- 
sultants Ai"agon  Consulting  Inc.  He  calls 
the  pledge  to  pui-sue  local  senice  na- 
tionwide "a  man'elously  silver-tongued 
spin."  Some  analysts  see  SBC's  plan  as  a 
response  to  the  inroads  competitive 
newcomers  have  made  in  tai'geting  lu- 
crative business  customei-s  on  SBC's  tuif. 

Will  WTiitacre  and  regulators  come 


to  ternis  and  make  the  deal  happen? 
Even  those  who  give  the  merger  a  sol- 
id chance  of  succeeding  say  the  hmxlles 
will  be  high.  "There's  a  presumption  on 
the  part  of  .sec  and  regulators  that  each 
will  have  to  give  up  a  pound  of  flesh.' 
The  question  is,  ai-e  they  using  the  same 
scales?"  says  J.  P.  ]\Iorgan  Secuiities  Inc. 
telecom  analyst  Simon  Flanneiy. 

Still,  there's  no  doubt  WTiitacre  has 
changed  the  terms  of  the  deregulation 
debate.  If.  as  sec  now  says,  it's  wiUing 


to  compromise  on  the  issues  that  ha 
most  crippled  deregulation,  the  deal  ji 
might  get  local-service  competiti 
steaming.  But  if  it  sputters,  some  ai 
lysts  think  \Miitacre  will  go  after  ev 
bigger  deals — in  Canada  or  into  aUianc 
I  with  Em-opean  telephone  giants.  0 
1  way  or  another,  the  idea  of  local-si 
\ice  company  will  never  be  the  samf 
By  Gary  McWilliams  in  Hons* 
and  Peter  Elstrom  in  New  York,  v: 
Roger  0  Crockett  in  Chicago 


MORE  TELECOM  MERGERS.  MORE  UNION  CARDS 


M 


Ierger  waves,  like  the  one 
washing  over  the  telecom 
industry,  are  rarely  good  news 
for  unions  or  employees.  Unions 
usually  suffer  from  cost-cutting,  job 
losses,  and  decHning  membership. 
But  the  Communications  Workers  of 
America  (cwa)  thinks  it  can  turn 
such  hookups  to  its  benefit — because 
companies  now  need  labor  support 
and  labor  peace  to  complete  deals. 

This  spring,  in  contract  talks  for 
400,000  telecom 
workers,  the 
union  has  added 
a  new  demand: 
that  companies 
not  interfere 
with  the  cwa's 
efforts  to  orga- 
nize workers  in 
high-gi'owth — 
but  mostly  non- 
union— ai'eas 
such  as  wire- 
less-phone and 
Internet  ser- 
vices. On  Apr.  8, 
the  CWA  won 
this  concession 
from  SBC  Com- 

munications  Inc.  and  repeated  the 
\ictoiy  on  May  11  at  XTkJ,  which 
last  year  tried  to  merge  with  SBC. 
It's  close  to  similar  pacts,  says  cw'a 
President  Morton  Bahi;  with  Bell  At- 
lantic Corp.  and  Ameritech  Coip.. 
which  says  it  will  follow  the  lead  of 
its  merger  partner,  .sbc. 

If  the  strategy-  succeeds,  the  cwa 
may  pull  off  something  no  union  has 
managed  in  decades:  to  revei'se  its  de- 
clining shai'e  of  an  industiy  workforce. 
The  cwa's  push  is  also  a  test  of  a  new 
strategj'  of  afl-cio  Pi-esident  John  J. 
Sweeney:  to  use  union  bargaining 
muscle  to  demand  that  employers  not 


oppose  membei*ship  diives.  In  the 
past,  labor  leaders  reasoned  that 
workei"s  would  not  put  union  gi'owth 
ahead  of  pay  hikes.  Now,  Sweeney  ai* 
gues  that  membei-s  can't  sustain  high 
pay  unless  a  union  maintains  and  in- 
creases its  membership.  "Demanding 
organizing  lights  offers  the  best  hope 
for  us  to  be  a  force  in  the  economy 
again,"  says  afl-cio  Organiz- 
ing Director  Richard  ^  /  |VV 


jensmger. 
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workers  can  be  unionized 


Ah-eady.  the  sbc  and  at&t  pacts 
make  20,000  wii-eless  workei-s  eligible 
for  unionization.  The  cwa  could  gain 
even  more  if  merger  mania  leads 
unionized  companies  to  snap  up  non- 
union ones.  "These  agreements  open 
the  way  for  us  to  organize  thousands 
of  jobs  in  the  futui'e."  says  Bahi'. 

They  also  lead  to  higher  wages — 
and  higher  company  costs.  So  why 
have  companies  agi'eed?  As  usual, 
companies  want  to  avoid  strikes  in 
such  competitive  times.  But  the  cwa 
has  also  showTi  that  its  clout  can 
help — or  hurt — companies  trying  to 
win  deal  approval  fi-om  regulators. 


For  example,  the  cwa  is  lobbying 
fiercely  against  the  WorldCom-MC! 
merger — an  alhance  of  two  major 
nonunion  caniers.  But,  imion  officials 
say  they  won't  oppose  SBC's  puix-hase 
of  Ameritech.  "W'e're  a  highly  regu- 
lated industiy  and  .  .  .  it's  good  to 
have  the  people  you  hinge  your  suc- 
cess on  support  you  thi'ough  poHtical 
battles,"  says  at&t  Labor  Re- 
lations Vice-President 
Maiy  Anne  Walk. 

Ceitainlj',  SBC's  expe- 
rience shows  it's  better 
to  have  this  union  on 
your  side.  For  five 
yeai-s,  the  cwa  ha- 
rassed SBC  for  the  righl 
to  organize  wii-eless 
workei*s,  picketing  local 
offices  and  opposing  com- 
pany motions  before  state  anc 
regulatoiy  bodies.  Finally,  sbc 
agi'eed  to  recognize  the  union  without 
a  foiTnal  election  when  a  majority  of 
employees  at  a  unit  sign  union  autho- 
ization  cai'ds.  The  pact,  coveiing 
'i.OOO  wii-eless  workei-s,  was  renewed 
on  Apr  8,  when  SBC  stinck  a  new 
tlii-ee-yeai-  contract  with  the  union. 
DECUNING  SHARE.  The  new"  AT&T  deal 
represents  an  even  bigger  \ictoiy.  At 
AT&T,  the  union's  shai'e  of  emplojTnenI 
has  been  sliced  in  half  since  1984,  to 
379c.  The  reason:  massive  job  cuts, 
plus  expansion  into  wii-eless  and  othei 
nonunion  ai-eas.  "We're  shut  out  from 
those  jobs,"  says  Deboi-ah  T.  Mcln- 
t\Te,  a  CWA  member  and  customer 
senice  representative  in  Atlanta. 

Given  its  success  in  maintaining 
higher  wages  in  the  face  of  an  Indus 
tiy  transfoi-mation,  the  cwa  stalled 
fi-om  a  strong  position.  But  as  more 
industries  consolidate,  other  unions 
may  follow  cwa's  lead. 

By  Aaron  Bernstein  in  Washington 
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COIVIIVIENTARY 

By  Susan  B.  Garland 

JUSTICE  VS.  MICROSOFT:  WHO'S  GOT  THE  EDGE? 


For  months,  the  Justice  Dept. 
has  been  agonizing  over 
whether  to  pursue  a  new 
antitrust  case  against  Microsoft 
Corp.  Now  that  the  agency  is  all 
but  certain  to  do  so  by  May  15 — 
barring  a  last-minute  change  of 
heart  by  antitrust  chief  Joel  I. 
Klein  or  a  settlement  with  the  com- 
pany— the  agency  has  something 
new  to  lose  sleep  over:  how  to  win. 

By  any  measure,  trustbusters 
face  long  odds.  Monopolization  cases 
are  so  daunting  that  Uncle  Sam  has 
brought  only  two  in  the  past  half- 
century.  AT&T  settled  and  split  into 
nine  parts.  IBM  held  out,  and — after 
I'i  years  and  700  trial  days — Justice 
dropped  its  case. 

Microsoft  will  probably  follow 
IBM's  lead — fielding  a  small  ai'my  of 
high-priced  litigators  and  tying  up 
the  department  in  time-consuming- 
court  motions.  The  ugly  fight  be- 
tween Microsoft  and  Justice  over 
the  1995  consent  decree  could  be  a 
preview  of  things  to  come. 

On  the  other  side,  Justice  isn't 
suited  for  a  marathon.  Justice  offi- 
cials estimate  the  case  would  take 
several  years  to  litigate,  and  that's 
optimistic.  More  likely,  by  the  time 
a  trial  concludes,  Klein  and  his 
regime  will  be  long  gone  from  the 
Antitrust  Division. 
PREDATORY?  Then  there  are  the 
hurdles  created  by  the  case  Justice 
is  preparing.  While  Microsoft  may 
be  a  monopoly,  that  in  itself  is  not 
illegal.  Justice  must  show  that  the 
company  has  used  predatory  tactics. 
That  won't  be  easy.  The  precedents, 
including  the  Supreme  Court's  land- 
mark 1977  Conthiental  T\'  vs.  GTE 
Sijlvanid  decision,  enshrine  a  lais- 
sez-faire approach  under  which  it's 
difficult  to  attack  a  dominant  firm's 
business  practices. 


JUSTICE  DEPT.:  Facing  a  maratkou 

As  a  practical  matter,  Klein  has 
two  choices.  First,  he  can  try  to 
show  that  the  intent  of  Microsoft's 
practices  is  to  eliminate  competi- 
tion— not  to  help  customers.  For 
this,  he  would  need  documents  or 
whistle-blower  testimony  to  estab- 
lish motive. 

Klein's  fallback  arginnent:  He  can 
argue  that  the  harm  from  Mi- 
crosoft's practices  outweighs  any 
benefit  to  consumers  and  in  the  long 
run  thwarts  potential  rivals  that 
could  make  better  products.  Here 
again,  he  will  have  a  hard  time  con- 
vincing the  court:  In  a  1979  case,  a 


film  retailer  lost  its  argument  that 
Eastman  Kodak  Co.'s  decision  to 
change  its  film  design — making  it 
usable  only  in  its  own  cameras — 
would  hurt  consumers.  The  court 
sided  with  Kodak,  ruling  that  legal 
interference  can  stifle  incentive  to 
innovate.  Microsoft  will  inevitably 
argue  that  integrating  the  browser 
and  operating  system  makes  com- 
puting easier.  "[Making  marketplace 
predictions]  are  the  hardest  judg- 
ments for  an  antitrust  enforcer  to 
make,"  says  Washington  lawyer 
Caswell  0.  Hobbs.  "You  are  trying 
to  imagine  the  'what  ifs.' " 
PROVE  IT.  It's  also  difficult  to  con- 
vince a  court  that  a  company  choose; 
a  particular  product  design  to  harm 
competitors.  That  was  the  repeated 
charge  against  IBM  in  private 
antitiaist  suits  in  the  1970s,  notes 
William  E.  Kovacic,  antitmst  profes- 
sor at  George  Mason  University 
School  of  Law.  Makers  of  so-called 
"plug-compatible"  computer  equip- 
ment accused  IBM  of  deliberately 
changing  its  interfaces — the  plugs — 
on  mainframes  to  slow  down  makers 
of  IBM-compatible  peripherals.  IBM 
maintained  that  the  changes  im- 
pi'oved  performance — and  the  courtsj 
ruled  in  IBM's  favor  each  time.  "The 
likelihood  of  victory  in  the  courtroon 
is  less  than  50-50,"  says  Kovacic. 
"The  law  since  the  1970s  has  given 
defendants  considerable  freedom  to 
choose  pricing,  product  development 
and  promotional  strategies." 

No  matter  what  the  odds,  though 
Justice  feels  that  it  must  go  ahead. 
Win  or  lose,  the  trustbusters  know 
that  the  Microsoft  case  will  help  es 
tablish  how  antitrust  rules  will  wor 
in  the  new  high-tech  economy. 


Garlaud  covers  legal  issues  in 
Washington. 


Hurdles 
For  the 
Feds 


THE  LAW  Justice's  antitrust     THE  OPPONENT  Justice  has    THE  CLOCK  A  major 


theories  are  untested.  A 
federal  judge  may  refuse  to 
rule  against  Microsoft,  since 
it's  hard  to  prove  consumers 
have  been  harmed. 


dozens  of  lawyers  on  the 
Microsoft  case,  but  the 
company  can  afford  to  hire 
even  more — who  could  out- 


antitrust  suit  could  last  five 
years  or  longer.  By  the  time 
the  case  reaches  a  jury,  Joel 
Klein  and  his  team  may  have 


paper  the  government  team.     moved  on. 


When  the  Justice  Department  files  its  suit,  look  for  special  coverage  at  www.businessweek.com.  [^^^E ^^'35^^227 
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MARKETING 


LITIGATION:  THE  CHOICE 
OF  A  NEW  GENERATION 

Stymied  in  the  cola  wars,  Pepsi  goes  to  court 


Pi 
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kepsiCo  Inc.  has  tried  just  about 
'eveiy  competitive  tactic  to  get  out 
ahead  in  soft  drinks,  to  no  avail.  So 
the  perennial  No.  2  beverage  company  is 
turning  to  the  courts  for  help.  Pepsi 
iiled  a  lawsuit  in  Manhattan's  U.  S.  Dis- 
trict Court  on  May  7,  charging  that 
Coca-Cola  Co.  is  using  its  superior  size 
to  squelch  Pepsi's  push  into  the  impor- 
tant "fountain"  market — restaurants, 
theaters,  and  sports  arenas. 

Way  behind  interna- 
tionally and  at  a  gi-ave 
disadvantage  domestical- 
ly, Pepsi  is  doing  what- 
ever it  can  to  recover  in 
the  cola  wars.  The  latest 
litigation  is  the  fourth 
time  in  two  years  that 
the  company  has  taken 
legal  action  against  its 
archrival.  Despite  their 
intense  rivaliy  over  the 
last  century.  Coke  and 
Pepsi  had  almost  never 
sued  each  other  until 
lately.  But  now  Pepsi  has 
taken  legal  action  against 
Coke  in  Venezuela, 
France,  and  India,  as 
well  as  in  the  U.  S. 

What  can  Pepsi  hope  to  gain?  Even  if 
his  lawyers  don't  prevail  in  couit.  Chair- 
man Roger  Emico  wins  headlines  Pepsi 
wouldn't  get  fi'om  simple  market  com- 
petition, and  he  signals  a  newfound  ag- 
gressiveness. But  the  legal  moves  also 
underscore  just  how  far  behind  Pepsi 
is.  Says  Gaiy  Hemphill,  vice-president 
at  consultants  Beverage  Marketing 
Corp.:  "They've  found  obstacles  eveiy- 
where  they've  turned." 
GETTING  TOUGHER.  Pepsi's  share  of  the 
domestic  soft-drink  market  has  been 
stalled  just  below  31%  throughout  the 
1990s.  Meanwhile,  Coca-Cola's  market 
share  has  increased  from  41.3%  in  1991 
to  44.1%  last  year,  and  the  company 
aims  to  reach  .50%  by  2002 — a  goal  that 
analysts  say  may  be  overly  ambitious 
in  that  time  frame  but  is  possible  at 
some  point.  Overseas,  Pepsi  leads  its 
adversary  in  only  a  few  countries  and 
it  has  lost  gi'ound  in  some  major  mar- 
kets. For  example,  it  used  to  have  an 
exclusive  franchise  in  the  old  Soviet 
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Union.  But  now  it  lags  in 
that  region  as  well. 

Under  Enrico,  who  took 
charge  in  early  1996,  Pepsi 
has  gotten  tougher.  Enrico  has 
focused  his  strategy  on  re- 
gi'ouping  on  the  home  front,  re- 
ducing long-term  debt  by  40%' 
to  $4.9  biUion  and  launching  a 
major  new  marketing  initiative. 
As  part  of  the  shift  in  focus,  he 
cmTently  is  target- 
ing only  those  for- 
eign markets  where 
Pepsi  has  a  chance, 
such  as  India,  leaving 
the  rest  to  Coke  for 
the  time  being. 

A  key  part  of  Pep- 
si's North  America 
push  is  the  fountain 
market.  Until  last 
year,  Pepsi  hardly 
bothered  to  compete 
in  fountain.  The  rea- 
son was  its  ownership 
of  three  big  restau- 
rant outfits:  KFC.  Taco 
Bell,  and  Pizza  Hut. 
Other  food  chains  fig- 
ured they  would  be  subsidizing  this 
trio  of  competitors  if  they  sold  Pepsi. 
So  last  yeai",  Emico  removed  the  im- 
pediment by  spinning  off  his  eateries, 
which  now  form  Ti-icon  Global 
Restaurants  Inc., 
and  began  beef-  t- 
ing  up  his  foun- 
tain  effort.  ^ 

If  Pepsi  can 
gain  gi'ound  any- 
where, it  should 
be  in  the  fountain 
market,  since  this 
is  the   only  big 
beverage  distribu- 
tion channel  that's 
growing.  Fountain 
now  accounts  for 
27.3%  of  all  U.S. 
soft-drink  sales,  up 
from  24.8%  in  1991. 
"Getting    into  the 
fountain  area  is  criti- 
cal in  developing  the 
Pepsi   brand,"  says 


i 
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Robert  C.  Cushing,  president 
Pepsi-Cola  General  Bottlers  Ii 
the  top  independent  Pepsi  bottl 
And  indeed,  Pepsi  has  scored  soi 
wins,  signing  up  Hai'd  Rock  Cs 
the  Bojangles  chicken  cha 
and  25%  of  Wendy's  fr; 
chisees.  Trouble  is,  as  Pe 
,  freely  admits,  progi-ess  gi 
m.uch  more  difficult  fn 
here.  With  major  chains  1 
McDonald's  Coi-p.  and  Bui'i 
King  Corp.  firmly  in  hai 
Coke  holds  two-thirds  of  t 
fountain  market.  Pepsi,  wh( 
only  major  chain  is  Subway,  ha 
mere  20%. 

Pepsi's  May  7  lawsuit  charj 
that  Coke  has  thi'owTi  illegal 
stacles  in  its  path.  Pepsi  allej 
that  Coke  threatens  to  cut  off  s' 
plies  to  food-service  distribute 
which  provide  restaurants  \v 
everything  fi-om  napkins  to  ketcl 
and  soda  syrup,  if  they  dare  of 
Pepsi.  Tlie  upshot,  says  Pepsi,  is  t 
many  distributors  refuse  to  sup 
Pepsi  even  to  restaui-ants  that  w 
it.  "Why  limit  restaurants'  choic 
asks  Vince  Gennaro,  chief  of  Pep 
fountain  operation. 

Coke  admits  it  occasionaDy  dur 
distributors  that  carry  Pepsi  ; 
even  has  language  in  its  contrf 
with  them  saj-ing  offering  Pepsi 
"conflict  of  interest"  for  them. 
Coke  says  its  foe  has  many  way 
getting  soda  to  fountain  custom 
such  as  by  selling  to  them  direi 
Pepsi  says  that's  bunk  since  ir 
restaui'ants  only  want  to  deal  wit 
distributor  for  all  their  supplies. 

It's  hard  to  gauge  the  validit;s;> 
Pepsi's  complaint  because  the  j§ 
provides  no  names  of  victimized 
tributors.  Pepsi  s 
they  will  be 
vealed  as  the 
gation  progresi 
But   some  siz; 
distributors 
they  have  not  e) 
rienced    any  fl 
from  Coke.  Say 
spokesman  for  $5 
lion  Alliant  Food 
vice  Inc.:  "We  C£ 
both  Coke  and  P 
with  no  problem." 
judge  agrees,  Pe] 
challenge  will 
kicked  out  of  court 
back  into  the  mark. 

By  Larry  Light 
New  York  and 
Greising  in  Atlanta 
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GRAINS  THAT  TASTE 
LIKE  MEAT? 

Monsanto  and  DuPont  are  pouring  billions  into  "life  sciences" 

Organically  grown  plastics.  Geneti- 
cally engineered,  disease-resis- 
tant crops.  Cancer-preventing 
proteins.  These  are  the  real  and 
promised  products  of  an  entirely  new 
industiy — "life  sciences" — that  brings 
together  agriculture,  biotech,  and 
pharmaceuticals.  Almost  nonexistent 
two  years  ago,  life  sciences  is  taking 
off.  Industry  pioneer  Monsanto  Co. 
will  plant  50  million  acres  this  year 
with  herbicide-  and  insect-resistant 
corn,  soybeans,  and  cotton. 

Now,  Monsanto  and  others  are  on 
a  multibillion-dollai'  buying  and  alliance 
frenzy  to  grab  the  lead  in  this  new 
world  of  genetic  engineering.  The  in- 
dustry was  already  generating  big  buzz 
among  investors.  Then,  on  May  11, 
chemical  giant  DuPont  Co.  announced 
that  it  would  begin  divesting  its  $22 
billion  Conoco  Inc.  oil-and-gas  unit,  with 
much  of  the  capital  raised  to  be  rein- 
vested in  the  company's  biotech  agri- 
culture and  pharmaceutical  businesses. 
And  Monsanto,  after  spending  .$2.-5  bil- 
lion over  the  past  two  years  on  deals  in 
life  sciences,  agi'eed  to  spend  $4.2  billion 
more — $2.3  billion  to  purchase  the  60^^ 
of  grain-seed  producer  DeKalb 
Genetics  that  it  doesn't  already 
own,  and  $1.9  billion  to  accjuire 
cottonseed  producer  Delta  & 
Pine  Land. 

GOING  ABROAD.  The  rich  valua- 
tions are  one  measure  of  how  hot 
this  industry  is  becoming:  Two 
yeai's  ago,  Monsanto  paid  $170  mil- 
lion for  its  40%  stake  in  DeKalb. 
"This  is  not  just  a  research  phe- 
nomenon anymore.  It's  real,"  says 
Monsanto  President  Hendrik  A. 
Verfaillie.  So  he's  turning  his  sights 
overseas  to  find  still  more  deals.  "I 
don't  think  we're  done." 

The  message  resonates  loudly  with 
Dupont  CEO  Charles  0.  Holliday  .Jr. 
In  the  past  year,  DuPont  has  spent 
$8.2  billion  to  acquire  a  20%  stake  in  a 
top  seed-technolog-y  company.  Pioneer 
Hi-Bred  International,  and  to  buy  all 
of  soy-protein  supplier  Protein  Tech- 
nologies International.  Holliday's  spin-off 
of  Conoco  will  allow  him  to  accelerate 
that  dealmaking.  He  wants  life  sciences 
to  generate  35%.  of  the  company's  af- 


AREENGINEERED  LANDSCAPE 

Analysts  believe  Novartis, 
Hoechst,  Schering,  Cargill, 
and  ADM  will  seek  alliances 
to  exploit  the  booming  field 


ter-tax  operating  income  by  2002, 
from  20%  last  year,  excluding  the 
and-gas  business.  "Biotechnology  v, 
be  the  technology  for  the  fii-st  half 
the  next  century,"  says  Holliday. 

The  ne.xt  step,  some  Wall  Street( 
are  betting,  could  be  the  combination 
the  two  leaders:  DuPont  buys  Monsan 
Or  DuPont  could  do  a  deal  with  Britai 
Zeneca  plc  or  American  Home  Pre 
ucts.  Indeed,  analysts  figure  allian( 
and  deals  are  highly  likely  among 
the  players  with  big  ambitions — 
eluding  Novaitis,  Hoechst,  and  Rha 
Poulenc — despite  the  fact  that 
profits  in  the  industry  are  seve 
yeai's  away.  "These  ai'e  mergers  ws 
ing  to  happen,"  says  Bear,  Steams 
Co.  analyst  -J.  .Jeffrey  Cianci.  Beyc 
that,  analysts  and  company  exei 
fives  predict  alliances,  if  not  outrij 
mergers,  among  giant  food  proc 
sors  from  Ai'cher  Daniels  Midla 
Co.  to  Cargill  Inc. 

FOOD  FRIGHT.  The  drivi 
force  is  technology  that  is 
lowing   scientists   to  all 
genes  in  plants  and  animj 
Scientists  are  already  mov 
beyond  seeds  that  have  heaJ 
ier  oils  or  that  can  resist 
bicides.  Monsanto,  for  examj 
is  working  on  a  cottonseed  tl 
can  produce  its  own  cole 
while  DuPont  is  working 
grains  that  can  look  and  ta 
like  meat.  "We're  mo\ing  to  ^ 
ue-added  products,"  says  Gi 
May,   a  researcher  at  Bo: 
Thompson  Institute  for  Plant 
search  at  Cornell  University. 

Before  those  new  veggie  I 
gers  hit  stores,  however,  the 
dustry  may  have  to  allay  the  conce 
of  consumers  and  regulators  in  the  U 
and  Europe.  For  now,  the  debate 
ters  on  whether  food  produced  ft 
gene-spliced  seeds  should  carry  lat 
noting  that.  "The  people  at  the  Foo( 
Drug  Administration  will  hear  a 
more  fi-om  the  environmental  comi 
nity  on  labeling,"  predicts  Margs 
G.  Mellon,  a  biotech  expert  at 
Union  of  Concerned  Scientists. 

DuPont's  Holliday  acknowled 
that  fighting  those  efforts  could  bi 
fu-e.  "If  we  don't  do  the  job  right! 
fi-ont,  there's  always  the  risk  that  [n*' 
ket  growth]  could  go  slower  than  | 
think,"  he  says.  For  the  compar|; 
pumping  billions  into  life  sciences, 
would  be  a  bitter  hai-vest  indeed 
for  now,  the  sprout  is  thriving. 

By  Richard  A.  Melcher  in  Chic 
and  Amy  Batrett  in  Philadelphia,  i 
Andrew  Osterland  in  Chicago 
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SUITORS  BUZZ 
AROUND  POLYGRAM 

PHILIPS  ELECTRONICS  CHAIR- 

man  Cor  Boonstra  had  plen- 
ty of  callers  when  he  arrived 
in  New  York  on  May  11. 
Representatives  from  Sea- 
gram and  the  team  of 
Forstmann  Little  and  buyout 
company  Thomas  H.  Lee 
stopped  by  to  discuss  their 
bids  for  Polygram,  home  to 
such  recording  superstars  as 
Elton  John  and  U2.  Poly- 
gram's value  skyrocketed 
after  Seagram  Chairman 
Edgar  Bronfman  Jr.,  who  is 
looking  for  a  major  record 
label  to  team  with  Universal 
Studios,  decided  against 
making  a  bid  for  recording 
company  emi  because  of 
price.  The  far  better-man- 
aged Polygram,  which  is 


CLOSING  BELL 


CUniNG  REPLY 

Chainsaw  Al  is  back — but 
Wall  Street  isn't  applauding. 
On  May  11,  Sunbeam  head  Al 
Dunlap  unveiled  the  second 
restructuring  in  18  months. 
He'll  combine  facilities  at  the 
Signature  Brands,  First  Alert, 
and  Coleman  lines.  The  toll: 
5,148  jobs,  8  factories,  and 
33  warehouses.  Instead  of 
cheering,  the  market  frowned 
at  Sunbeam's  surprise  operat- 
ing loss.  Investors  "don't  take 
kindly  to  guys  who  set  the  bar 
pretty  high  and  miss  it,"  says 
Justin  Maurer,  analyst  at 
McDonald  &  Co.  The  stock  slid 
TAi  on  the  news,  to  25X. 


SUNBEAM 
STOCK 
PRICE 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


75%-owned  by  Philips,  is  the 
only  major  nonallied  record 
company  left.  The  bids  are 
believed  to  run  upwards  of 
$10  billion — for  a  company 
with  a  current  market  value 
of  roughly  $9  billion. 

WHY  BOEING  BIRDS 
FLY  SOUTH  

THE  AIRFIELDS  IN  BOEING'S 

south  Puget  Sound  facilities 
look  more  like  parking  lots 
these  days  as  the  Seattle 
aerospace  giant  doubles  pro- 
duction of  next-generation 
737s  from  7  to  14  a  month.  So 
Boeing  is  sending  10  of  the 
new-model  737s  down  to 
Long  Beach,  Calif.,  for  fin- 
ishing work.  Boeing  pumped 
out  planes  before  faa  and 
European  certification  was 
completed  and  the  company 
is  still  struggling  to  install 
costly  changes  in  more  than 
20  jets.  The  retrofit  work  has 
cost  Boeing  $656  million  so 
far.  Boeing  will  decide  by  this 
summer  whether  to  move 
more  737  work  south. 


SHOOTING  DOWN  A 
SATELLITE  DEAL 

they're  CELEBRATING  AT  THE 

headquarters  of  satellite 
companies  DirecTV  and 
EchoStar.  Why  the  party? 
The  Justice  Dept.  on  May  12 
filed  suit  to  block  cable-con- 
trolled Primestar's  planned 
purchase  of  a  satellite  slot 
owned  by  MCi  and  News 
Corp.  Under  the  deal, 
Primestar  would  have  got- 
ten a  prize  satellite  slot  con- 
trolled by  News  Corp.  and 
MCI  Communications  for  its 
expanded  direct  satellite 
offerings.  But  Justice  said 
the  combination  would  give 
cable  giants — including  TCi 
and  Time  Warner,  which 
control  Primestar — undue 
power.  Primestar  vows  to 
fight  the  suit,  and  it's  going 
ahead  with  a  planned  $400 
million  bond  deal  to  fund 
expansion. 


HEADLINER:  PHILIP  KNIGHT 


NIKE  FINALLY  DOES  IT 


After  years  of  pressure  to 
stop  abusive  practices  in 
Nike's  overseas  plants,  ceo 
Philip  Knight  has  decid- 
ed to  revamp  labor 
policies.  In  doing 
so,  he  becomes 
the  one  apply- 
ing pressure — 
on  other  U.  S. 
companies  to 
match  his  new 
standards.  On  May 
12,  Knight  pledged  to 
raise  the  minimum  worker 
age  and  let  human  rights 
gi'oups  help  monitor  its 
foreign  plants,  which  em- 
ploy half  a  million  workers. 
Nike  also  will  issue  sum- 
maries of  the  groups'  con- 
clusions and  use  U.  S.  safe- 
ty and  health  standai'ds. 

While  Nike  hasn't 
spelled  out  cmcial  details, 


such  as  how  human  rights 
groups  will  get  plant  ac- 
cess, activists  cautiously 
applauded.  Knight's 
pledges  go  further 
than  other  comp; 
nies' — and  coul( 
prompt  action 
from  President 
Clinton's  appai 
el-industry  tasl 
force  on  sweat- 
shops. That  gi-ouj 
hasn't  agreed  on  kei 
issues  such  as  monitoring. 
Meanwhile,  critics  wait  to 
see  whether  other  compa- 
nies, such  as  Levi  Strauss 
will  fall  in  line.  "Nike's 
move  will  give  us  more 
leverage,"  says  Medea 
Benjamin,  head  of  Global 
Exchange,  a  San  Francisc 
watchdog  gi'oup. 

By  Aaron  Beniste 


JOHN  HANCOCK 
SIGNS  TO  GO  PUBLIC 

THE  SIREN  SONG  OF  THE  PUB- 
lic  market  is  luring  another 
mutual  life  insurer  to  Wall 
Street.  On  May  12,  the  board 
of  136-year-old  John  Hancock 
Mutual  Life  voted  to  convert 
from  a  mutual,  run  as  a  coop- 
erative and  owned  by  policy- 
holders, to  a  stock-issuing 
company.  While  only  a  few 
major  mutual  insurers  have 
decided  to  go  public,  most  are 
expected  to  convert  in  coming 
years  to  seek  the  capital  to 
keep  up  with  rivals  in  finan- 
cial services.  Metropolitan 
Life  is  seen  as  the  next  can- 
didate, but  executives  say 
nothing's  in  the  works  yet. 

NEW  FACE 
AT  BODY  SHOP 

CONSERVATION   MOVE?  THE 

Body  Shop,  the  famously 
eco-friendly  cosmetics  retail- 
er, announced  on  May  12 


that  co-founder  Anita  R 
dick  will  step  aside  as  cl 
executive  and  join  her  h 
band  as  co-chair.  Roddick, 
one  of  Britain's  best-knc 
and  most  outspoken  bi 
nesswomen,  will  be  repla 
July  14  by  Patrick  Gouma 
Groupe  Danone  execut 
Body  Shop  is  also  launch 
a  joint  venture  to  run 
U.  S.  business  with  direc 
Adrian  Bellamy.  The  chan 
are  aimed  at  reviving  sale 
the  U.  S.,  where  the  comp; 
lost  $8.3  million  in  1997. 

ETCETERA... 


m  Intuit  named  former  m( 
executive  William  Harris 
its  new  cEo. 
m  Rate  hike:  The  postal  i 
commission  called  for  a  fi 
class  stamp  hike  of  1(Z. 

■  AT&T,  MCI,  and  others  S' 
to  stop  U  S  West's  lo 
distance  plan. 

■  Bay  Networks  spume 
Northern  Telecom  bid 
will  consider  other  offers 
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Two  for  the  road. 

Introducing  the  Intef  Pentium®  II  processor  for  mobile  PCs. 

The  Pentium®  II  processor  is  now  available  in  mobile  PCs.  Which 
means  you  can  have  the  best  of  both  worlds:  the  performance  of  a 
desktop  PC  and  the  ability  to  take  it  anywhere.  So  go  test  drive  a 
P^DVH'TT'II  new  mobile  PC  with  an  Intel®  Pentium  II  processor  and  pull  into  the 

fast  lane.  For  more  information,  visit  our  Web  site.  |  ►  www.intei.com/mobiie/Pentiumn  | 
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Washington  Outlook 


-ED  BY  OWEN  ULLMANN 


\S  BOB  RUBIN  CRIED  WOLF 
MCE  TOO  OFTEN? 


e  may  be  Corporate  America's  favorite  Clinton  Cabinet 
member.  He's  a  fei^vent  free-marketeer.  And  he's  helping 
to  guide  the  economy  through  one  of  its  longest  expan- 

in  histoiy.  So  why  is  Treasuiy  Secretaiy  Robert  E.  Ru- 
ibout  as  welcome  on  Capitol  Hill  as  a  tobacco  lobbyist 

a  long  memory? 

rnple.  COP  leaders  hate  what  they  see  as  liis  hai-dball  pai'- 
ship  and  patronizing  style.  And  they're  still  smarting  over- 
way  he  outfoxed  them  on  issues  such  as  the  1995-96 
et  showdown  and  a  Hill  push  for 
ping  tax  cuts.  "His  credibility  is 

low,"  grouses  House  Majority 
er  Richar-d  K.  Armey  (R-Tex.).  "We 

to  take  everything  he  says  with  a 

gr'ain  of  salt." 

Dw  it  may  be  payback  time:  Re- 
cans  ar-e  threatening  to  deny  Rubin 
^ay  on  everything  fi'om  new  financ- 
Dr  the  Inter-national  Monetary  Fimd 
3for"m  of  Depression-era  banking 
The  biggest  casualty  may  be  the 
inistr-ation's  request  for  $18  billion 
jlp  the  IMF  cope  with  Asia's  eco-  RUBIN  predicted  mi 
c  crisis.  House  gop  lawmakers  bris- 
when  Rubin  pr-edicted — in  a  private  meeting  early  this 
—an  Asian  financial  collapse  within  six  weeks  if  Congr-ess 
t  send  money  without  strings. 

r  BREWING.  But  the  GOP  dismissed  such  talk — and  delayed 
le  on  the  package.  Now,  as  violence  r-ocks  Indonesia 
!  53),  Republicans  are  feeling  vindicated  because  they 
demanded  major  IMF  refor-ms  to  increase  the  financial 
mtability  of  corTupt  regimes.  "He  has  become  the  Chick- 
ittle  of  Washington,"  says  a  senior  gop  staffer-.  "He 
s  he  can  tr-ick  Congr-ess.  We're  not  that  stupid." 
ibin  is  also  br-awling  with  Republicans  as  they  consider 
'erhaul  of  banking  laws,  gop  leaders  say  distr-ust  of  him 
one  r-eason  that  the  House  voted  on  May  13  to  give 


the  Federal  Reserve  cliief  r-eg-ulatory  author-ity,  not  the  Tr-ea- 
siu-y,  as  Rubin  demands.  And  while  cr-afting  the  final  ver-sion 
of  an  Inter-nal  Revenue  Service  i-eform  package  that  Rubin 
initially  fought,  Senate  Major-ity  Leader  Tr-ent  Lott  (R- 
Miss.) — another  Rubin  basher — has  toyed  with  the  idea  of  re- 
moving him  fi-om  the  proposed  iRS  over-sight  board. 

Clintonites  praise  Rubin's  perfor-nrance  as  Ti-easury  clrief,  but 
they  acknowledge  Iris  pr-oblem  with  the  (;<)P.  "Bob  fights  to  the 
end  for  the  things  he  believes  in,"  says  White  House  Cliief  of 
Staff  Erskine  B.  Bowles.  "They  think 
he's  ver-y  tough,  unyielding.  A  worthy 
opponent  like  that  niffles  feather's."  Ru- 
bin concedes  that  "there  have  been  a  lot 
of  contentious  issues"  pitting  Tr-easury 
against  the  Hill.  But,  he  says,  "we've 
wor-ked  exceedingly  well  with  a  large 
number  of  Republicans  in  both  houses." 
SOUR  GRAPES?  In  fact,  bad  feelings  have 
been  br-ewing  since  the  stor-my  days  of 
the  budget  standoff,  when  Rubin  infuri- 
ated GOP  leaders  by  warning  that  Con- 
gi-ess  was  pushing  the  gover-nment  to- 
ward default  and  a  cutoff  of  Social 
Secur-ity  checks — though  neither  was 
likely.  Republicans  suffer-ed  a  public-r-elations  bloodbath.  "The 
bitter  feelings  still  linger,"  notes  a  gop  leadership  aide. 

Democrats  say  Republicans  ar-e  just  frustr-ated  because 
Rubin  has  bested  them.  "He  is  the  most  effective  Secr-etary  of 
the  Ti-easur-y  I've  had  the  pleasui*e  to  wor-k  with  in  my  23 
year-s  her-e,"  says  Repr-esentative  -John  .J.  LaFalce  (D-N.  Y.), 
the  House  Banking  Committee's  ranldng  Democr-at.  And  a  for-- 
mer  Rubin  aide  says  the  gop  gi-ipes  ar-e  mer-ely  sour  gi-apes: 
"He's  mor-e  credible  on  Wall  Str-eet  than  they  are."  Indeed, 
Rubin  may  still  hold  sway  on  the  Str-eet  and  at  the  White 
House.  But  he  has  lost  his  clout  on  the  other  end  of  Penn- 
sylvania Avenue. 

By  Ricliurd  S.  DiihIkuh,  ififh  Dean  Foust 


Asian  collapse 


CAPITAL  WRAPUP 


E DOOR  TO  DONORGATE? 

ttor-ney  General  Janet  Reno  may 
e  opened  a  can  of  wor-ms  on  May 
vhen  she  asked  for  an  independent 
nsel  to  investigate  allegations  that 
lOr  Secretary  Alexis  M.  Herman 
ated  campaign-finance  laws.  The 
oe  could  be  bad  news  for  Demo- 
-s  if  it  is  expanded  to  look  at 
rther  other  Chnton  officials  solicit- 
llegal  foreign  donations. 
.  key  allegation  against  Her-man — 
denies  any  wr-ongdoing — involves 
role  in  soliciting  contr-ibutions  in 


1996  from  a  Singapor-e  businessman 
who  was  then  seeking  a  Federal  Com- 
munications Commission  license.  The 
businessman  was  a  client  of  Vanessa  J. 
Weaver,  a  close  fi-iend  of 
Her-man.  Weaver-  had 
bought  out  Her-man 's  con- 
sulting business  after  Her- 
man took  a  senior  White 
House  job. 

In  October.  1996.  Weaver 
accompanied  her  client  to  a 
Vir-ginia  ftmd-raiser  where — 
with  Herman's  helja — they 
met  President  Clinton.  The 


HERMAN  denies 
wrongdoing 


client  then  allegedly  made  a  $250,000 
donation  thr-ough  Weaver.  Weaver-  con- 
tributed $240,000  to  the  Democrats  in 
1996  but  denies  laundering  her  client's 
money.  The  char-ges,  made 
by  an  ex-partner  of  Weaver, 
i-esemble  the  patter-n  of  for- 
eign fund-r-aising  during 
Pr-esident  Clinton's  reelec- 
tion campaign:  Democratic 
officials  allegedly  sought 
hefty  donations  ft-om  foreig-n 
nationals  seeking  to  do  busi- 
ness deals  in  the  U.  S. 

By  Paula  Dwyer 
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International  Business 


INDIA 


AND  NOW 

FOR  THE  FALLOUT 

India's  tests  may  bring  more  trouble  than  it  bargained  for 


If  India  was  after  attention,  it  got  it. 
But  if  it  was  aftei-  respect,  it  may 
have  failed  miserably.  Shocking  the 
world  with  a  series  of  nuclear  tests 
beginning  on  May  11,  India  seemed  to  be 
tiying  to  propel  itself  into  the  I'anks  of 
the  nucleai-  powei's.  Instead,  it  found  it- 
self a  pariah  as  the  U.  S.  im- 
posed sanctions  and  Japan  cut 
off  development  aid  to  New 
DelWs  two-month-old  govern- 
ment. Indian  Prime  Minister 
Atal  Bihari  Vajpayee  may 
have  given  nationalists  reason 
to  cheer  with  its  bold  move 
to  elevate  itself  onto  the 
world  stage.  But  India  now 
faces  gi'ave  consequences. 

The  implications  foi"  India's 
economy  and  the  U.  S.  com- 
panies that  do  business  there 
are  already  starting  to  pile 
up.  The  U.  S.  sanctions.  If  im- 
plemented in  concert  with 
other  nations,  could  reduce 
India's  $350  billion  gross  do- 
mestic product  by  2F/( — a 
considerable  figure  for  a  de- 
veloping nation  struggling  to 
attract  foreign  investment. 
With  much  of  Asia  reeling 
from  financial  crisis  this  year, 
India  was  in  an  excellent  po- 
sition to  be  a  safe  haven. 
Now,  investors  unable  to  se- 
cure financing  for  new  proj- 
ects vrill  join  the  capital  flight 
out  of  Asia.  "It's  a  lost  op- 
portunity," says  Guonan  Ma 
of  Salomon  Smith  Baniey  in 
Hong  Kong. 

BIG  BITE.  At  the  same  time, 
India  has  shifted  the  delicate 
balance  of  Asian  politics.  India 
is  ti-ying  to  ]30se  itself  as  a  nudeai"  coun- 
tei'weight  to  China  while  casting  China 
as  a  potential  enemy.  And  India's  atomic 
tests  have  upset  the  world's  ab-eady  pre- 
caiious  nucleai'  containment  policy.  Even 
though  India  says  it  now  intends  to  sign 
a  nuclear-  test  ban  agreement,  President 
Clinton's  ballyhooed  visit  to  India  in  No- 


vember is  in  question.  And  Chnton  will 
now  seek  a  unified  approach  among 
members  of  the  G-8  duiing  the  summit 
in  Bu-mingham,  England,  on  May  15-17. 
Germany  and  Japan  have  already  indi- 
cated support. 

The  duration  of  the  sanctions,  effec- 


sanctions,  the  U.S.  is  required  to  h 
about  $1  billion  a  year  worth  of  t 
port-Import  Bank  and  Overseas  Pri\ , 
Investment  Coip.  (OPIC)  loans,  as  well 
U.  S.  bank  loans  to  the  Indian  gove 
ment.  Companies  such  as  General  El 
trie,  Bechtel,  and  Enron  will  be  unaj 
to  find  the  cheap  loans  on  which  thr 
Indian  ventures  depend.  Enron,  for  - 
ample,  financed  25%  of  the  fii'st  half  < 
$2.5  billion  power  plant  in  Maharash 
state  with  such  loans.  But  funds  to  c( 
plete  it  are  now  in  jeopardy.  While  n 
er  sources  of  financing  are  available  ( 
side  the  U.S.,  they  carry  interest  ra 
about  2%  to  3%  higher " 

Even  though  foreign  direct  invt 
ment  in  India  is  quite  small,  account 
for  less  than  1%  of  its  cdp,  India 
been  ti-jing  to  catch  up  with  China  ;i 
destination  foi-  international  capital. 


Vajpayee's  move 
gave  nationalists 
something  to  cheer 
about,  but  Clinton 
promptly  imposed 
sanctions  that 
will  really  sting 


WHERE  INDIA  WILL  FEEL  THE  PAIN 

WORLD  BANK  LOANS  India  has  $14.5  billion 
in  loans  outstanding;  another  $8  billion  may 
now  be  in  jeopardy. 

U.S.  CREDITS  Ex-Im  Bank  and  OPIC  loans 
fund  billions  in  infrasti'ucture  projects, 
many  built  by  U.S.  companies. 

JAPANESE  AID  Tokyo,  the  largest  donor, 
vdth  $1.2  billion  last  year,  cut  new  loans 
and  canceled  an  aid  conference  expected  to 
raise  $4  billion. 

INVESTMENT  Projects  depending  on  U.S. 
credits  or  licenses,  by  Lockheed  Martin, 
Boeing,  Enron,  Bechtel,  and  others,  could 
now  be  canceled. 


five  as  of  May  18,  will  deteiTnine  how 
severe  the  impact  will  be.  They  can 
only  be  lifted  by  a  vote  in  the  U.  S. 
Congi'ess.  "If  this  is  a  permanent  cut  of 
2%  of  India's  CDP  forever,  it's  very  seri- 
ous," says  Joydeep  Mukherji  of  Stan- 
dard &  Poor's.  "If  it's  six  months  to  a 
year,  the  impact  will  be  smaller."  Under 


attracted  just  $8  billion  in  1997 — ne 
a  third  of  it  from  the  U.  S. — compi 
lAath  China's  $48  billion.  Now,  it  wil 
even  ftulher  beliind.  "The  risk  pren 
of  India  has  just  gone  up,"  says  Si 
Oberoi  of  Capital  International,  Inc 
In  addition,  the  sanctions  demand 
U.  S.  vote  against  approval  of 


(fal 
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Id  Bank  loans.  Nearly  $2  billion 
;h  are  still  pending  this  year,  and 
her  $6  billion  are  planned  over  the 
two  years.  The  halted  loans  would 
rimaiily  to  building  power  and  high- 
projects,  and  agi'icultural  and 
th-care  projects  would  be  spared, 
ipan  and  some  European  nations 
!  already  taken  a  hard  line.  Japan, 
example,  has  canceled  low-interest 
oans  and  other  development  assis- 
e.  Such  aid  totaled  $1.2  billion  last 
'.  It  also  canceled  an  annual  donors 
3rence  scheduled  for  Tokyo  on  June 
lat  was  expected  to  generate  about 
illion  in  aid  pledges. 
>SING  CONCERN.  India's  Hindu  na- 
ihsts  gave  hints  of  this  kind  of  bel- 
•ence  before,  but  no  one  expected 
they  would  go  so  far.  The  Bha- 
ra  Janata  Party  (b.jp),  when  it  won 
tions  and  formed  a  coalition  in 
:h,  made  some  noises  about  restart- 
a  nuclear  progTam.  But  the  more 
sing  concern  was  that  they  would 
r  some  foreign  investment — in  the 
umer-products  sector.  Ironically,  the 
pledged  to  welcome  foreign  in- 
ors  doing  infrastnicture  projects — 
3r  plants,  roads,  and  refinenes.  Now 
those  very  projects  that  are  in 
ardy  for  lack  of  financing, 
ivestors  are  wonied  not  just  about 
^jons  but  that  militaiy  outlays  might 
increase  India's  government  spend- 
The  deficit  is  already  about  5.5% 
)P,  higher  than  economists  say  India 
afford  if  it  wants  to  keep  growing, 
iover,  if  the  government  must  now 
on  the  burden  of  financing  infra- 
'ture  projects,  it  will  also  raise  ex- 
litures.    Already,   the  country's 
th  has  slowed  to  less  than  5%,  well 
N  the  government's  target  of  8%. 
lere  is  another  concern.  If  India 
these  crucial  bank  loans,  it  will 
have  to  pay  some  $6  billion  to  ser- 
its  foreign  debt  this  year.  So  the 
mment  must  not  only  cut  spending 
increase  exports  to  come  up  with 
needed  foreign  exchange.  If  it  is 
le  to  meet  its  obligations,  capital 
.  could  quickly  destabilize  the  coun- 
\nd  sanctions  would  pull  away  the 
■national  Monetaiy  Fimd  safety  net. 
s  possible  that  the  sanctions  could 
mporary,  that  the  b.jp  could  pledge 
gn  the  Comprehensive  Test  Ban 
:y  and  that  investment  could  pick 
?ain.  But  this  is  an  important  test 
for  President  Clinton  and  the  fu- 
of  nucleai-  nonproliferation.  If  other 
;ries,  including  Pakistan,  see  India 
ng  off  lightly,  the  consequences 
j  really  be  serious. 
'  Sheri  Prasso  in  New  York  and 
jeet  Kripalani  in  Bombay,  Stan 
k  and  Paul  Magnusson  in  Wash- 
n,  and  bureau  reports 


COMMENTARY 


By  Manjeet  Kripalani  and  Dexter  Roberts 

WHAT  INDIA  NEEDS 
IS  WEALTH,  NOT  BOMBS 


Sure,  China  has 
nuclear  missiles 
-but  the  West  is 
much  more 
impressed  with  its 
astounding  growth 


For  the  Bharatiya  Janata  Party, 
the  nucleai"  tests  the  government 
conducted  on  May  11  were  de- 
signed to  show  that  India  was  eveiy 
bit  as  powerful  as  China.  Feeling  ig- 
nored and  imappreciated,  India  fig- 
m-ed  it  was  time  to  show  some  mus- 
cle. After  all,  authoiitaiian  China  with 
its  dismal  human  rights  record,  its  re- 
cent nuclear  tests,  and  its  bullying  of 
Taiwan,  wins  respect  even  fi-om  the 
U.  S.  "If  you  want  to  get  the  attention 
of  America,  you've  got  to  figure  in  its 
nightmares,  not  in  its  dreams,"  says 
one  Indian  businessman  and  bjp  sup- 
porter. With  Indian  citizens  celebrat- 
ing in  the  streets,  the  P..JP  hailed  the 
tests  as  "a  cause  for  national  pride." 

Well,  the  pride  stops  at  India's 
borders.  That  was  clear  ft-om  the 
woi'ld's  response  and  the  sanctions 
the  U.  S.  quickly  imposed.  India  has 
made  a  serious  mistake,  and  it  must 
leai'n  that  it  cannot  imitate  China's 
tactics  and  expect  China's  success. 


Certainly  their  nucleai'  arsenal  is 
one  reason  the  Chinese  get  respect 
in  Washington,  Tokyo,  and  elsewhere. 
But  Western  policymakers  now  view 
China  as  a  potential  supei-power  be- 
cause of  its  astounding  economic 
gi'owth,  its  influence  in  global  trade, 
and  the  size  of  its  market.  This 
wealth  translates  into  big  clout. 
Thus,  foi'eigTi  ministries  in  Japan  and 
Eui'ope  tread  lightly  when  China 
commits  human  rights  abuses  and 
supphes  arms  to  rogue  states.  The 
U.  S.  sometimes  sharply  condemns 
Beijing's  abuses.  But  in  the  end,  the 
importance  of  the  economic  relation- 
ship always  forces  the  White  House 
to  moderate  its  stand.  That's  a  cold 
calculus.  This  is  the  realpolitik  of  an 
age  when  economic  links  are  of  para- 
mount importance. 

India  does  not  have  this  leverage. 
Wliile  China  has  been  developing  its 
economy  for  the  last  two  decades, 
India  has  only  been  making  serious 
efforts  to  open  up  its  markets  since 
1991.  It's  true  that  many  foreign  in- 
vestors in  China  complain  loudly 
about  red  tape  and  uncertain  local 
partners.  Yet  the  Chinese  have  man- 
aged to  maintain  enough  momentum 
to  keep  investors  coming  in.  P^or  ex- 
ample, China  recently  banned  direct 
sellers  such  as  Avon  Products  Inc. 
But  at  the  same  time,  China  has 
signed  off  on  major  new  projects 
with  Intel  Coip.  and  L.  M.  Ericsson. 
Thus,  top  companies  in  the  U.  S.,  Eu- 
rope, and  Japan  will  lobby  then-  gov- 
ernments to  give  China  the  benefit  of 
the  doubt.  China  can  also  count  on 
Hong  Kong  and  Taiwan  to  invest  bil- 
lions on  the  mainland.  India  has  none 
of  these  advantages. 

India  has  many  things  going  for  it. 
Some  foreign  investors  such  as 
Bechtel,  Enron,  and  General  Electric 
have  found  ways  to  succeed  there. 
India  also  has  a  high-tech  sector 
that's  more  competitive  than  any- 
thing the  Chinese  have  created.  In- 
dia should  nuilure  these  businesses 
and  accumulate  real  economic  power. 
Then  it  would  stand  a  chance  of  win- 
ning the  respect  it  craves. 

Kripalani  covers  Indian  business 
from  Bombay,  and  Roberts  covers 
China's  economy  from  Beijing. 


BUSINESS  WEEK  /  MAY  25   1998  51 


NORTHERN  IRELAND 


BUSINESS  JUMPS  IN 

TO  HELP  TAME  THE  TROUBLES 

Investment  is  flowing-and  may  help  the  peace  accords  stick 


Eveiy  summer,  Poitadown,  Noitheni 
Ireland,  makes  the  news  in  Biitain — 
and  sometimes  around  the  globe. 
Mai'ches  by  Protestant  Orangemen  along 
the  Gai-vaghy  Road  often  lead  to  clashes 
with  Catholic  residents.  Yet  the  Ti'ou- 
bles  have  not  stopped  Ulster  Carpet 
Mills  Ltd.,  wliich  employs  7fK)  peojjle  in  a 
complex  along  the  same  road,  from  es- 
tablishing itself  as  a  leading  supplier  of 
carj3ets  to  international  hotels.  On  a  re- 
cent day,  the  company's  looms  were  rat- 
tling away  on  a  $1.3  million  order  for 
the  Bellagio  casino  in  Las  Vegas,  Nev. 

Wliile  you  might  think  the  conflict  that 
has  plagued  the  British-iuled  jjrovince 
would  have  made  life  impossible  for  busi- 
ness, companies  like  LUster  Cai-jjet  have 
soldiered  on.  Now,  they're  a  key  reason 
for  optimism  about  the  prospects  for 
peace  based  on  the  settlement  between 
the  British  and  Irish  governments  and 
local  political  pailies  on  Apr.  9.  Noithem 
Ireland  has  a  strong  industrial  base  on 
which  to  expand  the  peacetime  econo- 
my. "Peace  will  make  a  potentially  huge 
difference  to  Northern  Ireland  industiy," 
says  Mike  Mills,  Ulster  Caipet's  ceo. 

Still,  peace  is  not  a  sure  thing.  Al- 
though voters  on  both  sides  of  the  Irish 
border  are  expected  to  approve  the 
peace  agreement  in  a  referendum  on 
May  22,  it  is  fai-  fi'om  cleai-  that  the  long- 
embattled  parties  can  get  along. 

But  if  the  deal  holds,  it  will  speed 
subtle  changes  that  have  gathered  pace 


in  recent  years.  Northeni  Ireland  is  fast 
becoming  a  consumer  society  like  the 
rest  of  Eiu'ope.  Its  business  leaders  have 
been  twisting  politicians'  ai-ms  to  end 
the  conflict.  And  its  young  people  con- 
sider the  sectarian  war  an  anachronism. 

More  investment,  new  jobs,  and  trick- 
le-dowii  prosperity  are  the  best  hoi^e  for 
cementing  the  peace.  The  British  gov- 
ernment, the  Em'opean  Union,  and  the 
LI.  S.  are  likely  to  chip  in  aid  to  encour- 
age economic  gi'owth.  The  British  have 
already  announced  a  new  $513  million 
jobs  and  small-business  package.  This 
comes  on  top  of  $2,900  per  yeai-  in  gov- 
ernment subsidies  for  each  of  the 
province's  1.7  million  people. 

But  the  best  bet  for  creating  lasting 
jobs  is  private  investment.  Among  multi- 
nationals. Northern  Ireland's  i-ei)utation 


BELFAST  SHOPPERS:  The  north  is  fti 
hecotiiiitg  a  cousunter  society 

ah-eady  contrasts  with  its  image  in  t 
press.  Some  $3.2  billion  has  gone  ir 
new  and  existing  plants  since  19J 
Dupont,  Seagate  Technology,  and  Fujit 
have  all  announced  new  investments 
the  last  year.  Investors  have  been 
tracted  by  subsidies  that  average  25% 
a  project's  capital  costs  and  by  the  in( 
pensive  workforce — especially  at  a  til 
when  strong  economies  elsewhere  ma 
labor  scai'ce.  Says  Peter  Schuddebooni 
vice-president  of  Northern  Telecom  Lt 
"Companies  go  after  talent  where  it 

Schuddeboom  supervises  300  Nor 
engineers  at  a  facility  near  Belfast, 
starts  his  people  at  $27,000  per  ye 
10%  lower  than  in  the  rest  of  Brita 
But  the  key  is  being  close  to  univereit 
that  crank  out  650  software  engine* 
per  year.  Nortel,  which  also  mal< 
switching  equipment  in  the  Irish 
public,  is  happy  with  its  results  in  Nor 
em  Ii'eland.  It  I'ecently  announced  a 
million  expansion  of  its  opei'ation. 

Such  projects  have  helped  cut  une 
ployment  from  about  14%-  in  1993 
about  8%  now.  Economic  issues  ai-e  lil 
ly  to  become  even  more  prominent 
local  politicians  take  on  moi'e  authori 
As  voters  prepare  for  the  May  22  ref 
endum  and  for  a  June  25  election  fo: 
regional  assembly,  business  people 
cautiously  optimistic.  Chiis  Gibson,  eh; 
man  of  Golden  Vale  U.  K.,  a  unit  of 
Irish  food  company,  says  he  hopes 
new  setup  will  force  politicians  to 
form  or  get  voted  out.  Many  have  b( 
"bloody  uresponsible,"  he  says. 

But  he  concedes  that  the  provu 
faces  a  difficult  transition  fi-om  a  seci 
ty  state  to  a  private  economy.  Eventi 
ly,  more  than  half  of  14,000  police  j( 
may  be  cut  and  Prime  Minister-  Tc 
Blair  would  like  to  scale  back  subsid: 
For  now,  though,  Blair  will  be  reluct 
to  do  anything  that  could  jeopard 
peace.  As  for  Northern  Ireland,  hav 
to  switch  fi-om  a  police  state  to  a  non 
economy  is  a  nice  problem  to  have 
5//  Stanle))  Reed  in  Bel] 


Brighter  Prospects  In  Northern  Ireland 


FOREIGN  DIRECT 
INVESTMENT  IS  RISING. 
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950 


650 


■94  '95 
.MILLIONS  Of  DOLLARS 


'94  '95 
▲  PERCENT 


DAIA  INDUSTRIAL  DEVELOPMENT  BOARD  FOR  NORTHERN  IRELAND,  NORTHERN  IRELAND  ECONOMIC  RESEARCH  CENTER 


iternational  Outlook 


rED  BY  SHERI  PRASSO 


UHARTO'S  RISKY  GAME  OF 
lYIDE  AND  GONaUER 


ust  when  it  looked  as  if 
President  Suharto,  76, 
niight  finally  begin  to 
ore  confidence  in  his  un- 
;ed  economy,  things 
ed  ugly.  In  early  May, 
arto  ended  subsidies  on 
iline,  driving  up  prices 
iO%  and  setting  off  ri- 
Then  one  of  the  coun- 
;  most  influential  Mus- 
leaders,  Amien  Rais, 
id  on  him  to  resign  or 
;  blame  for  bloodshed, 
t,  Suharto  cut  short  a 
klong  state  visit  to 
pt.  It  seemed  that  the 
Id's  longest-serving 
er  after  Fidel  Castro 
tit  finally  be  losing  his 


hat  is  possible,  but  it  is 
true  that  Suharto  is  en-  ^ 
3d  in  a  complex  and  . 

y  game  to  shore  up  his  *  ^  * 

er.  His  moves  aim  to  nudge  Indonesia 

jr  to  the  breaking  point  in  an  attempt  Suhai'tO  figUrCS  that 

:eep  mmseli  m  oince.  By  provokmg  ^ 
:ed  social  unrest,  Suharto  keeps  any 
!ntial  coup  plotters  in  his  military 

:s  busy  tiying  to  quell  the  tui-bulence.  j^jotS  WOIl't  liaVC  tilTie  tO 

:  prevents  any  real  tlireat  to  his  pow- 

,nd  casts  him  as  the  sole  remaining  pjQ^  agalnSt  hilTl 

J  keepmg  the  nation  from  the  abyss.    ^  " 
ince  Suharto  is  also  following  Inter- 
onal  Monetary  Fund  dictates,  the 
;egy  carries  a  bonus.  It  keeps  his  $43  biUion  aid  package 
;t.  The  cash  will  flow  into  Indonesia's  coffers  at  a  rate  of 
illion  a  month  for  the  rest  of  the  year.  That's  enough  to 
1  the  government  going  and  give  Suhaito  time  to  sort  out 
litical  legacy  for  his  children. 

GEROUS  RIFTS.  Of  course,  Suharto  could  lose  control  of 
game.  For  starters,  the  opposition  to  his  rule  is  strength- 
g  faster  than  anticipated.  Riots  have  escalated  in  the 
;al  after  sweeping  secondaiy  cities  such  as  Medan,  and 
ral  students  have  been  killed.  AiTny  generals  ai"e  starting 
ike  seriously  the  demands  from  student  leaders  for  a  di- 
ae  on  political  reform.  The  calls  are  joined  by  Amien 
's  28-million-member  Islamic  gi'oup.  And  the  presidents 
senior  professors  of  five  top  govemment-inn  universities 
d  legitimacy  by  signing  a  similar  statement  on  May  10. 
iharto's  acts  are  also  opening  dangerous  social  rifts  that 
I  embolden  Ms  aniiy  commanders.  On  one  side  are  Islamic 
ons  who,  if  pushed  too  far,  could  line  up  behind  Strategic 
!rve  Commandei-  Lieutenant  General  Prabowo  Subianto. 
he  other  are  dissident  nationalists,  led  by  foiTner  Presi- 


dent Sukarno's  daughter 
Megawati  Sukarnoijutri  and 
a  gTOup  of  retu-ed  generals 
who  would  support  the  mili- 
tary's other  top  brass. 
Armed  Forces  Commander- 
in-Chief  General  Wiranto. 

So  far,  Suharto  has  suc- 
i  L'c'ded  in  keeping  these 
generals  suspicious  of  each 
other — and  thus  loyal  to 
him.  For  example,  he 
named  Wiranto  to  investi- 
gate the  detention  and  tor- 
ture of  student  leaders  and 
other  dissidents.  If  Wiranto 
investigates  too  thorough- 
ly, diplomats  say,  he  could 
implicate  Prabowo.  That 
could  be  dangerous  because 
Prabowo  is  Suharto's  son- 

WELCOME  DISTRACTION: 

Reform  can  ivait 


generals  busy  quellin 


in-law  and  commands  the  crack  unit 
with  which  Suharto  seized  power  in 
196.5.  A  Wiranto  misstep  would  risk  in- 
curring Suharto's  wrath.  If  Prabowo 
attempts  his  own  power  grab,  he  risks 
a  nasty  investigation  of  possible  hu- 
man rights  abuses. 

With  the  instability  serving  his  po- 
litical maneuverings,  Suharto  won't  act 
to  stabilize  the  economy  anytime  soon. 
Ending  subsidies  on  fuel,  while  mandat- 
ed by  the  IMF,  could  have  been  implemented  in  steps  tlirough 
the  rest  of  the  year.  By  doing  it  all  at  once  and  fomenting  vi- 
olence, Suharto  made  the  IMF  an  easy  scapegoat.  He  can 
blame  unrest  on  the  West — and  then  show  his  leadership 
by  quelling  it. 

Every  day,  Indonesia  gets  further  removed  from  any  eco- 
nomic recoveiy.  The  rupiah  has  plunged  again,  to  over  10,000 
to  the  dollar,  after  stabilizing  near  8,000  in  recent  weeks. 
Meanwhile,  the  stock  market's  almost-daily  dives  are  sending 
shock  waves  through  the  region.  Normal  business  activity  is 
almost  completely  paralyzed  after  the  goveniment  failed  to 
renegotiate  nearly  $80  billion  in  private  debt,  another  factor 
undermining  confidence  in  the  economy. 

As  long  as  Suliarto  can  keep  imf  aid  rolling  in  and  his  foes 
destabilized,  he  may  be  able  to  prolong  his  32-year  stay  in  of- 
fice. His  strategy  will  flop  only  if  violence  rises  to  a  level  that 
a  disheartened  and  increasingly  ambivalent  mihtaiy  cannot  or 
will  not  put  down.  Then  people  power  may  take  hold  in  the 
streets,  and  Suharto  will  be  histoiy. 

By  Michael  Shari  i)i  JakaHa 
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STORY  #194: 


TdJoncfer^ufly 
CPrecficiaSfe  CJ'uiure 


LeT'S  just  say  you're  the  CEO  of  a  large  investment  firm. 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dow  Jones  and  four 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  know        >  ,  ^ 

you  have  to  face  two  hundred  employees  who  want  more  money,  better       ^  >^ 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market.  /| 

[  ''Risk    is    oh.  a  y    in    my    line    of  work,       u  t  I 

sure    a  o  n    t    nee  J    it    f  r  o  m    m  if    n  o  t  e  h  o  o  k  s  ,  "  ] 

is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  Lifeline,  our  Lifecycle  Management 
Program  for  select  LifeBook"  notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

o  w    we    all   get    something    we    can  use 

m  ore    of  a  r  o  u  n  J    li  e  r  e  :    s  e  c  u  r  i  t  g  ,   "  ] 

you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate.  Leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 
mind  helping  you  understand  your  cost  of  owner- 
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Lifeline  Lifecycle  Management  Options 
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ship.  So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will. 
There  are  millions  of  Fujitsu  notebooks  out  there — each  with  a  story  of  its  own 

Fujrrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s  . 

For  more  info,  visit  www.fujitsu-pc.com/ce 
or  call  1-888-4-ON-THE-GO. 
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COMPUTERS 


BACK  TO  THE  FUTURE 
AT  APPLE 

Can  Steve  Jobs  do  it  again  with  a  stylish  and  cheap  new  Mac? 


It  was  staged  as  a  reenactment  of 
the  company's  finest  hour  long,  long 
ago.  Steven  P.  Jobs,  Apple  Comput- 
er Inc.'s  co-founder,  was  back  in  the 
auditoiiimi  where  he  stood  14  yeai"s  eai- 
lier  when  he  took  the  wraps  off  the 
revolutionary  Macintosh  computer.  And, 
just  as  he  did  then,  he  pumped  up  the 
crowd  of  some  2,000  goose-bumped  em- 
ployees and  customers,  forgoing  his 
trademai'k  jeans  and  tmlleneck  to  make 
one  of  his  rare  suited  appearances.  But 
then,  this  was  a  special  occasion.  Witli 


classic  Jobs  panache,  he  yanked  the 
black  cover  off  an  ultrasecret  machine. 

The  iMac  had  anived — and  with  it, 
all  the  hopes  and  dreams  of  a  belea- 
gTiered  Apple  struggling  to  recover  its 
former  magic.  The  iMac  isn't  a  techno- 
logical breakthrough.  It  doesn't  even 
boast  the  fastest  modem,  the  biggest 
monitor,  or  the  newest  software.  Wliat 
it  struts  is  head-snapping  style  with  a 
cheapo  .$1,299  price  tag.  Its  translucent 
teal  casing  is  a  bold  departure  from  the 
acres  of  putty-colored  PCs  on  desktops 


everywhere.  And  its  curvy  lines 
light-up  mouse  make  it  a  fanciful,  Sp 
Age  macliine  that  will  either  be  a  h 
hit — or  a  devastating  dud.  Gushes  J( 
"If  you  had  just  aiiived  back  fi'om  IVI 
fi'om  a  vacation  and  you  saw  tliis  thi 
you'd  say,  'Wlioa,  let  me  guess,  co 
it  be  . . .  ■?'  And  you'd  hope  it  would 
Apple  Computer.  Apple  is  back  toj^ 
roots,  starting  to  innovate  again." 

But  is  that  enough?  For  all  the 
ter  and  Jobs's  euphoria,  there  are 
nagging  doubts  about  the  snazzy 
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machine  and  tlie  company's  comeback. 
For  one,  the  iMac  won't  ship  until  Au- 
gust, and  it's  missing  some  key  fea- 
tures that  have  become  staples  for  PC 
buyers.  What's  more,  even  if  the  ma- 
chine hits  a  high  note  with  buyei-s,  Ap- 
ple continues  to  face  a  gap  as  wide  as 
the  distance  from  Silicon  Valley  to 
Redmond,  Wash.,  in  the  software 
availal)le  for  the  Mac  vs.  what's  on 
store  shelves  for  rival  Windows- 
based  PCS. 

Still,  Jobs  has  bought  time. 
The  Apple  faithful  are  hope- 
ful again.  For  the  fii'st  time 
in  nearly  three  years,  the 
question  isn't  if,  but  how  far, 
the  company  can  come  back 
from  the  brink  of  disastei' — 


Jobs  has  bought  some 
time  for  Apple,  but  the 
company  still  faces  a 
^     major  obstacle: 
A  dearth  of 
software 
for  the 


or  worse,  obscurity.  Since  returning  to 
Apple  as  interim  chief  executive  last 
•July,  Jobs  has  moved  quickly  to  stop 
the  bleeding  by  slashing  payroll,  dump- 
ing businesses,  ditching  products,  and 
refocusing  the  company  around  its  core 
Macintosh  desktop  and  PowerBook  note- 
book computers. 

BETTER  OUTLOOK.  The  results  have 
been  astonishing:  Apple's  market  share, 
which  seemed  to  be  gasping  its  final 
breaths  before  slipping  into  the  igno- 
minious category  called  "other,"  is  up 
for  the  first  time  in  years — to  4%  in 
the  fii-st  quartei'  from  3.4%  at  the  close 
of  1997,  according  to  mai-ket  researcher 
International  Data  Corp.  After  sLx  quai'- 
terly  losses,  the  company  has  posted 
two  consecutive  quarters  in  the  black, 
earning  more  than 
$100  million.  And  Ap- 
ple's stock  is  at  30,  a 
52-week  high.  "Steve 
cleai'ly  has  done  an  in- 
credible job,"  says  for- 
mer Apple  Chief  Fi- 
nancial Officer  Joseph 
Graziano.  "But  the 
$64,000  question  is: 
Will  Apple  ever  re- 
sume growth?" 

As  yet,  there  is  no 
surefire  answer.  While 
Apple  is  expected  to 
sell  6%  more  comput- 
ers this  year  than  in 
1997,  that's  still  not 
enough  to  keep  pace 
with  overall  PC  sales, 
]VIaC      which  are  growing  at 
a  13%  to   15%'  clip. 
Next  year  could  deliv- 
er an  altogether  bet- 
ter scenario,  though. 
With  the  help  of  the 
iMac,  which  could  be 
a  Christmas  hit,  Ap- 
ple's shipments  could 
surge  13%  in  1999,  fig- 
ures analyst  Louis  J. 
Mazzucchelli  of  Gerard 
KJauer  Mattison  &  Co. 
That  could  set  the  stage 
for  Apple  to  nudge  its  U.  S. 
market  share  back  to  6%-  by 
the  millennium. 
There's  just  one  problem:  That's  a 
far  cry  from  the  14%  peak  the  Mac 
boasted  five  yeai's  ago.  And  while  Apple 
unveiled  a  new  road  map  on  May  11 
for  the  machine's  vital  operating-system 
software,  which  could  make  it  as  robust 
as  Microsoft  Corp.'s  rival  Windows  NT, 
that  may  not  be  enough  to  keep  soft- 
ware makers  in  the  Mac  camp  or  bnng 
others  back  into  the  fold.  Writing  Mac 
programs  "takes  a  lot  of  time,  and  the 
user  base  just  isn't  there,"  says  Bar- 
rett Alexander,  director  of  business  de- 
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velopment  for  gamemaker  id  Software 
Inc.  After  selling  just  50,000  copies  of 
id's  Quake  for  the  Mac — vs.  1  million 
Windows  copies — the  company  didn't 
bother  with  a  Mac  version  of  Quake  II. 

Worse,  even  if  Apple  does  inch  its 
way  back  to,  say,  a  6%  share  of  the 
U.  S.  PC  market,  it  may  still  have  a 
tough  time  generating  the  funds  to 
banki-oll  the  kind  of  innovation  that  will 
make  it  a  standout  going  foi-ward.  Al- 
ready, .Jobs  has  taken  a  heavy  hand  to 
R&D  spending,  pegged  at  .$300  million 
in  1998,  half  of  Apple's  1996  level.  Yet 
developing  major  overhauls  of  operatmg 
software  can  cost  upwards  of  .$200  mil- 
lion. Rival  Microsoft  Corp.,  for  exam- 
ple, is  on  track  to  spend  neai-ly  $2.4  bil- 
lion on  R&D  this  fiscal  year. 
"LOW-HANGING  FRUIT."  So,  in  the  face  of 
.such  odds,  how  does  .Jobs  stoke  a  big 
comeback?  The  plan  is  suiprisingly  sim- 
ple— almost  retro:  Jobs  is  betting  on 
the  PC.  Forget  whizzy  products,  such 
as  information  appliances,  multimedia 
players,  or  handheld  computers.  "We're 
not  going  off  into  la-la  land,"  he  says 
(page  62).  "The  personal  computei'  has 
been  the  most  successful  consumer 
product  of  the  last  10  years.  We'd  all 
like  to  have  a  better  online  tt  Guide  in 


our  settop  box,  but  that  does  not  a 
multibillion-dollar  industi-y  make." 

For  Apple,  it's  back  to  the  future. 
That's  why  the  introduction  of  the  iMac 
was  so  heavy  on  nostalgia.  It's  the  ma- 
chine for  the  rest  of  us — updated  for- 
the  Internet  Age.  That's  central  to 
Jobs's  game  plan,  which  hinges  on  har- 
vesting pent-up  demand  from  fence-sit- 
ting Mac  loyalists  who  have  been  tiuTied 
off  by  lackluster  products  and  concerns 
about  the  company's  viability.  "The  peo- 
ple who  are  already  using  the  Mac  are 
the  low-hanging  fi-uit,"  says  .Jobs.  "But 
we  still  have  to  earn  their  business." 

With  the  loyalists  attended  to.  Jobs 
then  plans  to  tiuTi  his  attention  to  Iming 
fii'st-time  PC  buyers.  His  caiTot:  keeping 
Mac  prices  on  a  par  with  computers 
made  by  Dell  Computer  Corp.  and  the 
like.  By  offering  a  cool  look,  affordable 
prices,  and  the  Mac's  famed  ease  of  use. 
Jobs  is  betting  he  can  "capture  more 
than  our  share"  of  newbies.  Experts, 
however,  are  doubtful.  "I  just  don't  see 
them  attracting  new  users,"  says  Eu- 
gene G.  Glazer,  a  technology  analyst  for 
Fortis  Advisers. 

Then  comes  Phase  III  of  the  Jobs 
attack:  an  audacious  attempt  to  per- 
suade rival  Windows  PC  users  to  make 


the  Mac  switch.  Jobs,  for  instance, 
hoping  that  once  Apple's  machines  r 
gain  momentum  in  the  education  mi 
ket— where  it  held  a  27%  shai-e  in  191 
down  fi'om  47%  in  1994 — students  w 
talk  their  parents  into  buying  Macs  I 

APPLE  S  PROFITS  1 
ARE  BACK... 


the  home.  But  that's  going  to  be  an  u 
liill  battle.  Take  Ido  Rosen,  a  13-year-'J 
in  Tenafly,  N.  J.,  whose  pai-ents  boughj 
Dell  266,  despite  his  objections,  f 
would've  wanted  us  to  buy  another  Mi; 
but  my  dad  said  it  would  be  better  > 
cause  Macs  are  dying,"  says  Rosa 
Concedes  Jobs:  "That's  the  hardest  o 
It's  going  to  take  time." 


ven  a  lifetime  spent  pursuing  the 
dominance  of  Windows  machines 
not  be  long  enough.  Why?  Soft- 
; — or,  in  Apple's  case,  a  lack  thereof. 

there  are  some  12,000  programs 
lable  for  the  Mac,  but  as  Apple's 
ket  share  has  declined,  retailers 
;  shrunk  the  shelf  space  given  to 
progi'ams.  Worse,  the  number  of 
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lopers  willing  to  crank  out  new  Mac 
^•ams  is  dwindling.  While  70%  of 
vare  developers  wi-ote  for  the  Mac 
irly  1996,  slightly  over  20%  do  to- 
estimates  Michael  Mmphy,  editor  of 
Overpriced  Stock  Letter.  "If  [Jobs] 
^s  he's  going  to  take  on  Dell  and 
ipaq,  good  luck." 

)  be  sure,  Apple  faces  major  hur- 


dles— even  when  it  comes  to  the  iMac. 
By  the  time  it  ships,  the  $1,299  sticker 
price  could  look  hefty  in  the  face  of 
$600  PCS  ($850  including  monitor)  ex- 
pected out  by  competitors  for  the  holi- 
days. "The  iMac  would  have  been  a 
spectacular  product  in  January,"  says 
Dataquest  Inc.  analyst  Scott  Miller.  "It 
would  be  competitive  now.  But  by  Au- 

...AND  INVESTORS 
LIKE  WHAT  THEY  SEE 
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gust,  it's  going  to  look  underpowered 
for  the  piice." 

The  iMac's  innards  also  are  coming 
under  fire.  The  "i"  in  iMac  stands  for 
Internet,  but  the  machine  will  hit  the 
market  equipped  with  a  33.6  kilobits- 
per-second  modem,  slower  than  the  56 
kbps  modems  available  on  other  PCs. 
"Why  position  the  iMac  as  the  sim- 


plest, easiest  way  to  surf  the  Net  and 
yet  put  in  an  antiquated,  slow  modem?" 
asks  IDC  analyst  Kevin  Hause.  "That's 
inexcusable."  Apple  executives  argue 
that  the  iMac  is  better  designed  than 
PCS  to  accommodate  future  high-speed 
Internet  connections  such  as  cable 
modems  and  digital  subscriber  line 
(DSL)  rigs. 

FLOPPY  FLAP.  Then  there's  the  lack  of 
an  internal  floppy  drive  for  backing  up 
files.  There  has  been  much  online  teeth- 
gnashing  about  this  among  Mac  fans. 
One  Web  siufer  admitted  he  rai'ely  uses 
floppies,  "but  when  you  need  it,  it's 
there,  right?  Omission  of  a  basic  hard- 
ware component  like  a  floppy  drive  will 
kill  this  machine,"  he  wrote  in  an 
E-mail.  Apple  also  could  have  a  prob- 
lem in  the  education  market.  Few 
schools  have  sophisticated  networks, 
and  most  students  keep  their  files  on 
floppies.  "I'm  nervous  they've  made  a 
mistake,"  says  Mac  user  Dan  Hamil- 
ton, communications  coordinator  for 
Cape  Cod  Commission,  a  regnlatoiy  and 
planning  agency. 

Jobs  disagrees.  "People  aren't  think- 
ing clearly,"  he  shoots  back.  "Nobody's 
going  to  back  up  a  4-gigabyte  drive 
onto  1-megabyte  floppies.  They'll  use  a 
Zip  drive — but  they're  too  expensive 
to  build  into  a  consumer  product.  Be- 
sides, hai'dly  anybody  backs  up  anyway, 
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so  why  build  cost  into  eveiy  system?" 

It's  vintage  Jobs,  ^\■'}lile  the  48-year- 
olcl  Api^le  co-founder  is  considered  one  of 
Silicon  \^alley's  visionaiies,  he  sometimes 
gets  ahead  of  consumers.  Jobs,  for  ex- 
ample, fought  the  idea  of  an  e.xpandable 
Mac  after  it  was  launched  in  1984.  And 
at  his  xeXT  Inc.  startup,  he  built  a  sleek 
black  workstation  that  won  design 
awards  but  tripped  up  because  it  didn't 
contain  a  hai'd  chive  at  fh-st.  "Con.sumei"s 
are  not  going  to  fall  in  love  with  a  com- 
puter because  of  what  it  looks  like."  says 
Oppenheimer  &  Co.  analyst  James  Poy- 
ner.  "Am  I  bu\ing  a  piece  of  ait  or  a 
computer?" 

Jobs  would  say  both. 
Indeed,  by  combining 
aesthetics  with  ease  of 
use  in  both  the  iMac  and 
the  new  PowerBook  G3, 
Jobs  thinks  he  has  a 
winning  combo.  "We 
have  an  incredibly  gi'eat 
shot  at  coming  back  in 
this  market."  he  says. 
He  figures  that  Apple 
can  boost  revenue  more 
than  209c  for  every 
point  of  market  share  it 
picks  up. 

So  fai\  Ajjple  is  head- 
ing in  the  right  du-ection. 
Analysts  expect  it  to  be 
profitable  ovei-  the  next 
three  quarters  and  to 
show  yeai-over-yeai-  unit 
growth  in  the  Chiistmas 
quarter.  Already,  the 
Power  Mac  G3,  the  mod- 
el for  business  users,  is 
Apple's  hottest  new  pi-od- 
uct  ever:  Some  500,000 
G3s  shipped  in  the  fu-st 
sLx  months.  Apple  could 
get  another  boost  from 
the  new  Powei'Book  \ap- 
tops.  code-named  Wall  Street,  wiiich  de- 
buted on  May  6  alongside  the  iMac.  Jobs 
says  SI. 9  million  worth  of  new  Power- 
Books  were  sold  in  the  fu-st  24  houi's 
thi-ough  its  new  online  store. 
AD  ATTACK.  To  feed  demand.  Jobs  is 
turning  to  his  strength — marketing. 
With  a  SlOO  million  campaign  that  in- 
cludes heavy  T\'  and  print  advertising. 
Apple  is  planning  to  attack  the  con- 
sumer market  with  in-yoiu-face  ads.  The 
next  one,  conceived  by  Chiat/Day  Inc., 
which  engineered  Apple's  edgj'  "Think 
Different"  campaign,  show's  a  steam- 
roller citmching  rival  Pentiimi  notebooks 
before  cutting  to  a  picture  of  the  new' 
PowerBook  G8s.  Says  Jobs:  "We  can  be 
more  effective  at  getting  to  consumers. 
Have  you  seen  gi'eat  marketing  come 


out  of  Compaq  and  Dell?  I  haven't." 

Maybe  not.  But  what  Compaq  and 
Dell  can  claim  are  far  more  software 
programs  that  will  lom  on  their  ma- 
chines. Jobs  has  a  plan  to  ease  the 
yawning  gap  there,  too.  He  says  that ' 
when  he  anived  back  at  Apple,  he  was 
told  there  were  10,000  Mac  developers. 
But  when  he  asked  for  a  hst  of  the  top 
100,  "eveiyone  looked  at  me  like  I  was 
fi'om  Venus." 

Now,  Apple  is  focusing  on  the  top 
100  developers  to  ensure  that  key  ti- 
tles keep  coming  out.  Apple  will  direct 
half  its  developer  support  to  this  core 


group  and  is  co-marketing  with  them 
for  the  fii'st  time  in  years.  Apple  also  is 
itmning  softw^are  "kitchens"  where  de- 
velopers can  come  in  for  a  week  of 
product  testing.  "Steve  and  other  ex- 
ecs have  spent  more  time  talking  to 
Macromedia  in  the  last  10  months  than 
the  wiiole  exec  staff  did  in  the  past  10 
years,"  says  NoiTnan  Me\Towitz.  presi- 
dent of  products  at  Macromedia  Inc.,  a 
San  Francisco-based  software  maker. 

Even  Apple's  flip-flopping  software 
strategy'  may  finally  have  landed  on  the 
right  side  of  developers.  On  May  11, 
Jobs  did  an  about-face  and  decided  to 
drop  some  elements  of  the  Rhapsody 
operating  system,  which  Apple  acquired 
from  Jobs  for  S42.5  million  last  year.  In- 
stead, Apple  will  take  the  best  of  Rha{> 


sody  and  blend  it  with  the  Mac  opers 
ing  system  to  create  the  MacOS  X  di 
in  late  1999.  This  will  make  it  easi 
for  software  makers  to  create  Mac  pr 
gi-ams.  "Apple  has  realized  that  devi 
opers  w^eren't  willing  to  rewaite  th< 
applications,"  says  Michael  Sexton,  ck 
progi-ammer  of  Gloriasoft,  a  San  Fra 
cisco-based  software  developer. 

Apple  can't  afford  any  more  softwa 
snafus,  such  as  the  recent  one  with  1 
tuit  Inc.  The  company  almost  lost  t 
maker  of  popular  financial  softwa 
Qtiicken.  In  Apiil,  Intuit  decided  to  le 
word  that  there  would  be  no  Quick 


"It's  in  the 
genes  of  thi 
company  to 
be  different 

iMAC  DESIGNER 
JONATHAN  IVE 

for  Mac  this  yeai'.  Jc 
quickly  called  WilHam 
Campiaell.  Intuit's  CEC 
member  of  the  Ap; 
board  and  Jobs's  acre 
the-street  neighbor 
Palo  Alto,  Calif.  J( 
told  Mm  that  he  wo" 
give  him  a  glimpse 
Apple's  upcoming  pr 
ucts.  Intuit  got  chari 
up  after  executives  gc 
look  at  the  iMac.  N 
the  company  is  back 
board  and  planning 
deliver  a  Mac  upgr; 
next  year. 

Such  tactics  sh 
that  Jobs  is  clearly  wilUng  to  break 
old  Apple  mold.  "It's  in  the  genes 
this  company  to  be  different," 
Jonathan  Ive,  Apple's  chief  of  indust 
desigTi  who  cooked  up  the  iMae's  k 
But  Jobs's  biggest  break  with  the  f 
might  be  his  modemizing  the  com 
ny's  rainbow  logo.  Apple  is  keeping 
same  shape — an  aj^ple  with  a  bite  ta 
out.  But  the  coloiful  stripes  are  on 
way  out.  "It's  a  kind  of  '70s  look,"  s 
Jobs.  Instead,  Apple  is  going  to  use 
shape  with  a  variety  of  solid  coli 
"The  shape  is  om^  'swoosh.' "  he  si 
Now^  that's  a  shape  Jobs  would  lik( 
see  in  Apple's  sales  charts. 

By  Ira  Soger  in  New  York  mid  P 
Biirroivs  iti  S(ni  Mateo,  Calif., 
Andy  Reinhardt  in  Cupertino,  Call, 
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STEVE  JOBS:  THERE'S 
SANin  RETURNING' 


Nobody  can  doubt  the  charisma 
of  Steven  P.  Jobs.  The  interim 
CEO  of  Apple  Computer  Inc., 
who  returned  to  the  company  last 
July  after  his  1985  ouster,  has 
brought  back  his  legendary  vision, 
impatience,  and  infectious  passion 
for  the  Macintosh.  Jobs  spoke  to 
BUSINESS  WEEK  correspondent  Andy 
Reinhardt  in  Apple's  stark  fourth- 
floor  boardroom  after  the  company 
rolled  out  its  new 
software  strategy  on 
May  11. 

Q:  Now  that  you've 
introduced  the  new, 
bold-looking  iMac, 
are  you  going  to  do 
some  radically  dif- 
ferent products? 
A:  There's  a  lot  of 
talk  about  such 
things — about  hand- 
hekls,  settop  boxes. 
A  lot  of  computer 
companies  have 
been  searching  for  a 
consumer  product. 
My  view  is  that  the 
personal  computer 
has  been  the  most 
successful  consumer 
product  of  the  last 
10  years.  Wliat  the 
industry  stopped  do- 
ing is  targeting  that 
sector  of  the  market 
[consumer  pes].  You 
know,  everybody 
else  wants  to  be 
IBM.  Dell  is  just  sell- 
ing to  the  corporate  market,  pri- 
marily. Compaq  just  bought  dec — 
my  God! 

But  Apple  really  beats  to  a  differ- 
ent drammer  I  used  to  say  that  Ap- 
ple should  be  the  Sony  of  this  busi- 
ness, but  in  reality,  I  think  Apple 
should  be  the  Apple  of  this  business. 
Apple  is  certainly  moving  closer  to 
doing  that  uith  these  new  products. 
And  I've  got  to  tell  you,  the  Internet 
is  a  place  you  go  when  you  want  to 
tiuTi  your  brain  on,  and  television  is 
a  place  you  go  when  you  want  to 
tiu'n  your  brain  off.  I'm  not  at  all 
convinced  that  the  twain  will  meet. 


44It's  not  about 
charisma  and 
personality.  It's 
about  results 
and  products^ y 

—  STEVE  JOBS 


Q:  The  $1,299  price  tag  oftlie  iMac  sti 
Lsn  t  in  the  range  of  cmisumer  prodtuA 
A:  No  PCs  ai'e  in  the  price  range.  Bi 
people  are  seeing  the  value  at  these 
prices,  and  om-  goal  is  to  continue  to 
lower  prices  on  products  Uke  iMac. 
An  iMac  costs  about  as  much  as  hea 
ing  a  New  England  home  in  the  win 
ter,  a  lot  less  than  an  automobile. 
We're  not  in  the  sweet  spot  totaUy, 
but  we're  getting  there.  For  Apple, 
this  is  a  pretty  big 
step.  Apjile  hasn't  ha 
a  compelling  product 
under  $2,000  for  the 
last  several  vears. 


Q:  Did  you  do  con- 
sumer research  on  tl 
iMac  when  you  were 
developing  it? 
A:  No.  We  have  a  lo 
of  customers,  and  w( 
have  a  lot  of  researc 
into  our  installed 
base.  We  also  watch 
industiy  trends  pret 
ty  carefully.  But  in 
tlie  end,  for  some- 
thing this  comphcat- 
ed,  it's  really  hard  t( 
design  products  by  f 
cus  gi'oups.  A  lot  of 
times,  people  don't 
know  what  they  wai 
until  you  show  it  to 
them.  That's  why  a 
lot  of  people  at  App 
get  paid  a  lot  of  moi 
ey,  because  they're 
supposed  to  be  on  t( 
of  these  things. 


Q:  Why  did  you  decide  against  in- 
cluding an  internal  floppy  drive  art 
opt  for  a  slower  modem? 
A:  You  know,  you've  got  to  do  the 
right  thing.  Just  take  the  floppy: 
People  aren't  thinking  clearly.  No- 
body's going  to  back  up  a  4-gigaby1 
drive  onto  1-m.egabyte  floppies. 
They'll  use  a  Zip  drive — but  they'r 
too  expensive  to  build  into  a  con- 
sumer product.  Besides,  hardly  anj 
body  backs  up  anyway,  so  why  bui] 
cost  into  eveiy  system? 

Q:  How  will  you  increase  the  nun, 
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How  do  we 
help  future  generations 
lead  healthier  lives? 

At  Novarris,  the  world's 
leading  Life  Sciences 
compan}-,  we  are  dexeloping  a 
wide  range  of  foods  and 
nutritional  products  to  better 
nom'ish  oLir  children  and 
ourselves.  Zhang  Dong  of 
Shanghai  was  receiving 
poor  scores  in  his  ph\sical 
education  classes  and  had 
difficult)  keeping  up  with  his 
classm.ites.  Thanks  to  a 
nutrition.i IK  -  fortified  break- 
fast dnitk  from  N'ovartis, 
Zhang  now  has  the  cnerg\  he 
needs  to  suecced  m  scliool 
aiul  rlie  confidence  ro  compete 
with  his  classmates. 
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her  of  Mac  software  programs? 
A:  Let's  focus  first  on  the  real  prob- 
lem. Forget  the  perception.  The  real 
problem  is  that  a  lot  of  developers 
have  had  a  really  tough  time  dealing 
with  Apple  over  the  last  few  years.  I 
talked  to  these  folks.  It  wasn't  even 
about  the  volume  of  Mac  sales  declin- 
ing— it  was  problems  in  dealing  with 
Apple.  We  fixed  almost  all  of  that. 
The  developers  are  coming  back,  and 
it  feels  really  good. 

Q:  Are  you  going  to  take  the  CEO  job 
permanently? 

A:  There's  nothing  new  to  report. 
I  just  decided  one  day  that  for  me, 
it  just  wasn't  such  a  big  deal.  I 
didn't  have  to  lose  sleep  over  this, 
worry  about  this.  I'm  Apple's  inter- 
im CEO,  and  it  won't  be  forever,  and 
I'm  doing  the  best  that  I  can.  But 
I'm  the  full-time  ceo  of  Pixar 
Animation  Studios,  and  I  love  it, 
and  I  also  have  a  family.  I'm  doing 
the  best  I  can  here.  If  folks  think 
there's  a  better  solution,  I'll  be 
glad  to  step  aside.  And  eventually, 
we'll  find  somebody  else  to  take 
the  reins. 


Q:  There's  a  lot  of  symbolism  to 
your  return.  Is  that  going  to  be 
eyiough  to  reinvigorate  the  company 
with  a  sense  of  magic? 
A:  You're  missing  it.  This  is  not  a 
one-man  show.  What's  reinvigorating 
this  company  is  two  things:  One, 
there's  a  lot  of  really  talented  people 
in  this  company  who  listened  to  the 
world  tell  them  they  were  losers  for 
a  couple  of  years,  and  some  of  them 
were  on  the  verge  of  starting  to  be- 
lieve it  themselves.  But  they're  not 
losers.  What  they  didn't  have  was  a 
good  set  of  coaches,  a  good  plan.  A 
good  senior  management  team.  But 
they  have  that  now.  So,  the  fii'st 
thing  to  invigorating  people  is  win- 
ning again.  They're  seeing  us  win,  by 
the  customer  reactions  to  the  prod- 
ucts, by  the  sales,  the  pi-ofitability,  all 
of  those  sigTis  that  people  want  what 
we've  got  again.  And,  that  we  can 
nan  our  business  well.  That  our  own 
house  is  in  order,  that  we've  stopped 
the  waste  people  have  seen  with 
their  own  eyes  without  knowing 
what  to  do  about  it.  There's  sanity 
returning. 

The  second  thing  that's  reinvigo- 


rating them  is  that  Apple  is  starting 
to  innovate  again.  There's  been  a 
vacuum  in  this  industry  for  a  long 
time,  in  many  ways,  and  that  vacu- 
um is  in  a  lot  of  areas  where  Ap- 
ple's legacy  is.  So  Apple  is  back  to 
its  roots,  starting  to  innovate  again. 
People  are  sensing  that,  seeing  it 
concretely,  and  really  feeling  good 
about  it.  When  they  see  the  iMac, 
for  example,  they  think  we  really 
can  produce  industry-leading  prod- 
ucts like  this.  It's  not  about  charis- 
ma and  personality.  It's  about  re- 
sults and  pi-oducts  and  those  very 
bedrock  things  that  are  why  people 
at  Apple  and  outside  of  Apple  are 
getting  moi-e  excited  about  the  com 
pany  and  what  Apple  stands  for  am 
what  its  potential  is  to  contribute  t( 
the  industry. 

Q:  What's  the  coolest  stuff  you  have 
coming  down  the  product  pipe? 
A:  We  have  some  pretty  cool  stuff 
coming,  but  we  don't  talk  about  it. 

Q:  Will  they  be  computers? 
A:  Yes.  We're  not  going  off  into 
la-la  land. 
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Access 

Never  be  without 
your  PC  organizer 
information. 

Now,  a  credit-card-size  way  to  carry  you 
organizer  information.  RE!!<  gives  yo 
access  to  up  to  3,000  entries  with  the  pres 
of  just  a  few  l<eys.  Simply  enter  data  on  yoi 
PC,  download  through  a  PC-Card  slot  o 
with  the  REX  Serial  Docking  Station  -  the 
go!  REX  comes  with  its  own  easy-to-use  P 
organizer  software.  This  program  als 
imports  data  from  most  popular  organizer; 
including:  Sidekick  98,  Lotus  Organizer  9 
Microsoft  Schedule+  7.0  and  Outlook  9 
and  Symantec  ACT!  3.O.*  REX  gives  yo 
unlimited  access  to  the  information  yo 
need  msl— Starting  at $149. 

•Some  import  limitations  may  apply. 

For  more  information,  call  toll-free  1-888-REX- 
or  visit  our  website  at  www.franklin.com/re 
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savings  and  had  an  11%  drop  in  operating  costs  just  by  letting  ARAMARK  do 


WE  FOUND  $250,000  IN 


THE  LAUNDRY. 


"Our  partnership  began  with  ARAMARK  providing  us  with  maintenance  uniforms,  mats,  and  towels."  Says  Roger 
Keck  ot  Pilgrim's  Pride.  "So  when  Scotty  Martin  and  his  team  from  ARAMARK  came  to  me  about  expanding  to  a 
smock  rental  program,  I  was  interested  to  hear  what  he  had  to  say.  We've  got  30, ()()()  smocks  that  need  to  be  washed 
every  week,  and  the  wa\'  our  old  washing  machines  always  broke  down,  1  ne\er  knew  it  we'd  make  it.  .\nd  as  you 
can  imagine,  the  maintenance  really  got  expensive."  At  ARAMARK  we're  always  looking  tor  new  and  innovative 
ways  to  make  our  partners'  job  easier.  And  at  Pilgrim's  Pride  we  knew  a  smock  rental  program  would  not  only  save 
time,  but  also  money.  W'e  pick  up  and  deliver  every  day.  We  even  developed  a  systeiu  that  lets  workers  select  I  heir 
size  and  color  smocks  a  lot  faster.  Ro"er  adds,  "In  the  first  vear  we  saxed  S23(),()()()  and  had  an  I  T'o  cut  in 
operating  cost.  Things  are  going  so  well  we  re  bringing  ARA.\1.\RK  in  at  three  of  our  other  locations." 

To  learn  more  about  Managed  Serviees  ihrou^ili  iiiliiiiited  I'arliiership  eall  I -.SOO-ARAMARK  or  visil  uf  at  www.ar.iiiKirk.coni 
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The  following  article  appears  on  S&P  Personal  Wealth, 
www.personatwealth.com,  the  interactive  investment 
advisory  service  for  the  individual  investor: 

DIALING  FOR  DOLLARS:  AHRACTIVE 
TELECOMMUNICATIONS  STOCKS 

The  Telecommunications  Act  of  1996  opened  domes- 
tic markets  previously  dominated  by  a  single  company, 
AT&T,  and  accelerated  the  pace  of  consolidation  in  the 
industry.  In  addition,  changes  in  overseas  telecommuni- 
cations markets  have  allowed  new  global  competitors  to 
set  up  shop. 


Internet  service  arms.  Although  trading  at  a  lofty 
price/earnings  ratio,  the  shares  (S&P  rank:  5  STARS,  Buy) 
are  an  attractive  speculation. 

Cellular/Wireless:  The  telecommunications  industry 
has  also  been  making  the  slow  transition  from  wireline 
to  wireless  communications,  which  currently  represents 
only  about  5%  of  the  overall  market.  As  wireless  opera- 
tors aggressively  build  their  systems  toward  eventual 
worldwide  service,  the  prospect  of  replacing  telephone 
cords  with  personalized  and  portable  communications 
instruments  becomes  more  probable.  Investors  have  not 
ignored  the  potential  of  wireless:  the  S&P  MidCap 
telecommunications   cellular/wireless  index,  which 


highlights     from     S&P     Personal  Wealth 


Three  segments  of  the  telecommunications  industry 
that  have  become  particularly  attractive  are  long  dis- 
tance, cellular/wireless,  and  international.  These  sectors 
are  experiencing  revenue  and  earnings  growth  well 
above  the  levels  seen  at  traditional  telecom  service 
providers.  S&P  Personal  Wealth  takes  a  look  at  these 
sectors,  and  offers  a  top  stock  in  each. 

Long  Distance  Carriers:  Through  March  31,  the  S&P 
long  distance  carrier  index  was  up  18.5%  versus  a  13% 
gain  for  the  S&P  500.  Long-distance  carriers  are  better 
positioned  than  their  local  counterparts,  which  continue 
to  have  trouble  dealing  with  increasing  competition  in 
their  markets.  We  believe  that  the  Baby  Bells 
(Ameritech,  Bell  Atlantic,  BellSouth,  SBC 
Communications  and  U  S  West  Communications  Group) 
will  have  a  difficult  time  competing  in  the  long-distance 
market  against  well-entrenched  foes  like  AT&T,  Sprint 
and  the  WorldCom/MCI  Communications  combination. 
*  WorldCom  Inc.  (WCOM):  Through  a  series  of  stock 
acquisitions  that  added  to  earnings,  the  fourth  largest 
long-distance  carrier,  which  had  concentrated  on  high 
margin  business  clients,  has  added  significant  local  and 
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climbed  36%  in  1997,  was  up  another  32%  through  |i 
March  31. 

★  AirTouch  Communications  (ATI):  This  independent 
provider  of  wireless  communications  is  an  industry  leader 
in  the  U.S.  and  has  strong  growth  potential  in  its  inter- 
national operations.  The  shares  (S&P  rank:  5  STARS,  Buy) 
are  a  top  choice  in  the  wireless  segment. 

International:  We  also  expect  significant  growth  in 
the  international  phone  business  because  of  a  landmark 
telecommunications  agreement  that  was  signed  in 
February  1997  by  almost  70  nations.  The  accord  will  per- 
mit companies  to  acquire  interests  in  foreign  telephone 
operations,  many  of  which  have  been  exclusively  state- 
owned.  The  biggest  beneficiary  of  international  privati- 
zation will  be  Latin  America.  Over  the  last  decade, 
Argentina,  Bolivia,  Chile,  Mexico,  Peru  and  Venezuela 
have  moved  from  government-controlled  telecommuni- 
cations to  private  operations.  More  recently,  Brazil  has 
leaned  toward  privatization. 

★  Telefonica  de  Espana,  S.A.  (TEF):  The  leading 
telecommunications  provider  in  the  Spanish-speaking 
world  also  has  attractive  international  growth  prospects. 
The  American  Depositary  Shares  (S&P  rank:  4  STARS, 
Accumulate)  are  a  good  choice  for  capital  appreciation. 

Look  for  Intelligence  Briefings  in  Business  Week  next 
month.  Additional  market  insight  is  available  on  S&P 
Personal  Wealth  at  www.personalwealth.com. 


e  doesn't  follow  a  script.  That's  why  you  need  to  plan  for  the  unexpected.  It's  also  why 
plan  for  your  long-term  future.  With  the  Conseco  companies,  you  can  do  both.  We  offer  a  wide 
nge  of  insurance  products  that  help  you  protect  wealth.  We  also  offer  annuities  and  mutual  funds 
at  give  you  the  opportunity  to  create  wealth.  So,  you'll  always  feel  prepared.  No  matter  which 
ly  the  wind  is  blowing.  Protect  wealth.  Create  wealth.  Our  goal  for  life!" 
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THE  DUO  JOLTING 
THE  GENE  BUSINESS 

Craig  Venter  and  Perkin-Elmer  target  the  human  genome 


In  late  1997,  an  ambitious  idea  oc- 
curred to  technology'  guru  Michael 
W.  Hunkapiller  of  Perkin-Elmer 
Corp.  Hunkapiller's  team  was  devel- 
oping a  robotic  machine  that  promised  to 
decipher  human  genes  far  faster  and 
more  cheaply  than  any  previous  system. 
Why  not  use  the  new  device, 
Hunkapiller  wondered,  to  tackle  one  of 
the  biggest  piizes  in  all  of  biology — suc- 
cessfully deciphering  the  entire  human 
genetic  code?  He  brought  his  idea  to 
gene  sleuth  extraordinaire  J.  Craig  Ven- 
ter, president  of  the  nonprofit  Institute 


for  Genomic  Research  in  Rock\ille,  Md. 

The  result,  announced  on  May  9,  is  a 
still  unnamed  company  that  will  deci- 
pher what  one  "might  describe  as  the 
full  Monty — the  entire  genome,"  says 
Venter.  With  some  230  of  the  new 
$300,000  Perkin-Elmer  machines  run- 
ning around  the  clock.  Venter  and  col- 
league Mark  Adams  figure  they  can 
break  the  3  billion  individual  units  of 
human  DXA — the  genome— into  pieces 
and  decode  a  staggering  100  million  in- 
dividual units  a  day.  They  plan  to  finish 
the  genetic  code  in  three  years,  at  a 


FORMIDABLE 

Venter  plans  to  finish  the 
genetic  code  in  three 
years — ^with  Perkin-EImei 
picking  up  the  tab 


total  cost  of  about  $200  milHoij 
with  Perkin-Elmer  picking  up 
tab.  That  is  a  fi'action  of  what 
J^^]  federal  government  is  spending 
;„  complete  the  task — and  VenJ 
2  vows  to  finish  four  years  soone 
What's    more,  Venter 
Perkin-Elmer  will  give  away 
entire  human  dna  sequence,  jj 
as  the  government  plans  to 
We  agreed  it  would  be  mor^ 
wrong  to  hold  the  data  hostag 
says   Venter.  The  gamble 
Perkin-Elmer — a  pioneer  in  gd 
sequencing — is  that  it  can  m^ 
money  by  selling  infonnation  ab| 
what  the  sequence  means,  as 
as  finding  new  genes  for  develj 
ing  medical  therapies. 
"BLACK  EYE."  The  announcemi 
m  sent  shock  waves  thi'ough  the 
______  hot  field  of  gene-mining.  This 

cipline,  called  genomics,  is  alrei 
populated  by  dozens  of  compaij 
(table,  page  72)  and  academic 
seeking  to  understand  and  pr 
from  dna's  secrets.  Compar 
such  as  Human  Genome  Scier 
i  Inc.  (HGS)  and  Incyte  Pharmad 
ticals  Inc.  have  already  made  millil 
selling  access  to  their  private  stas| 
of  gene  sequences.  But  the  new  con 
ny  is  a  foiTnidable  competitor— "a 
pound  gori.lla,"  says  analyst  Elizat 
Silverman  of  BancAmerica  Robertl 
Stevens.  Adds  Randal  W.  Scott,  pr| 
dent  of  Incyte  in  Palo  Alto,  Calif:  "T 
puts  a  new  competitor  into  play." 
the  idea  that  a  private  company 
soimdly  beat  the  existing  taxpayer-! 
ed  effort  to  the  prize  "is  a  tremend 
black  eye  for  the  government,"  s| 
WiUiam  A.  Haseltine,  ceo  of  hgs. 
will  lose  the  race  to  the  genome." 

But  the  venture  also  raises  a  hosl 
questions.  Does  the  massive  privatq 
fort  mean  that  the  government's 
man  Genome  Project  should  redfi-ectj 
efforts?  And  will  Perkin-Elmer  actu 
be  able  to  make  money  fi*om  its  rj 
cally  different  business  plan? 

On  the  science,  few  are  bettj 
against  Venter.  "There's  no  quest 
that  the  pei-son  who  can  put  togetheiS 
operation  like  this  and  make  more  ha 
way  than  anyone  else  is  Craig  Vent] 
says  Stanford  University  biochemist  j 
Nobel  laureate  Paul  Berg.  Back  in  i 
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APPLICATIONS 


If  you  had  Oracle  Financial 
jind  Manufacturing  Applications, 


I"*,  ®*  Kellogg  Company.  ©1998  Kellogg  Company.", 


Oracle  and 
satisfying  customers  worldwide. 

A  corporation  that  wants  to  grow 
needs  a  healthy  diet.  And  a  key  ingredient 
tor  Kellogg  Company  is  a  flexible 
Oracle  soltition,  one  that  realigns  and 
consolidates  its  global  intormation 
system.  Using  a  robtist,  integrated  set 
ot  Oracle  Financial  and  Manufacturing 
Applications,  Kellogg  is  streamlining 
its  operations  worldwide,  and  thereby 
approaching  $7  billion  in  sales.  In 
addition  to  keeping  a  worldwide  staff 
on  top  ot  all  the  latest  information, 
Oracle  decision  support  and  data  analysis 
tools  give  management  a  greater 
ability  to  make  strategic  decisions.  And 
with  the  powerful  Oracle  database  as 
Its  information  management  backbone, 
Kellogg  can  be  assured  that  its 
systems  will  always  be  reliable,  available 
and  scalable.  Kellcjgg  is  using 
Oracle's  global  solutions  to  seamlessly 
and  synergistically  work  with  SLipp- 
liers,  partners  and  customers  in  over  1  60 
countries.  Now  the  supply  chain, 
manufacturmg  and  financial  processes 
are  organized  under  strict  control, 
positioning  Kellogg  at  the  forefront  of 
the  Consumer  Packaged  Goods 
Industry,  With  its  best-ot-breed  partners, 
Oracle  is  providing  superior 
consumer  packaged  goods  solutions, 
helping  companies  grow  locally  and 
globally.  Find  out  more  about 
how  Oracle  can  help  your 
business  grow,  by  visiting 
u  ivu'.oracle .cotnl info! 2  or  calling 
l-S()()-63^-()549,  ext.  128%  for  a  free  CD. 

ORACLe* 

Enabling  the  Information  Age" 

"  iH)')KCJrjdt  rMqT„r.Hi.,n  All  ri);l.r..  rvtoJ 

( >rjtle  .ind  Fn.iblin^  cjic  Inlurmjrion  A^(-  .irt-  rc^isrtTfJ 

tr.idtm.irks  ol  ( Jr.nit  f.ijqK.rjtinn 


Science  &  Technology 


mid-1990s.  Venter  pioneered  a  "shot- 
gun" approach  to  deciphering  entire 
genomes.  The  idea  was  to  chop  the  dna 
of  an  organism  into  pieces,  decipher 
each  of  them,  and  then  use  computers 
to  compare  and  assemble  them  in  the 
right  order.  Using  the  technique,  Venter 
astounded  the  scientific  world  by  de- 
coding the  fti'st  complete  genetic  se- 
quence of  a  living  organism — a  bacteri- 
um called  Hae))iophiliis  influenzae. 

Perkin-Elmer's  new  machines  will 
speed  up  the  process.  Its  Applied 
Biosystems  Division  sold  $650  miUion 
worth  of  DNA  sequencers  and  related 
instraments  and  sei-vices  in  fiscal  1997. 
The  new  tool,  avaDable  next  yeai;  "is  an 
evolution  of  oiu-  ciu'- 
rent  system,"  says 
Hunkapiller.  Its  im- 
proved sensitivity  and 
automation  will  dra- 
matically boost  pro- 
ductivity. 

DATA  FLOOD.  Venter 
is  hinting  that  the 
govermuent's  genome 
project  should  shift 
its  focus  to,  perhaps, 
sequencing  the  DXA 
of  animals  instead  of 
people.  That's  not 
likely.  Dr.  Francis 
Collins,  head  of  the 
National  Institutes  of 
Health's  genome  cen- 


cal.  "The  human  genome  project  has 
never  been  a  commercial  venture,"  he 
says.  "Tliis  is  more  in  the  tradition  of 
the  Mellons  and  Camegies" — fimding  a 
project  that  promises  mainly  to  push 
back  the  bounds  of  knowledge. 

Perkin-Elmer  execs  insist  that  theu- 
proposal  has  been  misundei"stood.  "People 
still  don't  see  how,  if  we  give  away  the 
data,  we  will  make  money,"  sighs  ceo 
Tony  L.  WTiite,  as  he  patiently  explains 
the  plan.  Stanford's  Berg  says  that  "the 
big  game  is  how  to  make  use  of  the  in- 
formation," and  that's  the  information 
Wliite  plans  to  sell.  Rival  Incjte  is  al- 
ready an  old  hand  at  tliis.  In  fact,  one  of 
its  products  is  a  repackaging  of  publicly 


WHO'S  WHO  IN  GENES 

Craig  Venter's  new  venture  is  entering  a  crowded  field.  Here  are 
some  key  players  that  want  to  unlock  the  secrets  of  genes: 


GENSET  Under  top  French  molecular  biologist  Daniel  Cohen,  it  offers 
genetic  information  to  help  drugmakers  tailor  drugs  to  individuals. 

HUMAN  GENOME  SCIENCES  A  pioneer  in  this  field,  HGS  has  built  a  vast 
database  of  genes,  some  of  which  it  is  using  to  create  novel  drugs. 

HYSEQ  has  developed  technology  for  rapid  sequencing.  Collaborates 


genetic  variations.  And  companies  su 
as  Affv'metiTx  Inc.  will  benefit,  analyi 
predict.  Aff^Tuetrix  makes  gene  chij 
which  can  almost  instantly  spot  t 
pi'esence  of  thousands  of  different  ger 
or  gene  variations. 
DRUG  DEVELOPMENT.  Perkin-Elm 
should  also  benefit.  The  .$1.4  billion  co 
pany  has  moved  aggi-essively  to  acqu 
companies  and  new  technology-,  trai 
forming  Perkin-Elmer  fi-om  an  insti 
ment  maker  to  one  that  provides  s< 
vices  and  information  as  well.  Sir 
White  took  over  in  199-5,  the  compa 
has  acquired  TropLx,  a  leader  in  scre( 
ing  ding  candidates,  and  GenScope, 
veloper  of  gene  expression  technolo 
and  forged  partn 
ships  with  oti 
playere.  For  instan 
it  teamed  up 
•June  with  gene-cl 
developer  Hyseq  Ii 
whose  products 
be  used  to  seai'ch 
gene  variations. 

\'enter's 
Perkin-Elmer's  V( 
ture  may  also  pn 


..,  „    I      1-1  J  -4.  4.    I       ,j      J-  &"om  new  genes  tl 

with  Perkm-Elmer,  and  is  using  its  own  tools  in  drug  discovery.  Venter  finds 

INCYTE  Owns  a  huge  database  of  genes  and  gene  fragments,  and  sells 
both  its  sequences  and  related  biological  information.  Collaborates  with 
microchip  firms  to  do  rapid  gene  analysis. 


MERCK  Funded  a  large  gene-hunting  project  at  Washington  University, 


main  current 
proach  for  find 
genes  involves  fish 
out  those  that  are 
tually  turned  on 


ter,  wants  more  proof    St.  Louis.  All  of  its  findings  have  been  deposited  in  public  databases.         cells.  Venter  arg 


that  the  new  compa- 
ny will  hve  up  to  its 
promises  before  he 


MYRIAD  Discovered  the  breast  cancer  gene  by  studying  the  genes  of 
affected  families.  Now  searching  for  more  genes  and  developing 
diagnostic  tests 


that  tliis  tack,  wh 
ironically,  he 
neered,  misses  so 


altei^s  his  coui"se.  Antl     —   of  the  genome's  i 


even  if  Venter  suc- 
ceeds, making  sense 
of  the  flood  of  infor- 
mation won't  be  easy.  Only  about  39f 
of  human  genetic  material  is  actual 
genes.  Some  of  the  remaining  977(  of 
the  DNA  turns  genes  on  and  off,  and 
scientists  think  that  much  of  the  rest  is 
meaningless  junk.  Part  of  Venter's  job 
will  be  to  figure  out  what's  what,  and 
that  could  be  tough.  "The  genes  jump 
right  out  at  you  in  microbial  sequences," 
says  Richard  K.  Wilson  of  Waslungton 
University's  gene-sequencing  center.  "In 
humans,  it's  much  more  difficult." 

Many  ai"e  confident  of  Venter's  sci- 
entific claims,  but  the  business  end  of 
this  venture  is  another  stoiy.  Perkin- 
Elmer  faces  an  uphill  battle  convincing 
the  biotech  world  that  this  is  a  money- 
making  idea.  "What  they're  describing  is 
not  a  commercial  venture,"  says  Incrte's 
Scott.  "It's  really  Craig  Venter  going 
after  the  Nobel  prize  for  sequencing  the 
genome."  hgs's  Haseltine  is  also  skepti- 


AXYS  Finding  genes  for  diseases  such  as  asthma,  then  searching  for 
drugs  to  tackle  the  diseases. 


available  data  in  more  usable  fonu,  says 
analyst  Mike  G.  King  of  Vector  Secmities 
International.  Haseltine  wonders  how 
Perkin-Elmer  can  do  tliis  "better  than 
the  rest  of  the  world  combined." 

Venter  and  Perkin-Elmer  execs  re- 
tort that  the  new  company  will  have 
enough  experience  and  smarts  to  be  a 
leader  in  this  toughly  competitive  field. 
They  envision  signing  up  hundreds  of 
thousands  of  subscribers — both  compa- 
nies and  academics — for  a  database  that 
offers  such  \atal  infonnation  as  which 
sequences  are  genes,  what  the  genes 
do,  and  how  genes  can  vaiy  fi'om  pei-son 
to  person.  Such  variations,  called  "poly- 
morphisms," determine  whether  indi- 
viduals are  susceptible  to  certain  dis- 
eases or  how  well  drugs  will  work. 
Doctors  and  phannaceutical  companies 
can  use  the  infonnation  to  better  diag- 
nose and  treat  people  based  on  their 


gold.  That's  beca 
some  genes  may  t 
on  too  rarely  to 
discovered.  He  estimates  that  by 
quencing  the  entire  genome,  he'U  1 
10,000  to  20,000  new  genes.  Many 
be  genes  for  vital  signaling  pathw 
in  the  body  and  brain — ideal  candid; 
or  tai-gets  for  dnigs.  As  a  result,  "th] 
genes  will  have  tremendous  value 
their  own,"  he  says.  He  expects 
new  company  to  pluck  out  a  few 
dred  of  the  most  promising  to  pa' 
and  use  for  dmg  development. 

The  risks,  of  coui'se,  ai'e  high.  H; 
tine  and  others  think  the  new  compl 
may  veiy  well  succeed  at  decipher 
the  entu-e  human  genome.  Making  n 
ey.  however,  will  be  harder.  Veij; 
knows  that,  but  thinks  he'll  prove  i' 
skeptics  WTong  within  a  year.  By  t! 
he  and  liis  supporters  beheve,  the 
tools  will  prove  their  worth,  and 
cate  Venter's  hunches  once  again. 
By  John  Carey  in  Washi 
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THE 
WALL 
STEEET 
JOURNAL. 
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Developments  to  Watch 


EDITED  BY  CATHERINE  ARNST 


GREEN  WONDERS  OF  THE  FUTURE 

MOVIES  AND  BOOKS  SET  IX  THE  FUTURE 

tend  to  depict  a  world  devastated  by  the 
pollution  generated  diuing  the  20th  centu- 
ry.  But  those  fictional  prognosticators  have 
got  it  all  WTong,  say  Energ\-  Dept.  re- 
searchers. They  predict  that  within  the 
next  decade  we  will  see  en\ii'onmental 
gains.  Engineered  crops  will  require  few  er 
pesticides  and  less  fertil- 
izer. "Smart"  filters  will 
ensure  cleaner  drinking 
water  Cars  will  get  80 
miles  to  the  gallon. 

Those  are  among  the 
items  identified  in  the 
first  envii'onmental-tech- 
nolog\'  forecast  from  En- 
ergy's Pacific  Northwest 
National  Laboratoiy  in 
Richland,  ^^'ash.  The 
forecast,  wiiich  Energy- 
hopes  to  issue  annually, 
was  based  on  a  re\iew  of  technologies  in 
the  development  or  demonstration  phase, 
in  both  private  and  pubUc  sectors,  that 
should  pay  off  in  the  next  decade.  Those 
deemed  most  significant  were  seen  as 
averting  problems  before  they  happen, 
says  associate  lab  dii'ector  Geny  Stokes. 

The  No.  1  en\ironmental  technology,  the 
team  decided,  will  be  the  genetic  engineer- 
ing of  plants.  Genetically  modified  soy- 
beans, tomatoes,  and  other  crops  will  taste 


VITAL  TECH:  Eiig 
will  help  the  envi 


better,  requii*e  less  fertilizer,  and  resist 
pests  better.  Here  are  the  best  of  the  rest, 
ranked  by  the  researchers  in  order  of  im- 
portance: 

a  Smart  water-treatment  filters  with  sen- 
sors that  will  enable  them  to  unclog  them- 
selves automatically. 

B  Improved  storage  for  electricity  fi'om  so- 
lar and  wind  power. 

m  Microtechnology  tliat  will  allow  eveiy- 
thing  fi'om  chemicals  to 
energj'  to  be  used  and 
produced  more  efficiently. 
An  example:  Micro  heat 
jiumps  will  need  less  en- 
ergy to  warm  up  rooms. 
9  Advanced  display  sys- 
tems  that  will  cut  down 
^|np^^H  on  the  use  of  paper. 

s  Molecular  design, 
based  on  an  undemand- 
ing of  how  materials  be- 
have at  the  moleculai- 
level,  that  will  create  ef- 
ficient solar  cells  and  allow  waste-fi'ee 
chemical  processing. 
m  Bioprocessing  that  will  enable  micro- 
organisms to  serve  as  tiny  factories  for 
chemicals,  fuels,  diiags,  and  enzjines, 
thereby  cutting  costs  and  pollution, 
a  Real-time  sensors  that  will  identifS' 
crobes  in  air  and  food  immediately, 
■  New  processes  for  creating  recyclable 
and  biodegi-adable  products, 
s  Lightweight,  more  fuel-efficient  cai-s. 


iiieered  crops 
ronment 


mi- 


■  Good  news  for  golfers 
searching  for  the  perfect 
gi'een.  A  plant  geneticist  with 
the  Agiicultui'e  Dept.  has  de- 
veloped an  environmentally 
friendly  bermuda  turfgi-ass 
for  golf  courses.  The  secret 
to  the  gi'ass.  called  TifEagle, 
is  its  short,  narrow  leaves 
and  a  dense,  fast-spreading 
root  system.  The  roots  allow 
it  to  crowd  out  weeds,  thus 
reducing  the  need  for  herbi- 
cides, and  to  withstand  the 
constant  mowing  that  stress- 
es most  other  putting-green 
grasses,  usda  researcher 
Wayne  Hanna  developed  the 
gi'ass  by  shooting  gamma  \ 
rays  at  portions  of  bei-muda 
grass.  He  then  selected  the  i 


mutated  offspring  with  the 
shortest  shoots  and  stalled 
breeding  those.  TifEagle  has 
been  patented  and  will  make 
its  debut  this  summer  on 
golf  courses  in  Georgia  and 
Florida. 

■  More  good  news — this  time 
for  itchy  cats  everywhere: 
The  Food  &  Ding  Adminis- 
tration just  approved  the  fii'st 
injectable  flea-control  product. 
According  to  maker  Novar- 
tis,  one  shot  of  Pi'ogi'am  stops 
fleas  for  six  months — in  cats 
only  (dogs  can  develop  a  se- 
vere local  reaction  fi'om  the 
shots).  The  active  ingredient 
in  Program  is  lufenuron. 
When  a  female  flea  bites  a 
cat  treated  with  Pi'ogi-am.  it 
lays  eggs  that  don"t  hatch. 
The  flea  population  on  the 


FLEA-FREE?  The  FDA  has 

just  approved  the  first 
injectable  flea  treatment 

host  feline's  ftu'  dwindles  and 
then  disappears.  Program, 
which  must  be  administered 
by  a  veterinarian,  costs  S30 
to  S40  per  treatment. 


GEHING  HEALING 
GENES  TO  THE 
RIGHT  ORGAN 


A  CRITICAL  GOAL  OF  GE> 

therapy  is  to  devise  a  w£ 
to  inject  a  corrective  gei 
into  the  bloodstream.  Tl 
gene  would  then  home  in 
the  right  organ  and  go 
work,  producing  a  protein 
treat  or  cm-e  a  disease.  It's 
gi'eat  theory,  but  getting 
to  work  has  been  difficu 
Now,  scientists  are  neaiij 
their  genetic  goal  in 
inherited  disease  called 
nithine  transcarbamyla 
(OTC)  deficiency. 

About  1  in  30,000  childn 
are  bom  with  the  conditic 
an  enzyme  deficiency  th 
leaves  them  unable  to  co 
vert  toxic  ammonia  into  \m 
which  can  lead  to  coma  a 
death.  A  team  at  Philad 
phia's  Children's  Seasho 
House  and  the  University 
Pennsylvania,  led  by  I 
Mark  L.  Batshaw,  has  be 
working  on  a  method  to 
liver  the  gene  for  the  missi 
enzyme.  By  periodically 
jecting  the  tail  veins  of  m; 
with  a  modified  virus  th 
caiiies  the  gene  to  the  hv 
the  researchers  say  th 
have  been  able  to  cui'e  t 
animals  of  the  disease.  M< 
exciting,  they  say,  the  ge 
therapy  continued  to  wc 
tln'oughout  the  10-month  U 
span  of  the  mouse,  as  ( 
posed  to  just  a  few  w^ee 
"We've  been  able  to  keep  t 
animals  metabolically  sta' 
for  their  lifetimes," 
Batshaw. 

The  team  has  also  beg 
the  first  human  trials  o: 
gene  therapy  treatment  w 
healthy  volunteers,  looki 
for  e\idence  that  the  adc 
gene  is  speeding  convers 
of  ammonia  to  urea.  1 
trials  are  still  in  an  ea 
stage,  but  thus  fai',  the  tr€ 
ments  show  "encouraging 
suits"  and  no  toxic  effe( 
savs  Batshaw.     John  Ca 
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How  DO 

BUY, 

A  mutual 


YOU  decide  whether  to 

SELL  OR  HOLD 

fund  IN  YOUR  PORTFOLIO? 


With  our  new  Mutual  Fund  Report  Cards'^  you  can  follow  these 
simple  steps  to  begin  to  evaluate  your  \4utual  funds. 


1 


Check  out  the  Morningstar  rating 

Morning  STAR  rates  funds  on  a  scale  of 
ONE  to  five  stars.  How  do  your  funds 

STACK  UP? 


Morningstar  Ratings 


Overall  Rating: 

^  Below  Average 

This  fund's  rating  of  2  stars  {out  of  5) 
Indicates  that  its  performance,  when 
adjusted  for  risk,  is  belovu  average 
compared  to  other  domestic  stock 
funds 


The  number  oj  stars  ajund 
receives  is  one  way  to  evaluate 
its  risk-adjuslcd  performance. 


2, 


Examine  the  performance 


How  do  your  funds  compare  with 
benchmarks  like  the  s&p  500  and  the 
Russell  2000  and  the  category  average? 


You'll  find  out  how  the  hislorical 
pcrformaiKC  oj  your  jund  compares 
agamsi  relevant  benchmarks. 


3. 


Understand  your  alternatives 


If  one  or  more  of  your  funds  are 
lagging  the  average  returns  of  the 
funds  in  their  category,  it  may  be 
time  to  rebalance  your  portfolio. 


Fund  Name 
(inception) 

Morningstar 
Ratings 

Any  fund  (3/88) 

♦  * 

Category  Average 

Funds  from  the  Mutual  Fund  Select  List' 
Sample  Fund  6  (6/87)                    ★  ★  *  ★ 

Sample  fund  C  (9/88) 

**** 

If  appropnate,  we'll  provide 
the  names  of  alternative  funds 
jor  your  eomideration. 


Schwab's  FREE  Mutual  Fund  Report  Cards 

MAKE  EVALUATING  YOUR  PORTFOLIO  EASY. 

Mutual  Fund  Report  Cards  provide  an  easy-to-understand  analysis  ol  your 
mutual  funds  in  a  concise,  single-page  format  They're  available  on  over  7.300  funds 
trom  families  like  Fidelity,  Merrill  Lynch,  Vanguard  and  more.  Why  not  call  for  three  free 
Report  Cards  today  or  stop  by  a  local  Schwab  branch  and  visit  with  a  representative. 


1-800-284-9827 


Ml    MifiiiAi  p. 


Prospectuses  containing  more  complete  information  including  management  fees,  charges  and  e.xpenses  are  available  from  Schwab.  Please  read  them  carefijlly  i 
investing.  Past  performance  is  no  indication  of  future  results.  C  l^i-l^;  C^hades  Schwab  &  Co..  Inc.  .Ml  rights  reserved.  Member  SIPC/N^'SE.  05^)>S- 17^)6 


www.schwab.Gom 


Charles  Schwab 


You   see  coffee 


We  see  data 


Two-thirds  of  the  Fortune  500  rely  on  Sprint's  vision  of  data 

E\cr\  i.la\.  industry  relics  on  data  to  sell  products.  satistS  cllStomcr^  and  manaijc  people  and 
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WHY  WOMEN  FLY  THE  CORP 


SOTHEYi 

We're  hir 
people  toi 
that  we  wouk 
have  lookei 
twice  befoTi 

— Darrell  Tan 
Preside 
a  Phoenix-b 
medical  supply 
on  the  labor  squ 
(pa 


Women  and  minorities  are  the  fastest-growing 
group  of  business  owners,  and  Corporate 
America  deserves  some  of  the  credit.  A  recent  poll 
from  Catalyst  and  other  women's  nonprofits  found  dis- 
satisfaction with  corporate  jobs  inspired  nearly  half  of  women  entreprenei 
to  start  their  businesses.  Although  the  other  half  were  inspired  by  an  id 
alienation  is  a  growing  cause.  Women  who  started  businesses  recently  ( 
t'd  the  glass  ceiling  and 
lack  of  challenge  twice 


as  often  as  women 
whose  businesses  are 
more  than  20  years  old. 
Among  all  women,  top  rea- 
sons for  leaving  were,  in  order: 
inflexibility;  glass-ceiling  issues,  such  as  not  being  valued;  unpleas- 
ant environment;  and  lack  of  challenge.  Black  women  felt  far  more 
affected  by  the  glass  ceiling  and  racial  discrimination  than  other 

groups.  Hispanic  women  had 
the  fewest  complaints.  Nearly 
PLANNING  AHEAD  6*^^^  of     pollees  said  nothing 

z.      „  ,  would  attract  them  back. 

Ernst  &  Young  surveyed  fast- 
growth  companies  on  their  long- 
term  ownership  plans.  No  one 
strategy  dominated.  Interestingly, 
companies  that  aimed  to  go 
public  were  generally  less  prof- 
itable than  others. 

"Which  of  the  following  best 
describes  the  long-term  ownership 
plans  for  the  business?" 


WWW.SMALL/BIZ/S 


FEATURES 
BENEFITS 
WHO 

THEY  ARE 


FEATURES 

I       BHAVE      PLANNING  TO  ADD  WITHIN  12  MONTHS 

!    DESCRIPTION  OF  COMPANY 


GO  PUBLIC  19% 

REMAIN  FAMILY-OWNED  18 
AND  -MANAGED 


NO  DEFINITE  PLANS  14 

BECOME  MANAGEMENT- OR  14 
EMPLOYEE-OWNED 

SELL  OR  BE  ACQUIRED  13 

REMAIN  FAMILY-OWNED  BUT  6 
PROFESSIONALLY  MANAGED 

OTHER  (ALREADY  PUBLIC,  16 
CONFIDENTIAL.  ETC.) 

DAIA  THE  EWIN(j  MARION  KAUFFMAN  FOUNDATION/ 
ERNST  &  YOUNG 


E-MAIL  INQUIRY  CAPABILITY 


PRODUCT/SERVICE  INFORMATtON 


LINKS  TO  OTHER  SITES 


AVhat  can  you  catch  \ 
Web  site?  Customers 
recent  surveys  on  fet 
and  benefits  of  small- 
ness  sites  show  they 
sales  and  corporate  ii 
Sofar,  only  19%ofsr 
businesses  have  sites 
more  plan  one  within 
Super-small  fry  seen 
ploit  the  medium  mo 
ously:  A  thii-d  of  busi 
with  fewer  than  10  e 
ees  let  customers  on 
the  Web,  vs.  one-fiftl 
er  companies.  Twice 
of  the  smaller  group 
I  payment  on  the  Web 

DATA  ACCESS  MEDIA  INTERNATIONAL,  CYBER 


CUSTOMER  SERVICE 


FILE  DOWNLOADING 


ORDERPLACEMENT 
DATABASEACCESS 
JAVA  APPLtCATIGNS 
USER  CHAT  i 


SECURE  TRANSACTION 

mmmmm. 

CUSTOMER  PAYMENT 


>  BENEFITS 


i   0        10  20 
►  PERCENT 

V-sv  


30 


40 


MORE  INQUIRIES 

I MPROVED  CORPORATE  I  MAGE 

EXPANDED  SALES  TO  NEW 
GEOGRAPHIC  AREAS 

IMPROVED  SALES 

TIMELY  FEEDBACK  FROM 
CUSTOMERS/SUPPLIERS 


51 


OWNERS  PLAN  SUMMER  VACATIONS  THIS  YEAR,  20%  MORE  THAN  LAST  YE 


if 
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BOOK  REVIEW 


k  Kelly,  founder  of  Pss/World  Medical 
Dutflanked  established  medical  sup- 
to  build  a  billion-dollar  business  in 
ust  15  years.  How?  By 
creating     "a  company 
of  CEOs" — employees  so 
empowered  they  can  even  fire  their  managers. 
His  new  book,  Faster  Company,  shows  how 
great  (but  not  lax)  employee  treatment  can 
make  a  great  company  ($24.95  from  Wiley, 
800  225-5945).  For  those  whose  workers 
in  charge.  Managing  Employee  Performance  Problems 
basic  guidelines  for  dealing  with  trou- 
bles ranging  from  absenteeism  to 
violence,  with  contact  information 
and  resources  for  help  with  specific 
problems    ($14.95    from  Crisp, 
800  442-7477). 


YOUR  FRIENDLY  LOCAL  BANKERS 

t 


n  THEY  ARE 

le  svmll  businesses  with  Web  sites 
are  likely  to  be  the  littlest 

50-99         1-4  EMPLOYEES 


TEXAS'  CONROE  BANK  LASSOED 
MANY  SMALL-BIZ  CUSTOMERS 


ou've  probably 
never  heard  of 
the  best  banks 
for  small  biz:  Most 
are  local  and  have 
less  than  $500  million 
in  assets.  In  the 
Small  Business 
Administration's  lat- 
est annual  lending 
survey,  Bank  of  the 

  Sierra  in  Porterville, 

Calif.,  for  example,  rose  from  No.  22  in  its  state  last 
year  to  No.l.  Ratings  are  based  on  the  proportion  of  a 
bank's  lending  to  small  business — in  both  value  and 
number  of  loans — as  well  as  absolute  levels  of  lending 
activity,  which  favor  big  banks.  Overall,  the  number 
of  loans  under  $1  million  jumped  about  25%  last 
year — compared  with  about  8%  in  each  of  the  previ- 
ous two  studies — although  total  dollar  value  rose  only 
5%.  For  the  full  report  and  listings  by  state,  visit  the 
SBA  Web  site  at  www.sba.gov/advo/lendinginus2.html. 


he  banks  rated  friendliest  to  small  business 
in  the  half-dozen  most  populous  states 


STATE/ 

HEADQUARTERS 


TOTAL 
ASSETS 


MILLIONS  OF  DOLLARS 


CALIFORNIA 

Bank  of 

$72 

$334 

Porterville 

the  Sierra 

TEXAS* 

First  Bank  of 

34 

95 

Conroe 

Conroe  NA 

NEW  YORK 

Wyoming  County 

53 

328 

Warsaw 

Bank 

FLORIDA 

Community  Bank 

80 

239 

Homestead 

of  Homestead 

PENNSYLVANIA 

Pioneer  American 

75 

356 

Carbondale 

Bank  NA 

ILLINOIS 

Mercantile  Trust 

88 

290 

Quincy 

&  Savings  Bank 

*Flrst  Bank  tied  with  six  others. 
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HOW  MANY  BUCKS  STOP  WITH  YOU? 

H 


ow  does  your  pay  stack  up  against  that  of  other  small- 
company  CEOS?  Executive  recruitment  firm  Christian  & 
Timbers  says  average  compensation  for  CEOs  at  startups 
backed  by  venture  capital  was  $206,000  in 
1997— up"  11%  from  1996.  Bonuses  for  this 
upscale  cadre  rose  26%,  to  $43,000.  The  more 
typical  small-biz  owner  takes  home  closer  to 
$70,000,  says  Dartnell  Corp.  compensation 
analyst  Chris  Heide.  But  averages  are 
misleading:  Most  owner-CEOs  pay  them- 
selves very  little  at  first,  taking  raises 
only  when  the  company  succeeds.  Family- 
biz  expert  Joseph  Astrachan  says  family-fii-m 
CEOs  tend  to  fall  into  two  camps,  making  30%  more  or  30% 
lan  the  average  for  comparable  nonfamily  firms.  Salary  isn't  everything; 
-CEOs  have  bigger  equity  stakes  than  hired  heads. 


NEWSLETTERS 


Even  geeks  have  a  hard  time 
keeping  up  with 
technology,  so 
;.~-C7  computer  novices 
■^'^"/  can  be  easily  baf- 
fled. Tech  Talkhas 
easy-to-grasp  soft- 
ware, hardware,  and 
Net  tips  for  three  levels 
of  user.  Ten  issues,  $67 
I  a  year  (with  a  money-back 
guarantee).  From  Shared 
Its  Inc.,  888  689-8077. 


L 


RiLHNES5_WFEK.niT.EPX£J.SU..MY,^^^   ^ 


ENTERPRISE 


Management 


HELP  WANTElj 


How  little  companies  manage 
to  reel  in  the  big  talent 

From  a  Milwaukee  bakeiy  to  a  medical-supply  com- 
pany in  Phoenix  to  a  software  maker  in  Massachu- 
setts, the  lament  is  the  same:  Where  ai'e  the  workers 
to  feed  the  economy's  continuing  growth?  Prosperity, 
it  tiu'ns  out,  has  a  downside.  A  survey  released  last 
month  by  Coopers  &  Lybrand  found  a  staggering 
80%  of  businesses  with  less  than  $50  million  in  sales  report- 
ing a  "very  serious"  or  "somewhat  serious"  shortage  of  work- 
el's.  And  69%  considered  the  deaith  of  skilled  employees  a  po- 
tential ban-ier  to  growth — up  from  59%'  a  yeai'  ago.  "We're 
hiring  people  today  that  we  wouldn't  have  looked  at  twice  be- 
fore," says  Darrell  Tannett,  president  of  Med-Assist,  a 
Phoenix-based  medical  supplier. 

Unless  the  forecasters  are  dreadfully  wTong,  there's  no 
relief  on  the  way.  "Given  the  economy's  strength,  I  don't 
see  any  letup  in  job  gTowth,"  says  James  W.  Coons,  chief 
economist  of  Huntington  National  Bank  iji  Columbus,  Oliio.  As 
the  economy  continues  to  add  more  new  jobs  than  workers, 
April's  jobless  rate  fell  to  4.3% — a  hefty  0.4%-  drop  from 
March.  By  yearend,  Coons  projects  unemployment  could  dip 
a  bit  lower  still,  to  about  4.2%'. 

Wliere  has  the  cnmch  hit  hardest?  In  the  West  and  Mid- 
west. Employment  costs  in  those  regions  are  rising  fastest — 
up  3.8%  in  the  year  ended  in  March,  compared  with  3.3%  na- 
tionwide. Colorado,  Iowa,  Minnesota,  and  Nebraska  have 
jobless  rates  hovering  ai'oimd  3%-.  Among  the  51  metropolitan 
areas  of  1  million  or  more  residents,  unem- 
ployment has  dipped  lowest  in  Minneapolis-St. 
Paul  (2.2%'),  Phoenix  (2.5%'),  and  Denver 
(2.7%).  Of  the  country's  325  metropolitan  ar- 
eas, 98  had  unemployment  rates  below  3.5%  in 
Febinaiy. 

USE  YOUR  IMAGINATION.  Small  businesses,  always  hard- 
pressed  to  compete  with  major  coiporations  on  compensation, 
find  themselves  at  a  gTeatei'  disadvantage  in  tliis  envii-omiient. 
Companies  with  fewer  than  100  employees  in  1997  laid  out,  on 
average,  .$15.37  per  hour  per  worker,  while  those  with  500  or 
more  spent  $24.75  per  hour,  according  to  Labor  Dept.  data. 
The  answei'  for  many  smaller  comijanies  has  been  to  come  up 
with  imaginative  strategies  to  find  and  retain  workers.  Some- 
times, these  efforts  reap  unexpected  rewards.  A  Silicon  Val- 
ley public-relations  fii'm,  for  example,  has  been  hiring  ca- 
reer changei-s  to  fill  its  labor  gap — only  to  discover  the  mix  of 
their  diverse  ex})eriences  yields  a  new,  companywide  cre- 
ativity (page  8). 

In  computers,  software,  and  other  cutting-edge  industries, 
small  employers  ai'e  lucky  to  fintl  anyone  at  all.  About  190,000 
high-tech  jobs  are  vacant  at  small  and  midsize  companies,  ac- 
cording to  Meta  Group,  a  market  research  fii'm  in  Westport, 
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DESPERATELY 


Conn.  Scott  Sassone,  director  of  business  development  at 
Unica  Technologies  Inc.,  a  softwai'e  finn  in  Lincoln,  Mass.,  re- 
calls how  the  ftnn  used  to  have  its  pick  of  workers.  Now,  the 
people  Unica  wants  most  are  liii-ed  by  big  companies  and  are 
"reluctant  to  take  a  risk  on  a  startup,"  he  says.  Salaries  for 
infoiTnation  teclmology  personnel,  meanwhile,  ai"e  lising  about 
20%  annually,  according  to  Meta. 

To  save  money  and  find  recruits,  Unica  is  reaching  down 
further  into  the  labor  pool.  The  six-year-old  fii'm  now  hires 
programmers  just  out  of  college — a  strategy  that  keeps 


ATTRACTING  TOP  TALENT 

Triple  Point  Technology 


Westport,  Connecticut 


In  early  1996,  Ti-iple  Point 
Technology  Inc.,  a  startup 
specializing  in  commodity 
trading  softwai-e,  had  more 
than  $5  million  in  new  orders 
and  needed  to  recrait  15  new 
pi'ogrammers.  To  co-founders 
Peter  F.  Armstrong  and  Allie 
P.  Rodgers  Jr.,  that  sounded 
like  mission  impossible. 

The  foiTTier  Wall  Street 
tech  speciaHsts  had  already 
tned  want  ads,  headhunters, 
and  the  Internet.  Rut  Con- 
necticut is  no  hotbed  of  tech 
talent,  and  when  applicants 
ventured  to  Rowayton — a 
discouraging  two-hour  com- 
mute from  New  York — they 
looked  askance  at  the  dinky 
offices  and  secondhand  decor. 
To  get  by,  the  partners  used 
freelancers  and  reluctantly 
outsourced  pieces  of  projects. 

Then  the  fii-m  launched  a 
full-bore  attack  on  its  hinng 
j)roblem.  First,  the  partners, 
who  wanted  to  stay  in  Con- 

CHANGE  OF  SCENERY 

Triple  Point  moved  to  a 
tonier  office  with  a 
river  view  and  played  up 
its  casual  culture 


necticut,  set  up  a  second  of- 
fice in  Houston.  Tech  work- 
ers are  more  plentiful  there, 
and  the  company's  pay  went 
further  in  the  lower-wage 
city.  On  the  home  front,  they 
sprang  for  a  swankier  office 
on  the  Saugatuck  River  in 
nea)-by  Westport.  Refurbish- 
ing alone  cost  $300,000,  while 
rent  quintupled  to  .$15,000  a 
month.  They  also  threw  mon- 
ey at  their  20  staffers,  giving 
each  a  $10,000  bonus  when 
the  fu-m  met  a  key  deadhne. 

Finally,  realizing  it  had  be- 
come a  beggar  in  the  job 
market.  Triple  Point  changed 
its  attitude.  Consultant  Mike 
Iserson,  president  of  Nation- 
al Coii^orate  College  Consul- 
tants Inc.  in  Westport, 
taught  the  fu-m  to  sell  its  siz- 
zle— hot  technology,  stock  op- 
tions, and  a  casual  culture. 
Such  attractions — and  the 
view — lured  programmer 
Ray  White  from  New  York. 
"They  really  sold  me,"  he 
says.  They  sold  others,  too: 
Ti-iple  Point  now  has  about 
50  employees — and  had  rev- 
enues last  year  of  $10  mil- 
lion. Mission  accomplished. 

By  Edith  Updike  in 
Westport:,  Conn. 
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salaiies  down  but  creates  a  big  expense  up  fi'ont.  New  gi'ads 
cost  about  $10,000  eacli  to  train  and  need  more  supervision. 

Technicians  and  professionals  head  the  hst  of  hard-to-find 
workere  by  a  good  stretch,  with  54%  of  fast-gTowtli  companies 
reporting  shortages  in  the  Coopers  &  Lybrand  survey.  But 
33%  of  these  fii'ms  say  they're  having  trouble  finding  sales 
and  marketing  executives,  and  27%  are  scrounging  for  semi- 
skilled production  workers. 

In  search  of  lower-sldlled  workers,  employers  are  looldng  in 
even  less  traditional  places — hiring  welfare  recipients  from 

government-spon- 


Higher  and  Higher 


NET  PERCENTAGE  OF 
SMALL  BUSINESSES 
PLANNING  TO  HIRE  WORKERS 

g  I  I  liiiliMiii  iiin  iiiiiiiiiii 

JAN^  '93  FEB  '98 

A  PERCENT 

DATA  NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 


sored  workfare  pro- 
gTams,  reciTiiting  and 
training  recent  high 
school  gTads,  and  taj> 
ping  older  workers. 

Even  non-English- 
speaking  refugees 
have  become  prize 
liii'es.  Foiu"  years  ago 
in  Fort  Wayne,  Ind., 
Simon  D.  Novosel, 
whose  family  comes 
fi-om  Croatia,  want- 
ed to  help  out  Bosn- 
ian Moslems  brought 
over  by  the  city's 
Catholic  Charities. 
As  a  partner  at  Midwest  Custom  Services  Inc.,  a  chemical 
powdei'  processing  plant,  Novosel  hii'ed  some.  The  refugees 
have  tiuned  out  to  be  loyal  and  hardworldng.  Equally  impor- 
tant, they  have  supplied  a  steady  flow  of  relatives  and  fiiends, 
he  says.  With  Fort  Wayne's  unemployment  rate  at  2.5%',  they 
are  his  salvation.  "Right  now,  we're  almost  exclusively  using 
these  refugees,"  says  Novosel,  who  speaks  fluent  Serbo-Croa- 
tian. He  has  since  added  refugees  fi'om  Iraq  and  Burma. 
TRAWLING  THE  WEB.  Retraining  is  also  hot.  Even  when  making 
big  changes  in  technology,  some  companies  find  it  simpler  to 
stay  with  those  they  know.  A  Massachusetts  toy  distributor 
converting  its  business  to  the  Web  has  decided  to  retool  its  en- 
tii"e  existing  workforce  fi'om  manual  systems  to  fully  auto- 
mated ones  (box).  So  fai;  all  but  one  have  made  the  transition. 

Wliile  small  businesses  still  lag  big  ones  in  reciiiiting  online, 
the  labor  ciimch  is  pushing  them  onto  the  Web.  It's  a  logical 
place  to  look  for  Web-savvy  workers,  obviously,  but  the  Net 
(in  all  its  fonns)  is  also  becoming  a  good  way  to  advertise  po- 
sitions anfl  i)ick  up  I'esumes  foi'  all  lands  of  workers  (page  12). 
In  some  regions,  companies  and  communities  are  collaborat- 
ing on  the  Web  to  induce  workers  to  relocate.  The  da  Vinci 
Project  of  f Central  New  York  (wvvw.davincitimes.com),  for 
example,  provides  a  common  Web  site  where  a  consortium  of 
companies,  many  of  them  small  employers,  try  to  attract 
sought-after  engineers  to  the  Syracuse  area. 

Money  still  talks,  of  course,  but  companies  are  finding  that 
the  best  way  to  use  then-  scarce  ftmds  isn't  always  to  offer  re- 
cioiits  liigher  wages.  Some  spend  on  improved  benefits  or  "tai- 
geted  increases"  aimed  at  raising  the  pay  of — and  retaining — 
key  employees.  Bonuses  are  a  gTeat  ci'owd-pleaser,  too.  In 
Microsoft  Coip.'s  backyai-d,  Bellevue  (Wtish.)  softwai'e  maker  In- 
teractive Objects  Inc.  attracts  software  developers  with  i-oyal- 
ties  on  the  tools  they  create.  AccuData  America,  a  database- 
marketing  company  in  Fort  Myers,  F^la.,  pays  a  finder's  fee  of 
up  to  $2,000  to  employees  who  bring  in  new  hii-es.  "The  qual- 
ity of  the  applicants  is  better,"  says  Human  Resoiu'ces  Dii'ector 
Jill  Corcoran.  "Our  employees  do  the  weeding  out  for  us." 


Sometimes,  flexibility  and  quick  decision-making  can  giv  ) 
small  company  an  edge  over  larger,  more  layered  coiiju- 
tions  in  offeiing  creative  lifestyle  perks  that  win  over  pros]  i 
five  employees.  Toronto-based  ice,  a  commimications  and  n; 
keting  company  with  offices  in  New  York  and  Ottawa,  1 
employees  get  30-minute,  on-site  back  rubs  every  two  w^ee 
Reality  Bytes  Inc.,  a  computer  game  developer  in  Cambrid 
Mass.,  maintains  a  weU-stocked  refrigerator  and  lets  empL  i>' 
roll  in  as  late  as  10:59  a.m. 

But  not  every  labor  problem  has  an  easy  solution.  So 

RETRAINING  THE  WORKFORCE 

Holt  Educational  Outle 

Waltham,  Massachusetts  | 


Holt  Educational  Outlet, 
a  toy  and  software 
distributor,  was  about 
to  change  forever.  And 
Chief  Executive  Officer  Paul 
Holt  Imew  the  shift  would 
not  be  child's  play. 


PLAYING  FOR  KEEPS 

When  Holt  moved  his  company 
into  Web  sales,  he  held  onto 
all  of  his  old  employees  by 
teaching  them  new  skills 


Last  year,  as  the  family- 
owned  company  prepared  to 
move  into  the  digital  age, 
there  was  the  sticky  prob- 
lem of  Holt's  40  employees. 
Could  they  handle  the  tran- 
sition from  mom-and-pop 
cataloger  to  Web  I'etailer?  If 
not,  how  would  Holt  find  af- 
for-dable  replacements  in 
Boston's  tight  labor  market? 

"We  felt  our  employees 
were  talented  and  motivat- 
ed. They  got  us  to  where 
we  are  today,"  says  Holt,  38, 


whose  parents  started  th( 
business  19  years  ago. 

So  Holt  started  a  four- 
month  retraining  progran 
that  cost  an  estimated 
$50,000  to  $100,000.  With 
one  exception,  every  worl 
was  successfully 
retrained  by  a  o 
sultant  who  tauj 
technical  skills 
built  teamwork, 
Everyone,  from 
clerks  to  accoiui' 
tants,  moved  fro 
paper-based  to 
electronic  syster 
Nobody  has  k 
the  company,  an 
wages  are  stabk 
about  $25,000  to 
$35,000.  Stacey 
Neustadt,  31,  on 
a  part-time  clerl 
the  retail  store, 
now  full-time  W 
master,  while 
gr-aphic  artist 
Michael  Boldeza 
28,  took  up  Wet 
design.  "It's  goo  , 
to  be  cutting-ed"' 
all  the  time,"  he  says. 

And  how's  business? 
While  the  old  catalog 
reached  12,000  customers 
the  Web  site  gets  200,00^ 
hits  a  day  and  brought  ii 
about  20%  of  Holt's  $10  i 
lion  in  revenue  last  year. 

Retraining  wasn't  fun 
games,  but  it  worked.  Ni 
the  trick  is  to  keep  thos< 
loyal  employees — and  th« 
new  cutting-edge  skills. 

Bij  Beth  McGola 
in  Waltham,  Ai 
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TOO  EXPENSIVE? 


ISDN  TOG  SLOW? 


A  DIRECPC"  SATELLITE  DISH  IS  JUST  RIGHT. 


I  ALTERNATIVE. 

ooking  for  fast  and  affordable  Internet  access  for  your 
today,  look  to  the  sky  -  that's  where  our  satellites  are.  Small 
53  across  the  country  are  bypassing  crowded  computer  networks 
loded  phone  lines  for  satellite  Turbo  Internet"''  service  from 
-  the  fastest  Internet  access  available  nationwide  -  to  get 
)  to  3  times  faster  than  ISDN. 


BUILT  FOR  BUSINESS. 

A  DirecPC  satellite  dish  gives  your  company  advanced  business  capabilities, 
too.  DirecPC  Multimedia  lets  you  broadcast  high-quality,  real  time  video  to 
multiple  locations  with  ease.  And  DirecPC  Package  Delivery  lets  you  send  every- 
thing from  software  upgrades  to  graphics  files  to  multiple  locations  in  seconds. 
So  get  your  company's  Internet  access  off  the  ground  and  into  the  sky  today. 
Send  your  inquiries  tO:  direcpcbiz@direcpc.com 


0  INTERNET 


DirecPC 


HUGHES  ©  1998.  Hughes  Network  Systems,  a  Hughes  Electronics  Corporation  company  DirecPC  and  Turbo  Internet  are 
Jj^J^j^i^^^^;'^    trademarks  of  Hughes  Network  Systems,  a  Hughes  Electronics  Corporation  company. 


A  HUGHES  ELECTRONICS  COMPANY 


Available  at 


City 


and  other  retailers  near  you. 


ENTERPRISE 


Management 


small-business  o\\-nei*s  simply  gel  crashed  by  the  cranch.  Un- 
til last  fall,  Eric  Dobke  ran  Dobke  Bakery  in  ]\Iihvaukee. 
which  his  father  staited  in  1929.  He  grew  so  fi'ustrated 
with  the  chi'onic  shortage  of  qualified  workers  that  he  de- 
cided to  sell  the  bakery.  "We  just  didn't  get  any  apphca- 
tions,"  says  Dobke.  61. 

The  new  owTier.  Ken  Loges.  56,  has  solved  some  of  his  la- 
bor problems  by  emplojing  his  two  giw™  daughters.  But 
when  he  advertised  for  a  baker,  he  got  only  one  nibble.  And 
that  applicant  never  showed  up  for  the  inteniew. 


Change  tlie  details  and  its  the  tale  of  the  butcher  and  ca 
dlestick  maker,  too.  About  all  a  small-business  owner 
do  is  keep  tinkeiing  with  the  ingredients,  adding  a  pinch 
creati\ity  here,  a  dash  of  flexibility  there — and  hope  for  a 
tie  bit  of  luck. 

By  Kathleen  Madigan  and  Robin  D.  Schatz,  ivith  Edi 
Updike  in  Xeir  York 

For  more  information  on  the  labor  crunch  go  to  BW  Plus!  at 
wv^'w.businessweek.com  or  AOL  at  keyword:  BWEnterprise 


ARREL 


PARTNERING  IN  SALES 

Irmco  Manufacturing 

EmsTON,  Illinois 

When 
IRMCO.  a 
S15  mil- 
lion maker  of  wa- 
ter-soluble lubri- 
cants based  in 
Evanston.  III. 
latmched  a  product 
last  year.  President 
Jeff  Jeffeiy  didn't 
even  consider 
adding  salespeople 
to  his  20-person 
workforce.  Instead, 
he  foimd  a  partner. 
Today,  irmco  pig- 
gj'backs  on  the 
sales  staff  of  a 
company  that 
makes  a  device 
that  uses  irmco's 
new  lubricants. 
Both  ai-e  happy. 
IRMCO  products  are 
widely  used  in  the 
metal-stamping  industiy. 
where  the  partner  wanted  a 
foothold.  So  now.  when  its 
sales  folks  push  the  de\ice, 
they  plug  the  link  ^\^th  IRM- 
C() — and  its  new  lubricants. 
The  resulting  calls  to  ir.m- 
co's  four-man  direct-sales 
staff  come  fr<jm  infoimed 
end  usei-s  with  the  authority 
to  buy.  "I'm  giving  him  a 
market,  he's  gixing  me  a 
sales  force."  beams  -leffeiy. 
He  also  is  bolstering  his 
sales  team  with  existing  em- 
ployees. One  production 
worker  is  shifting  to  sales 
support.  They're  all  willing 
to  work  harder  because  of  a 
labor-cranch-inspired  profit- 
shaiing  plan  that  pays  quar- 
terly. '"Now,  employees  don't 


Jeffen^  made  a  deal  ^^Ith  a 
company  that  buys  his  prod- 
ucts: "Fm  ghing  him  a  market, 
he's  gi\1ng  me  a  sales  force" 


have  to  work  theii"  butts  off 
for  a  year  and  hope  for  a 
raise."  says  .Jeffeiy.  He  has 
gotten  proactive  on  salaiy. 
too.  renegotiating  with  key 
employees  before  they 
leave:  "In  the  old  days,  the 
fii'st  thing  we'd  discuss  was 
where  are  we  going  with 
customers,  not  "Have  you 
had  any  offers  lately?"' 

On  the  tech  side.  iRMCo 
has  filled  jobs  with  students 
fi'om  Xorthwesteni  Univer- 
sity's work-study  progi-am. 
iR.MCo's  draw?  Students  get 
experience  in  product  devel- 
opment, not  data  entiy. 
Some  tuiTi  into  the  gentiine 
article:  a  full-time  employee. 

By  Maria  Berss 
in  Ernnston.  III. 


RECRUITING  CAREER  CHANGERS 

Horizon  Commut^ications 

Santa  Clara,  California 


Jonathan  Hirshon  knows 
his  seven-person  high- 
tech pubUc-relations 
linn  can't  \\e  for  talent  with 
the  big  agencies  in  Sihcon 
\'alley — not  with  tmemploy- 
ment  there  rtmning  at  onh- 
2.8%.  So  the 
founder  of  Hoiizon 
Commimications 
seeks  out  tmlikely 
recrtiits:  career 
changei's  who  can't 
tell  Java  fi-om  latte 
and  have  no  PR  ex- 
perience. "I'm  get- 
ting people  my 
competitoi-s  would 
never  have  looked 
to  liii'e."  he  says. 

His  team  in- 
cludes an  Ea.st 
A.<ian  scholar,  a  so- 
ciologist, a  fomier 
cn-ptographer  for 
the  National  Secu- 
rity Agency,  and  a 
htei-atui'e  major 
who  taught  Mstoiy 
in  Prague.  "I  can  train  peo- 
ple about  technology',  but  I 
can't  train  them  to  be 
smart."  says  Hu-shon.  31. 

Recrtiits  study  technology 
for  a  month,  then  shadow 
veterans  on  chent  \isits  and 
leam  to  wiite  press  releas- 
es. It  seems  to  work:  Tkree- 
year-old  Hoiizon's  revenues 
were  S^BOO.OOO  in  1996  and 
S450.000  in  1997.  This  year, 
it  projects  Si  milhon.  from 
such  clients  as  Sihcon 
Graphics  Inc.  Hii-shon  offers 
employees  flexible  schedules, 
telecommuting,  and  competi- 
tive salaries  of  about 


835,000  for  rookies.  In  re- 
turn, Hu*shon  says,  these 
employees  pro\ide  fi-esh 
\iew[Doints.  WTiile  most  PR 
folks  just  "smile  and  dial," 
he  says,  career  changei-s 
delve  deei:*er — like  Da\id 


MOTLEY  CREW 


Hirshon's  recruits  don't 
have  experience  in  PR  or 
high  tech,  but  they  do  bring 
valuable  fresh  \iewi)omts 


McHale,  the  fonner  histor 
teacher,  who  spiced  up  a 
routine  product  announce 
ment  by  focusing  on  how 
the  teclmology  was  used 
a  Sotith  Pole  expedition. 

"They  don't  look  or  ta 
like  PR  people,"  concedes 
]McHale's  client.  Giacomo 
Marini.  ceo  of  video  equip 
ment  maker  Futiu'eTel  In| 
"They've  been  surprisingq 
effective,  though." 

And  that's  just  the  kin^ 
of  good  press  that  ever.-  i 
fiiTO  needs. 

By  Gary  Andre" 
in  Santa  Clara.  Calir 
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What's  it  going  to  tai(e  for  your  office  of  five  Every  customer  likes  to  be  treated  as  if 

to  serve  your  clients  iike  an  office  of  fiftyP  they  e  the  best  customer  you  have  That  s 
vhy  you  need  a  Lucent  small  business  phone  system.  We  specifically  design  our  phone  systems  to 
meet  the  needs  of  businesses  like  yours  With  features  such  as  built-in  caller  ID  and  voicemail  you'll  be 
riore  accessible,  more  efficient  and  therefore  better  able  to  take  care  of  your  customers'  needs.  Plus, 
)ur  systems  are  designed  to  grow  easily  as  your  company 
jrows,  and  are  backed  by  a  v/ide  choice  of  service  programs 
*/e're  with  you  for  the  long  haul.  So  even  with  a  handful  of 
imployees,  to  your  customers  you'll  be  big-time  all  the 
ime.  To  set  up  an  appointment,  just  give  us  a  call  today  at 
800  325-7466  ext.  332  or  contact  your  local  Lucent  Authorized 

)eaier  We  make  the  things  that  make  communications  work; 


Lucent  Technologies 

Sell  Labs  Innovations 

211  M,  A,rY  Road 
B-i^km^  Ridge,  NJ  07920 
'800  325-7466  e.,,  332 


'(■1998  Mrcrosoft  Corporation  All  rights  reserved.  Microsoft.  BackOffice  and  Where  do  you  want  to  go  todays  are  either  registered  trademarks  or  trademarks  of  Mtcrosoft  Corporation  m  the  United  States  and/or  other  countries, 
•Good  in  the  50  United  States  and  the  District  of  Columbia  only  Offer  limited  to  while  supplies  last 


In  the  old  days,  it  was  difficult  for  a  small 
business  to  stay  in  touch  with  its  customers 
The  old  days,  of  course,  being  yesterday. 


Between  paying  the  bills,  keeping  track  of  costs,  invoicing 
clients,  applying  for  permits,  organizing  employee  pension  plans 
and  getting  the  truck  insured,  you  may  feel  like  you're  not 
giving  your  customers  enough  attention.  Microsoft  has  software 
that  can  help. 

For  instance,  Microsoft  BackOffice  Small  Business  Server 
speeds  up  efficiency  by  automatically  sending  product  updates, 
sale  information  or  just  a  simple  thank-you  to  any  or  all  of 
your  customers  via  e-mail.  But  what  if  some  of  your  customers 
don't  have  e-mail  yet?  You  can  let  them  know  what's  going  on, 
too,  with  a  fax  right  from  your  computer. 

Microsoft  Office  puts  everyday  information  like  names,  phone 
numbers,  e-mail  addresses  and  even  product-ordering  history  at 
your  fingertips,  so  you  can  respond  quickly  and  effortlessly  to 
your  customers'  requests.  It  lets  you  update  information  right  on 
your  computer  while  talking  to  your  customers  over  the  phone, 
which  can  be  quite  useful  if,  say,  they  change  a  shipping  address 
or  increase  a  monthly  order. 

By  knowing  who's  ordered  what  and  when  and  who's  ready  to 
order  again,  you  not  only  anticipate  your  customers'  needs  before 
they  even  realize  they  need  it,  you  know  how  much  inventory  to 
keep  in  stock,  which  means  your  customers  get  what  they  want 
when  they  want  it. 

We'll  send  you  our  free  16-page  small  business  guide  with  CD-ROM 
when  you  call  1-800-60SOURCE: 

We  make  software  to  meet  your  small  business  needs  so  you're 
ready,  willing  and  able  to  deal  with  what's  around  the  corner. 

Better  communication.  Better  relationships.  Better  business. 


Where  do  you  want  to  go  today? 

www.microsoft.com/smallbiz/ 


ENTERPRISE 


The  Internet 


NOW  THAT'S  CASTING 
A  WIDE  NET 


The  Web  offers  plenty  of  options  for  landing  talent 


As  executive  chef  at  the  Ea- 
gles Bar  &  Grille  in  the 
chic  ski  resort  of  Telluride, 
Colo.,  Sergio  A.  Verduzco 
takes  pride  in  mixing  traditional 
American  dishes  with  trendy 
SouthwesteiTi  flavors.  And  when 
he  needed  a  new  sous-chef,  he 
used  the  same  mixtui'e  of  old  and 
new.  Fii'st  he  placed  ads  in  news- 
papers and  at  culinary'  schools. 
Then  he  posted  a  help-wanted 
notice  in  the  jobs  sec- 
tion of  StarChefs,  a 
popular  Web  site  for 
professional  cooks  and 
other  foodies  (www. 
starchefs.com). 

The  ad  talked  up 
the  chance  to  learn 
cutting-edge  cooking 
amid  the  glorious  San 
Juan  Mountains  and 
pointed  to  the  restau- 
rant's own  Web  site 
for  details.  Within  a 
month,  about  20  quali- 
fied candidates  had  re- 
spontled  ft-om  as  fai'  as 
Germany — twice  as 
many  as  answered  the 
old-fashioned  ads.  Verduzco 
hired  a  Web  respondent — and  mar\'els 
at  how  easy  the  whole  thing  was.  "You  fill  in  youi' 
electronic  form,  you  post  it  in  seconds.  It's  unbelievable," 
he  says.  "But  what  really  blew  me  away  was  that  the  sendee 
was  free." 

That's  not  all.  Online  recruiting  can  put  you  ahead  of 
small-business  competitors  and  on  equal  footing  with  major 
coi^porations.  Last  year,  only  about  6%  of  small  companies 
with  Internet  connections  used  them  to  search 
for  employees,  according  to  a  sui-vey  by  the 
Arthui'  Andersen  Enteiprise  Group.  Big  busi- 
ness, meanwhile,  has  seized  the  o{)poitunity:  A 
1997  survey  by  the  American  Management 
Assn.  found  53%  of  major  companies  filling  job  openings 
ft"om  the  Net. 

ONLINE  JOB  FAIRS.  There's  no  one  best  way  to  search  for  tal- 
ent in  cyberspace — it  depends  who  you  are,  what  you're 
looking  for,  and  how  much  you're  walling  to  spend.  Best 
known  are  the  commercial  career  sites,  such  as  CareerMosa- 
ic  and  The  Monster  Board,  where  businesses  of  all  stripes 
post  help-wanted  listings.  Typically,  the  recruiter  pays  the 


SPECIAL  REPORT 


LABOR  CRUNCH 


freight.  At  The  Monster  Boai-d,  .$17.5  buys  a  single  posting 
60  days;  at  Cai'eerMosaic,  it's  .$150  for  30  days.  Reciniters 
spend  thousands  of  dollars  for  more  specialized  serv 
Among  them:  Searching  by  keyword  and  credential  in 
Monster  Board's  resume  catalog  or  participating  in  Cai 

  Mosaic's  virtual  job  fairs. 

Mark  E.  Chatow,  vice-president  of  mai 
ing  for  Roundhouse  Proclucts  Inc.  in  Ra 
Dominguez,  Cahf.,  used  The  Monster  Boai 
find  a  head  of  operations  for  his  75-pe 
company,  a  manufactm-ei-  of  cD  caiTjIng  cases.  Just  days 
he  posted  the  job,  nearly  100  people  had  submitted  resi 
by  E-mail,  and  10  to  12  applicants  merited  an  interview, 
inexpensive  enough  that  you  can  experiment  and  see 
works  for  youi"  business,"  he  says.  Plus,  he  notes,  the 
gives  a  quick  feel  for  the  market. 

Less  known,  but  also  effective,  ai'e  places  on  the  Net 
cost  nothing.  The  Web  sites  of  alumni  groups  and  trade 
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Now  it's  possible  to  afford  nice  home  office  furniture 
without  first  having  to  ask  yourself  for  a  raise. 


'499 


00 


■iicrshme 
xutivc  Desk 

ccnh  r  dnravr  and  --hie  icturn 


\  uur  C\'riu-r^(one  Li''ntvtion.  I  Kts'-ic  C  liorrv 
h.  AIm-  m  AkK'i  ,inj  f  niituiHiLl  Twi.  tilr  ' 
/ers  for         iM         -!/.■  tckl.Mv 
el#7".44,  "142  l  olKxlion  iikIiuU', 

■liing  ciniiputt'i  ^redeiv-a  ond  l.itcriii  lik'- 


|he  Cornerstone  Executix  e  Desk  by  Sauder  is  executive  material  in  every  sense  of  the  word.  Its  rich  appear- 
:e  lends  an  important,  corner-office  feel  to  any  spare  room  in  your  home.  -Its  spacious  size  lets 
a  spread  out  anti  conquer  the  most  in-depth  projects.  And  its  price  suggests  you're  one 

of  those  corporate  cost-control  gurus.  Perhaps  you  should 
think  about  giN'ing  yourself  a  promotion.  Like  all  of  our 
fumitvire,  the  Cornerstone  is  made  in  Archbold,  Ohio  (pop.  3,500 ),  J. 
piece  b\'  exacting  piece  and  ready  for  you  to  assemble.  Available  at  retailers 
n-v^'here.'  For  a  brochure  and  store  locations  call  us  at  1-800-4-SAUDER.  Or  visit  us  at  wwvv.sauder.com/bw. 


Good  Furniture  Made  Possible. 
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SAUDER 


ENTERPRISE 


The  Internet 


professional  associations,  as  well  as  topical  sites  such  as 
StarChefs,  often  post  listings  gi-atis.  So  do  many  of  the  Net's 
250,000  "listsei-ves" — electronic  discussion  gi'oups  that  route 
E-mail  to  their  members  (table).  Some  of  the  thousands  of 
loosely  organized  Internet  newsgi-oups,  coalescing  around 
every  possible  topic,  allow  job  postings,  too. 

It  was  old  school  ties  that  helped  Jack  L.  Orchard  find  can- 
didates last  year  for  a  position  as  a  Russian-speaking  in- 
vestment officei-.  Orchard  is  chief  investment  officer  for  UFG- 
Croesus  Advisors  Ltd.,  a  Moscow-based  asset-management 
firni  with  15  em|}loyees  that  helps  foreigners  invest  in  the  for- 
mer Soviet  Union.  A  gi-aduate  of  Hai^vard  and  Stanford  uni- 
versities,  Orchard  simply 


tapped  into  BranchOut,  a 
Web  site  that  promotes  net- 
working among  school  and 
corporate  alumni.  Among 
other  things,  BranchOut  of- 
fers free  job  boards  and  a 
fee-based  resume  service 
that  culls  member  ])rofiles  to 
find  appropriate  prospects. 
Oi'chard  posted  his  hsting  on 
a  section  for  graduates  of 
elite  schools  and  drew  about 
25  responses.  Many  had  out- 
standing qualifications.  "This 
is  an  electronic  version 
of  networking,"  Orchard 
observes. 

CUT  AND  PASTE.  Web-based 
businesses,  of  course,  were 
among  the  fii"st  to  recnait  on- 
line, and  the  practice  is  still 
pacing  off.  Just  ask  Robeit 
L.  Clyatt,  chief  executive  of 
Web  design  studio  l/o,  360 
Inc.  In  a  week,  Clyatt 
snagged  both  a  publicist  and 
a  progi'ammer  for  liis  25-per- 
son  shop  in  New  York  by 
posting  virtual  ads.  A  re- 
ciuiter,  he  says,  would  have 
cost  him  $20,000.  "I'm  a  one- 
man  cinsade  against  paying  headhunters'  fees,"  he  says. 

Listserves — generally  nonprofit  and  run  by  volunteers — 
get  little  attention  but  can  be  j^aiticularly  usefiil.  Tlu'ough  E- 
mail,  they  reach  out  to  potential  recniits  who  might  not  be 
job-hunting.  Moreover,  messages  can  be  cut,  pasted,  and 
foi-warded  to  others  who  might  be.  Eve  R.  Lindemuth  often 
turns  to  LANTRA-L,  a  listserve  for  translators,  when  her 
employer.  Language  Management  International  Inc.,  needs 
specialty  freelancers.  Lindemuth,  manager  of  worldwide 
translator  relations  at  the  100-person  firm  in  Englewood, 
Colo.,  cautions  that  headhunters  must  follow  a  list's  "Neti- 
quette."  Some  lists  don't  allow  job  notices.  Others  include 
guidelines  for  them  in  their  rules.  When  in  doubt,  ask  the 
list  moderator. 

If  you  use  a  sei-vice  such  as  Amenca  Online  Inc.,  you 


might  post  jobs  in  discussion  areas  and  on  electronic  bulleti 
boards.  Wlien  William  C.  Hudgins,  editorial  director  of  Han 
mock  Publishing  Inc.  in  Nashville,  wanted  articles  for  Roa 
King,  a  track-stop  magazine  he  edits,  he  solicited  authoi 
through  a  foram  for  outdoor  wiiters  on  CompuSei-ve  Inc- 
and  quickly  corralled  8  to  10  expert  sciibes. 

The  narrower  your  specialty,  the  more  useful  a  trade  ai 
sociation's  Web  site  may  be.  One  example:  the  "leasing  ci 
reer  exchange"  on  the  Web  site  of  the  Equipment  Leasin 
Assn.  of  America  (www.elaonline.com),  a  group  for  bus 
nesses  that  finance  equipment  acquisitions.  For  $295  ($4J 
for  nonmembers),  you  can  post  listings  for  jobs  rangir 

from  credit  analyst  to  ma 


Go  Fish 


There's  no  one  best  way  to  troll  for  workers  on  the  Net. 
TJiese  resources  can  help  you  explore  the  options. 

SITES  GUIDE  The  fullest  directory  of  job-related  Web  sites 
is  CareerXRoads  by  Gerry  Crispin  and  Mark  Mehler 
(MMC  Group,  Kendall  Park,  N.J.  08824  $22.95).  The 
authors'  own  site  is  www.careerxroads.com. 

THE  BIG  BOARDS  To  get  a  feel  for  job  sites,  visit  CareerMosaic 
(www.careermosaic.com)  and  The  Monster  Board  (www. 
monster.com),  where  employers  pay  to  post  openings. 
Online  Career  Center  (www.occ.com)  charges  an  annual 
membership  fee.  America's  Job  Bank  (www.  ajb.dni.us), 
operated  for  the  U.S.  Labor  Dept.,  is  free. 

WEB  NETWORKS  Some  trade  and  professional  groups'  sites 
list  jobs.  A  good,  cost-free  example  is  the  New  York 
New  Media  Assn.  (www.nynma.org).  BranchOut 
(www.branchout.com)  is  a  members-only  network  of  col- 
lege, university,  and  corporate  alumni.  Nonmembers  pay 
to  post;  for  $2,000,  BranchOut  will  pull  resumes  of  10 
qualified,  interested  prospects  from  its  database. 

NET  DISCUSSION  GROUPS  Some  good  places  to  find  directo- 
ries of  E-mail  and  newsgroup  discussion  groups  are 
Liszt  (www.liszt.com),  Deja  News  (www.dejanews.  com), 
and  Reference.com  (www.reference.com). 


keting  director.  It  can't  hu 
to  link  from  a  trade  groi 
site  to  your  company's  ov 
Web  site.  If  you  don't  ha'' 
one,  you  might  consider  cc 
laborating  with  other  bus 
nesses.  Or  you  could  form 
consortium:  That's  wh 
about  28  Rochester  (N.l 
enterprises  did  at  Smai 
Dog,  a  Web  site  aimed 
attracting  high-tech  profe 
sionals  to  upstate  New  Yo: 
(www.  smartdog.org). 

If  the  possibilities  ove 
whelm  you,  consult  Caret 
Xwads,  a  directoiy  that  cc 
ers  500  job  sites.  Co-auth 
Mark  Mehler  suggests  nc 
vous  tenderfeet  learn  the  v 
tual  ropes  at  a  public  libra 
Want  to  know  even  mor 
Tiy  a  reciToitment  firm's  se 
inar.  Tampa-based  Cla 
brooke  and  Associates  Ir 
for  example,  chai'ges  $495 
one-day  sessions  held  arou 
the  countiy.  Mehler  and 
co-author,  Geiiy  Crispin,  gi 
workshops  for  $595  spc 
sored  through  the  Corn 
University  School  of  Industrial  and  Labor  Relations  in  Ni 
York.  Or  consider  following  Mehler's  advice  to  hire  colk 
kids;  their  Web  skills  usually  beat  those  of  a  persoi 
manager. 

Certainly,  online  recraiting  isn't  without  its  problems.  Pc 
ings  can  promjjt  a  blizzard  of  resumes  in  your  E-mail  in-t 
and  fax  machine.  And  if  you're  skittish  about  competit 
parsing  your  business  plans,  avoid  posting  sensitive  ; 
descriptions. 

But  trawling  for  workers  on  the  Net  may  soon  be  mora 
necessity  than  an  option.  Within  five  years,  predicts  Rob< 
Thrisk,  du-ector  of  Stanford's  career  placement  center,  soe 
"95%  of  jobs  will  be  posted  on  the  Internet."  The  percent; 
of  job  seekers  looking  online  won't  be  far  behind. 

By  Pamela  Mendels  in  New  Yi 


THRIFTY:  One  business  owner  figures  two  online 
recruits  saved  him  $20,000  in  headhunting  fees 


24  Hours. 

'Thanks  to  Roadway^  we  now  operate  with  greater  efficiency. 


Two  years  ago  Helmac  Products  Corporation,  maker  of 
the  world's  most  popular  line  of  lint  removal  products, 
realized  they  must[manage  the  supply  chain] 
with  greater  efficiency.  First,  they  dramatically 


[improved  product  turnaroundjtime  from  5 
days  to  less  than  24  hours.  Realizing  that  service 
.^^^       is  door-to-door  not  door-to-truck,  Barbara 
Tomaszewski,  Helmac's  traffic  manager,  enlisted  Roadway  as 
H  e  I  m  a  c 's  ^^^^^^^^^^^^^^^3 

Roadway  Rep  Leia  Norris  and  the  rest  of  the  Roadway  crew  rolled  into 


action  to  help  Helmac  exceed  their [custorners 


demandsJThen  Roadway's  John  McAbier,  assistant 
terminal  manager  in  Toledo,  Ohio,  teamed  with 
Helmac  personnel  to  reduce  shipment  handling  and 


Reliable.  Responsive. 


[speed  transit  time!] The  results:  faster 
replenishment  of  retail 
stock  and  greater  sales. 
Roadway 
Express  blends  the  most  efficient 
network  with  the  most  responsive  work 
force  in  the  industry  to  deliver 
exceptional  customer  service  to  you. 


ROADWAY 

xpt . 

wvvTv.roQdway.com  ~  Vj\J \J  ~  /      ^J\J\J  I  www.helmac.com 

Call  your  local  senice  center  or  Roadway  toll-free  today 

xceptional  Service.  .  ,No  Exception! 


WALK 

THROUGH 


Vith  Norton"  Products  Inside  Your  Computer 
here  Are  No  Barriers  to  Achieving  Your  Goals. 

)wn  go  the  barriers.  Up  goes  productivity,  whether  you're  at  home  or  at  the  office.  With  Norton  products  you  walk 
■Qugh  the  walls  between  you  and  your  goals.  Norton  products  eradicate  viruses,  blow  away  junk  files,  and  eliminate 
ftware  problems  before  they  cause  crashes.  All  behind  the  scenes,  automatically.  Go  ahead,  take  the  first  step. 


EBffliMite  todSS; 
vfauses-Mrf 

tomoiTOw's 

MWOMS. 


>rton  Antivirus""  4.0 

are  data  without  sharing  viruses. 
zate  and  kill  known  viruses  from 
/  source  so  you  can  safely  roam 
I  web,  get  email  attachments, 
are  floppies  and  use  network 
s.  it  works  behind  the  scenes 
provide  continuous  protection, 
you  can  work  with  confidence, 
hout  the  hassles  of  chewed-up 
s  and  programs. 


=  1  TbeSafest 


remove 

programs 


■uils  or ""'"^ 


Norton  Uninstall  "  Deluxe 

Cut  through  the  clutter  and  be 
more  productive.  Automatically 
clean  up  junk  files  and  programs 
that  drag  down  your  PC's  perfor- 
mance. Maintain  custom  settings 
and  preferences  when  copying 
or  moving  programs.  Try  new 
programs  without  performance 
and  software  conflicts.  You'll  fly 
through  your  tasks  without  old  files 
and  programs  dragging  you  down. 


^  tiie  crash 
proteciH 


1 

! 

n 

Norton  CrashGuard  Deluxe 

Lead  a  crash-free  life.  Automatically 
rid  your  PC  of  crash-causing  soft- 
ware problems;  check  for  conflicts 
and  download  fixes  via  the  Internet: 
and  optimize  your  hard  drive  for 
top  performance.  No  more  lost 
files  or  screen  freezes.  You'll  enjoy 
more  time  to  do  as  you  please, 
free  from  irritating  crashes  and 
unproductive  downtime. 


it  what  you  want  from  your  computer.  Feel  like  you  can  walk  through  walls  with  Norton 
sducts.  Visit  your  nearest  retailer  to  buy  these  Windows'  95  products  or  try  them  risk-free 
www.symantec.com/promos/nci04.htmi 


o  Viruses,  No  Junk,  No  Crashes,  No  Barriers. 


SYMANTEC 


!ntec.  the  Symantec  logo,  and  Norton  AntiVirus  are  U.S.  registered  trademarks  of  Symantec  Corporation.  Norton.  Norton  Uninstall.  and  Norton  CrashGuard  are  trademarks  of 

intec  Corporation.  Windows,  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation.  All  other  brand  names  or  trademarks  are  the  property  of  their  respective  owners. 

38  Symantec  Corporation.  All  rights  reserved. 


ENTERPRISE 


Companies 


ROADIES 

Bell  and  Sut- 
ton's specially 
equipped  RVs 
tour  colleges 


HAVE  RESUMES, 
WILL  TRAVEL 

An  online  job  board  hits  the  road 

In  the  summer  of  1995,  college  juniors  Rachel  Bell  and 
Sara  Sutton  were  in  a  Boston  taxi  "stressing"  about  the 
prospect  of  finding  jobs.  Sutton  complained  that  she  had 
suifed  the  Net  for  an  internship,  but  the  search  was  fiaiitless. 
Bell  remembered  her  father's  advice:  "You  should  really  con- 
sider starting  a  company  with  a  group  of  your  friends." 
^riieii'  ei)i])hany:  an  Internet  job  sei-vice  for  en- 
tiy-level  positions.  "We  were  passionate  about 
this  idea,"  Sutton  recalls.  "We  could  reach 
out  to  students  like  us,  and  we  could  help 
oui'  friends." 

Friends  themselves  since  their  childhood  in  Pittsburgh, 
the  two  women  took  leaves  from  their  respective  schools 
(the  University  of  California-Berkeley  for  Sutton  and  Hobart 
&  William  Smith  College  for  Bell)  to  flesh  out  theii'  idea.  Tliey 
raised  some  $60,000  from  family  and  acquaintances  and  read 
every  business  magazine  and  book  they  could  find  before 
launching  .JobDirect  (www.jobdirect.com)  in  August,  1995. 
Then  they  ]_»urchased  a  I'ecreational  vehicle  and  hired  gTaffi- 
ti  aitists  to  spray-paint  it  to  look  like  their  Web  site.  They 
equipped  the  vehicle  with  15  laptops  for  students  to  type  in 
resumes  and  drove  off  on  their  first  promotional  tour  of  col- 
lege campuses  in  the  fall  of  199(j.  Foily-tlu-ee  campuses  later, 
their  database  contained  the  cimicula  vitae  of  5,000  young 
job-seekers.  "We  knew  it  would  work — there  was  just  no 
way  it  couldn't,"  says  Bell. 

After  a  lean  fii'st  year,  that  certitude  paid  off.  JobDirect 
says  revenues  exceeded  million  in  1997  and  will  top  $3 
million  this  year,  all  from  the  fees  paid  by  employers  to  use 
the  service.  The  Stamford  (("onn.)-based  company  has  been 
buoyed  by  two  trends:  the  surge  in  online  recniiting  and 
the  labor  squeeze.  Collegians  look  better  than  ever  to  prospec- 
tive bosses  these  days.  The  National  Association  of  Colleges 


SPECIAL  REPORT 


LABOR  CRUNCH 


and  Employe 
predicts  a  19.1%  i 
crease  in  ne 
grads  hired  th 
year. 

Of  course,  B( 
and  Sutton  are  n 
the  only  ones  offc 
ing  online  job  databases.  Decade-old  Jo 
trak  (www.jobtrak.com),  with  a  databa 
almost  twice  as  big  as  JobDirect 's,  coi 
petes  most  directly  to  place  entiy-lex 
workers.  Unlike  Jobtrak,  JobDirect  a 
tomatically  alerts  candidates  by  E-m 
when  a  position  is  posted  that  mee 
specifications  they've  entered.  After  f 
lowing  a  link  to  get  more  informati 
about  a  job,  students  can  click  on  a  i 
sponse  button  to  chspatch  theu-  resum( 
Students  use  JobDirect  for  fr 
(80,000  resumes  are  now  on  hand),  wh 
more  than  100  clients,  including  Pri 
Waterhouse,  Sun  Microsystems,  and  Teach  for  America,  p 
ft'om  $500  a  month  to  the  five  figures.  The  fee  depends 
such  factors  as  how  many  jobs  they're  advertising  and  h( 
broad  a  geographic  area  they  wish  to  target.  JobDirec 
technology  allows  recruiters  to  search  the  database  by 
student's  state,  major,  college,  or  gi-ade  point  average,  amo 
other  criteria. 

"JobDirect  paid  for  itself  in  two  months,"  says  Heat! 
Cooper,  a  coiporate  recmiter  for  CH  Robinson  Inc.,  based 
Eden  Prairies,  Minn.,  a  transportation  company  that  I 
hired  17  emjiloyees  through  the  service. 
CONCERT  TOURS.  To  persuade  students  to  register,  JobDir 
has  shown  some  imagination  in  marketing  itself.  The  com 
ny  sends  out  its  three  "buses,"  each  equipped  with  beds  j 
a  kitchen  for  the  student  employees,  to  campuses  twice  a  y< 
and  accompany  a  populai'  summer  concert  torn*.  The  comps 
also  gives  away  free  mousepads  emblazor 
with  its  name  and  pays  more  than  250  stud 
representatives  at  schools  aroimd  the  coim 
to  talk  up  the  service. 

The  co-foundei-s,  meanwliile,  still  mai-vel 
the  })ath  their  own  careers  have  taken.  "Some  entreprene' 
at  age  five  aspire  to  be  Bill  Gates,"  says  Sutton.  "Rachel  i 
I  didn't  expect  to  go  into  business.  We  weren't  techies  i 
didn't  take  finance  classes.  But  we've  been  told  one  of 
strengths  is  that  we  admitted  we  didn't  know  anythir 
The  offspring  of  successful  executives,  they  were  sa\ 
enough  to  hire  experts  to  execute  their  vision.  For  examj| 
Robert  E.  Ford,  a  former  Tufts  University  professor 
consultant,  is  president  and  chief  operating  officer.  And 
cently,  Kevin  E.  Gage,  former  pi'esident  and  chief  execut 
officer  of  Hometown  Bancorporation/Bank  of  Darien,  \ 
tapped  as  ceo.  Sutton,  who  heads  up  the  student-rep  i 
gi'am,  and  Bell,  who  handles  client  seivices,  both  sei-ve  on 
board. 

Now  owned  by  about  60  private  shareholders — Sutton  : 
Bell  each  hold  an  11.6%  stake — JobDirect  has  raised  .iii 
million  through  private  placements  and  is  negotiating  mI 
several  venture-capital  fij-ms  to  banki'oll  future  gi'owth.  J 
success  in  business  trump  education  for  these  24-year-l 
dropouts?  Both  sweai'  they'll  finish  college  soon.  But  it  ma>l> 
that  they've  gi-own  too  accustomed  to  their  own  road  ruli 
By  Caiiye  Adler  in  Stamford,  Co-' 
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8:02  a.m.  Installed  network. 

8:59  a.m.  Connected  with  staff. 

(In  more  ways  than  one.) 


Introducing  Intel  InBusiness  '  networking  products  for  small  business. 

The  hardest  thing  about  setting  up  a  small  business  network  is  getting  over  the  idea  that  it's 
hard  to  do.  Intel  InBusiness' '  produets  feature  staekable  hubs  and  switehes  speeifieally  designed 
for  your  small  business.  With  just  four  simple  installation  steps,  anyone  can  set  up  a  network 
quickly  and  easily*  So  your  team  can  share  Internet  access,  e-mail,  files,  printers  or  deep  thoughts. 

For  more  information,  call  l-8(JO-53.S-3373.  extension  670.  or  visit 
us  at  our  Web  site.  So  you  can  get  in  touch  with  your  employees.  Not  to 
mention  their  PCs.  I  ►  www  mtel  com/network/bw  htm  I 


intel 


©lyys  inlel  Curporjlion  "Based  tin  tiistonicr  feedback,  estimated  installation  iinic  is  57  nimulcs 


ENTERPRISE 


Finance 


NOW,  MORE  CAN  JOIN 
THE  ESOP  GAME 

The  pmilege  is  extended  to  S-corporations-\vith  the  pitfalls 

500  employees  got  theii-  fii-st  shares 
the  fh'st  quarter  and  now  own  5.47% 
the  company.  Copham  helped  oper 
door  for  tlie  country's  other  2  mill 
S-corporations  to  walk  thi-ough. 

ESOPs  hit  the  big  time  during 
deal  mania,  when  large,  pubhcly  trac 
companies  embraced  them  for  their 
breaks  and  as  a  defense  against  hos 
takeovers.  With  the  demise  of 
raiders,  however,  stock  options  repla 
ESOPs  as  public  companies'  favo: 
mechanism  for  tmTiing  employees  i 
owners.  These  davs,  more  than  U 


BENNY  FROM  HEAVEN? 

For  crusader  Copham 
the  ESOP  is  one  more 
lure  in  a  tough  labor 
market:  "Gen-Xers... 
just  won't  work  for  a 
paycheck  anymore. 
They  want  an  equity 
stake  in  something" 

tliii-ds  of  all  ESOPS  ai'e  adopted  by  cl 
ly  held  companies. 

Under  the  new  law,  S-coi-porat: 
can  finally  join  the  game.  Think  of  Ei 
as  a  kind  of  retu-ement  plan  with  a  1 
of  tax  advantages  for  owners  and 
ployees  alike.  The  company  makes 
nual  contributions  of  stock  to  the  E 
As  with  other  benefit  plans,  taxes 
deferred  until  employees  start  w 
drawing  theu-  shai-es  in  retu'ement.  p 
company  gets  to  deduct  its  contriu 
tions  to  the  esop.  It  also  can  deducia 
terest  on  any  money  that's  borrow 
to  fund  the  plan,  as  well  as  divi^ " 
pajTnents  used  to  repay  the  loan.  I 
repayment  of  the  piincipal  is  deduct 

S-coi-porations  can  get  many  nt' 
same  goodies  now,  with  one  mai'ii 
ception:  Company  owners  can''  li 
taxes  on  the  sale  of  theii'  stock.  .Sti: 


David  Copham  is  one  persistent 
man.  For  yeai-s,  the  owTier  of  Lib- 
erty Check  Piinters  had  wanted 
to  set  up  an  employee  stock  own- 
ership plan  (ESOP)  at  his  Mounds  View 
(Minn.)  company.  Yet  hke  many  small 
businesses,  S70  million  Liberty  was  an 
S-corporation,  wiiere  EMPLOYEE 

the  owiiei-s  pay  taxes   

on  eiuiiing.-,  but  the  coinpany  itself  pays 
no  coiporate  tax. 

By  law,  S-toi-porations  were  baiTed 
fi'om  setting  up  ESOPs,  as  other  small 
companies  can  do.  But  Copham  fer- 
vently believed  ^iiat  employee  owner- 
ship would  be  in  eveiybody's  best  in- 
terest. Working  cli  '-ely  with  a  gi-oup  of 
like-minded  advoc;;  es  that  coalesced 
around  the  S  Cor\  'ration  Assn..  a 
Washington-based  traci.  aroup,  Copham 
made  changing  the  law  .  virtual  obses- 


sion. Finally,  after  tlu-ee  yeai-s  of  lobby- 
ing. Congi-ess  attached  an  S-coi-p  ESOP 
provision  to  a  1996  small-business  bill. 
Copham  even  briefly  met  Bill  Clinton 
at  the  signing  ceremony,  wiiere  he  got  a 
quick  chance  to  tell  the  President  how- 
important  it  was  to  encourage  employ- 

OWNERSHIP  ^0  '^^'^^'"^ 
  owners. 

\ictoiy  was  fleeting,  though.  An  over- 
sight in  tlie  bill's  wording  meant  that  S- 
coi-porations  still  couldn't  start  esops. 
Copham  didn't  give  up.  "He  just  wasn't 
going  to  stop,"  says  Robert  Blair,  a 
Washington  lawyer  and  chau-man  of  the 
S  Coi-poration  Assn.  "It  was  liis  energy- 
and  pei-sistence  that  kept  tilings  rolling." 
Finally,  last  year,  Congi'ess  erased  the 
remaining  banners,  and  on  -Jan.  1,  Lib- 
erty became  the  fii'st  S-coi^poration  to 
adopt  an  esop.  The  company's  roughly 
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EVEN  THE  BEST 


printers  come 


WIT 


missing 


A  printer  isn't  much  use  until  you  put  the  right 
paper  into  it.  Paper  is  a  critical  component  that 
affects  the  quality  of  what  you  print. 

If  the  paper  isn't  bright  enough,  for  instance, 
your  colors  could  turn  out  dull.  If 
your  images  aren't  sharp,  it's  probably 
because  your  paper  isn't  smooth  enough 


Hammermill  gives  you  the  brightness  and 
smoothness  you  need.  Hammermill  fet  Print  is 
engineered  to  get  brighter  colors  from  an  Inkjet 
printer.  And  Hammermill  Laser  Print  is  specially 
made  to  give  you  sharper  results  from  a 
laser  printer.  Get  your  printer  its  missing 
part.  Get  Hammermill. 


For  free  snmjde.s  and  in/ormation,  call  1-800-242-2148.  Or  visit  our  Web  site  at  www.hammcrmillpapt'r.com  international^)  paper 
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Any  six-year-old  can  blow  out 
birthday  candles...  unless  that 
six-year-old  is  having  an  asthma 
attack. 

Asthma  is  a  cruel  disease  that 
obstructs  a  child's  abilit)'  to 
breathe.  It  can  attack  a  child 
any  time,  anywhere. ..even  in 
the  middle  of  a  birthday  part)^ 

Right  now  there  is  no  cure 
for  the  nearly  5  million  children 
who  live  with  the  horrors  of 
asthma. 

And  with  asthma  on  the 
rise... your  child  could  be  next. 

That's  why  as  adults  we  must 
do  something  now... 

Call  the  American  Lung 
Association  and  learn  how  you 
can  help. 

l-800-LUNG-USA 

Because. .  .When  you  can't 
breathe,  nothing  else  matters.(4. 


t 


AMERICAN 
LUNG 

ASSOCIATION, 

wwvv.iungusa.org 


Finance 


holders  of  other  t\']:)es  of  private  com- 
panies can  do  so  if  their  gain  fi'om  the 
sale  is  rolled  over  into  the  equivalent  of 
a  pension  plan. 

One  key  advantage  of  esops  for 
small-business  owTiers  is  that  by  sell- 
ing to  employees.  o\\'ners  have  a  ready 
market  for  their  stock  after  it  is  as- 
sessed by  an  outside  valuation  senice. 
"Many  privately  held  and  family-owned 
businesses  would  prefer  to  ti-ansfer  own- 
ei-ship  to  employees  rather  than  sell  to  a 
larger  company  or  a  foreign  multina- 
tional," says  Jared  Kaplan,  paitner  at 


cautions  Joseph  Blasi,  a  managemeii 
professor  at  Rutgers  University.  Wlie 
ESOPS  are  established  just  to  milk  th 
tax  breaks — and  employees  aren't  gi\ 
en  a  bigger  say  in  day-to-day  opei'; 
tions — -companies  often  do  worse  tha 
before,  he  and  other  experts  warn.  Tli 
reason:  Employee  expectations  ar 
dashed,  and  morale  and  productivifj 
suffer,  studies  show.  "Participation  le' 
employees  act  like  owmers,  and  the  ii 
foiTiiation  allows  them  to  be  responsili 
owners,"  says  -John  Logue,  head  of  tl 
Northeast  Ohio  Center  on  Employt 


ESOPs:  Now  For  S-Corporations,  Too 

New  la  ws  allow  S-corporations  to  set  up 
limited  employee  stock  ownership  plans.  Here  are  the  benefits: 

FOR  OWNERS  A  ready  market  to  sell  their  stock;  an  incentive  for 
improved  worker  productivity  as  employees  become  owners;  an  employee 
benefit  that  might  attract  and  retain  workers  in  a  tight  labor  market. 


FOR  EMPLOYEES  Deferred  taxes  on  stock  gains  until  retirement,  as  with 
other  pension  plans;  improved  morale. 


FOR  COMPANIES  The  ESOP  is  exempt  from  taxes.  If  an  ESOP  owns  30% 
of  a  company,  for  example,  30%  of  the  earnings  go  untaxed.  The  enhanced 
cash  flow  should  increase  the  value  of  the  company's  shares,  and  dividend 
payments  can  create  a  pool  of  cash  to  buy  additional  shares  or  to  pay  off  a 
loan. 


FOR  C-CORPORATIONS  Traditional  C-corporations  with  an  ESOP  may  find 
it  advantageous  to  become  an  S-corporation.  The  benefit  is  potentially 
huge  if  the  ESOP  owns  100%  or  so  of  the  company,  since  taxes  would  be 
reduced  to  zero.  The  trade-offs,  however,  become  a  lot  trickier  (and  the 
benefits  less  compelling)  if  the  ownership  share  is  under  70%  to  80%. 


the  law  tinn  McDemiott.  Will  i:  Emeiy. 

Smaller  companies  also  see  ESOPs  as 
another  benefit  they  can  offer  in  a  com- 
petitive labor  market.  Liberty  has  two 
employee  pension  plans,  including  a 
401(k);  the  ESOP  is  one  more  liu'e.  "It's 
hard  to  keep  Generation-Xers."  sighs 
Copham.  "They  just  won't  work  for  a 
paycheck  anjTnore.  They  want  an  eq- 
uity stake  in  something."  Adds  Corey 
Rosen,  executive  director  of  the  Na- 
tional Center  for  Employee  Ownership: 
"More  and  more  o\\"ners  believe  they 
need  to  do  E.sops  to  retain  and  attract 
people." 

NO  MAGIC  BULLET.  Supportei-s  ai'gue  that 
for  Companies,  the  promise  of  higher 
productivity  after  esops  can  even  out- 
weigh the  tax  breaks,  esops  can  be  es- 
pecially effective  when  combined  with 
employee  participation  in  company  de- 
cisions and  when  management  shares 
financial  information  with  employees. 
On  average,  such  companies  can  expect 
to  gi-ow  to  ll^f  faster  wth  an  E.SOP 
than  without  one,  says  Rosen. 

Still,  "ESOPS  aren't  a  magic  bullet." 


Ownership  at  Kent  State  Universit 
There  are  other  downsides  to  ESdi 
They're  complicated  to  set  up  and  i 
quu'e  a  lot  of  outside  professional  st 
vices.  The  typical  small  business  \\ 
shell  out  $25,000  to  $40,000  to  do 
the  tilings  it  takes  to  get  an  ESOP  goii 
And  workers  wind  up  with  a  big  chu 
of  theii'  retirement  money  tied  to  t 
fortimes  of  one  company.  The  risk  is 
the  gi'eater  at  a  small  company,  who 
sunival  is  often  more  tenuous  than 
large,  pubhcly  traded  giant's.  Still,  e 
ployees  come  out  ahead  if  the  alte; 
tive  is  no  pension  plan  at  all  or 
that's  less  generous  than  an  ESOP- 
small  companies  ai"e  less  likely  to  ha 
retirement  plans  than  lai'ge  ones.  I 
ESOP  enthusiasts  often  get  carri 
aw^ay  when  they  hail  employee  own] 
ship  as  the  vanguai-d  of  a  "people's  c;l 
italism."  But  esops  do  offer  owiu-)  ;d 
good  way  to  tmTi  employees  into  sha 
holders.  Now,  ovraers  of  S-coi-poratic 
have  the  option  to  join  the  party. 

By  Christopher  Farrell  in  St.  Pa 
with  Mary  Beth  Regan  in  ]\^shinfft> 
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PUniNG  TEETH 

INTO  OFFICE  SECURITY 

You  can  turn  confidential  papers  into  confetti  without  tearing  up  your  budget 


At  first  blush,  shredders  seem  like 
overkill  for  the  average  business.  A 
defense  contractor  or  lawyer  might 
need  to  destroy  documents,  but 
no  one  wants  to  go  through  your 
company's  trash,  right? 

Don't  be  so  siu-e.  Wliile  you  cer- 
tainly never  would  be  caught  dump- 
ster-diving,  your  rivals  just  might 
I'ehsh  the  chance  to  get  a  peek  at 
your  strategic  memos,  financial 
statements,  tax  retiuTis,  and  oth 
er  confidential  documents.  John 
P.  Perozzi,  president  of  Basic 
Sei-vices  in  Norcross,  Ga.,  re- 
members gaining  a  new  cus- 
tomer for  his  paper  slii-edders 
aftei'  an  insurance  company 
manager  caught  an  ex-em- 
ployee going  through  the 
garbage  bin,  hoping  to  find 
client  leads  for  liis  new  job  at 
a  rival.  "It  happens  more  of- 
ten than  people  want  to  ad- 
mit," Pei'ozzi  says.  The  prob- 
lem is  hardly  limited  to  trash 
at  the  ciu-b:  Tlie  Aiuericiin  So- 
ciety for  Industrial  Seciuity 
figm-es  that  707o  of  infonna- 
tion  theft  is  committed  by  in- 
siders, such  as  temporaiy  and 
contract  workers,  disgnintled 
employees,  and  people  mov- 
ing to  other  companies. 

That's  why  sales  of  shredders 
ai-e  topping  $280  million  a  year. 
Costing  ft'om  as  little  as  $30  to 
well  over  $10,000,  these  machines 
can  ch(jmp  a  sheet  of  paper  into  any- 
where fi'om  30  to  7,000  pieces.  Wliich 
machine  you  pick  depends  on  just  how 
ner"vous  you  ai'e  and  how  much  shi'ed- 
ding  you  plan  to  do. 

Shreddei's  come  in  two  basic  tyjjes. 
Strip-cut  shredders  work  like  a  pasta 
macliine,  turning  sheets  of  paper  into  30 
to  100  spaghetti-like  strips  OFFICE 

per  sheet.  Cross-cut  shi-ed-   

ders  take  the  added  step  of  cutting  those 
strips  along  their  widths,  resulting  in 
about  10  times  the  number  of  confetti- 
size  pieces.  Still  another  kind  of  high-se- 
cmity  shr-edder  cuts  the  sheets  into  even 


er  and  read  it."  Some  strip-cut  users 
aroiuid  that  issue  by  mixing  the  n 
nants  of  each  page  with  hundreds 
other  shredded   sheets,  wh 
should  deter  all  but  the  most 
gent  snoop.  In  fact.  Gyrus  Syste 
is  confident  enough  to  use  its  mi: 
shi'eds  to  line  boxes  when  shipp 
softwai'e,  instead  of  emplojing 
ofoam  packing  material.  "Th 
peanuts  get  kind  of  expensi\ 
says  Suzanne  A.  Eubank,  of 
manager  for  the  training  m 
agement  softwar^e  publisl 
based  in  Richmond,  Va. 
After  security,  you  n 


smaller  bits.  Unless  you  are  destroying 
infoiTnation  on  HFo  coveiiips  or  working 
with  the  government  on  classified  proj- 
ects, you  can  probably  skip  this  last  ver- 
sion, which  starts  at  $2,000. 

For  secuiity,  cross-cut- 
ting is  cleai'ly  superior  to 
strip-cutting.  "When  you  put  something 
through  it,  that's  it,"  notes  Barry  E. 
Mai'sh,  security  manager  at  Bell  Heli- 
copter/Textron, based  in  Foit  Worth.  "No 
one's  going  to  be  able  to  piece  it  togeth- 


TECH 


DATA  SENTRY: 

Shredders  car 
chomp  a  sheel 
of  paper  into  c 
to  7,000  piece 
in  seconds- 
and  even  chev 
the  staples 

to  consider  capacity — 
many  pages  the  shi'edder 
accept  at  once.  According 
dealers  we  interviewed, 
manufacturers'  claims  shouk' 
taken  with  a  gi'ain  of  salt.  ' 
speedometer  on  a  cai'  goes  to 
miles  an  hour,  but  you  don't  ( 
take  it  there,"  says  Bear  Brakh 
sales  manager  for  Denver-based  Ps 
Pi'ocessing  Solutions.  SimiliU'ly,  he  saj 
slu'edder  might  claim  it  will  cut  15  t 
sheets  per  pass,  but  if  you  do  that 
tinuously,  the  machine  is  likely  to  bi 
dov^Ti  in  short  order 

So  what's  the  best  blend  of  price 
curity,  and  capacity?  We  tested  tl 
low-end  models  from  thi'ce  leading  r 
ufactiu-ers  and  analyzed  eight  top-of- 
line  deskside  models  from  the  top 
manufacturers.  If  your  business  int* 
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four  more  desks:  $625 

second  laser  printer:  $999 


larger  conference  table:  $755 

becoming  a  bigger  fish  in  the  pond: 


there  are  some  thingj>  money  can'i  buy. 

for  everything  else  there's  MasterCard. 


www.mastercard.com 


^Connect-time  charges  may  apply. 

'^■1998  Microsoft  Corporation  All  rights  reserved,  Microsoft.  Outlook,  Expedia  and  Where  do  you  want  to  go  today''  are  either  registered  trademarks  or 
trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


From:  Microsoft  Office  97  Small  Business  Edition 
Sent:  Monday,  9:00  a.m. 
To:  Everyone  who  has  to  do  everything 
Subject:  How  to  do  it. 


'  c^*''   "if^'^        '-  '  '       helps  you  save  time  on  the  work  that  needs  to  get 

done,  so  you  can  spend  more  time  on  the  work  you  actually  like  to  do.  So.  pound  away  on  letters 
and  documents  knowing  Office  97  Small  Business  Edition  is  following  along,  correcting  your  spelling, 
watching  your  grammar,  and  generally  helping  out  when  you  need  it.  Pull  up  your  budget  and 
accounting  numbers  and  analyze  them  in  ways  that  make  it  easier  for  you  to  make  informed 
decisions.  Use  the  Microsoft  Outlook "  integrated  e-mail  program  to  keep  in  touch  with  customers 
and  vendors  and  stay  on  top  of  your  schedule.  And  because  Office  Small  Business  Edition  includes 
Microsoft  Publisher  98,  you  can  create  your  own  professional-looking  newsletters,  brochures, 
business  cards— even  Web  sites.  In  other  words.  Office  97  Small  Business  Edition  is  a  suite  of  smart, 
easy  productivity  tools,  linked  together  to  help  you  do  your  best  work  and  circumvent  the  busywork. 
To  learn  more  about  it,  and  to  find  out  about  the  free*  product  enhancements  and  assistance  you 
can  get  through  Microsoft  Office  Update,  visit 


Microsoft 
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I  Get  Online 
I  and  get 

'  In  Touch! 

•i 

1     Business  Week  Online's 
I     Small  Business  Center 
I     on  America  Online  is  a 
'  place  where  small-business 
owners  and  entrepreneurs 
can  find  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 

j 

specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions. 


COMMUNICATE 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  small 
business  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  busmess  and  other  subjects.. 


INTERACT 


with  Business  Week  editors. 


BE  IMAGINATIVE 


Use  the  Small  Business  Center  in  the  way 
that  works  best  for  you  and  your  business. 


From  the  Business  Week  Online  main  screen,  click  the 
BW  Plus!  button,  then  select  BW  Online's  Small 
Business  Center  trom  the  list  of  BW  Plus'  choices. 


'  For  a  free  trial  diskette  includir)g  50  free 
.  .  hours  on  AOL,  call  1-800-641-4848  and 
^h>lk'-^    mention  Business  Week. 
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to  use  a  shredrler  only  occasionally,  antl 
you're  not  dealing  with  state  secrets,  a 
model  costing  less  than  .$100  will  suffice. 
AJl  the  models  we  tried  came  with  their 
own  plastic  bins  to  hold  the  shreds,  a 
I^aper  sensor  that  automatically  activates 
the  shredder  when  a  sheet  is  fed  into 
its  mouth,  and  a  narrow  opening  that 
heljjs  prevent  sti'ay  fingers  f^'oni  getting 
caught  in  the  blades. 

Of  those,  the  Royal  Orca  Micro  won 
on  all  counts.  At  .$49.9.5,  it  was  the  least 
expensive  model  we  tested,  despite  its 
u.se  of  the  ty|3ically  more  exjDensive  cross- 
cut shi-edding.  It  took  just  three  seconds 
to  reduce  two  stapled  pieces  of  paper  to 
a  palmful  of  confetti — staples  included. 


other  shredders.  More  important,  t 
Intimus  featiu'es  a  hefty  0.6  horsepow 
motor,  which  means  it  can  munch  up 
1.5  sheets  at  a  time  and  hack  throuj 
paper  clips  and  staples.  Although  t 
Intimus  300  spoils  a  hefty  price  tag 
$949,  dealers  say  that  discounts  of  2C 
to  30%  are  common. 

For  absolute  security — and  if  y 
want  to  shred  the  occasional  present 
tion  transparency — check  out  the  $9 
MBM  Destroyit  2400  C/C.  This  cross-c 
model  produces  twice  as  much  confe 
as  its  closest  rival  by  slicing  and  dici 
documents  down  to  K-  in.  by  %  in. 
also  features  mobile  casters,  whi 
makes  it  easier  to  move  from  room 


Crunch  Time 

Occasional  users  can  spend  as  little  as  $50  on  a  shredder;  a  good 
heavy-duty  machine  will  cost  nearly  $1,000 


VENOOR/MOOEL 
PHONE 

TYPE  OF  CUT 

NUMBER  OF 
STRIPS  /  CUTS 

UST  PRICE 

MAX  PAPER 
CAPACITY 

STRONG  POINT 

INTIMUS  300 

800  775-2122 

Strip 

68 

$949.00 

15 

Heavy  duty 

MBM  DESTROYIT 
2400  C/C 

800  223-2508 

Cross 

1,700 

$999.00 

6 

High  security 

ROYAL  ORCA  MICRO 

908  526-8200 

Cross 

1,000 

$49.95 

2 

Good  value 

DATA:  BEACON  RESEARCH  GROUP.  INC 

Drawbacks  included  the  414-inch  tlu'oat, 
an  inconvenience  that  requires  most 
sheets  to  be  folded  before  they  can  be 
shredded,  and  an  inability  to  chew 
tlirough  i)aper  clips. 

STOP  AND  GO.  Other  low-end  models 
claimed  much  higher  capacity,  but  the 
reality  pi'oved  different.  The  CBc  Slu'ed- 
mastei'  55X  boasts  on  its  box  that  it  can 
slu'ed  tlu'ee  to  five  pages  at  a  time,  but 
its  brochiu'e  reports  a  two-to-thi'ee-sheet 
capacity.  The  latter  is  more  realistic;  with 
four  sheets,  the  shi'edder  stopj^ed  mid- 
way and  needed  us  to  coax  it  the  rest  of 
the  way  by  flipping  repeatedly  between 
the  reverse  and  foi-ward  settings.  Simi- 
larly, the  Fellowes  P.s.5,5  slowed  consider- 
ably when  we  fed  it  the  maximum  five 
sheets  it  puii)oitedly  can  handle;  tlii'ee  is 
more  on  the  mark. 

Do  you  regularly  shred  marketing 
plans,  client  information,  internal  mem- 
os, and  sales  leads?  You'll  need  some- 
thing more  powerftil.  Most  businesses 
should  be  happy  with  the  Intimus  300 
strip-cut  shredder.  It  pi'oduces  strips 
just  %  in.  wide,  not  bad  compared  with 
the  ;^L-in.  to  VAn.  pieces  made  by  the 


room.  The  primary  drawback  is 
smallish,  six-sheet  capacity,  and  trai 
parency  shredding  should  be  kept  t( 
minimum.  Not  only  is  a  transparer 
more  difficult  to  shred,  but  if  the  shri 
der's  motor  has  been  worldng  stead 
the  heat  generated  could  melt  the  pi 
tic  and  niin  the  unit. 

No  matter  wliich  model  you  buy,  k( 
in  inind  that  slu'edders  ai'en't  veiy  pi( 
eaters.  H.  Kim  Jones,  owner  of  Capi 
Shredder  Corp.  in  Rockville,  Md., 
members  demonstrating  a  unit  in 
lawyer's  office  when  liis  tie  got  caught 
the  shredder's  mouth.  "Next  thin^ 
laiew,  my  nose  was  bouncing  against 
slii'edder,  and  the  lawyer  was  just  era 
ing  up,"  says  Jones,  who  notes:  "I  los 
tie,  but  gained  a  sale."  Sounds  liki 
valuable  trade  secret.  Commit  it  to  m( 
oiy,  then  slired  tliis  aiticle. 

Bij  Mie-Yun  Lee,  editorial  director 
BiiyersZone  ( wmv.hmjerszone.com), 
Boston 


For  more  information  on  shredders,  go  to  BW  Ps 
at  www.businessweek.com  or  AOL  at  keyw| 
BWEnterprise. 
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Plug  it  in,  turn  it  on.  Now  adding 
n8tworl(  storage  is  a  Snap! 


dp'  Server  and  Netwi 


pie  are  trademarks,  and  the  Mendian  logo  li  a  registered  trademark  of  Mendian  Data,  1; 


TipUjA  and  CDW  are  trademarks  of  their  respective 


Starting  at  just  $995,  the  Snap!  Server™  from  Meridian  Data  is  everything  you  want  in  a  storage  server 
It  comes  preconfigured  to  recognize  your  network  so  you  really  can  just  plug  it  in  and  turn  it  on  —  with  no 
Jowntime  for  your  existing  servers.  And  with  prices  ranging  from  $995  for  the  4  GB  server  to  1 2  GB  for  $  1 795, 
Snap!  Server  redefines  network  storage,  offering  the  perfect  combination  of  quick  and  easy  installation  at  prices 
never-before-seen  for  a  file  server  In  fact,  Snap!  Server  is  so  hassle-free,  it  comes  with  an  unconditional 
30-day  money-back  guarantee.  And  now,  you  could  win  a  Snap!  Server  just  by  visiting  our  web  site 
at  www.mendian-data.com/busw  or  simply  call  1-888-343-SNAP  ext.  600. 


S%  MERIDIAN' 


Network  Storage  Made  Simple 


COMPi 


nc  coMfvm  S(£«sTo« 

1-800-ConipUSA 
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nka  Milin  gives  a  new 
spin  to  the  old  notion 
of  networldng.  Three 
i  times  a  week,  the  38- 
year-okl  human  resources  di- 
rector for  Lifetime  Television 
plays  volleyball — developing 
her  game,  and  often,  new 
contacts.  She  has  recently 
sent  business  to  two  enti'e- 
prenem-s  who  were  team- 
mates in  the  New  York  Ur- 
ban Professionals  Athletic 
League;  one's  a  paity  plan- 
ner, the  other  a  technology 
recniiter.  "If  I'm  playing 
with  them,  I'm  going  to  help 
them,"  Milin  says. 

Meanwhile,  down  in  Boca 
Raton,  Fla.,  sports  marketer 
Steven  J.  Tebon  met  a  Penl- 
er  Group  of  America  execu- 
tive who  became  a  major 
client  after  the  two  played 
basketball  in  an  infomial 
gym  gatheiing  known  as  the 
Sixth  Man  Club.  "I  didn't 
even  know  who  he  was 
when  I  fii'st  met  him,"  says 
the  39-year-old,  "but  we  just 
clicked  on  the  basketball 
court." 

Clicks  like  that  are  con- 
verting amateur  sports  into 
a  whole  new  ballgame.  Get- 
ting together  with  your  bud- 
dies to  shoot  hoops  is  a  ven- 
erable tradition,  of  course. 
But  these  days,  the  pickup 
players  say  they  are  increas- 
ingly likely  to  talk  business 
instead  of  trash.  More 
women  have  gotten  into  the 
game  now,  too,  thanks  to  le- 
gal reciuirements  that 
opened  up  team  sports  to  le- 
gions of  girls — and  they're 
eageiiy  joining  in. 
TEAM  PLAYERS.  The  boom  in 
golf,  long  known  as  the  game 
of  business,  has  obscured  the 
rapid  gTowth  of  team-orient- 
ed sports.  The  nimiber  of 
basketball  players,  for'  in- 
stance, has  surged  26%  in 
the  past  10 
years  to  4.5.1 
million.  (Golf  is 
up  just  18%,  to 
26.3  million,  ac- 
cording to  the 
Sporting  Goods 
Manufactiu'ers 
Assn.) 

Now,  it 
tuiTis  out,  busi- 
ness can  be 


DOWNTIME 


Contact 
Sports 

ifcASINOLY  IMPORTflllT  FOR  HETWORKINS 


BONDING:  Flaijers  get  to 
knoiv  each,  other  quickly 


done  on  the  coiut  just  as 
well  as  the  course.  Maybe 
better.  Teams  allow  you  to 
nib  elbows  with  dozens  of 
teammates  and  competitors, 
not  just  a  preselected  four- 
some. Players  claim  that 
bonds  forged 
thi'ough  this  in- 
tense competi- 
tion are  a  cut 
above  those 
created  by 
cocktail  chit- 
chat and  busi- 
ness-card ex- 
change— or 
even  slower- 
paced  sports. 


"To  win,  you  have  to  take  on 
the  chai'acteristics  of  the 
gi'oup,"  says  veterinarian 
Cheiyl  Hanis,  who  belongs 
to  both  soccer  and  ice  hock- 
ey teams  in  Cincinnati's 
flourishing  juiblic  leagues. 

Boosters  fmther  argue 
that  the  pressm-es  of  giitty 
competition  can  reveal  per- 
sonality tr-aits  that  might 
other-wise  take  months  to 
emer'ge.  "You  get  a  bead  on 
how  competitive  and  how 
fair-mindefl  people  ar-e,  and 
whether  they'i'e  willing  to 
shar-e  the  ball,"  says  attor- 
ney Jim  Johnson.  He  partly 
credits  his  team  play  with 


HOOPS  IN  FLORIDA:  From 
teammates  to  clients? 

atti'acting  some  15  new 
clients  fr-om  his  weekly  bas- 
ketball games  at  the  ymca 
Decatur-,  111.  Sports  provides 
a  unique  fr-amewoi"k  for  mai 
ing  those  judgments,  says 
G\yv.  C.  Roberts,  a  sports 
psychologist  fr-om  the  Uni- 
ver'sity  of  Illinois.  "In  sports 
unlike  business,  the  rules  ar 
always  understood,"  he  says 
"It's  easier  for  people  to 
build  up  tr-ust,  or  lose  it,  de- 
pending on  how  they  Kve  u^ 
to  those  lilies." 

Tr'anslating  tough  compel 
tion  into  business  connec- 
tions is  a  delicate  operation. 
Even  if  you're  consciously 
pr'owling  for*  customer's  or 
new  job,  don't  be  a  suck-up, 
counsels  Chiis  Ballard,  who 
wi'ote  Hoops  Nation,  a 
clu'onicle  of  his  48-state  torn 
of  pickup  basketball  comts. 
"People  will  respect  you 
more  if  you  act  as  an  equal. 
They'll  want  to  hir-e  someon 
who  gives  100%  effort,  not 
who  says,  'Nice  shot,  sir' " 
Still,  you  should  also  behav( 
yoiu'self;  when  it  comes  to 
r-ole  models,  tliink  Grant  Hi 
r-ather  than  Dennis  Rodman 
"Be  a  hothead  or  give  the 
umpir'es  a  r-eal  hard  time, 
and  who  is  going  to  want  t( 
do  business  with  you?"  asks 
Br'ock  Witmyer;  who  runs 
public  leagues  for-  Lakeland 
Fla.,  and  has  seen  how  oth- 
er's r-eact  to  bad  attitudes. 

Above  all,  love  the  game 
That,  says  Lany  Schner,  ar 
other-  {jlayer-  in  the  Sixth 
Man  Club,  is  what  keeps  hi 
basketball  league  going 
str-ong.  "Though  we  all  do 
work  for-  each  other;  it  all 
goes  back  to  the  basics," 
says  the  for-mer  college 
r-oundballei-.  "Getting  togetl 
er-  and  sweating  for-  an  hou 
and  15  minutes." 

Some  athletic  activities 
are  less  physically  demand- 
ing, though.  If  you  want  to 
mingle  while  keeping  your 
cool,  you  can  always  try 
America's  longtime  favorite 
participatory  sport:  Bowlinj 


anyone 


By  Dennis  Berman 
Ne  w  Yo 


ruT  -an  p i  ir  i m ft  c  \m fpk  Frvirrpppi ^,F/  may  ?.'S,  1 998 


Wwv\^yourname.gorie 


You  already  know  how 
important  the  Internet 
can  be  to  your  busi- 
ness. You  fully  realize 
that  your  company's 
Internet  address  is 
your  storefront  on  the 
World  Wide  Web.   ■.-.■.■^^^^^^^ 

You're  well  aware  that  if  you  don't  register 
that  address,  your  competition  just  might. 
But  you  still  haven't  secured  your  company's 
Internet  identity.  What  are  you  waiting  for? 
Go  to  www.thedolcompeople.com  right  now 
and  register  your  company's  name.  It  only 
takes  a  few  minutes  ...  and  costs  just  $60  a 


Have  you 
secured 
your  company's 
Internet  name? 


year.  Once  you  have 
it,  you're  free  to  use 
it  —  or  just  hold  on 
to  it  —  for  as  long  as 
you  like.  But  don't 
delay.  More  and 
more  .com  addresses 
are  disappearing 


every  day!  If  you  don't  get  yours  today,  it 
could  be  gone  tomorrow. 


thedotcci'^  people 

from  NETWORK  SOLUTIONS 


www.thedotcompeople.com 

Or  call  toll-free  1-800-557-0230,  GXt.  101 


SYMANTEC  SMALL  BUSINESS  SOFTWARE. 


Symantec  Helps  You  Focus  On  Your  Customer. 


As  a  small  business  owner,  you  know 
that  keeping  your  customer  in  focus  is  critical  to  your  success.  That's  why  you  need  Symantec 
Small  Business  Software.  Symantec  has  a  line  of  products  for  small  businesses  like  yours  that 
will  help  you  be  more  productive  and  stay  well  protected.  And  that  means  more  time  in  front  of 
your  customer  and  less  time  in  front  of  your  computer.  Which  is  exactly  the  way  it  should  be. 


iWinFaxi 


CALL  1-800-83&6222  EXT.  9NA22  TO  ORDER  YOUR  FREE  SODAY  TRIAL  CD!  SYMANTE^ 


CC  availabte  in  PC  UmtS  only.  Symanlec  and  the  Syraaniec  logo.  ACT! ,  Winfax.  Norton  AnfiVrnis  and  Norton  Util<ljes  are  registerea  trademarts  of  Symantec  Corporation.  Morton  Uninslall  and  Winfax  PRO  are  trademans  ot  Symantec  Cofima 

@  1998  Symantec  Corporation.  All  ottier  brand  names  and  tiadematlis  are  the  property  of  ttiei.-  respective  owners.  AD  Rigtits  Reserved.  ; 


iports  Business 


SKETBALL 


HE  NBA:  WHY  PUSH  MAY 
OME  TO  SHOVE 

faces  hard  bargaining  with  players.  Threat  to  next  season? 


et's  face  it:  Despite  some  playoff 
excitement,  this  lias  been  the  year 
Ithe  National  Basketball  Assn. 
ped  on  its  own  shoelaces.  Low  scor- 
because  of  play-theLr-own-game  hot- 
ts,  the  Latrell  Sprewell  incident,  the 
sible  end  of  the  Jordan  Era  with  no 
to  fill  his  size  13s,  drug  charges, 
attendance  as  low  as  15%  to  20%  in 
le  cities.  Why,  even  sneakers  sales 
off. 

)nce  the  model  of  a  disciplined,  lu- 
;ive  league,  the  NBA  now  finds  itself 
I  crossroads  as  it  sweats  a  summer 
leated  collective  bargaining  and  the 
sibility  of  its  first  work  stoppage 
r.  It's  ironic,  but  part  of  the  reason 
NBA  has  reached  this  point  is  a  de- 
an made  over  a  decade  ago  when  it 
id  itself  at  another  crossroads. 
'CLAUSE.  The  year  was  1983,  and 
financially  troubled  league's  futui'e 
ced  dicey.  In  a  united  effort,  nego- 
Drs  for  owners  and  players  himkered 
m  to  fashion  a  rescue  plan  whose 
;erpiece  was  a  salaiy  cap.  One  of 
cap's  inventive  features  was 
ibed  "the  Larry  Bird  Excep- 
."  Essentially,  it  lets  fi-anchises 
sed  the  cap  by  any  amount  to 
igTi  their  own  players. 
At  the  time,"  says  Russ  Granik, 
)  was  then  the  league  genei-al 
asel  and  is  now  deputy  commis- 
ler,  "it  was  something  the 
lue  wanted  every  bit  as  much 
he  players." 

lo  more.  The  Bird  Excep 
now  is  anathema  to  Com- 
sioner  David  Stern  and 
rj^-conscious  NBA  owners, 
1  blame  the  loophole  for 

rLS'ir,I'°AS-  $125  million  to 

igh  they  won't  say  as 
■h  publicly,  eliminat- 
or modifying  the 
I  nile  will  be  a  ma- 
ambition  for  man 
Tient  at  the  bar- 
ing table, 
'on't  expect  the 
yers  to  roll 
r,  though. 


"Certain  issues  will  be  blood  issues,  ones 
that  the  players  will  never  concede  on," 
says  Steve  Kauffinan,  a  Cahfomia-based 
agent. 

Clearly,  however,  something  has  got 
to  give.  Under  the  ciuTent  contract,  the 
"soft"  salary  cap  places  resti-aints  on 
what  teams  can  pay  their  players.  This 
season's  cap  was  $26.9  million.  With  a 
new,  four-year,  $2.65  billion  TV 
package  in  the  bag,  next  year's 
cap,  under  present  lules,  would 
probably  top  $30  million  and 
maybe  even  double  the  $16 
million  figure  of  just 
three  seasons  ago. 

The   pact   now  in 
place  guarantees  play- 
ers 48%>  of  "basket- 
ball-related 
come"  (BRI) 
but 


SQUEEZED: 

The  Minnesota 
Timberwolves 
had  to  shell  out 
125  millioi 
keep  pivotal 
player  Kevin 
Garnett 


says  the  NBA  can  reopen  negotiations 
if  player  compensation  climbs  to  51.8% 
of  BRI.  It  hit  55  this  season.  In  March, 
the  owners  voted  27-2  to  i-eopen  talks. 

A  major  reason  is  the  Bird  Excep- 
tion, which,  say  league  officials,  has  been 
ruinous  for  the  profitability  of  many 
clubs.  "No  one  anticipated  the  level 
teams  would  go  to  to  keep  their  own 
players,"  says  Granik. 

Alternatives  to  the  Bird  Exception 
outnumber  the  tattoos  on  Dennis  Rod- 
man. Certainly,  the  league  would  love  to 
keep  the  cap  and  eliminate  the  Bird 
loophole.  Then,  there's  talk  of  a  luxury 
tax  levied  against  teams  that  spend  be- 
yond the  cai3 — an  idea  that  Stem  floated 
two  years  ago.  But  whatever  Stern  pro- 
poses, NBA  observers  believe  he  will 
take  aim  at  the  widening  economic  fault 
line  among  players. 
PAY  GULF.  The  nba's  middle  class  is 
vanisliing,  leaving  fabulously  wealthy 
megastars  and  roughly  24%  of  play- 
ers who  collect  minimum  salaries: 
$242,000  for  rookies,  up  to 
$326,000  for  veterans  who 
have  been  on  the  same 
team  at  least  two  yeai's. 
"My  guess  is  Stem  will 
increase  the  minimum 
.^alaiT  (for  veterans)  to 
$400,000  or  .$450,000. 
In  exchange,  he'll 
want  a  cap  on  the 
high  end,"  says  agent 
Mar'c  Fleishen 

Megasalaries  may 
be    manageable  for 
such    teams    as  the 
Chicago   Bulls   or  the 
New  York  Knicks.  For 
small-market  clubs,  how- 
ever, they're  killers.  This 
season,  only  6  of  29  fran- 
chises have  payi'olls  under 
the  cap — and  none  of  them 
made  the  playoffs.  Is  some- 
thing going  to  give?  Fleisher 
predicts  that  next  season  will 
start  on  time,  as  it  always  has. 
"Stem  has  a  good  deal,  not  as 
good  as  he'd  like,  but  a  much 
better  deal  than  he'd  get  from 
the  present  union  leadership,"  he 
says.  Adds  Kauffman,  hopefully:  "I 
just  don't  see  a  work  stoppage.  Both 
sides  are  way  too  smart  for  that." 
Tiue,  but  one  side  may  be  a  tad  slick- 
er than  the  other.  Under  the  nba's  new 
deal  with  nb(:  and  Tiu-ner  Sports  Inc., 
the  league  gets  paid  the  initial  install- 
ment of  its  nch  deal  even  if  it  delivers 
no  games  during  the  first  season. 

By  Mark  Hynian  in  Baltimore,  with 
Jay  Weijter  in  Minneapolis 
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The  Best  Product  Designs  of  thi 


•98  INDUSTRIAL  DESIGN  tXCEaENCE  AWARDS 
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A  great  product  shift  is  sweeping 
the  marketplace.  Office  equipment 
is  out,  consumer  apphances  are  in. 
Hard-edged,  superpowei'ful  tech- 
nology is  out.  Comfortable,  friendly  technology  is  in.  Gen- 
eral-purpose computing  is  out.  Single-task  electronic  gizmos 
are  in.  Fixed,  stationaiy  products  are  out.  Mobility  is  eveiy- 
thing.  The  new  product  paradigm?  Picture  Motorola  Inc.'s 
TalkAbout  Two-Way  Radio.  It  has  one  purpose  and  is  sim- 
ple to  use,  communications-based,  and  interactive.  Plus  it's 
fun,  great  for  skiing,  mountain  biking,  or  trekking  in  Dis- 

/ney's  new  animal  theme  park. 
This  shift  also  has  a  serious  side.  Take  a  look  at 
the  1998  Industrial  Design  Excellence  Awards  for 
products  from  around  the  world,  juried  by  the 
Industrial  Designers  Society  of  America  and 
sponsored  by  business  week.  For  the  past  two 
decades,  growth  in  the  U.  S.  and  elsewhere  has  been 
driven  by  the  dramatic  rise  of  comput- 
ers. Many  of  the  best  design  irinds  in 
the  world  gravitated  to  thein.  gener- 
ating brilliant,  fresh  products.  But  as 
the  winners  of  this  year's  idea  con- 
test show,  computers  have  matured 
into  commodities — nicely  designed, 
but  not  leading  edge  innovation. 
Today,  the  Net  is  fast  becoming  the 
driving  force  in  innovation  and  design.  Net 


MOVIEMATE 

BL's  Simply  Cinema 
semes  up  a  home 
heater  sound  sy  stem 

II 


appliances  are  the  hottest  new  product  category. 
The  breakthrough  product  of  1998  is  a  kind  of  Net 
VCR  called  the  Audible  MobilePlayer,  a  portable 
appliance  that  downloads  audiobooks,  lectures, 
music,  and  conferences  from  the  Web  for  listening 
in  the  car — or  anywhere  (page  83).  Another  idea 
winner,  Eastman  Kodak  Co.'s  Digital 
Science  DC210  Zoom  Camera,  is  yet 
another  Net  appliance.  And  with  its 
new  Minstrel  wireless  modem,  the  PalmPilot  (not 
an  IDEA  winner  this  year)  will  be  able  to  plug  into 
the  Internet  anywhere  and  serve  as  a  major  Net  appliance 
as  well.  Juror  Peter  Ti-ussler,  director  of  corporate  design  for 
Northern  Telecom  Ltd.,  says  that  "the  shift  from  hardware 


3i 


TALK  TO  ME,  KID 

Simplicity  and  fun 
make  Motorola  "v 
two-way  radio  a  hit 


Plymouth  's  concept  car  is 
made  of  recyclable  plastic 


nomic  Power  Link 
es  repetitive  stress 


ONE  GREAT  LEAP 

The  \./l().S.  orershdc 
rreii  /^(dishes  your 
loafers  as  yon  uudk 


to  broadband  media — communication  and  infor- 
mation"— is  under  way.  He  foresees  a  segment- 
ed market  with  a  plethora  of  consumer  devices. 

The  shift  toward  consumer  products  is  perhaps 
most  evident  in  the  nostalgia  boom,  well  high- 
lighted  by  the  idea  winners.  The  Volkswagen  ' 
Beetle,  a  gold  winner,  of  course  epitomizes  this  trend  toward 
reinventing  the  familiar  with  new  technology.  So  does  Sun- 
beam's old-but-new  hot  pot,  the  Slow  Cooker — the  anti- 
microwave.  The  mantra  seems  to  be:  Design  to  restore  nice 
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memories,  make  the  product  easy  to  use.  and  keep  the 
technology-  hidden.  "People  have  low  tolerance  for  prod- 
ucts, because  their  lives  are  stressful  and  they  just 
have  so  many  new  gizmos."  says  juror  Daniel  For- 
mosa, consultant  to  Smait  Design  in  New  York. 
"They  don't  have  the  time  or  energy  for  compli- 
cated instructions." 

If  the  innovation  cycle  is  tuniing  away  fi'om  § 
standard  business  computers,  designers  used  to  m 
making  business  and  office-style  equipment     *  , 
face  new  challenges.  They'll  need  to  sense  con- 
sumer wants  and  tastes,  ^\^lich  may  explain  .y'v; 
why  this  year,  of  the  companies  \\-inning        '*''.'■'  ' 
two  or  more  awards.  7  out  of  15  were  ft-om 

Europe  or  Asia.  There  were  win- 
ners from  Belgium,  Britain.  Denmai'k 
Austria.  Italy.  Xonvay.  Korea.  Singapore. 
Japan.  Taiwan,  and  Canada.  Perennial  idea 
winners  Philips.  Thomson.  Samsung,  and 
Sony  ceitainly  know  how  to 
design  and  sell  consumer 
products.  Will  they  ride  the 
next  wave  of  Net  appUances. 
the  way  Xokia  Corp.  and 
L.  M.  Ericsson  are  taking 
the  lead  in  cell  phones  that 
connect  to  the  ^^'eb? 

It's  no  accident  that  the 
largest  gi-owth  categoiy  this 
year  was  consumer  items. 
Many  design  firms,  among  them  ideo. 
Fitch.  ZIBA.  fi'ogdesign.  and  Herbst  Lazar 
Bell,  ai'e  helping  coiporations  invent  sti'ate- 
gies  for  the  paradigm  shift.  Bill  Mog- 
gi-idge  at  ideo.  which  won  six  ideas  for  the 
Audible  MobilePlayer  and  the  gi'eat  inter- 
active interface  of  Kodak's  digital  camera, 
says  that  "networked  information  appli- 
ances are  what  matter  now — the  Net 
changes  our  world  totally."  The  key 
becomes  "designing  the 
experience,  not  just  the  [HSY  SHOT 
object."  he  says. 


77(p  antentia  of  the 
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WINNERS  FOR  1998... 

Heiv  are  many  oj  the  design  jinns 
and  corporations  that  had  products  icinnim 
Industrial  Design  Krcellence  Aii  ards: 

AWARDS 

mm 

SILVER 

BRoas 

ran 

IDEO 

2 

3 

5 

FITCH 

2 

1 

2 

5 

FROGDESIGN 

1 

0 

4 

5 

HERBST  LAZAR  BELL 

C 

4 

5 

ZIBA  DESIGN 

2 

2 

5 

PENTAGRAM 

r, 

3 

4 

ALTITUDE 

2 

4 

ANDEtSCN 

3 

HAUSER 

1 

1 

1 

3 

ALCHEMY 

0 

0 

2 

2 

DESIGN  EDGE 

I 

1 

0 

2 

GINGKO  DESIGN 

Q 

2 

2 

LUNAR  DESIGN 

2 

METAPHASE 

Q 

2 

0 

2 

ROCKWELL  GROUP 

0 

2 

STUART  KARTEN  DESIGN 

0 

2 

0 

2 

CORPORATIONS 

BLACK  &  DECKER 

1 

2 

2 

C 

SYMBOL  TECHNOLOGIES 

1 

3 

0 

A 

BOMBARDIER 

1 

1 

0 

CHRYSLER 

0 

1 

DIGITAL  EQUIP. 

1 

0 

FRITZ  HANSEN 

0 

1 

FUJITSU 

0 

IBM 

0 

2 

0 

JBL/HARMAN 

0 

0 

2 

MOTOROLA 

PHILIPS 

c 

RUBBERf.'AID 

0 

i 

SAMSUNG 

1 

0 

1 

SONY 

0 

1 

1 

VOLKSWAGEN 

2 

0 

0 

Sohrab  Vossoughi,  head  of  ziba  Design, 
which  took  five  awards,  talks  about  "appro- 
priate innovation."  ziba's  Visioneering 
Research  methodology  for 
Fujitsu  Ltd.  showed  that  peo- 
ple don't  want  all  the  features 
in  computers.  They  want  to 
Net-surf  and  create  content 
by  making  Web  pages  or 
sending  E-mail.  People  also 
like  to  be  able  to  carry 
devices  around  the  house,  as 
they  do  with  cell  phones. 

The  shift  from  working  in 
an  office  to  working  at  home 
reinforces  the  trend  toward 
consumer-type  products. 
SOHO — small  office/home 
office — is  the  only  business 
category  showing  fast 
growth.  Hewlett-Packard 
Co.'s  gold  award  for  its  sim- 
ple-to-use, all-in-one  home 
computer  appliance  (fax,  copier,  scanner, 
and  color  printer),  designed  with  help 
from  Hauser  Inc.,  shows  that  high-tech 
companies  and  West  Coast  design  firms 
can  make  the  transition.  Ditto  for  Apple — 
its  new  iMac  home  computer  is  a  visual 
delight. 

One  factor  favoring  the  transition  from 
office  equipment  to  consumer  appliances  is 
the  huge  number  of  independent  firms  that 
create  good  design  at  low  prices.  They  won 
many  prizes  this  year.  Mark  Steiner  of 
Steiner  Design  reinvented  the  Rivet  Tool, 
Scott  Hardy  and  Woody  Nash  of  N.E.O.S. 
re-created  the  lowly  galosh  as  a  cool  boot, 
and  Roger  Ball  of  Canadian-based  Paradox 
Design  came  up  with  the  first  helmet  just 
for  snowboarders. 
Thirteen  judges  examined  1,031  entries  this  year,  of 
which  126  won  awards.  The  judges  handed  out  33  golds, 
34  silvers,  and  59  bronzes.  In  the  following  page 
BUSINESS  WEEK  looks  in  depth  at  the  very  best  in  a 
remarkable  year  for  design. 

Bii  Bruce  Nusshaum  in  New  York 
(Visit  www.idsa.org  for  a  full  description  of  all 
the  winners.) 


NOW  THAT'S  A  MOBILE  PHONE 


..AND  OVER  THE  PAST  5  YEARS 

It  takes  something  special  to  ivin  year  after 

year.  Here  are  some  of  the  best: 

lESIGN  FIRMS 

1994-97 

1998 

TOTAL 

EC 

27 

6 

33 

3A  DESIGN 

18 

5 

23 

rcH 

15 

5 

20 

OGDESIGN 

9 

5 

14 

NAR  DESIGN 

9 

2 

11 

TITUDE 

7 

4 

11 

SIGN  CONTINUUM 

10 

0 

10 

NTAGRAM 

6 

4 

10 

USER 

6 

3 

9 

RBST  LAZAR  BELL 

3 

5 

8 

LPH  APPELBAUM  ASSO. 

6 

1 

7 

SIGN  EDGE 

5 

2 

7 

NRY  DREYFUSS  ASSO. 

6 

0 

6 

N  DESIGN 

5 

1 

6 

RDICK  GROUP 

5 

0 

5 

SIGN  CENTRAL 

5 

5 

ITAPHASE 

3 

2 

5 

ror  iriPligible  to  enter. 

ACK  &  DECKER 

8 

5 

13 

PLE 

10 

0 

10 

CROSOFT 

9 

1 

10 

R 

8 

1 

9 

RYSLER 

6 

2 

8 

BBERMAID 

6 

2 

8 

MBOL  TECHNOLOGIES 

4 

4 

8 

OMSON 

7 

1 

8 

MSUNG 

5 

2 

7 

EELCASE 

7 

0 

7 

WLETT-PACKARD 

5 

1 

6 

UHARMAN 

4 

2 

6 

IILIPS 

4 

2 

6 

)IGITAL  EQUIP. 

3 

2 

5 

HERMAN  MILLER 

5 

0 

5 

IBM 

3 

2 

5 

MOTOROLA 

3 

2 

5 
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DIVIDE  AND  CONQUER 

7  lie  I  ipcr.  (I  l  iiom 
<liri<lcr  /ram  I )t  iiiii<irk. 
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Things  we  ve  noticed  about  Americans: 

Generally  speaking, 
the  tougher  the  better 


Gtitor  wrest  lint; 
Orlcincio,  I  loritlci. 


CASE  IN  POINT: 


I  he  ckirdble 
CJievy  Malibu 


•  o  yeai"/l()(), ()()()  mile  \\'<ii  ranty  cii;iiins(  boclx' corrosion'       •  Ki.^icl  body  sliHic  Uire. 
Stainless  steel  exhtUist.       *  AW  exteiior  bocl\'  pcinels  are  two  sitle  i^dlvanizecl  steel. 
•Passlock  theft  del  erren  (  syst  em       -  H<i\'e  a  nic  e  I  rip        •  t  800  9S()  24  i8 
•  \A/w\A/.c  heviolel  c  ()m/m<dibu       •  sih,l'^)S^ 


Malibu. 

The  Car  YoLi  Knew  America  Conki  Build.         Genuine  Chevrolet' 


'  Whichevei  comes  first  See  your  dealer  lor  leims  oi  this  limited  wairanty  1 1 998  MSRP  includes  deolet  prep  and  destination  charge 

:  lionol  equipment  additional  Malibu  is  a  registered  trademark  and  Che\7  is  a  trademark  ot  the  Gfv'  Corp  ©1997  GM  Coip  Buckle  up,  America!  IbT 
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"s  it  a  Net  vcR,  a  Net  Walk- 
man, or  what?  The  new  31^- 
.ounce  Audible  MobilePlay- 
jreaks  the  mold.  In  the  new 
:'ld  of  Net  appliances,  this 
table  player  cuts  the  umbil- 

cord  that  binds  people  to 
ir  personal  computers,  free- 

them  to  download  audio- 
iks,  language  instruction, 
ncial  news,  or  National  Pub- 
Radic's  "Car  Talk"  and  take 
m  wherever  they  go — the 
n,  the  car,  the  bike,  the 
ch.  Not  only  does  the  Audi- 


Player  download  two 
rs'  worth  of  edutainmei 
;akes  12  minutes  with  a 
;  modem)  from  the 
:lible.com  Web  site, 
:  it  can  also  be 
gged  into  corporate 
'anet  sites.  People  on 
road  can  catch  up  on  train- 
lectures,  missed  confer- 
;es,  upcoming  product 
iches,  or  the  wise  sayings  of 
company  chairman.  Audio 
tent  can  even  be  automati- 
y  downloaded  overnight, 
/ayne  (N.  J.)  startup  Audible 
.  turned  to  San  Francisco 
ign  house  ideo  for  help  in 
iting  a  physical  form  for  the 
1  concept.  IDEO  wanted  to 
erentiate  it  from  similar- 
•  portable  CD  players,  cas- 
,e  players,  and  radios.  For 
)iration  for  this  quintessen- 
ly  aural  product,  ideo 
led,  naturally,  to  the  ear.  In 
center  of  a  spiral  is  the  all- 
ortant  play  button,  with 
-forward,  rewind,  and  stop 
itions  surrounding  it.  But 
ause  this  is  a  digital  product 
racting  with  the  Internet, 
"e  is  one  extra  button  not 


THE  SOUNDS  OF 
THE  NET  on 
PORTABLE 


CONSUMER  PRODUCTS 


GOLD 


Audible  MobilePlayer 

Designer:  IDKO  Piotluct 
Developineiil 


found  on  vcFis  or  Walkmans:  a 
bookmark. 

The  Audible — gray  with  blue 
translucent  buttons — seems  at 
home  in  the  office,  unlike  many 
razzle-dazzle  consumer-elec- 
tronics products.  To  the  jurors, 
the  device  itself  didn't  immedi- 
ately shout  "Next  Big  Thing." 
They  had  to  work  at  under- 
standing what  it  does.  Net 
appliances  may  need  to  be  far 
more  intuitive  to  use  in  order  to 
fulfill  their  potential.  But  the 
Audible  MobilePlayer  is  unques- 
tionably on  the  frontier.  It  costs 
$199  for  the  system,  which 
includes  the  Player,  headphones, 
a  Palm  Pilot-like  docking  slot 
that  plugs  into  a  computer  ser- 
ial port,  and  software.  The 
Audible  connects  to  a  car  via  a 
cassette  adapter  or  through  an 
FM  station.  Audibooks  cost 
about  $6.99  to  download.  This  is 
something  really  new. 
\^  By  Bruce  Nussbaum 

in  Ne  w  York 


rhousands  of  businesses  trust  their 

mission-critical 

data  to  SAP.  Who  does 

SAP  trust? 


)ver  half  of  SAP's'"  R/3'"  installations  running  Windows  NF  run  on  Compaq  servers.  That's  twice 
he  number  of  installations  of  any  other  Windows  NT-based  hardware  provider.  And  no  surprise 
0  us.  Because  SAP  develops  and  tests  their  software  on  Compaq  platforms-a  partnership 
esigned  to  assure  you  maximum  performance,  reliability  and  easy  implementation.  Industry- 
tandard  platforms  bundled  with  SAP  solutions  are  one  way  we  make  sure  that  the  best  ideas 
Iways  reach  you.  To  learn  more,  visit  our  website  or  call  for  a  reseller  near  you. 


1-800-319-7778  www.compaq.com/solutions 


998  Compaq  Computer  Corporation.  All  rights  reserved.  Compaq  registered  U  S  Patent  and  Trademark  Office.  "All  prices  shown  are 
J.  estimated  selling  prices  on  select  models.  Reseller  prices  may  vary.  Offer  valid  U.S.  only.  ProLiant  is  a  registered  trademark  of 
mpaq  Computer  Corporation,  SAP  and  R/3  are  trademarks  of  SAP  AG.  Windows  NT  is  a  registered  trademark  of  Microsoft  Corporation 
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CELL  PHONE 
MEETS  LAPTOP 


DESIGN  EXPLORATION 

G  : 

OLD 

MoCCA 

Designers: 
Fitch:,  Digital 
Ecjiiipment;  and 
(-aniesie  Mellon 


Sometimes,  great  designs 
spring  from  humble 
beginnings.  Digital 
Equipment  Corp.'s  Mobile 
Computing  &  Communication 
A]ipliance  (mocca),  for 
instance,  started  out  as  a  tool 
for  computer-repair  workers, 
who  needed  a  hands-free  way 
to  accept  wiring  diagrams  and 
pointers  from  colleagues  while 
up  to  their  elbows  in  a  com- 
puter cabinet. 

It  developed  into  a  concept  that  is  voice-based,  wearable, 
and  ultimately  "producible"  three  to  five  years  from  now. 
DEC  and  its  design  partner,  Fitch  Inc.,  came  up  with  a  sleek 
concept  that  heralds  the  future  fusion  of  the  laptop  com- 
puter, cellular  phone,  and  handheld  personal  orga- 
nizer. Says  juror  Peter  Ti'ussler,  director  of  the  cor- 
porate design  group  at  Northern  Telecom  Ltd.:  "It 
reflected  where  we  think  telecommunications  and 
information  is  going." 

As  a  "concept"  winner,  MoccA  relies  on  technolo- 
gies that  are  still  in  the  lab,  such  as  quarter-inch 
translucent  screens,  wireless  videoconferencing,  and 
an  operating  system  that  runs  entirely  on  spoken 
commands.  The  design  team  sweated  over  how  to 
make  a  4-in.-by-4-in.  computer  that  people  would 
want  to  pick  up  and  use  right  away.  The  key  was  an 
ergonomically  appealing  red  handle,  which  lets  peo- 
ple unfold  the  two  3-in.-by-3-in.  screens  like  buttei-fly 
wings  or  pages  of  a  book.  The  handle  also  props  up 
MoccA  like  a  picture  frame  on  the  desktop,  and  it 
houses  a  speaker  and  some  serious  electronics. 
MOCCA  could  display  different  data  on  the  two  screens — 
a  report  or  Web  browser  on  one,  an  address  book  or  cal- 
endar on  the  other.  Tilting  MoccA  would  scroll  the  data  up 
or  down,  and  shaking  it  like  an  Etch  A  Sketch  would  clear 
the  screen.  When  it  is  worn  with  a  neck  strap,  a  single 
screen  pivots  up  to  be  viewed.  Guesstimated  price?  $700. 

By  Paul  C.  Judge  i)i  Boston. 
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SEE  ALL  THE  IT  PAV5  TO 
6ET  METLIFE  FOR  BUSINESS. 


.  Life 

•  Dental  ^  ^ 'H 

•  Disabil 

•  Long-Term  Care  I 


'  1  V 

bility 


•  Auto  &  Homeowners 
Insurance 

•  Hyatt  Legal  Plans^ 

•  Non-Qualified  Executive 
Benefits 

•  Defined  Contribution 
Programs/401  (k) 

•  Defined  Benefit  Plans 

•  Guaranteed 

&  Non-Guaranteed 
Investment  Products 


75  years  of  institutional 
investing.  $330  billion 
in  assets  under 
management.** 


Plans  for  every  business 
Even  small  businesses. 


America's 
fastest- 
growing 
major 
401  (k) 
provider.* 


voluntary  benefits 


The  source  to 
support  diverse 
employee  needs. 


Instant  online 
information  for 
you  and  your 
employees. 


Contact  your  broker,  consultant,  MetLife 
account  representative,  or  call  toll-free: 

Our  Life  Advice™  education  series  helps  1  877-MET-BtoB 

employees  make  sense  of  it  all.  C  877-638-2862) 

MetLife 

www.metlife.com/business 

e:  Access  Research.  Inc.  1997.    '*As  of  12/31/97.  tSubject  to  approval  in  some  states. 

p  insurance  products  and  annuities  issued  by  Metropolitan  Life  Insurance  Company.  Auto  and  Homeowners  Insurance  undcnvrirten  by  Metropolitan  Propert\'  .ind  (  asu.ili\ 
inceCo.  and  Affiliates,  Warwick.  R.I.  Cil998  Metropolitan  Life  Insurance  Co.  NY.  W.  PEANUTS  <& United  Feature  Syndicate,  Inc.  H98()4\VDB  ( e\p04^)^)  MLK  -LI  > 
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No  automobile  in  recent 
memory  has  stirred  the 
public's  fancy  in  the 
same  way  as  Volkswagen's  New 
Beetle.  Cute  as  a  Bug  and  tough 
as  nails,  the  Beetle  is  drawing- 
raves  usually  reserved  for  exot- 
ic sports  cars  or  superluxury 
sedans.  Indeed,  no  product  this 
year  epitomizes  the  nostalgia 
boom  in  product  design  more 
than  the  reborn  Beetle.  It  has  all 
the  hallmarks:  It  brings  back 
great  memories  and  looks  famil- 
iar, yet  it  packs  new  technology 
under  the  hood  and  is  simple  and 
worry-free  to  operate. 

The  new  Beetle,  says  vw 
management  board  member 
Jens  Neumann,  is  "optimism  on 
wheels."  Like  the  original  Bug, 
the  new  version's  half-moon  sil- 
houette stands  out  in  a  market 
flooded  with  look-alike  models. 
Its  rounded  fenders  and  over- 
size oval  headlights  resemble  a 
happy  face  in  a  sea  of  snub- 
nosed  competitors.  "Its  shape 
makes  you  feel  good  by  just 
looking  at  it,"  says  idea  juror 
Gerhard  Steinle,  president  of 
Prisma  Design  International. 
Inside,  the  Bug's  circular 
speedometer,  streamlined 
instrument  panel,  and  whimsical 
bud  vase  provide  a  pleasing 
alternative  to  the  blandly 


..a-EYED 
OVER  THE 
BEETLE 


TRANSPORTATION 


G  Q  L  D 


New  Beetle 

Designer:  Volkswagen 
of  America 


functional  interiors  of  othe 
small  cars. 

But  the  Bug  delivers  mor 
than  looks.  It  comes  equippei 
with  both  front  and  side  airbags 
plus  extra  structural  beams  i: 
its  front  end  and  doors.  Th 
result:  The  1998  Beetle  is  th 
safest  small  car  tested  by  th 
Insurance  Institute  for  Highwa 
Safety. 

And  unlike  its  venerable  pn 
decessor,  the  revamped  Beet 
offers  loads  of  headroom  an 
legroom  in  the  front  seats.  TI 
backseats,  by  contrast,  are  i 
only  for  small  children  and  coi 
tortionists.  And  at  a  base  pric 
of  $15,700,  the  Bug  comes  wil 
air  conditioning,  a  six-speak( 
stereo,  and  an  antitheft  systei 
It  may  be  compact,  but  it's  n 
spartan. 

Volkswagen  has  bet  $560  m 
lion  on  the  new  Bug.  It  will  ne 
er  match  the  original  in  U. 
sales,  which  peaked  at  423,0' 
cars  in  1968.  The  original  Bi 
dropped  out  of  the  U.  S.  mark 
in  the  late  1970s.  But  vw  shoi 
easily  sell  out  the  50,000  Beetl 
allotted  for  the  U.  S.  market 
1998.  After  a  20-year  hiatus,  t 
Beetle  is  back.  Tha 
comforting. 

By  Bill  Vlai 
in  Detn 
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, ' ' "  Introducing  the 

AT&T  One  Rate  Calling  Card  Plan. 

One  low  rate.  No  hidden  charges. 


AT&T  One  Rate 
Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 

WORLDLINK 

Service  Charge  per  call 

99<  1 

30^  I 

Cost  per  minute 

25< 

40*  1 

30< 

isi 

in  effect  as  of  3/1/98 


AT&T  just  made  calling  card  calls  simple  with  the  AT&T  One  Rate  "  Calling  Card  Plan.  You  get  one  low  rate  a  minute  anytime, 
anywhere  in  the  U.S.  on  all  your  long  distance  AT&T  Calling  Card  calls  when  you  make  the  call  yourself  by  dialing  I  800  CALL  ATT. 
No  gimmicks.  No  hidden  charges.  Just  a  $1.00  monthly  fee.  Call  to  sign  up  and  find  out  how  you  can  start  saving  now. 

Call  I  800  878-3288 


It's    all    within    your  reach 


AT&T 


Annual  Design  Awards 


A  CLEAN, 
UNCLUHERED 


ENVIRONMENTAL  DESIGNS 


GOLD 


The  Newseiim 

Dcsi'^itcr:  Ralph 
Aj)|)('ll)aiim 

y\s.s()ciat(*s 


You're  late  for  a  dinner  party.  You  dash  to  the  corner 
shop — and  face  a  dizzying  array:  merlots,  cabernets, 
chardonnays,  and  chabhs.  Wines  from  France, 
Spain,  Italy,  and  Chile.  Bottles  from  $6  to  $60.  What  to  do? 

Best  Cellars,  on  New  York's  Upper  East  Side,  has  a 
solution.  The  store  stocks  only  100  or  so  wines,  all  under 
$10,  organized  by  eight  categories  of  taste — from  "fresh" 
to  "sweet" — rather  than  by  type  of  grape  or  country  of  ori- 
gin. The  design  of  the  800-square-foot  space  is  clean, 
uncluttered,  and  simple.  The  light  American  Sycamore 
paneling,  burgundy  walls,  and  backlit  cylindrical  storage 
make  browsing  a  delight.  Concise  and  helpful  descriptions 
of  the  wines  are  posted  above  the  bottles. 

Winner  of  the  idea  gold  prize  for  retail  merchandising  in 
the  "environments"  category,  the  wineshop  was  designed  by 
New  York's  Rockwell  Group,  known  for  its  design  of  restau- 
rants Nobu,  Vong,  and  the  Planet  Hollywood  chain.  Best 
Cellars'  look  is  emblematic  of  the  top  entrants  in  this  cat- 
egory. The  best-designed  spaces  and  places  are  like  well- 
designed  products:  They  are  easy  to  use  or  navigate,  con- 
vey information  effectively,  and  are 
visually  arresting. 

Ralph  Appelbaum  Associates'  design  of 
the  Newseum  in  Arlington,  Va.,  another 
gold  winner,  does  all  that  with  graphics 
and  interactive  displays.  K  J  McNitt 
Construction  Co.'s  new  office  building  in 
Oklahoma  City  shows  potential  clients 
just  what  the  company's  business  is  all 
about — through  the  creative  use  of  con- 
crete panels,  special  joints,  and  braces. 
What  distinguishes  these  winners,  says 
IDEA  juror  Debra  Lehman-Smith,  partner  at  the  Washing- 
ton architecture  and  design  firm  Lehman/Smith/Wiseman 
Associates,  is  that  they  offer  design  solutions  that  tell  cus- 
tomers, museum-goers,  and  clients  what  they  need  to  know. 

By  Karen  Pennar  in  New  York 
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Besl  Cellars 

Designer: 
Rockwell  Group 
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One  product  solves  your  time  and  money  problems. 

Yoii  can  solve  both  tlie  Euro  and  tlieYear  2n()()  prohlcnis  witli  one  solution:  SAP    R  3  busnu'ss 
application  software.  Europe's  introduction  ot  a  single,  cross-border  currency,  the  Euro,  will  iiave 
a  strategic  impact  on  businesses.  Adiiing  to  the  challenge,  the  Year  2(i(i()  problem  requires 
date-change  compliance  to  keep  businesses  running  smoothly.  The  good  news  is  that 
SAP  R/3  has  supported  four-digit  year  code  and  multi-currencies  since  its 
inception.  So,  K/3  is  reaciy  to  solve  your  time  and  inone\'  problems  .icross 
applications,  systems  and  mtertaces  -  m  time  to  make  a  difterence.  And 
the  combined  Euro/ Year  2('()0  solution  from  SAP  never  stops 
working  tor  you,  no  matter  what  your  business  or  application. 


7.v;7  Hi  ill  wu'w.sap.coin  oi  call  ii<  at  l-SOO-283- ISAP  foi more  iiifoiiiidiioii. 


A  Better  Rctiini  On  hijortttatioti. 
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Danish  designers,  long  fa- 
mous for  theii"  contempo- 
rai-y  furniture,  have 
come  up  with  a  pi'ize\\inner  that's 
practically  in\"isible.  In  fact,  that's 
the  whole  point.  The  digital  heai*- 
ing  aid.  SEXSO  cic.  weighs  less 
than  the  ordinary  buttei-fiy — 
about  one  gi-am — and  nestles  dis- 
creetly in  the  eai"  canal. 

Tlie  challenge  facing  the  design 
team  at  Widex.  in  Vaerloese. 
Denmm'k.  had  less  to  do  with  aes- 
thetics than  logistics.  Their  goal 
was  to  jam  a  computer  that  can 
handle  -50  milHon  calculations  per 
second  into  a  tiny  package  and 
create  a  phable  casing  for  it  so 
that  each  macliine  could  be  mold- 
ed to  the  shape  of  the  user's  ear. 


THE  SOUND  IS 
REALLY 

^Slit 

MEDICAL  &  SCIENTIFIC 


SENSO  CIC:  Hearinu  Aid 

Desiofier:  \\  idex 


But  the  fit  couldn't  be  too  snug: 
Users  had  to  be  able  to  change 
the  tiny  battery  once  a  week. 

Back  in  1990.  when  Widex  a 
global  leader  in  hearing  aids, 
first  began  working  on  SEN'S<  >  CK '. 
the  microprocessors  then  avail- 
able were  still  far  too  big  for  the 
inner-ear  computer.  But  betting 
on  the  so-called  Moore's  Law-, 
which  postulates  a  doubling  of 


chip  capacity  eveiw  IS  month 
"they  started  designing  it  fi^ 
years  before  the  technolog\'  w. 
ready,"  says  Jens  Berasen,  ma 
aging  director  of  the  Dani. 
Design  Center  in  Copenhagen 

Theii*  starting  point  is  a  skin 
malleable  plastic.  This  enabL 
technicians  to  make  a  mold  of  t 
shape  of  the  patient's  ear.  th 
foi-m  the  healing  aid  to  fit  it.  T 
resulting  casing  houses  a  loi 
speaker  and  amplifier,  both 
which  can  be  withdi'awn  thi'ou 
the  tiny  battery  opening  for  s( 
\icing.  To  remove  the  heari 
aid.  the  user  pulls  on  a  lit 
string.  By  the  time  Moore's  L 
had  worked  its  magic,  Wic 
had  a  casing  ready  for  the  gn 
size  computer  chip. 

The  result  is  a  heaiing  aid  t 
can  be  progi-ammed  for  the  s 
cific  problems  of  each  custon 
It  has  featm-es  that  deal  with 
most  difficult  of  problems  for  ■ 
hai'd  of  hearing:  speech  enhan 
ment  in  noisy  en\ii-onments,  c 
ity  of  sound,  and  reduction 
wind  noise.  Price:  S4.000 
S6.000.  about  twice  an  analog  i 

Widex  isn't  the  only  Dai 
company  designing  for  visibi 
Pharmaceutical  company  N 
Xordisk  sells  an  insulin  svtt: 
disguised  as  a  ballpoint  f 
There  ai'e  times  when  the  ap] 
priate  design  is  the  one  1 
cannot  be  seen.  The  Danes  ge* 
By  Stephen  Baker  in  F 
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Things  they  never  tell  you  when  you  buy  enterprise  software. 

It  will  grow  your  business 
in  more  ways  than  one. 


Get  ready  to  staff  up.  Most  enterprise  software 
is  so  complex,  even  small  business  changes  require 
big  help  from  the  IT  department.  Say  you  open 
a  new  office.  Got  to  call  in  the  programmers. 
Move  into  a  new  market,  call  in  the  programmers. 
Acquire  another  company,  call  in  the  programmers. 
You  even  need  programmers  just  to  rearrange 
your  users'  screens. 

Thankfully,  there's  one  way  to  avoid  being 
overrun  by  technology.  J. D.  Edwards  enterprise 


software.  The  solution  that's  so  much  simpler, 
business  managers  can  very  often  make  changes 
all  by  themselves.  Only  J. D.  Edwards  neatly  separates 
\  our  business  applications  from  your  technology.  So 
adapting  to  change  is  easier.  Modifications  are 
easier.  Your  IT  people  get  back  to  doing  what 
th  ey  do  best.  And  you  can  use  those  extra  offices  for 
staff  that  will  really  grow  your  business.  That's  how 
enterprise  software  ought  to  be.  To  find  out  more, 
call  l-bOO-727-5333  or  visit  www.jdedwards.com. 


IPEdwards 

En^erprl^c■  Sottware 


Copyright '^J.D.  Edwards  World  Source  Company,  1998.  J.D.  Edwards  is  a  roistered  trademark  of  J.D.  Edw  ards  &  Ccimpanv 


Annual  Design  Awards 


EAVESDROPPING 
ON  THE  BABY-TO-BE 


MEDICAL  &  SCIENTIFIC 
PRODUCTS 
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Contiiiiiiiiii 

of  Care 

Designers: 
Anderson  Design. 
Coronietrics 
Medical 


The  stress  of  a  high-risk  pregnancy  can  be  extraordi- 
nary: A  woman  having  complications  from  diabetes  or 
from  carrying  multiple  fetuses  can  spend  excruciat- 
ing weeks  bedridden  or  in  the  hospital.  And  sometimes  the 
bulky  high-tech  equipment  designed  to  keep  tabs  on  a  moth- 
er's and  baby's  health  only  adds  to  the  anxiety. 

One  of  this  year's  gold  winners  in  the  medical  category, 
however,  resembles  the  nonthreatening,  ubiquitous  infant 

monitors  used  in  millions  of 
homes.  But  this  in-home  device  is 
for  babies  as  yet  unborn.  Its  soft, 
pillowy  casing  and  small  powder- 
blue  buttons  hide  a  fully  function- 
al palm-size  computer  charged 
with  a  life-or-death  mission:  col- 
lecting crucial  medical  informa- 
tion, such  as  fetal  heartbeat  and 
maternal  blood  pressure,  from  at-risk  moms  and  transmit- 
ting it  to  a  health-care  provider  in  time  to  stave  off  tragedy. 

The  Continuum  of  Care  fetal  monitor  base  station  was 
designed  for  Corometrics  Medical  Systems  Inc.  by  Ander- 
son Design  of  Plainville,  Conn.  The  device  awaits  regulato- 
ry approval.  A  small  ultrasound  sensor  belted  around  the 
woman's  stomach  picks  up  the  fetal  heartbeat  and  sends  data 
to  the  base  unit  from  up  to  150  feet  away.  The  base  is  hooked 
up  to  a  phone  line  and  periodically  transmits  the  data. 

Some  women  might  even  be  able  to  take  the  setup  to 
work.  Wherever  the  mom-to-be  is,  the  Continuum  of  Care 
may  cut  down  on  panicky 
trips  and  calls  to  the  doctor's 
office  to  see  if  discomforts 
are  a  sign  of  bigger  trouble. 
That,  in  conjunction  with  a 
reduction  in  premature 
births,  could  deeply  cut  med- 
ical costs. 

The  Continuum  is  easy  to 
use.  There  are  only  four  col- 
or-coded buttons  on  the 
device's  face  and  an  LCD  dis- 
play that  offers  menus  for 
different  tasks  as  well  as 
audio  cues,  telling  the  woman 
to  take  medication,  for  exam- 
ple. Light  colors  allow  the 
unit  to  fade  into  the  back- 
ground like  a  digital  clock  on 
the  bedstand,  attracting  only 
the  mom's  attention — and 
getting  a  problem  pregnancy 
closer  to  a  good  outcome. 

By  Joan  Hamilton  in 
San  Francisco 


JEEP.  THE  MOST 
AWARD-WINNING 
BRAND  OF  4x4s 
ON  EARTH. 


That's  not  surprising  consid- 
ering that  Jeep  vehicles  have 
3een  at  the  forefront  of  4x4 
;echnology,  innovation,  and 
design  for  over  50  years.  All  you 
lave  to  do  is  check  the  myriad 
3f  four-wheel  drive  and  auto- 
Tiotive  enthusiast  magazines  out 
:here — weVe  collected  numer- 
ous awards  and  endorsements 
"rem  almost  all  of  them. 


All  those  awards  and  endorse- 
ments are  the  result  of  our  con- 
stant mission  to  improve  and 
perfect  4x4  technolog)'.  Whether 
its  the  legendaiy  Jeep  Wrangler, 
the  rugged  Jeep  Cherokee,  or 
the  ultimate  in  4x4s,  Jeep  Grand 
Cherokee,  they  all  share  in  that 
classic  Jeep  capability  and 
award-winnmg  tradition. 

Speaking  of  winning,  we're 
proud  to  announce  that  Jeep 


Grand  Cherokee  5.9  Limited,  the 
fastest  sport  utility  vehicle  in  the 
world',  has  been  named  the  1998 
4x4  of  the  Year  by  Petersen's 
4-Whcel  &■•  Off-Road  magazine. 
But  then,  what  would  you  expect 
from  the  most  award-winning 
brand  of  4x4s  on  earth?  For  more 
information,  call  1 -800-92 5-JEEP 
or  check  out  our  Web  site  at 
www.  jeep.com 


Jeep 

THERE'S  Only  One 


*Based  on  0-60  acceleration  Always  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  lor  children 
Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 


'OUR  INTERNET  ACCESS  SERVICE 
DEEDED  MORE  CAPACITY.  AND  WE 
NEEDED  IT  FAST." 


At  the  GTE  WHOLESALE  SERVICES  DIVISION,  our  goal  is  to  provide 

3vative  communications  solutions  to  businesses  within  the  communications  industry.  Whether 

ivolves  network  management,  network  capacity,  or  resale  services,  we  have  an  intimate 

lerstanding  of  the  problems  these  companies  face.  And  the  experience  and  expertise  to  solve 

n.  We  begin  by  establishing  a  relationship  with  customers  based  on  open  communication  and 

inderstanding  ol  their  business,  which  allows  us  to  focus  squarely  on  their  needs.  Then  we 

c  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

Some  time  ago,  an  ISP  "backbone"  provider  faced  a  major  dilemma:  Customer  demand 
Internet  capacity  had  outstripped  their  ability  to  provide  it.  They  needed  to  build 
e,  and  quickly.  That's  when  they  called  in  GTE  Network  Services  Wholesale  Division. 
Partnering  closely  with  the  ISP,  we  introduced  them  to  a  new  networking 
configuration  called  CyberPOP^.  Instead  of  the  traditional  method  of  routing 
ISDN  lines  through  multiple  points,  this  system  employs  a  trunkside 
connection  that  permits  the  equipment  to  be  located  in  existing  GTE  switching 
ters,  which  in  turn  allows  capacity  to  be  added  much  more  rapidly.  Over  the  next  two 
rs,  in  fact,  the  rate  at  which  we  installed  circuitry  for  this  provider  went  from  1,000  ports  a 
ith  to  more  than  twelve  times  that.  This  rate  far  exceeded  their  expectations,  enabling 
n  to  increase  their  business  and  coverage  opportunities  very  rapidly. 

If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call 

Wholesale  Services  Division  of  GTE  at  1-888-483-9594,  or  contact  us  on  the  Internet 

ww.gte.com/Wmkts.  We're  quick.  We're  cost-competitive.  And  best  of  all,  we're  flexible. 

you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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A  HEW  LOOK  FOR  OLD  FRIENDS 


PACKAGING  &  GRAPHICS 
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Bullet  Wax 

Designer:  Gi  oiip 
Four  Design 


CONSUMER 

PRODUCTS 
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Axiiis 
Siiiisliades 

Designer:  Stuail 
Kartell  Design 


The  shift  to  consumer  products  and  away  from 
office  computers  in  this  year's  Industrial 
Design  Excellence  Awards  marks  a  significant 
trend.  Many  of  the  winning  products  are  revivals  and 
reinventions  of  familiar  things.  Here  are  four. 

Sunbeam  Coip.'s  Slow  Cooker  is  a  remake  of  the  old 
Crock-Pot,  that  heavy  kitchen  warhorse  that  has  fed 
so  many  with  stews  and  chilis.  Updated  with  a  sleek- 
er look,  lighter  feel,  improved  heating  element,  and  a 
self-stirring  paddle  that  keeps  food  from  burning  and 
sticking  to  the  sides,  the  Slow  Cooker  does  what  its 
parent  did — cook  a  lot  of  food  while  you're  away  at 
work.  And  it  doesn't  take  an  hour  to  clean,  as  the  old 
one  did.  "A  fine  example  of  reviving  a  traditional 
design  through  the  clever  use  of  new  materials  and 
processes,"  says  idea  juror  Alvaro  Correa,  director  of  indus- 
trial design  for  Whirlpool.  Price?  Four-quart  size,  $35.  Six- 
quart,  $40. 

Black  &  Decker  Corp.'s  Kitchentools  Line  harks  back  to 
the  days  when  cooking  appliances  had  on  and  off  buttons  and 
nothing  else.  They  were  simple  to  use  and  clean.  Then  came 
electronics  and  14  buttons  on  the  food  processor,  12  parts,  and 
enough  choices  to  choke  on.  Creating  an  upscale  brand  of 
gourmet  cooking  appliances.  Black  &  Decker  has  made  each 
one  intuitively  easy  to  use,  with  oversize  buttons  and  a  min- 
imum of  parts.  No  instruction  manual  needed.  Cleaning- 
is  easy  and  fast.  A  powerful  motor  drives  each  Kitchen-  s^. 
tool.  Prices  for  some  of  the  products:  $69.99  for  the  hand 
mixer,  $159.99  for  the  coffeemaker, 
$139.99  for  the  blender. 

Another  product  reinvention  is 
Prestone  Products  Corp.'s  Bullet 
Wax  Applicator,  which  can  cut  car- 
waxing  time  in  half  and  spare  you 
from  carpal  tunnel  syndrome.  A  small 
pump  dispenses  the  wax  onto  an  over- 
size applicator  pad  that  has  a  special 
ergonomic  design.  Price:  $12.99. 

Remember  the  original  car  windshield  sunshades — bor- 
ing pieces  of  cardboard  and  Mylar?  With  the  Axius 
Sunshades,  designed  by  Stuart  Karten  Design  for 
Axius  Inc.,  drivers  can  choose  from  a  variety  of  col- 
ors and  patterns.  Today's  shades  are  made  of  vinyl 
with  a  uv-protection  coating  and  Mylar.  Express  your- 
self for  $19.99. 

By  Bruce  Nussbaum  in  New  York 
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Slow  Cooker 

Desio/ier:  Fitch 
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Limited  Time  Offer 


Get  Windows  98  Upgrade' 


Now  tfiere's  a  new  way  to  carry  your  most  vital  information  witln 
you  anywinere— with  Palm  PCs  powered  by  the  Microsoft'  Windows"  CE 
operating  system.  Featuring  a  familiar  interface,  all  designed  for  a 


Put  Windows  in  the  palm  of  your  hand— 
and  get  your  hands  on  Windows  98  Upgrade! 


small,  lightweight  package  that  lets  you  keep  connected 
when  you're  on  the  go. 

You'll  like  the  way  Palm  PCs  keep  you  effortlessly 
up-to-date.  Because  of  Microsoft  ActiveSync  '  technology, 
your  Palm  PC  files  stay  continuously  and  automatically  in 
synch  with  your  desktop  PC.  Just  connect  your  Palm  PC  to 
your  computer,  and  it  does  the  rest,  updating  your  con- 
tacts, calendar,  tasks,  e-mail  and  notes.  And  entering 
data  is  a  cinch,  whether  you  handwrite  notes,  or 
use  the  voice  recorder  or  on-screen  keyboard. 

Whether  your  Windows-based  world  includes 
a  network,  a  desktop  PC,  or  a  laptop,  you'll  want 
the  palm-sized  unit  that  best  connects  with  it  all. 
Look  for  the  logo  that  says  "Powered  by  Microsoft 
Windows  CE"  to  ensure  secure  access  to  every 
Windows-based  device. 

When  you  purchase  a  Palm  PC  powered  by 
Windows  CE  between  May  1  and  June  30,  1998, 
you  are  eligible  to  receive  a  coupon  worth  approxi- 
mately $109  to  get  Windows  98  Upgrade  when 
available."  Please  see  your  local  reseller  for  details.  For 
more  information  about  the  companies  that  provide  Palm 
PCs  powered  by  Microsoft  Windows  CE,  go  to 
.vvv.iniciosort.com/windowsce/palmpc/. 


Powered  by 

Wnci^CE 


www.mlcrosoft.com/windowsce/palmpc/    Where  do  you  want  to  go  today? 


Microsoft 


dows  98  upgrade  offered  via  a  mail-in  coupon  $4  9SUS/$7  50CDN  shipping  and  handling  lee  applies  Offer  good 
JPErades  do  not  apply  To  receive  your  copy  of  Windows  98  Upgrade,  pick  up  the  promotion  mail-in  coupon  at  your  local  res 
iroduci  delivery  once  available  ©  1998  Microsoft  Corporation  All  n^ts  reserved  Miciosoft,  ActiveSync.  Windows,  the 


JS  and  Canada  only  Must  purchase  a  Handheld  or  Palm  PC  powered  by  the  Windows  CE  2  0  opefatmg  system  between  May  1  and  June  30,  1998 
pnntit  off  of  our  Web  site  at  www.microsoft.com/wmdowsce/palmpc/.  Please  follow  the  mailing  and  pfoof  of  purchase  instructions  Please  allow  6  to  8  weeks 
logo,  and  the  Windows  CE  logo  are  erther  registered  trademarks  or  trademarks  of  Microsoft  Corporation  m  the  United  States  and/or  other  countries 
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There  are  more  than  100 
million  land  mines 
buried  in  70  countries, 
including  Bosnia,  Mozambique, 
Afghanistan,  and  Cambodia. 
Every  year,  24,000  people, 
almost  all  civilians,  are  muti- 
lated by  mines;  2,600  are  chil- 
dren. The  portable  mimiu,  or 
Miniature  Mine  Detector,  from 
Austria's  Schiebel  Elektronische 
Gerate,  can  help  put  an  end  to 
much  of  that  suffering. 

Schiebel,  one  of  the  world's 
leading  makers  of  mine-detect- 
ing equipment,  wanted  to  cre- 
ate the  first  lightweight  device 
that  could  be  carried  in  a  back- 
pack or  on  a  belt  into  remote 
areas  and  easily  used  by  sol- 
diers and  civilians  alike. 

That  meant  putting  complex, 
sensitive  electronic  components 
into  a  compact,  rugged,  water- 
proof casing  that  was  intuitive- 
ly easy  to  understand  and  use. 
An  Asian  farmer  had  to  be  able 
to  use  it  as  well  as  a  Green 
Beret. 

Schiebel  turned  to  Gerhard 
Heufler  of  Heufler  Design  in 
Graz,  Austria,  for  help.  His 
design  was  pure  symmetry. 
Taking  inspiration  from  the 
Swiss  army  knife,  Heufler 
designed  a  foldable  mine  detec- 
tor that  flips  open  and  tele- 
scopes out  like  a  camera  tripod 
in  less  than  30  seconds.  By 
using  carbon  fiber,  titanium, 
and  reinforced  plastic,  Heufler 
was  able  to  get  the  weight 
down  to  three  pounds. 

The  controls  for  on  and  off, 
acoustics,  and  sensitivity  are 
obvious,  large  enough,  and  easy 
to  read.  So  is  the  light-emitting 
diode-bar  optical  indicator  that 
shows  the  strength  of  the 
detection  signal.  The  portable 
mine  detector  is  durable  and 
can  even  operate  under  100 
feet  of  water. 


A  LIGHT  AND 
EASY  LAND 
MINE  FINDER 


BUSINESS  &  INDUSTRIAL 
EQUIPMf:NT 


SILVER 


MIlVllO 

Dcsio/ici:-  I  Iciillcr  l^csimi 


The  MIMID  was  developei : 
cooperation  with  the  1 
Army  Humanitarian  Demin 
Division  of  the  Night  Vi> 
Lab  at  Fort  Belvoir, 
Schiebel  already  manufacti 
the  standard  mine  detector 
most  armies  around  the  wo 
Israel,  Jordan,  the  Netherlai 
and  Britain  have  shown  intei 
in  buying  the  new  ports 
model. 

But  the  MIMID,  priced 
$3,950,  isn't  affordable  to  C 
bodian  peasants  searching  o 
safe  path  through  the  minefi 
to  get  to  their  rice  padd 
That  will  require  furt 
humanitarian  action. 

By  Bnice  Nussbo 
in  New  i 
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nnual  Design  Awards 


MEDICAL  &  SCIENTIFIC 
PRODUCTS 


SILVER 


DynaMyte  Augmentative  Coniimiiiieator 

Designers:  Sentient  Systems, 
Daedalus  Design,  and  LSB  Technology 


)UGH  AND  TALK 


"^he  shift  from  general-use 
computers  to  single-pur- 
_  pose  electronic  devices, 
lighted  by  this  year's  idea 
petition,  is  perhaps  best 
iplified  by  the  DynaMyte 
mentative  Communicator. 

silver-medal  winner  is  a 
iact,  portable,  touch-screen 
nunicator  for  people  with 
ch  and  language-learning 
Dihties,  such  as  kids  with 
bral  palsy  or  Down's  syn- 
ne  and  older  people  who 
:  suffered  strokes, 
le  software,  carried  on  two 
)vable  memory  cards,  allows 
lie  to  select  words,  letters. 


icons,  or  even  preprogrammed 
phrases.  They  touch  the  screen, 
and  a  clear  voice  speaks.  Expe- 
rienced people  can  "speak"  this 
way  at  30  words  a  minute.  A  pair 
of  internal  speakers  reproduces 
the  highly  synthesized  voices, 
which  can  be  customized. 

For  people  who  have  difficulty 
grasping  objects  in  their  hands, 
Daedalus  Design  in  Pittsburgh 
attaches  a  series  of  straps,  han- 
dles, and  legs  to  the  DynaMyte 
so  it  can  be  carried,  worn,  or  lift- 
ed onto  a  table.  Rubberized  hous- 
ing enhances  the  grip. 

Sentient  Systems,  which 
makes  the  DynaMyte,  wanted 
Daedalus  to  design  the  product 
so  it  would  look  cool  to  children 
but  effective  and  professional  to 
adults.  Price  for  the  three- 
pound  communicator,  which 
measures  8  in.  by  7  in.  by  2 
in.:  about  $6,500. 

By  Bruce  Nussbaum 
in  New  York 


1998  IDEA  WINNERS 


lESS  ft  INDUSTRIAL  EQUimffiKT 


Flatscreen  Monitor,  Design 
Austin,  Tex.,  for  STB  Systems, 
■cLsdii,  Tex. 

ation  Computer,  Siin  Microsys- 
Meiilo  Pai-k,  Calif.,  and  Mont- 
y/Pfeifer,  San  Francisco 

Barcode  Scanner,  Symbol 
)logies,  Holtsville,  N.Y.,  and  Al- 

Somer-ville,  Mass. 

Link  30,  Steiner  Design 
ates,  Cos  Cob,  Conn.;  Phoenix 
eering,  Trumbull,  Conn.; 
mhart  Industrial,  Shelton, 

iional  J-Fill  Product, 

Palo  Alto,  Calif.,  for  SC  John- 
•ofessional,  Sturtevent,  Wise. 

R 

System,  Norton,  Worcester, 
™  Computer  Cables,  Stuart 


Kai-ten  Design,  Maiina  del  Ray, 
Calif.,  for  Belkin  Components.  Com]> 
ton,  Calif. 

Hotshot  Barcode  Scanner,  Symbol 
Technologies,  Holtsville,  N.Y.,  and  Al- 
titude, Somei-ville,  Mass. 
Jazz  Band,  Moldex-Metric,  Culver 
City,  C^alif. 

MIMID,  Heufler  Design,  Graz.  Aus- 
tria, foi-  Scliiebel  Elektronische  Cer- 
ate, Vienna,  Austria 
ProScreen  4600  LCD  Projector  +  Re- 
mote ControL  PliiUps  Design,  Eind- 
hoven, Tlie  Netherlands 

BRONZE 

Freestyle,  fi-ogde.sigTi.  Sunnyvale  & 
San  Francisco,  Austin,  Tex.,  New 
York,  and  Altensteig,  Germany,  for 
Assistive  Technology  Pi-oject,  Chest- 
nut Hill,  Mass. 

T5  Electrical  Testers,  Fluke,  Everett, 
Wash. 

LP730  Portable  Projector,  In  Focus 
Systems,  Wilscmville,  Ore. 


IntelliMouse®  TrackBall,  Miciosoft, 
Redmond,  Wa^h. 

M-Smart,  Herbst  LaZar  Bell,  Chica- 
go, for-  Motorola,  Schaumberg,  111. 
Rack  Server,  NCR,  W.  Columbia, 
S.  C.  and  San  Diego;  and  Fiori  Prod- 
uct Development,  Snohomish,  Wash. 
LCD  Monitors,  Gingko  Design,  San 
Francisco,  for  Royal  Infm-mation 
Electronics,  Taipei,  Taiwan 
Swingline  Millenium  Electric  Stapler, 
Gingko  Design,  San  Francisco,  and 
ACCO,  Lincolnslm-e,  111. 
Equium,  Pentagi'am  Design,  San 
Francisco,  and  Function  Engineering, 
Palo  Alto,  Calif.,  for  Toshiba,  Irvine, 
Calif. 

Xplore  Genesys,  4D  Design,  Austin, 
Tex.,  foi-  XPlore  Technologies,  Austin, 
Tex. 

GOLD 

Audible  MobilePlayer,  IDEO  Product 


Development,  Palo  Alto,  CaUf.,  for 
Audible,  Wayne,  N.J. 
Kitchentools  Line,  Black  &  Decker, 
Shelton,  Conn.,  and  ZIBA  Design, 
Portland,  Ore. 

TalkAbout  Two-Way  Radio,  Motorola, 
Fort  Laudei'diile,  Fla.,  and  Schaum- 
biu-g.  111. 

Music  Gizmo,  Khtsner  Industrial  De- 
sign, San  Francisco,  for  Yes!  Enter- 
tainment, Pleasanton,  Calif. 
Commuter  Overshoes,  N.E.O.S.,  Char- 
lotte. Vt.;  Opie  Design,  Boston,  and 
Breitenbush  Design,  Portland,  Ore. 
Office  Jet  500  Series,  Hauser,  West- 
lake  Village,  CaUf.,  and  Hewlett- 
Packard,  San  Diego 
Sassy  Toys,  Pogue  Design,  Reston, 
Va.;  .JWP  Design  Studio,  Deerfiekl, 
111.;  and  Dr.  Jay  Hii-sch  &  Renee 
Hii-sch,  Glencoe,  111.;  for  Sassy, 
Northbrook,  111. 

Slow  Cooker,  Fitch,  Boston,  for  Sun- 
beam, Del  Ray  Beach,  Fla. 
t'Blade,  frogdesign,  Sunnyvale  &  San 


AL 

Renaissanc] 


A  New  Enterprise  for 
a  New  Era. 

The  advance  of  intormation 
technology  is  moving  modern 
business  out  of  the  information 
age  and  into  the  knowledge  era. 
As  with  previous  fundamental 
shifts  in  the  business  world, 
there  is  no  road  map  to  follow. 
Recognizing  this.  The  Registry, 
Renaissance  Solutions,  and  The 
Hunter  Group  have  pooled 
their  complementary  talents 


and  resources  to  create  a  new 
enterprise  specifically  designed 
to  help  companies  compete  in 
the  21st  Century. 

The  new  enterprise  is 
Renaissance  Worldwide,  Inc. 

We  Source  Knowledge. 

Our  worldwide  mission  is  to 
help  corporations  develop  and 
effectively  wield  the  strategies, 
solutions,  and  services  that 


will  help  them  win  in  the 
knowledge  era: 

•  The  crafting  of  new  busi 
strategies  to  rapidly  deli\ 
new  products  and  ser\ac 

•  The  knowledge-enabling 
core  business  processes. 

•  The  creation  of  powerful 
prise  management  systei 
support  knowledge  worl 
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VORLDWIDE 


:ess  to  over  5,000 
isulting  professionals 
h  integrated  business 
3  technical  expertise. 

egy,  Solutions,  Services 
>mergy. 

issance  Worldwide,  a 
il  player  with  84  offices 
ur  continents,  is  uniquely 
loned  as  a  partner  of 
:e  in  integrated  business 
echnology  services  for  the 


21st  Century.  Our  distinctive 
competencies  provide  a 
seamless  approach  to  business, 
technology  and  professional 
services: 

Our  Strategy  Group,  thought- 
leading  pioneers  of  the  Balanced 
Scorecard  and  knowledge-based 
processes;  our  Solutions  Group, 
which  brings  deep  business  and 
technology  expertise  to  our  clients' 


critical  applications;  and  our 
Professional  Services  Group,  the 
developers  of  Americas  premiere 
professional  IT  services  company. 

To  learn  more  about  how  we 
can  help  your  corporation 
make  history,  call 
Renaissance  Worldwide  at 
1.800.591.7764  or,  within 
Europe,  +44.0.171.290.3700. 


£NAI^ANa 


trategies,  Solutions,  ^^crvices 
for  tke  Knowledge  Era 


Annual  Design  Awards 


Franciscu.  Austin,  Tex..  New  York, 
iind  AJtensteig,  Gemiany,  for 
Wiierthner  Sport  Technologie. 
Gennany 

SILVER 

Axius  Sunshades,  Stuart  Karten  De- 
.sigii,  Maiiiia  del  Rey,  Calif.,  for  Ax- 
ius'^',  Mooi-])ark,  Calif. 
Kitchentools  Food  Processor,  Black  & 
Decker,  Shell  on.  Conn.,  ami  ZIBA 
Design,  Portland.  Ore. 
Icy  Rider  Toboggan,  Rubbemiaid, 
Wooster,  Oliio 

Info  Pen,  Symlxil  Techn(]logies, 
Holtsville,  N.Y.;  Madiinewt,  Hoboken, 
NJ.;  and  Design  Edge,  Austin,  Tex. 
Kennel-Aire  Pet  Home,  Woirell  De- 
sign. Eden  Praiiie.  Minn.,  for  Kennel- 
Aire,  Minne;i|)olis,  Minn. 
Prop  'n  Carry  Infant  Carrier,  Fisher- 
Price,  East  Aurora,  N.Y. 
ScumBuster,  Andei-son  Design, 
Plainville,  Conn.,  and  Black  &  Deck- 
er, Shelt(in,  C(jnn. 

Skycap  Snowboard  Helmet,  Paiadox 
Design,  Toronto,  for  Burton  Snow- 
boai'ds,  Burlington,  Vt. 
Watchman  Color  TV,  Sony  Electron- 
ics, Park  Flidge,  N..J. 
Werner  Penguin  Step  Ladder,  Herbst 
LaZar  Bell,  Chicago,  for  Wemer 
Laddei-,  Franklin  Park,  111. 

BRONZE 

16  Liter  Water  Cooler,  Rubbei-maid, 
Wooster.  Ohio 

3D  ZoneMaster,  ft-ogdesign,  Simny- 
vale  &  San  F''rancisco,  Austin,  Tex., 
New  York,  and  Altensteig,  Gemnany. 
for  Teclimedia  Com]juter  Systems, 
Gai-den  Grove,  CaUf 
AM/FM  Stereo  Radio,  Sony  Electron- 
ics, Park  Ri.lge,  X..J. 
Amuse  &  Cruise  Activity  Center, 
BrooLs  Stevens  Design,  Grafton, 
Wise,  and  Geny  Baby  Products, 
Thoniton,  f'olo. 

Clipfone  6300,  frogdesign,  Sunny- 
vale &  San  F'rancisco,  Austin,  Tex., 
New  York,  and  Altensteig,  Gemiany, 
for  Astralink  Technology  Pte  Ltd., 
Singapoi'e 

Expresso  Mio  Microwave  Coffeemaker, 

Black  i:  Decker.  Shelton.  Conn. 
Harmony  Radio,  Fitch,  Boston,  and 
Harniaii  Cmisumer  Group,  North- 
ridge,  Calif,  for  JBL  Con.sumer 
Pnjducts,  Wocidbuiy,  N.Y. 
Simply  Cinema  ESC  550,  Fitch, 
Boston,  for  JRL  Consumer  Products, 
Woodliiu-y.  N.Y. 

Lapdog:  The  Portable  Workplace, 

Shaun  .Jackson  Desiun.  .Ann  .Ai'bor, 
Mich. 

LeashLight,  Altitude,  Somerville, 
Mass.,  for  Black  &  Decker,  Shelton, 
Conn. 

Neptune  Laundry,  Maytag  AjjijIi- 
ances,  .\'e\\ton,  Iowa 
Network  Computer,  frogdesign.  Siui- 
nyvale  &  San  P^rancisco,  Austin,  Tex., 
Now  Y(jrk,  and  Altensteig,  Germany, 
for  Oracle,  Redwood  Shores,  Cahf 
Power  Pumper,  Designhaus,  Seattle, 
for  ('oluinbia-Inkind,  Oregon  City,  Ore. 
Epsilon  Piggyback  Luggage,  FM  De- 
sign, London,  and  Samsonite,  Oude- 
naarde,  Belgium 


Simplicity  Breast  Pump,  Design  Inte- 
gi-ation,  Hanover,  Mass.;  Design  In- 
novations, Avon,  Conn.;  Jemco  Asso- 
ciates, Maiden,  Mass.;  Gearing 
International;  and  Modem  Power 
Ltd.;  for  The  Fii-st  Yeai-s,  Avon, 
Mass. 

Speed  Pac®,  Shook  Design,  P;ilo 
Alto,  Calif. 


DESIGN  EXPLORATION 


GOLD 

3-Dome,  Samsimg  Electronics,  .Seoul, 
Korea 

MoCCA,  Fitch,  Boston;  Digital  Equip- 
ment, Mai'Iboro,  Mass.;  and  Carnegie 
Mellon.  Pittsburgh 
Plymouth  Pronto  Spyder,  Chrysler, 
Auburn  Hills,  Mich. 
Visioneering,  ZIBA  Design,  Portland, 
Ore.,  for  Fujitsu  Design  Laboratoi-y, 
Kiiwasiiki,  Japiin 

SILVER 

Cyclone,  Symbol  Technologies, 
Holtsville,  N.Y.,  and  Altitude, 
S(  imer\ille,  Mass. 

Portable  Workstation,  Digital  Equip- 
ment, Marlboro,  Mass.,  and  IDEO 
Product  Develojjment,  Le.xington, 
Mass. 

Ergonomics  &  Design  of  High-Perfor- 
mance  Delivery  Systems,  Metaphase 
Design  Grou]i,  St.  Louis,  and  Quaker 
Oats/Gat i  ira< le,  Chicago 
Lifeforms:  Media  Picnic,  Fitch, 
Boston,  for  GE  Pla-stics,  Pittsfield, 
Mass. 

Lottery  Terminals  Transaction  &  Ser- 
vice Alternatives,  Metaphase  Design 
GiT)up.  St.  Louis,  for  GTECH,  W. 
Greenwich,  R.I. 

BRONZE 

A.Lure,  Herbst  LaZar  Bell,  Chicago 
Double  Phone,  Samsimg  Electronics, 
Seoul,  Kii'ea 

Ikebana,  Velocity  Group/Andereon 
Design,  F'amiington,  Conn. 
Organics  Cordless  Mixer,  Alchemy, 
San  Francisco 

Promera  Mobile  Computer,  EDRC  at 
School  of  Design,  Carnegie  Mellon, 
Pittsbui'gh;  and  Franeidesign,  Pitts- 
burgh, for  Intel,  Hill.sboro,  Ore. 
Response  Instrument  Panel,  -Johnson 
ControlsA-'rince,  Holland.  Mich. 
TeleTV  Antenna,  IDE(J  I'loduct  De- 
velopment, J';do  Alto,  Cillif. 
Tiki,  Thomson  (^Jiisumer  Electronics, 
Indianapolis 

User  Interface  Strategy,  ZIBA  De- 
sign, Portland,  for  Fujitsu,  Tokyo, 
Japan 


GOLD 

Best  Cellars,  Flockwell  Grouj),  New 
York,  for  Best  Cellai-s,  New  York 
KJ  McNitt  Headquarters,  Elliott+A.s- 
soc.  Ai'chitects,  Oklahoma  City,  foi- 
K.J  McNitt  Construction,  Oklahoma 
City 

The  Newseum,  Ralph  Appelbaum 
A.ssociates,  New  York,  and  H.  M. 
Branilston,  New  York,  for  The 
Freedom  Foium  Newseum,  ArUng- 
t(in,  Va. 

Car  Show  Exhibit,  Mauk  Design,  San 


Francisco,  for  Volkswagen,  Aubiun 
HiUs,  Mich. 

SILVER 

Annual  Design  Review  E!xhlbit,  Rock- 
well Gr-oui.).  New  York,  ftjr  I.D.  Mag- 
azine, New  York 

Offices,  Jensen  &  Macy  Architects, 
San  Francisco,  for  Moto  Develop- 
ment Group,  San  F^-ancisco 
New  Hearth  Showroom,  Centerbrook 
Ai-cliitects  &  Plannere,  Essex,  Conn., 
for  D'Elia  Associates,  New  Haven 

BRONZE 

Achllle  Castiglloni:  Design,  The  Muse- 
um of  Modem  Art,  New  York,  and 
Steven  Guamaccia,  Montclau;  N.J. 
Forecast  Exhibition,  2  x  4,  New  York, 
and  Knoll,  New  Yoi'k 
Offices,  Eight,  San  Francisco,  for 
Pentagram  Design,  San  Francisco 
Swatch  Timeship  Store,  Pentagi-am 
Design,  San  Francisco,  CaMf.,  for 
SMH  (U.  S.),  Weehawken,  N.J. 


GOLD 

VicoDuo  Chair,  Vico  Magistretti,  Mi- 
hfflo,  Italy,  for  Fritz  Hansen,  Allerod, 
Denmark 

SILVER 

Luminette  Privacy  Sheers®,  Hunter 
Douglas  Window  Fasliions,  Bi'oom- 
field,  Colo.,  iind  Upper  Saddle  River, 
N,J. 

BRONZE 

Carts,  ZIBA  Design,  Portland,  and 
M(.nlo,  Beaverton,  Ore. 
Modula,  SieMatic,  Bensalem,  Pa. 
Viper,  Hans  Sandgi-en  Jakobsen, 
Bronshoj,  Demn;irk,  for  Fritz 
Hansen,  Allerod,  Denmark 


MEDICAL  i  SGIENTIFIO  IKODUCTS 


GOLD 

Continuum  of  Care,  Anilei-son  De- 
sign, Plainville,  Ctjmi.,  for  Coromet- 
rics  Medical,  Wallingford,  Conn. 
SENSO  CIC  Hearing  Aid,  Widex. 
\'a'iio,se,  Denmark 
Stifneck®  Select™  Collar,  Laerdal 
Medical,  Wap]3ingei-  Falls,  N.Y,  and 
IDEO  Product  Development,  Lexing- 
ton, M;iss. 

SILVER 

APTAC,  Aithur  D.  Little,  Cambritlge, 
Mass. 

DynaMyte  Augmentative  Communica- 
tor, Sentient  Systems.  Pittsburgh; 
Daedalus  Design.  Pittsbui'gh;  and 
LSB  Technology,  Clairton,  Pa. 
FirstPICC  Central  Catheter,  Recton 
Dickin.sciii,  Sandy.  Ctah 
Select  Modular  Patient  Monitoring 
System,  Hauser,  Westlake  Village, 
Cahf,  for  Johnson  &  Jolinson  Med- 
ical, Tampa 

Sequoia  Ultrasound  System,  Lun;u- 
Design,  Palo  Alto,  Calif,  and  Acuson, 
Mtn.  View,  Calif 

BRONZE 

ACS  &  Centaur™,  Cliii-on  Diagmos- 
tics,  Oberlin,  Oliio,  and  Priority  De- 
sign, Colimibus,  Oliio 
EZCom,  Herbst  LaZai-  Bell,  Chicago, 
for  Grayhill,  LaGrange,  111. 


Integris  H5000  CardlacSystem, 

PhiUps  Medical  Systems,  and  1^1  n 
Design,  Eindhoven,  The  Netherk 
PF  Profiler,  Redgroup.  Minneapnl 
and  Medgraphics,  Mimieapolis,  I'm 
Medical  Graiihics,  St.  Paul,  Minn, 
SoftGrip  Pipette,  Lunai-  Design,  P 
Alto,  Cahf;  Alchemy,  San  Francis( 
and  Hamilton,  Reno,  Nev. 
The  Wand,  Herbst  LaZar  Bell,  CY 
go,  for  Milestone  Scientific,  Liv- 
ingston, N.J. 

Virtual  Binoculars,  ION  Design, 
Edgewater,  N.  J.,  for  n- Vision, 
McLean,  Va. 


PAOKAGING  &  GRAPHICS 


GOLD 

Salame  Packaging,  Pentagi-am  D'  l 
sign,  San  Francisco,  for  Columbii- 
Salame,  Ha.ywm'd,  Cahf. 
Team  Fusion  and  Fusion  2.0,  : 
Objects,  Redwood  City,  Calif. 
Bullet  Wax,  Group  Four  Design,  , 
Avon,  Conn.,  for  Prestone  FVoduc 
Danbiuy,  Conn. 
Timecapsule,  Nike  Design,  Portia 
Ore.,  and  SoMA,  Portland,  Ore.,  fi 
Nike  Equipment  Design.  Beavert 
Ore. 

SILVER 

1998  XVIII  Winter  Olympic  Game 
Nagano  Web  Site,  Stucho  Aichety 
San  Francisco,  for  IBM,  Amionk, 
N.Y 

Computer  Systems  Packaging,  IBl 

Research  Tiiangle  Park,  N.  C. 

BRONZE 

GUI  for  the  Digital  Science  DC21 
Zoom  Camera,  Eastman  Kodak, 
Rochester,  N.Y.,  and  IDEO  Prodi 
Development,  S;m  Francisco 
Portfolio  Assembler  CD-ROM,  IDI 
Pr(jduct  Develo]imenl,  San  Fr;mc 
Steuben  Shopping  Bag,  Matsumo 
New  York,  fir  Steuben,  New  Yor 
GUI  for  the  Trima,  Hauser,  WestI; 
Village,  Cahf,  and  COBE  BCT 
Lakewood,  Colo. 


TRANSPORTATION 


GOLD 

Sea-Doo  Challenger  1800,  Bom- 
h;u'diei'.  Valcoiul.  Canada,  Grant, 
Fla.,  and  Benton.  lU.,  for  Bombar 
Recreational  Products,  Montreal 
New  Beetle,  Volkswagen  of  Amer 
Simi  Valley,  Calif.,  and  Volkswage 
Wolfsburg,  Gennany 

SILVER 

Sea-Doo  XP,  Bombardier,  Grant,  1 
Valcoiul,  Canada,  for  BombarfUer 
Recreational  Products, 
Montreal 

BRONZE 

1998  Concorde  LX  &  LXi,  Chi-ysl 
Aulium  Hills,  Mich 
Sportscoach,  Coachmen  Industrie 
Middlebuiy,  Ind. 

For  photos  &  desn-iptiom  of  all  , 
r/ers,  vixit  the  IDEA!>H  Gallery  a. 
ii'H'w.idjia.my. 
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Wanfj.  Wung  Global  is  a  trademark  of  Wang  laboratories,  In^ 


Tibling  an  IT  network  for  o  worldwide  compony  is  o  tremendous  endeavor.  Servicing  it  can 
n  even  more  colossal  task.  Precisely  why  you  should  call  Wang  Global,  an  over  $3  billion 
Drked  services  and  solutions  provider  We  will  integrate  your  entire  company's  infrastructure; 
ops,  software,  peripherals,  into  one  remarkably  seamless  network.  Then  manage  and  upgrade 
network  as  your  company  grows.  And  grow  it  will.  1-800-262-3696  www.wang  com 


1200  desktops. 

700  laptops. 

The  London  office. 

Maude  from  Accounting. 

212  printers. 

The  internet. 

Edwin  from  R&D. 

The  Hong  Kong  office. 

Audrey  from  Finance. 

The  intranet. 

The  New  York  office. 

88  servers. 

Billy  from  Sales. 

Ready? 

Put  them  together. 


CONTINUUM 

.lobdl   Strdtpqic  Partne 

Design  Continuum  Inc 
Boston  6 1 7  969  5400 
Son  Francisco  415  905  8380 

Milan  39  2  551  33  72 

main@dcontinuum,com 

HiNRY  Dreyfus: 
Associates 

Product  0  e  sj  g 
..     •  i        Graphic   0-  e  s  i  g 
'  ■  ^       ■-,      M  u  1 1 1  Med  i 
''.  ^  Human    F  a  c  t  o  r 

.  ,  ■  I  D,E  N  T  I  I 

i  BQQ  957  8662  fax  212  242  7020 
.  • '^l",  www.hda.ni 
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DESIGN 

IGINEERED 

UCCESS 

rket  Analysis  •  Product  Desi 
Engineering  •  Prototypinrj 


Canada  USA  Taiwan 


388.735.9570 

»rvgadshaa@sprynet.com 


y.groupl"our.com 
Av<,)n,  Connecticut 
S  860.678. 1S7() 


Design  for  what's  next. 


Award  winning  indusfriol 
978.264.4450 


roductinsight 


■RdcketDesign 


Pnuhict 
Packcii^ing 
ami  SifiiuiiiC 


H47.559.91HH 

iiH"  r(i(  kci(lc^i''in  :  'III 


Wert^ 

International 

C  R  1  AT  1  V  E 

Recruitment 

Product  Design 

Environments 

Graphic  Design 

Interactive  Media 

Film/Video        .  ; 

Strategic  Design 

phone  212.684.2796 

info@wertco,com 

www.wertco.com 
r  •  . 

SUNDBERGFERAR 

PRODUCT  DEVELOPMENT  FOR  BOTH  SIDES  OF  THE  BRAIN 

web  site  www.sundbergf.com 
JcrroifPAB  ,360  3R00         n/if/Nt'^lpoIis  SI"?  338  7707      chiul^p  31?  C'RO  <■ 


+  Design  Research 

+  Ergonomics  | 

Meta 

phasE  1 

+  Design  Visualization 

Measuring  People 

&  Design 

Performance  +  Behavior  +  Perception  +  Emotion 

314.432.0300  ext  148  help@m 

etaphas€ 

>.com 

solutions 


[le  of  the  many  reasons  lo  work  with 
*.Aiio  Product  Development 

-  leader  tn  Industrial  Design, 
'igineenng,  Prototyping,  and 
ibncation  of  Injection  Molds,  oil 
ider  one  roof 

I  67 1  9  pine  ridge  court 

\l3fj^,.     lenison,  m,  49428 

616.669.6800     fax  616  669  9912 


HERBST    LAZAR   BELL  INC 

(HI 

5 

RESEARCH 

DESIGN 

ENGINEERING 

PROTOTYPING 

355  NORTH  CANAL  ST 

CHICAGO.  IL  60606 

PHONE  3  12  4  54  1116 

FAX  312  454  90  19 

WWW  HLB  COM 

Industrial  Design 
^""N  Engineering 
I  Y  Prototyping 

I  Tooling 
I^^^TXy  Assembly 
||H  Production 

I.N.  INCORPORATED 

4392  Corporate  Center 
Los  Alamitos,  CA  90720 
714.236.8979  www.in-int.com 


(li  sight 

product  Vi^  developm< 


Chicago  ■  Philadelphia  ■  Boston 
773.907.9S00  www.insightpd.cori!l' 


BrooksStevensDesiffi 

strategic  product  development  ^ 


Soma 


p  K  II  1)  r  <  T 
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IDI 


liiii.iV,,thm  I 


^.  www.d 

^signetinfo.com 

taylor  &  chu 

(+1)415.291  9903 

design  central 

(+1)614.444  0202 

roche  harkins 

(+1)603.465  9800 

Technology 
for 
Business 
Advantage 


Product  Development 

p  mail     innov8 ^ adiittle  ci 
(Oil  617  498  6556 


IGNITION 

investigative  design 

www.ignition.com 

Practical  Business 

Experience 

8<  Design  Excellence 

■  Applied  Technology 
&  Product  Development 

■  Packaging  &  Merchandis  '  , 

■  Corporate  Communication  ^ 

Proteus  Design 

1  ^ 

N  Washington  St 
Eighth  Floor 
Boslon,  MA  021  14 

TEL      617  263  2211 
FAX      617  263  2210 

37 IDE4 
Awardi 


"HODJCT  res 

-  DEVtlO-Mt 


wwv'.f  cfesiqncdge.co 


e-maiU  jim.k@teamlogica.com 

web:  www.teamlogica.com  .  .  i  .  • 

,  612.672.9495 
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Industrial  Design 
through  Production 


Accountable 

Innovation 


MICROPLAS 

9  7  8    3  6  8.3  2  0  0 

www    m  I  c  r  u  p  I  a  s    c  0  m 


Three- 

dimensiondlizing 

your 

brand 

Product 

Exhibit 

Retail 

Development 

Envisioning 

Identity 

Arnell  3D 

212  343  5790 

212  334  0175  -fax 

.^3d'?;arnellqroup  ccim 

DESKEY 


NSULTHNTS  IN  DESIGN  HND  IDENTITY 
*YY;0RK  212.447.9400  J  CINCINNHTI  606.655.2300 


The  products 
of  award- winning 
design. 


\ndersonDesign 


1998  IDEA 
Gold, 
Silver, 
Bronze 

Av^ards 


www.andersondesign.com 


Chicago 


Francisco 
Alto 


•  Boston 

•  New  York 


800.600.4336        Europe  44.171.485.1170      Tokyo  81.3.5570.2664 


Toy  Invunhon 
Childrens  Product-^ 
Industrial  Design 


Klitsuer  Industrial  Design^-' 

5.V  Saoii.t  Sirccl.  5th  Fl%r 
San  l  rj,iaM\  C.A  94105 


'100"/n  Digital 


Hiy.'4»!"ini : 


\  WIDEX  IS  the  world's  leader  in  state-of-the-art  /00%  6\giXa\ 
'  hearing  instruments  like  the  nearly-invisible  SENSO  CIC,  the 
^  smallest,  most  advanced  hearing  instrument  ever  developed- 
I  The  SENSO  CIC  puts  powerlul  CD-quality  Digital  Signal 

Processing  Into  an  automatic  device  that  fits  completely  in 

the  ear  canal. 

Hundreds  of  thousands  of  SENSO  instruments  have  been  fit 
worldwide  to  help  those  with  m/Wto  protoonrf  hearing  losses  - 
making  it  the  world  s  best-selling  digital  hearing  instrument. 

WIDEX  has  created  superior  hearing  products  for  over  four 
[decades  For  information,  calt  7-8SS-999-3779toll-free  or  visit 
our  website  at  www.widexusa.com. 


RITASUE 
SIEGEL 
RESOURCES 

Search  &  Design 
Firm  Selection 


Top  established  and  emerging  national  and  intei- 
notional  companies  trust  us  to  find  them  the  best 
design  managers,  creative  directors,  designers 
and  design  firms.  In  all  areas  of  induslriol 
design,  graphics,  interiofs  and  retail  design, 
orthilecture,  identity,  pockaging,  user  interface, 
multimedia,  sirotegic  design  plonning,  elc...  we 
motch  the  best  opportunities  with  the  best  people 
Coll  212  682  2100,  lax  682  2946, 20  East  46  Street, 
New  York,  NY  10017-2417,  RitaSueSiS'ool  com, 
www  core77  com/RltoSueSiegel/index  html 


E 

c 

C 

p 

N*w 

York 

212.989.7373 

InfoBaccold.eoB 

HMM.sccold.eoa 

A  I  i  1.1  >S  I  V/.;/ 1/.- }/'/>) //(■ 

INDUSTRIAL  DESIGN  SOFTWARE 


Fxplore  (tesign  concepts  in  3D  Produce 
spectacular  photorealistic  presentation.5 
that  impress  clients  and  win  business. 
Deliver  manufacturable  3D  models  th^n 
maintain  your  design  intent  <'■•'  i 
downstream  engineering  and  h  i 
uring  processes  Discover  what  tin  m  „i: , : 
of  successful  designers  across  the  world 
have  learned  -  how  to  increase  your  com 
petitive  advantage  with  AliaslWavefront 


E-mail: 
Web: 

North  America: 

fiimnp 


infoiSaw  sgi.coiii 
www  aw.sgi.com 

1  800  447  2542 
32.9.266.121? 

81  3.3470.8282 


CALI^ 

US  I 


310  827-8722 
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BizLmk 

www.businessweek.com/BizLink/ 

BizLink  is  Business  Week's  electronic  reader  service  fulfillment  system.  You  can  request  information  and'or  link 
directly  to  company  websites.  Or  simply  call  1  -800-848-6708  to  request  information  by  telephone,  Companies  are 

listed  in  the  May  25. 1  998  issue. 
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RKS  Design.  Inc. 
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Arthur  D.  Little 

125. 

Herbst  Laza' 
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Rocket  Design 
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Botzen  Design 

125. 

IDEO  Product  Development 

145. 

Som.  Inc. 

108. 

Brooks  Stevens  Design 

127. 

I.N.  incorporated 

145. 

Stone  &  Company 

109. 

Cesaroni  Design 

128. 

1  g  p  'rf  i  n  p  1  n  r- 

147. 

Stuart  Karten  Desig" 

110. 

Daedalus  Design.  Inc. 

129. 

1  \  > . .  1 ;  s  \ 

148. 

Stratos         If  ,T 
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Design  Central/Designet 

130. 

ln":.£: s  revelopment  Inc. 
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112. 

Design  Concepts 

131. 

Insigh:  development 

149. 

Sundberg  Ferar  Product 

113. 

Design  Continuum 

132. 

Joss  Design 

Development 

114. 

Design  Edge 

133. 

KID.  Inc. 

150. 

The  Han  Design  Group 

il5. 

DesignWorks/USA 

134. 

Logica  Product  Development 

151. 

'Wert  &  Company 

116. 

Deskey  Associates 

135. 

Lunar  Design 

152. 

WIDEX 

117. 

E-Lab.  LLC 

136. 

Metaphase  Design  Group  inc. 

153. 

ZIBA  Design 

118. 

ECCO  Design.  Inc. 

137. 

Microplas 

154. 

Zoe  Design  Associates 

119. 

EDGE  Industrial  Design 

138. 

Mito  Product  Development 

iOSA 

www.idsa.org 

This  site  lists  a  brief  description  of  the  companies  in  the  directory,  along  with  contact  numbers  and  company 
hotlinks.  It  also  features  a  Gallery  of  the  1  998  IDEA  winners,  current  industrial  design  news  and  resources,  hotlinks 

to  related  sites  and  a  calendar  of  design  events. 


gal  Affairs 


[LLECTUAL  PROPERTY 


tOM  THE  PATENT  WARS, 
PATENT  MEDICINE 


Net  can  level  the  playing 
I  in  infringement  suits 

the  instantly  recognized  symbol 
the  Netscape  brand:  the  animated 
teor  shower  in  the  upper  right- 
corner  of  the  computer  screen  in- 
ng  that  the  browser  is  retrieving 
from  the  Web.  But  in  1997,  Wang 
il  Inc.  claimed  that  it  owned  a 
t  giving  it  rights  to  this  celestial 
ly — and  initiated  a  suit  that  struck 
e  heart  of  Netscape  Communica- 
Corp.'s  marketing  identity, 
rmally,  a  company  hit  with  this  type 
ion  would  turn  to  "patent  busters," 
ilists  who  use  their  contacts  and 
ledge  of  the  U.  S.  Patent  &  Trade- 
Office's  archives  to  hunt  down  "pri- 
;,"  or  evidence  of  preexisting  claims 
would  undermine  the  patent's  via- 
Such  searches  cost  around  $30,000 
ip,  though  they  don't  always  yield 
irt.  But  Netscape  had  a  better 
-it  turned  to  the  Internet.  On  Apr 
posted  on  its  Web  site  an  appeal  for 
nee  of  prior  art  that  might  undercut 
claims.  Three  days  later,  Netscape 
learly  200  leads. 

CORNER.  The  outpouring  from  soft- 
developers — and  the  quahty  of 
responses — galvanized  Netscape, 
company  decided  to  continue  fight- 
/ang  rather  than  settle.  It  paid  off: 
[ay  7,  a  U.  S.  District  Couit  judge 
;ed  Wang's  arguinent  that  Netscape 
infringing  on  a  10-year-old  patent 
echnology  that  used  an  animated 
to  alert  a  user  when  a  program 
retrieving  information.  The  judge 
that  the  patent  did  not  apply  to 
Internet;  Wang 

1  to  appeal.  "Our 

dence  in  our  de- 
was  bolstered  by 
the  Net  provided 
says  Roberta  R. 
Netscape's  general 

sel. 

itscape's  innovative 

2  signals  a  poten- 
powerful  reaction 

ist  the  explosion  of 
'are  patents.  These 
grown  from  1,300 


CONTROLLING  THE  CODE 


DATA:  INTERNET  PATENT  NEWS  SERVICE 


issued  in  1990  to  nearly  12,000  in  1997 
as  Internet  software  has  become  a  hot 
comer  of  the  economy,  according  to  the 
Internet  Patent  News  Service  in  Bel- 
mont, Mass.  At  the  rate  of  about  300 
software  patents  issued  weekly,  by  the 
year  2000,  they  could  hit  about  80,000, 
says  Gregory  Aharonian,  founder  of  In- 
ternet Patent  News  Service. 

Critics  charge  that 
the  Patent  Office  can't 
keep  up  with  companies 
clamoring  to  patent 
every  little  innovation 
in  software,  and  there- 
fore isn't  as  thorough  as 
it  should  be  in  its  re- 
view of  prior  art.  That's 
leading  to  a  proliferation 
of  unfounded  patents — 
and  to  an  upsurge 
in  patent  infringement 
claims  as  well.  "Get 


ready  to  be  sued,"  warns  Aharonian. 

Indeed,  Netscape's  maneuver  has 
opened  up  a  new  battlegi'ound  in  the 
flght  for  ownership  of  valuable  ideas. 
Intellectual-property  disputes  will  still 
be  decided  in  court.  But  the  Web  itself  is 
providing  fodder  for  more  software 
patent  litigation,  since  claims  can  be 
challenged  more  quickly  and  without 
having  to  pay  for  full-blown  searches 
for  prior  art  every  time. 
What's  more,  the  Web 
could  end  up  erodmg  the 
advantage  that  big  com- 
panies have  traditionally 
enjoyed — their  ability  to 
outspend  opponents  in 
patent  battles — as  more 
small  companies  follow 
Netscape's  lead.  "Patent 
litigation  is  very  expen- 
sive," says  Robert  P. 
Merges,  professor  of  law 
at  the  University  of  Cal- 
ifornia at  Berkeley. 
"What's  so  promising 
about  this  approach  is 
that  it  gives  smaller 
players  an  alternative." 
CART  COLLISION.  The 
next  target  of  this  tactic 
may  be  Open  Market 
Inc.,  which  used  its  Web 
site  in  February  to  post 
three  patents  newly  is- 
sued to  the  company.  A 
handful  of  companies  and 
Web  developers  are  con- 
sidering mobilizing  on 
the  Web  to  challenge 
Open  Market's  patents, 
which  are  very  broad 
and  include  one  on  elec- 
tronic "shopping  carts."  These  enable 
shoppers  to  click  on  items  and  add  them 
to  a  list  of  purchases  as  they  browse  the 
Web.  They're  built  into  nearly  every 
major  commerce  site,  fi'om  Amazon.com 
to  llbean.com. 

The  new  gambit  has  some  pitfalls, 
however.  "You've  got  to  think  twice  be- 
fore making  a  public  plea  for  prior  art," 
says  Alan  M.  Fisch,  a  patent  litigator  at 
Washington's  Howrey  &  Simon.  "In 
some  sense,  you're  making  an  enormous 
admission  that  you  have  nothing,"  when 
a  company  defends  itself  in  such  a  pub- 
lic fashion.  There  is  also  a  danger  that 
broadcasting  appeals  for  help  wiU  elicit  a 
lot  of  junk  that  could  bum  up  billable 
houi's  to  sort  through.  Still,  the  Web  it- 
self has  given  companies,  and  smaller 
players  in  paiticulai;  a  way  to  cope  with 
the  growing  glut  of  patents  gumming 
up  electronic  commerce. 

By  Paul  C.  Judge  in  Boston 
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Mattel's  fierce,  flamboyant 
CEO  is  breaking  stereot>T)es 
about  corporate  success 

I:';  nearly  showtime  for  Jill  E.  Barad.  Just  in  from  Los 
-Ajigeies.  the  chairman  and  chief  executive  of  toy  gian: 
Mattel  Inc.  is  fine-timing  her  lines  in  the  backseat  of  a 
!imo  as  it  maneuvers  through  ilarJiattari.  In  about  an 
r.our.  she  v.-iU  be  ori^tage  in  front  of  1^00  people  at 
the  N'evr  York  Hilton  to  receive  an  avrard  from  Girls 
Ir.'j..  formerly  Giris  Club  of  America. 

At  the  luncheon.  Barad.  dressed  in  her  signature  high 
heels  and  tailored  Chanel  suit,  listerts  intently  as  three  other 
vromen  accept  their  awards.  Professional  and  busiriesslike, 
they  rec-eive  polite  applause  from  the  crowd  But  when  Barad 
?j-tally  strides  into  the  spotlight,  the  effect  is  electrir.ing. 

Glamorous  and  radiant,  she  seems  more  Hollj-vrood  than 
c-orporate.  SharLng  the  stage  v»,-ith  a  c-oUege-bound  18-year-old 
girl  who  has  struggled  •.vith  alc-ohoHsrn  and  drag  probiemis. 
Barad  dutches  the  girt  as  if  she  has  kriOWTi  her  aH  her  Hie.  then 
laiunches  into  a  rousing  sermon  on  overconiing  obstacles  and 
acl'ie-i.ing  rir%rrLS.  "'My  mother  gave  me  a  bumblebee  pin  when 
I  star.ed  work."  recails  Barad.  "She  said:  ■.Aenyr.Tiarricaliy.  bees 
s.VjuIdn't  be  able  to  fly.  But  they  do.'  Reme-mfcer  that.  I  can  sa;/ 
t.hat  for  you  giiis.  anything  is  possible."  It's  a  line  Barad  ha.s 
'osed  'before.  Tne  room  erupts  into  thunderous  applause. 

Few  executives  can  work  a  crowd  Kke  .Jul  Barad.  "You 
can't  help  but  be  sucked  up  by  her  energy/."  says  .Shelly 


Cover  Stoiy 


The  Rise  Of 


BARAD  WITH  CHILDREN 
OF  MATTEL  EMPLOYEES 
FROM  THE  COMPANY'S 
DAY-CARE  CENTER 


rus,  CEO  of  Ogilvy  &  Mather  Worldwide  Inc.,  Mattel's  ad- 
sing  agency.  Fewer  still  know  how  to  work  an  audi- 
so  easily  while  weaving  in  a  plug  for  their  company.  "At 
el,  I  worked  on  a  brand  that  changed  my  life,  and  her 
;  was  Barbie,"  she  says,  staring  intently  into  the  audi- 
"Wlien  Barbie  is  in  a  little  girl's  hands,  she  is  a  vehicle 
reaming,  for  imagining  what  girls  can  be." 
lere's  no  small  irony  that  one  of  the  most  powerful, 
!St-paid  women  in  Coiporate  Annerica  credits  her  success 
lling  an  icon  that  women's  groups  have  been  denouncing 
xist  and  demeaning  for  decades.  But  make  no  mistake: 
d  is  no  Barbie.  A  fierce  competitor  with  an  unerring  eye 
'ends  in  popular  culture,  she  has  used  her  keenly  tuned 
!  of  style,  packaging,  and  consumer  tastes  to  help  build 
el  into  a  $4.8  billion  powerhouse.  And  in  her  rise  to  the 
:he  46-year  old  Barad  has  shown  herself  to  be  as  tough 


inside  her  own  company  as  she  is  in  her  dealings  with  com- 
petitors in  the  cutthroat,  big-bucks  toy  industiy. 

Barad  started  at  Mattel  as  a  $38,000-a-year  i:)roduct  manag- 
er in  1981.  She  rose  to  CEo  by  Januaiy,  1997.  Over  the  i)ast 
tlu'ee  yeai-s,  she  has  pocketed  $2.3  million,  and  she  holds  options 
to  buy  4.9  million  Mattel  shares.  At  a  time  when  such  top  fe- 
male executives  as  PepsiCo  Inc.'s  Brenda  Barnes  have  left 
Coiporate  America  behind  to  spend  more  time  with  their  fam- 
ihes  and  others  remain  thwarted  by  the  glass  ceiling,  Barad  is 
one  of  a  handful  of  women  to  head  a  major  American  company. 

Today,  Baiml  is  so  rich  and  poweifiU  that,  like  it  or  not,  she 
has  become  a  role  model  for  many  ambitious  women  tiying  to 
balance  career  and  family.  On  the  boards  of  Microsoft  Corp. 
and  Pixar  Inc.,  Barad  counts  among  her  circle  of  associates 
Silicon  Valley  titans  and  Hollywood  celebrities.  "She  has  bro- 
ken every  stereotype  about  successful  corporate  women," 
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says  Sheila  Wellington,  president  of  Catalyst,  a 
group  that  does  research  on  women  in  busi- 
ness. "She  has  proven  you  can  work  yoiu-  way 
up  ft-om  the  bottom,  that  you  can  have  a  fam- 
ily and  be  a  CEO,  and  that  you  can  be  veiy 
tough  and  very  feminine." 

That's  just  the  sort  of  comment  that  makes 
Bai'ad  squirm.  She  insists  she  never  asked  to 
be  a  role  model  and  wants  only  to  be  judged 
on  her  track  record  as  any  other  executive. 
And  it  is  stellar  As  head  of  the  Barbie  line 
starting  in  1983,  Barad  was  key  in  pulling  off 
one  of  the  most  dramatic  turnarounds  in  re- 
cent memory.  Recovering  from  near-bank- 
iiiptcy  in  the  1980s,  Mattel  has  boasted  33% 
annual  compounded  growth  over  the  past 
decade.  Its  share  price  has  also  soared,  rough- 
ly ciuadrupling  since  1994,  to  $42. 

Mattel  owes  most  of  its  success  to  Bai'bie. 
The  doll's  sales  gi-ew  fi-om  $200  million  in  1982 
to  $1.9  billion  last  year,  making  it  one  of  the 
most  r'ecognizable  and  dominant  brands  on  the 
planet.  Even  after  acquiring  rivals  Tyco  Toys 
Inc.  and  Fisher-Price  Inc.  in  recent  years — 
moves  meant  to  broaden  its  product  lines — 
Barbie  still  contributes  38%  of  Mattel's  sales. 
And  though  Mattel  doesn't  break  it  out,  analyst 
Harold  Vogel  of  Cowen  &  Co.  figui'es  Barbie 
rakes  in  a  phenomenal  55%  of  operating  profits. 
BIG  TASKS.  Now,  Barad  may  be  facing  her 
biggest  challenge  yet:  proving  she  can  keep 
the  Mattel  success  story  going.  On  Apr  16,  the 
company  reported  a  16%'  drop  in  Barbie  sales,  the  fu'st  such 
quailerly  decline  in  five  yeai's.  And  aftei'  growing  at  rouglily  a 
20%  annual  clip  in  the  mid-'90s,  analysts  expect  Bai'bie  sales  to 
slow  to  just  6%'  tills  yeai;  Although  pail  of  the  problem  stems 
from  a  Toys  'R'  Us  Inc.  inventoiy  adjustment,  the  lai'ger  issue 
may  be  that  Barad  has  simply  done  her  job  too  well.  Little 
gii'ls'  bedroom  closets  are  stuffed  with  Barbies:  The  average 
American  gu'l  owns  nine.  "Bai'bie  is  hardly  in  a  tailspin,"  says 

Jolin  G.  Taylor,  an  ana- 
lyst at  Portland  (Ore.)'s 
Arcadia  Investment 
Group.  "But  as  a 
growth  vehicle,  she  is  starting  to  look  questionable." 

With  Barbie's  growth  waning,  Barad  is  counting  on  its 
1997  Tyco  buy  to  pick  up  the  slack.  So  far,  the  strategy  is 
working.  By  trimming  costs  and  rapidly  folding  Tyco's  popu- 
lar Sesauip  Sfreet  and  Matchbox  toys  into  the  fold,  Mattel 
pushed  1997  eai'nings  up  M7o,  to  $500  million,  on  revenues  up 
7%',  to  $4.8  billion.  This  year,  Vogel  projects  earnings  growth 
of  16%,  on  a  6%.  sales  hike. 

But  behind  the  solid  numbers,  Barad  faces  some  big  tasks. 
The  $1  billion  Fisher-Price  unit  remains  troubled  after  a  failed 
push  into  pricey  playground  gear.  And  revving  up  Barbie 
again  won't  be  child's  play.  In  the  U.  S.,  Mattel  is  counting  on 
a  recent  makeover  to  revive  demand;  the  busty  doll  will  grad- 
ually be  replaced  by  one  with  a  more  up-to-date  look  and  re- 
alistic projiortions.  But  Mattel  is  i)inning  its  real  hopes  over- 
seas. To  boost  sales  abroad,  where  Barbie  isn't  omnipresent, 
Barad  is  introducing  new  dolls  tailored  to  regional  cultui'es. 

Indeed,  with  all  Mattel's  brands,  Barad  is  making  a  major 
push  to  expand  into  global  markets.  She  vows  to  double  in- 
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ternational  sales,  to  $3.4  billion,  within  five  years.  To 
there,  Barad  has  overhauled  Mattel's  global  marketing 
centralized  its  European  warehousing  and  shipping.  Still 
ternational  growth  is  a  strategy  Mattel  has  tried  and  f; 
with  before:  Overseas  sales  have  been  flat  for  four  years, 
ering  at  $1.6  billion. 

Barad  isn't  worried.  She  relishes  a  good  fight.  "Wht 
comes  to  strategic  underpinnings  and  what  is  broken 
what  needs  to  be  fixed,  those  are  the  challenges  that  I  li 
she  says.  "I  love  looking  for  the  holes."  She  has  ah'( 
plugged  a  bunch  of  them.  It  was  Barad  who  forged  sevei 
Mattel's  key  links  to  Hollywood  studios.  She  fought  foi- 
won  an  expanded  agreement  with  Walt  Disney  Co.  foi 
right  to  license  toys  based  on  its  films.  She  cut  a  similar 
with  Viacom  Inc.'s  Nickelodeon  years  before  the  cable 
work  became  a  huge  liit.  Today,  Mattel  gets  an  estimated 
of  operating  profits  from  such  entertainment  deals. 

It's  all  a  long  way  ft-om  the  life  Barad  imagined  for  hi 
gi'owing  up  in  Queens,  N.  Y.  All  her  interests  as  a  youn; 
pointed  towai'd  show  biz — a  reflection,  perhaps,  of  her  f; 
Lawrence  S.  Elikann,  a  technical  director  for  NBC  and  la ; 
TV  dil'ector  and  producer.  Even  as  a  small  giii,  Bai'ad  lovi 
dress  up  and  put  on  shows.  She  memorized  Broadway  . 
tunes,  tlien  would  put  on  nightly  peribrmances.  "I'd  tiy 
to  sleep,  and  she'd  be  standing  up  on  her  bed,  beltinj 
songs  fi'om  Oklahoma!  or  The  Sound  of  Music,"  says  he.- 
ter,  Jo-  Anne  Elikann. 

When  Barad  was  16,  she  got  a  summer  job  modehngie 
bottoms  for  a  company  called  Happylegs.  But  she  did  lo 
than  pose.  "She  couldn't  wait  to  try  on  the  clothes,  to  a 
how  to  meet  customers,  how  to  sell,  how  to  talk,"  saysA 
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Qule,  an  owner  in  the  family-run  operation.  "She  took 
Hhing  in." 

ter  three  years  at  Queens  College,  Bai'ad  di'opped  out  in 
to  take  an  $18,000-a-year  gig  selling  makeup  for  Love 
letics.  Back  at  school  a  year  later,  she  got  a  degree  in 
a  and  English.  "I  had  no  clue  what  I  wanted  to  do,"  says 
i.  "I  just  saw  jobs  as  fun.  I  had  no  goals."  She  tried  act- 
nd  landed  a  bit  pail — a  nonspeaking  role  as  Miss  Italian 
,ica  in  a  forgettable  Dino  De  Laurentiis  film,  Crazy  Joe. 
rinseltown  wasn't  for  Jill.  "It  was  so  supei-ficial,  so  silly," 
Barad. 

1974,  she  went  to  work  for  Coty  Cosmetics  as  a  travel- 
osmetician-trainer.  As  she  traveled  the  East  Coast,  she 
id  that  wherever  she  went,  Coty  products  were  hidden 
So  Bai-ad  designed  a  wall  display  for  a  facial  powder  and 
t  to  headquaiters.  "She  knew  conceptuaDy  what  could  be 
to  make  the  products  look  better  in  stoi-es.  We  used  her 
ly  for  20  years,"  says  Jim  McDougald,  Barad's  boss  and 
1  senior  vice-president  at  Coty. 

en,  six  months  after  meeting  an  aspiring  movie  produc- 
homas  K.  Barad,  Jill  shelved  her  Coty  career  to  join 
n  Los  Angeles.  Barad,  then  26,  quickly  got  a  job  at  an 
■tising  agency  representing  the  Max  Factor  &  Co.  ac- 
.  The  couple  maiTied  a  yeai-  later,  in  1979.  A  few  months 
that,  when  she  realized  she  was  pregnant,  Barad  quit  her 
I  said  0.  K.,  that's  it.  I  am  now  a  wife  and  a  mothei-." 
was  a  job  description  she  had  always  assimied  would  suit 
ist  fine.  But  when  the  baby  came,  Barad  fell  into  a  de- 
ion.  For  the  first  time,  she  realized  just  how  much 
meant  to  her  "It  wasn't  the  baby,"  she  insists.  "He  slept 
5  time.  It  wasn't  fair."  Fmstrated  at  home,  with  little  to 


do,  Barad  found  daily  relief  by  putting  her 
newborn,  Alex,  in  his  carnage  and  rolling  him 
into  a  nearby  May  Company  Department 
Store,  where  she  sized  up  the  new  fashions. 

"I  would  come  home  fi'om  work  and  all  this 
unspent  energy  would  hit  me,"  recalls  her 
husband,  Tom.  "I  told  hei-  to  go  back  to  work." 
Through  a  headhunter,  Barad  landed  at  Mat- 
tel's novelty-development  unit.  It  was  an  ob- 
scui-e  backwater,  but  Barad  zealously  attacked 
each  assignment.  Her  first  project  was  "A 
Bad  Case  of  Worms."  The  rubbery  toys  were 
supposed  to  slither  down  walls.  Instead,  they 
ch'opped  to  the  floor  Barad  stayed  up  all  night 
to  iTish  out  a  commercial  to  present  the  next 
morning  to  Toys  'R'  LTs  buyers. 
"WHO  IS  THIS  (BIRLr*  The  product  flopped,  but 
Barad's  homemade  promo  moved  a  lot  of 
worms.  It  also  won  the  attention  of  her  boss. 
"Wlien  someone  does  sometliing  like  that,  you 
stop  and  say:  'Who  is  this  girl?' "  recalls  Tom 
Kalinske,  then  head  of  Mattel  and  now  ceo  of 
Knowledge  Universe,  an  education-services 
company.  He  found  out  quickly  enough.  Barad 
soon  stormed  into  his  office.  "'What  the  f — 
do  I  have  to  do  to  get  a  decent  assignment 
aroimd  here?' "  Kalinske  recalls.  Barad's  mem- 
oiy  is  diffei-ent.  "I  tliink  I  said:  'There  must  be 
something  better  than  womis.' "  But,  she  adds, 
"I  always  fought  for  my  point  of  view." 

With  her  sharp  tongue  and  combative  na- 
ture, Barad  thrived  in  Mattel's  competitive 
cultm-e.  "It  has  always  been  a  place  where  people  are  pitted 
against  each  other,"  says  Judy  Schakelford,  Barad's  former 
boss.  "It's  a  shark  pond.  You  throw  people  in  and  see  if  they 
can  swim  fast  enough  to  stay  alive.  For  Jill,  it  was  a  fit."  Af- 
ter just  two  yeai's  with  the  company — and  a  sti^ing  of  liits,  in- 
cluding She-Ra,  the  fu'st  action  figure  for  girls — Barad  land- 
ed on  the  Barbie  team  as  one  of  two  product  managers. 

Barbie  had  been  a  Mattel  mainstay  since  her  introduction 
in  1959.  But  by  the  early  1980s,  she  seemed  dated.  Barad's 
job  was  coming  up  with  "roles"  that  would  tiu'n  Bai'bie  into  a 
doll  for  the  '80s.  Her  first  big  hit,  in  1985,  was  the  Day  to 
Night  Barbie.  By  day.  Barbie  was  a  stylish  exec;  by  night,  a 
party  girl.  The  doll  sold  out  in  months. 

There  were  many  more  victories  as  Barad  built  Barbie 
from  a  respectable  $200  million  pi-oduct  to  a  $1.9  billion  brand 
using  a  "segmentation"  strategy.  The  idea  was  to  pump  up 
sales  by  selling  dolls  for  countless  "play  patterns,"  such  as 
shopping,  dating,  and  going  to  the  beach.  It  wasn't  Barad's 
concept,  but  she  executed  it  beyond  anyone's  wildest  dreams. 

Still,  there  were  chaotic  days  in  the  mid-1980s,  when  Mat- 
tel was  on  the  brink  of  bankruptcy  after  the  collapse  of  its 
videogame  business  in  1984,  and  again  in  1987,  when  its  pop- 
ular action-figure  line.  Masters  of  the  Universe,  deflated. 
And  as  she  rose,  Barad's  politicking  and  flamboyance  i-ubbed 
some  the  wrong  way.  "Many  men  hated  me,"  she  says.  "I 
think  it  can  be  a  tough  thing  foi'  a  man  to  lose  to  a  woman." 

One  boss  called  Barad  into  his  office  and  dressed  her 
down  for  constantly  shooting  off  her  mouth  at  meetings.  "He 
said:  'You  shouldn't  pretend  to  know  all  the  answere,' "  she  re- 
calls. And  he  warned  her  that  she  "wouldn't  go  far"  Indeed, 
when  another  male  manager  was  brought  in  over  her,  Barad 


you.  As  painful  as  it  may  be,  don't  take  itpersonally  J  J 


JILL  ELIKANN  BARAO 


was  so  convinced  he  was 
about  to  fire  her  that  she 
stormed  out  of  the  compa- 
ny. The  manager,  Joe  Mor-            ,   .  , 
■       ,  •     1    u  1        1      psycho  ogy,  drama 
nson,  clamis  lie  had  no  such  r_i  

plans  but  concedes 
there  was  strife  be- 
tween Barad  and  the 
four  other  marketing 
vice-presidents,  who 
complained  that  Barad 
wasn't  a  team  player 

Women,  too,  were 
taken  aback  by  Bai'ad's 
style.  She  arrived  at 
Mattel  at  a  time  when 
many  working  women 
were  wearing  conser- 
vative navy-blue  suits. 
But  Barad  showed  up  in 
short  purple  skirts  with 
matching  purple  cowboy 
boots.  "One  woman  took  me 
aside  and  said  it  might  be 
to  be  my  advantage  to  tone 
it  down,"  says  Bai'ad.  "I  did. 
But  I  never  became  a  cor- 
porate he-woman." 

The  turmoil  seemed  only 
to  heighten  Bai'ad's  appetite 
for  sparring.  "I  just  always 
wanted  the  next  job,"  she 
says.  "She  was  never  afraid 
to  go  in  and  ask  for  a 


BORN  1951,  Queens,  N.Y. 
EDUCATION  BA  1973,  Queens  College:  English, 


FAMILY  Married  19  years  to  Tom  Barad, 
an  independent  movie  producer.  Children: 
Alex,  18,  and  Justin,  15 

FIRST  JOB  Working  the  cash  register  at 
grandparents'  pharmacy 

WORST  JOB  Playing  Miss  Italian  America  in 
Dino  De  Laurentiis  film  Crazy  Joe 

FAVORITE  STATISTIC  Three  Barbie  dolls 
are  sold  every  second 


HOBBIES  Watching  TV, 
buying  modern  art 


musicals,  movies; 


TV  FAVORITES  The  Food  Channel,  Seinfeld, 
ER,  The  X-Files 

FAVORITE  PIECE  OF  ART  Andy  Warhol 
painting  of  Barbie 

MOST  PAINFUL  MOMENT  When  her  son  s 
third-grade  teacher  finally  met  her  and  said: 
"Oh.  Alex  really  does  have  a  mom" 

NO.  OF  BARBIE  DOLLS  IN  HER  OFFICE  52 

HOW  SHE  DESCRIBES  HERSELF  "I  am  a 

Gemini,  I  am  off  the  ground.  I  am  definitely 
an  air  person.  I  am  not  calm,  t  am  pretty  stable,  but 
out  there,  thinking  all  different  things" 


am 


were  passed  over  for  r 
When  Barad  finally  ti,] 
over,  the  transition  \| 
rocky.  By  nature  sport 
neous  and  emotional,  |i 
took  over  from  the  cai 
distinguished,  white-hai ' 
Amerman,   who  was 
years  her  senior,  just  as 
paint  was  beginning  to  ^ 
off  Mattel.  There  wa- 
employee  lawsuit  that 
to  be  dealt  with,  chars. . 
accounting  irregularit 
and  sales  were  sinkini 
its  Fisher-Price  subsidi; 
TICKER    SHOCK.  Initi; 
Barad's  inexperience  \ 
the  financial  commii 
only     made  thi 
worse.   Just  a 
weeks  on  the  job, 
told  analysts  that 
would  no  longer  fi 
on  shoit-teiTO  res 
"Judge  us  on  the  V' 
she  declared. 
Street  made  its  ji 
ment  by  the  end  ut 
call.  "I  was  like, 
this  is  really  fun,  I 
this  job,"  says  Bi 
"Mv  first  v/eek,  our 
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raise,"  says  Paul  Cleveland, 

who  headed  boys'  toys  in  the  mid-'80s,  when  Barad  headed 
girls'  toys.  "She  would  just  go  in  and  tell  people  what  she 
wanted,  and  ask:  'What  do  I  have  to  do  to  get  it?' " 

Barad's  maneuvering  inside  the  company  was  nothing  com- 
pared with  how  she  went  for  the  competition's  jugular.  When 
Kenner  Products  tried  to  introduce  its  Miss  America  fashion- 
doll  line,  Barad  quick- 
ly readied  Beauty 
Pageant  Barbie  and 
pressured  retailers  not 
to  carry  both.  Mattel  also  sued  Kenner  for  copyright  in- 
ft-ingement.  "She  literally  stopped  us  at  the  docks,"  recalls 
Bnjice  Stein,  former  heacl  of  Kenner  and  now  No.  2  to  Barad 
as  Mattel's  president  (page  120).  "I  was  really  pissed  off,"  he 
says.  "But  I  guess  I  also  had  to  admire  her  ferocity." 

In  1989,  Bai'ad,  then  an  executive  vice-president,  made  a  bold 
move:  She  threatened  to  leave  for  a  top  job  at  Reebok  Inter- 
national Ltd.  unless  she  got  a  promotion.  Barad  even  told 
Mattel  that  she  had  looked  for  a  new  house  in  Boston.  Reebok 
officials  decline  comment  on  the  episode,  but  CEO  John  Amer- 
man made  Barad  a  co-president  of  Mattel's  U.  S.  operations. 
Then,  in  1992,  she  went  back  to  Amennan,  this  time  demand- 
ing assurances  that  she  would  succeed  liim.  "There  was  some 
trepidation  on  both  sides,"  says  Amerman.  "My  retirement 
was  still  a  long  way  away."  Even  so,  Amerman  made  her 
president  and  chief  operating  officer.  And  with  incentives, 
Bai-ad's  compensation  doubled,  to  $2  million.  Her  contract  even 
included  a  gnai-anteed  payout  of  five  years'  compensation  if  she 


plummets  eight  points 
But  as  Bai-ad  founc 
way,  she  moved  quickly  to  put  her  imprint  on  Mattel  an 
cultui'e.  From  repainting  the  walls  in  bright  colore  to  exte: 
benefits  to  domestic  partners  and  lengthening  Chiistma 
cation  to  16  days,  Bai*ad  has  cleai'ly  taken  charge.  When  sh 
ished  her  annual  financial  review,  replayed  on  \ideo  for  M; 
25,000  employees,  she  extended  both  arms,  saying:  "I 
you  all."  Says  Barad:  "Tlois  is  my  feminine,  nurturing  sid 
Barad  is  also  working  overtime  to  put  her  stamp  on 
tel's  strategy.  She  is  trying  to  catch  Hasbro  in  a  push  to  1 
traditional  toys  with  the  exploding  world  of  computer 
the  Internet.  Mattel  has  created  a  new  generation  of 
Beai-s,  race  cai's,  and  other  toys  stuffed  with  microprocei 
including  a  Barbie  digital  camera  that  lets  girls  take 
tui'es  of  themselves,  then  dowTiload  their  images  to  appe; 
the  screen  with  Barbie.  Although  still  small,  the  div 
quadruj^led  last  year,  to  $80  million  in  sales. 

To  move  closer  to  the  digital  world,  Barad  has  joiner 
boards  of  Microsoft  and  Pixan  In  1997,  Mattel  joined  a 
sortium  at  Massachusetts  Institute  of  Technology  to  de' 
standards  for  high-tech  toys  and  fornied  a  joint  ventui-e 
Intel  Corp.  to  create  futuristic  toys.  "She  is  a  dynamo,"| 
Intel  ChaiiTnan  Andrew  S.  Grove,  who  recently  invited  I 
to  give  a  presentation  on  branding  to  his  senior  execu 
Pixai'  CEO  Steven  P.  Jobs  credits  her  with  talking  him  in 
leasing  Toy  Story  II  in  movie  theaters  instead  of  tak: 
straight  to  video.  "She  has  a  gut  intuitive  feeling ...  an 
tinsts  those  instincts,"  says  Jobs. 

But  Barad  can  also  be  extremely  hands-on.  In  a  r 


i(  Choose  your  environment  carefully. 
If  the  culture  isn't  supportive  of  women,  leave  J\ 


lis  RIISINFSS  WFFK  /  MAY  ?S    1  QQR 


The  free-enterprise  system  is 
alive  and  well — and  living  within  the  world's  largest  intranet. 
Nasdaq,  the  world's  most  advanced  stock  market,  chose 
MCI  to  design,  build  and  maintain  the  backbone  of  their 
business.  A  network  that  connects  120,000  computers  around 
the  world.  And  delivers  data  to  each  Nasdaq  broker  within  50 
milliseconds.  Sometimes  quite  a  bit  of  data — October  28, 
1997  saw  1.37  billion  shares  traded,  without  interruption. 
And  as  Nasdaq  grows,  so  does  their  relationship  with  MCI. 
We're  now  developing  their  next-generation  network  — 
capable  of  handling  four  billion  shares  a  day.  To  find  out 
how  MCI  can  help  manage  your  intranet  and  data  needs,  visit 
www.mci.com/ data. 


internet 


MCI 
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Barbie  makeover,  for  instance,  all  possible  options  were  pre- 
sented to  her.  "In  five  minutes,"  says  an  insider,  "Barad  flew 
ai'oimd  the  room:  'Tliis  haii\  these  legs,  this  face,  these  pants, 
this  color.' "  Barad's  style  often  speeds  the  process,  insiders 
say,  but  just  as  often  she  is  seen  as  meddlesome.  "It  is  a  bla- 
tant problem.  Why  is  the  chaiiTnan  looking  at  even-  design 
concept?"  says  a  fornier  executive. 

Bai-ad's  no-nonsense  style  has  played  a  role  in  tlie  recent  de- 

partiu'es  of  three  top 
execs  of  the  Barbie 
brand,  including  the 
brand's  general  man- 
ager. .Jean  McKensie,  according  to  some  insiders.  "She  doesn't 
always  balance  her  liigh  standards  with  strokes,  rewards,  or 
acknowledgments,"  says  a  fomier  senior  executive.  And  some 
say  Barad  can  be  dowTunght  inde.  One  foiTner  brand  director 
recalls  a  meeting  in  which  Barad  asked  for  a  glass  a  water. 
Wlien  a  secretaiy  brought  some,  Bai-ad  looked  at  the  glass  and 
snapped:  "This  better  not  be  tap." 

Outside  the  company,  high-ranking  women  are  watching 
Barad's  progi'ess.  "It's  an  imbelievable  responsibility  to  be  the 
one  j:)a\'ing  the  way.  A  lot  of  women  ai'e  rooting  for  her,"  says 
Avon  Products  Inc.  President  Andrea  Jung,  a  business  part- 
ner and  fiiend.  "I  look  at  Jill  not  just  as  a  woman  who  made 
it  to  the  top  but  as  a  products  person  who  made  it  to  the 
top."  And  to  those  who  say  Bai'ad  is  too  tough,  others  caution 
against  apph'ing  a  double  standaixl  to  women  and  men  execs. 
"These  people  calling  her  abrasive,  have  they  met  Ted  Turn- 
er"? Have  they  met  Michael  Eisner'?"  asks  Geraldine  Lay- 
boiu-ne,  president  of  Disney/.ABC  Cable  Networks.  "Compai'ed 
to  most  CEOs,  she  is  not  abrasive.  But  maybe  compared  to 
their  wives  she  is." 


Away  from  work  in  her  sprawling  $4  million,  Mei 
ranean-style  Bel  Aii-  mansion,  Bai'ad  looks  tanned  and  i  - 
after  a  recent  spa  vacation.  Chatting  about  knocking  down 
house  next  door  to  plant  a  vegetable  patch,  Bai-ad  reflet- 
the  pros  and  cons  of  "ha\ing  it  all."  Her  success  has  tak. 
toll.  Her  tough  schedule  has  aggravated  health  prob 
and  she  is  so  allergic  to  various  foods  that  trips  to  tht 
pital,  colleagues  say,  are  not  uncommon.  Barad  winces 
she  talks  about  missed  birthdays,  school  plays,  and 
games.  Once,  she  confides,  when  her  second  son  Justii 
small,  he  told  Barad  he  feared  she  would  never  come 
fi-om  a  trip  she  was  about  to  take.  From  that  point,  I 
says,  she  has  never  missed  a  birthday. 
AT-HOME  DAD.  Her  cai'eer  might  not  have  happened  at  ai 
she  married  a  more  conventional  husband.  But  Tom  stt 
back  from  the  Hollywood  rat  race  when  the  boys  were  y 
choosing  assignments  that  didn't  require  much  travel, 
played  mom  and  dad  for  a  long  while,"  says  Barad. 
took  them  to  the  doctor  and  for  piano  lessons."  These  da.^ 
is  working  on  infomercials  and  a  featm'e  film.  Last  ye;i 
company  pulled  in  $691,000  from  Mattel  for  a  Barbie  s' 

Friends  say  the  Barads,  who  fii'st  spotted  each  other 
side  at  the  Beverly  Hills  Hotel  when  they  were  boi 
are  ideal  complements.  Tom  is  self-deprecating,  calm: 
reflective.  Jill,  on  the  other  hand,  is  "type  J,"  says  Ton 
paces  when  she  is  talking  on  the  phone  and  is  emotion; 
tense,  and  competitive — even  while  pla\ing  Scrabble  i 
cation.  "I  don't  think  I  have  sat  beliind  my  desk  for  10 
in  18  years,"  says  Barad. 

She  has  no  regi'ets  about  the  compromises  she  has  m;e 
balance  career  and  family.  "There  was  no  choice,"  shee 
"My  kids  are  the  most  important  tiling  in  my  life.  I  ci m 


a  Make  yourself  visible.  Be  very  vocal  and 
always  fight for  your  point  of  view  J  J 
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ine  life  without  them.  And  I  also  can't  imagine  my  life 
)ut  work." 

ns  Alex,  18,  and  Justin,  15,  have  long  since  learned  to 
their  mom's  high-profile  job  in  stride.  Alex  recently 
ed  at  a  Blockbuster  Video  store  and  plans  to  go  to  col- 
in  the  fall.  Justin,  who's  into  computer  progi'amming 
)laying  his  flute,  will  do  a  summer  stint  at  a  videogame- 
ra.re  company. 

r  all  the  Barads,  pop  culture  is  a  necessary  ingredient 
ily  living.  The  whole  family  reads  Teen  People  maga- 
Watching  er  and  The  X-Files  are  weekly  family  rituals. 
!  the  one  thing  that  relaxes  Jill,"  explains  Tom,  who 
3S  Jill  wouldn't  watch  so  much  TV.  "She  is  a  Food 
nel  addict.  It  is  on  around  the  clock."  When  she  travels, 
;aves  cnn  on  all  night. 

ese  days,  Barad  is  busy  remodeling.  The  centerpiece  of 


the  eclectic  house  is  a  six-foot-tall  Barbie  statue  on  the 
staircase.  A  painting  of  the  blonde  icon  by  Andy  Warhol  is 
in  the  living  room.  "To  me  and  the  boys,  [Barbie]  is  a  sym- 
bol of  watching  Jill  gi'ow  as  a  professional  woman,  watching 
her  prove  her  creativity,"  says  Tom. 

If  Barbie  is  the  Barads'  symbol  of  success,  then  sui'ely  Jill 
Barad  herself  is  an  equally  powerful  icon  for  corporate 
women.  She  broke  the  glass  ceiling — ^and  did  it  with  style 
and  panache.  She  has  thrived  in  a  man's  world  but  isn't 
afraid  to  say  "I  love  you"  to  her  staff.  In  a  remarkable 
career,  she  has  been  alDle  to  celebrate  both  her  femininity 
and  her  ambition.  It  seems  her  mother  was  right:  Bumble- 
bees shouldn't  be  able  to  fly.  But  they  do.  And  so  does 
Jill  Barad. 

By  Kathleen  Morris  in  El 
Segundo,  Calif. 


IF  YOU  CAN'T  BEAT  HER,  JOIN  HER 


n  the  early  1990s,  Bruce  L.  Stein 
was  Mattel's  Public  Enemy  No.  1. 
As  the  head  of  Hasbro's  Kenner 
•oducts,  Stein  launched  a  steady 
und  of  hits  based  on  blockbuster 
ovies  such  as  Jurassic  Park,  Ter- 
inator  2,  and  Batman,  each  one 
immeling  Mattel's  action-figure 
ferings.  "We  were  arch-competi- 
rs,"  says  Stein  of  then  Mattel 
esident  Jill  Barad. 
These  days,  though,  Stein  and 
irad  are  on  the  same  team.  FoOow- 
y  a  string  of  high-level  defections 
fore  she  took  over  as  ceo,  Barad 
eded  a  strong  No.  2.  So  she  ag- 
essively  went  after  Stein,  signing 
in  in  1996.  His  mandate  is  to  add 
3re  muscle  to  boys'  toys  while 
eping  the  Barbie  engine  fired  up. 
So  far.  Stein  has  won  kudos  for  in- 
p-ating  lyco  Toys  Inc.  into  Mattel 
;er  it  was  pui'chased  in  early  1997. 
lat  helped  fuel  last  year's  34%  jump 
earnings.  By  merging  toy  carmaker 
atchbox  and  Tyco  Radio  Control 
ys  into  the  same  lane  as  Mattel's 
it-growing  Hot  Wheels,  Stein  now 
ives  a  $600  million  boys'  toys 
siness.  And  by  putting  Mat 
's  mai'keting  punch  be- 
id  such  popular 
CO  toys  as  Sing  & 
ore  Ernie,  Stein 
Iped  triple  its  ii 
same  Street  busi-  ' 
ss  in  1997. 

Barad  and  Stein  are 
tisidered  two  of  the  best 
•ategists  in  the  industry.  Full  of 
ergy  and  ideas,  they  "are  like 
lie  and  female  counterparts  of 
ch  other,"  says  Judith  A.  Shack- 
ord,  who  was  a  boss  to  both  exec- 
ives  at  Mattel  in  the  mid-1980s, 
le  athletic  43-year-old  Stein  "is 


there  to  provide  the  creative 
spark,"  says  analyst  Joseph 
Kinnison  at  American  Express 
Advisors,  a  Mattel  shareholder. 
"Jill  had  been  that.  But  she  now 
has  other  duties." 

They've  also  long  been  in- 
tense rivals,  though  they've  of- 
ten had  to  work  closely  togeth- 
er. First,  early  in  his  career. 
Stein  was  an  account  represen- 
tative at  ad  agency  Ogilvy  & 
Mather  Worldwide  Inc. 
when  it  was  developing 
Barbie  commercials  for 
Barad.  Later,  for  two 
years  starting  in  1985, 
Stein  was  in  charge  of  Hot  Wheels 
before  leaving  for  Kenner  and  a  se- 
ries of  other  jobs.  Now,  Stein  is  glad 
to  be  back  at  Team  Mattel.  "It  is  a 
hungry  culture,"  he  says. 
MOVIE  MAVEN.  To  build  Mattel's  port- 
folio of  boys'  toys,  Stein  is  forging 
links  between  Mattel  and  major 
sports  leagues.  One  recent  coup: 
snatching  a  license  to  market  National 
Basketball  Assn.  toys  from  Hasbro. 

This  yeai-,  Mattel  will 
introduce  nba  action 
figures  and  boaixl 
games,  which  Stein 
predicts  will  hit  $300 
million  in  sales  within 
five  yeai's.  He's  tapping 


Stein  has  gone  from 
archrival  to  Barad's 
No.  2.  His  mission: 
Beef  up  boys'  toys 


SPORTS  FAN:  Stein  is  planning  NBA 
action  figures — and  a  WNBA  Barbie 

girls'  growing  interest  in  team  sports 
as  well.  Ready  to  ship  is  a  wnba  bas- 
ketball-[)laying  Barbie,  complete  with 
ball  and  hoop. 

Barad  is  also  counting  on  Stein's 
knack  for  basing  action  figures  on  hit 
movies.  While  Stein  was  raking  in 
profits  for  Kenner,  Mattel  was  losing 
money  on  such  misfii'es  as  Hook  and 
The  Last  Action  Hero.  And  Stein  is 
on  the  prowl  for  new  properties  for 
Mattel  to  acquire.  Sources  close  to 
the  company  say  he  may  try  to 
snatch  Marvel  Entertainment  Group. 
Stein  won't  comment,  but  one  source 
says  he  is  working  jointly  with  Sony 
Corp.  to  buy  out  the  comic-book 
maker. 

Wall  Street  is  clearly  pleased  with 
his  progress.  Mattel's  stock  has 
soared  since  he  signed  on  in  AugTist, 
1996.  Good  reason  for  Jill  Barad  to 
keep  this  ex-Public  Enemy  No.  1  on 
her  side  from  now  on. 

By  Kathleen  Morris 
in  El  Segundo,  Calif. 
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BY  GARY  WEISS  

THE  GLARING  CHINK 
IN  KNIGHT'S  IPO 

An  impending  $180  million  public  of- 
fering of  Knight/Trimai'k  Group  has 
all  the  eamnarks  of  a  hot  IPO.  Under- 
written by  BancAmerica  Robertson 
Stephens  and  other  classy  firms,  the 
deal  will  bring  public  the  holding  com- 
pany for  Knight  Securities  in  Jersey 
Citv,  N.J.  Han- 
A  RISING  STAR      dUng  almost  10% 
AMONG  BROKERS     of  trading  on  the 
NASDAQ  and  over- 
the-counter  mar- 
kets— twice  its 
market  share  a 
year  ago  (chart) — 
Knight  has  sup- 
planted Herzog, 
Heine,  Geduld  as 
the  NASDAQ  king 
in  just  the  past 
few  months.  It  is 
also  a  rising  star 
in  "third  mar*ket" 
trading  of  Hsted 
stocks. 

But  there's  a  time  bomb  in  the 
prospectus:  Knight  ceo  Kenneth  Pas- 
ternak is  in  hot  water  with  the  Secu- 
rities &  P]xchange  Commission — not 
from  anything  at  Knight,  but  because 
of  alleged  activities  of  subordinates  at 
his  former  employer,  Ti'oster  Singer,  a 
unit  of  Speai;  Leeds  &  Kellogg. 

Pasternak's  woes  stem  from  the 
SEC's  probe  of  alleged  collusion  among 
NASDAQ  market  makers.  According  to 
the  prospectus,  the  sec  staff  has  told 
Knight  that  it  intends  to  recommend  to 
the  agency  that  Pasternak  be  sus- 
pended for  six  months  and  assessed  a 
civil  penalty  of  $.50,000  for  "failure  to 
supei-\ise  with  respect  to  sevei-al  trans- 
actions of  other  traders  under  his  su- 
pervision at  Troster  Singer'."  Spear 
Leeds  was  one  of  24  firms  that  set- 
tled antitiust  chai-ges  with  the  Justice 
Dept.  in  July,  1996,  without  admitting 
wTongdoing,  but  the  SEc's  investiga- 
tion of  the  firnns  and  their  traders  has 
continued.  Knight  was  not  targeted  or 
charged  by  the  Justice  Dept. 

Pasternak,  who  was  at  Spear  Leeds 
from  1979  to  1994,  "intends  to  vigor- 
ously defend  himself  against  any 
charges  that  may  be  brought,  the 
prospectus  notes.  Pasternak  declined 
further  comment,  as  did  Carl  Hewitt, 


0«TA;  KNIGHT/TRIMARK  GROUP 


the  Spear  Leeds  general  counsel.  One 
person  close  to  the  investigation  notes 
that  the  recommended  six-month  sus- 
pension— a  severe  penalty — could 
merely  represent  a  hardball  bar-gaining 
position  by  the  SEC.  But  if  the  agency 
sticks  to  its  guns,  the  consequences 
could  hurt  Klnight.  Suspension  of 
Pasternak,  who  has  a  reputation  as  a 
cracker^jack  trader,  "w'ould  have  a  ma- 
terial adverse  effect  on  the  company's 
business,  financial  condition,  and  oper- 
ating results,"  says  the  prospectus. 

BANKAMERICA'S 
WONDERFUL  DEAL' 

When  the  $65  billion  merger  of 
BankAmerica  (bac)  and  Nations- 
Bank (nb)  was  announced  on  Apr.  1.3, 
Wall  Street  I'eacted  without  wild  en- 
thusiasm. It  is  strictly  a  stock  deal, 
with  both  banks'  shar*eholders  getting 
shares  in  a  new^  company.  No  big  pre- 
mium is  to  be  paid.  The  Big  Board- 
ti'aded  shares  of  both  banks  were  bid 
up  for  a  day  or  so,  only  to  fall  back 
toward  earth.  BankAmerica,  trading  at 
86i<;  the  day  before  the  merger  and  9r/f, 
after  the  announcement,  is  now  below 
85.  NationsBank  reacted  similarly. 

One  seasoned  investor  in  bank  stocks, 
Dale  Jacobs,  disagr-ees  with  the  Street's 
ho-hum  attitude.  Jacobs  runs  Financial 
Investors,  w'hich  operates  hedge  funds 
that  specialize  in  banks  and  other  fi- 
nancial outfits.  He  thinks  the  company 
to  be  fomned  from  the  merger  will  be  a 
big  gainer  And  not  just  in  size — al- 
though it  will  be  the  biggest  U.  S.  bank. 
"I  think  it's  a  wonderftjl  deal,"  says 
Jacobs.  "Yet  the 
HO-HUM  REACTION  stock  has  sold  off 
FROM  THE  STREET    di-amaticaUy,  and  I 

,^  ^   can't  tell  you  w\v." 

He  notes  that 
combining  the  two 

90     II  ■      banks  will  bring 

genuine  synergies 
and  cost  savings 
and  that  the  joint 
company  will  have 
a  great  manage- 
BANWMERiCA  ment  team  headed 
STOCK  PRICE  by  NationsBank 
CEO  Hugh  McColl. 
Jacobs  feels  that 
the  Street's  cooling 

DAT*  BLOOMBERG  FINANCAlMMKm  interest  COUW 

represent  a  stellar  buying  opportunity 
for  investors  who  couldn't  put  in  their 
buy  orders  when  the  deal  was  still  hot. 
Jacobs  would  play  the  merger  by 
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buying  BankAmerica  stock.  Once  t 
merger  goes  through,  its  shareholde 
exchange  theu'  stock,  at  about  a  or- 
for-one  ratio,  for  stock  in  the  new  bar 
He  notes  that  BankAmerica  ^' 
trades  at  a  price-eaniings  ratio, 
on  projected  earnings,  of  30%  bi 
the  average  for  the  Standard  &  P^ 
500-stock  index.  The  discount,  ii. 
view,  is  unjustified  by  the  comp;) 
gi'owth  prospects. 

Jacobs  feels  that  the  new  ^  

should  trade  at  the  mai'ket's  \)\-. 
ings  r-atio — 50%  higher  than  now  — 
institutions  catch  on. 

CHIPMAKERS  COUN 
ON  SYNOPSYS 

Computer-chip  makers  have  beei 
moving  target:  for  consumers, 
vestoi-s — and  suppliers.  Innovations 
constant,  a  fact  well-knowTi  at  Syn 
sys  (SNPS)  in  Mountain  View,  Calif 
supplies  software  to  chipmakers, 
its  NASDAQ-traded  stock  has  beei 
winner.  Spurred  by  higher-than- 
pected  earnings,  the  price  has  climl 
16%  so  far  this  year.  Is  it  time  to  t 
profits?  Not  a  chance,  says  Guy  Ell 
of  Juiika  &  Voyles,  which  manages 
billion  in  institu- 
tional holdings.         *  BOOST  FROV 
Elliffe   thinks      HOT  EARNINGS 
Synopsys'  growth 
is  only  beginning. 
For  one  thing,  he 
says,  the  compa- 
ny is  well-placed 
to    cash    in  on 
chips'  increasing 
complexity.  Its 
cHents  include 
Texas  Instru- 
ments   and  i,si 
Logic,  which  it 
has   hooked  by 
such  gizmos  as  its 
"PiimeTime  static 
timing  verification  and  sign-off'  t<| 
Synopsys  is  also  pioneering  softv 
for  makers  of  ultra-sophisticated  " 
tem-on-a-chip"  semiconductors,  w 
are  all  the  i-age  in  chipland. 

With  spanking-new  software  cor| 
down  the  pike,  earnings  are  on 
march.  The  company  reported  e 
ings  of  $25.5  million,  or  18a  a  shar( 
revenues  of  $170  million  in  the  quj 
ended  Mar.  31,  and  Elliffe  fore 
$1.90  in  the  year  ending  Sept.  30 
feels  the  stock,  now  at  about  41,  c 
hit  t'le  mid-.50s  in  a  vear  or  so. 
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Managing  Your  Euro  Evolution 

Introduction  of  the  European  single  currency  will  reduce  risk  and  simplify 
business  transactions.  But  the  transition  will  be  a  challenge. 

Bank  of  America  is  ready.  Our  integrated  global  banking  system  and 
worldwide  presence  make  us  one  of  the  only  major  banks  with  a  proven, 
superior  payments  platform  already  in  place.  Which  means  your  payments 
and  liquidity  management  can  run  smoothly  and  effectively. 

As  a  global  bank,  we  deliver  the  cash  management,  treasury,  and 
capital  raising  capabilities  your  business  will  require  through  the  transition  - 
and  beyond. 

That's  power  in  motion.  That's  Bank  of  America  in  motion. 


Bank  of  America 


www.bankamerica.com 


power  ,„ 

m  motion. 


As  commissions  fall  and  investors  crave  advice, 
the  discount  broker  bets  big  on  the  Web 


Quick.  WTiich  stock  peifoiTned  best  in  the  bull  mai-ket 
of  the  1990s:  Microsoft,  Intel  or  Charles  Schwab?  If 
you  picked  either  of  the  djTiamic  duo  of  high  tech, 
you  guessed  wrong.  Schwab  left  both  in  the  dast.  A 
dollar  invested  in  Microsoft  at  the  stait  of  1991 
grew  to  a  little  more  than  S15  by  the  end  of  1997; 
Intel,  a  little  less.  But  duinng  the  same  period,  a  dollar  put 
into  the  discount  brokerage  finn  blossomed  into  &39. 

The  rising  tide  of  a  bull  mai'ket  lifts  all  secuiities  films,  but 
no  fiiTn  rode  the  bull  Uke  Schwab.  Customer  accounts  more 
than  tripled,  customer  assets  swelled  tenfold,  revenues  jumped 
by  a  factor  of  six,  and  best  of  all,  net  income  rose  nearly  foui'- 
teenfold  (charts). 

But  1998  is  unfolding  as  a  different  storv*.  Competition 
fi'om  both  deep-discount  Internet  brokers  and  full-service 
investment  firms  is  keener  than  ever.  Commission  rates  are 
collapsing  while  expenses  are  surging. 

True,  judged  by  what's  coming  through  the  doors,  the 
Schwab  juggernaut  has  lost  none  of  its  momentum.  In  the 


first  quaiter,  358,000  new  accounts  were  opened,  bringii 
total  to  5  million,  and  customer  assets  climbed  S55  billion 
billion  of  which  is  new  money — and  now  is  over  S400 
But  here's  the  bottom  Une:  Revenue  growth  slowed  to  13' 
profit  gains  to  just  2^5.  The  stock,  now  at  35,  is  down 
than  20^(  ft-om  its  aU-time  high  of  44,  and  it's  the  only 
brokerage  stock  with  negative  returns  this  year. 

Over  the  past  two  years,  daily  trades  have  jumped  6 
85,400,  but  commissions  income  is  up  only  23%.  Now, 
missions  make  up  49%  of  revenues,  vs.  oi%  in  1995.  "W* 
build  a  business  on  trading  an\Tnore  because  that  ser\i< 
commodity,"  says  Susanne  D.  Lyons,  president  of  Sol 
Specialized  Investor  Services  unit. 
NO  PROTOTYPE.  Is  the  Schw-ab  era  about  to  end?  I 
sense,  yes.  The  old  Schwab  that  catered  to  the  inv 
who  knew  exactly  what  they  wanted  is  disappearing.  ^ 
emerging  is  Schw-ab  II,  shaped  by  the  explosive  growth 
temet  trading  and  the  mounting  demand  from  invest< 
help  and  advice  on  where  to  put  their  money. 
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ii  We're  going 
to  integrate 
the  Internet 
completely  into 
the  Schwab 
organization  n 

—  CHARLES  SCHWAB, 
Chairman  &  co-CEO 


3  Schwab  team  is  striving  to  build  a  brokerage  fii-m  for 
I  there  is  no  prototype.  "Schwab  has  got  to  become 
of  a  full-sei'vice  brol^erage  finn,"  says  David  S.  Pottiiiclt, 
resident,  co-CEO,  and  heir  apparent  to  Chairman  and 
0  Charles  R.  Schwab,  now  60.  "But  we're  not  going  to 
ne  another  Merrill  Lynch  or  Dean  Witter."  Schwab 
't  plan  to  spoon-feed  investments  to  its  customers.  But 
a  strategy  built  around  the  Internet,  the  company  aims 
ich  investors  to  feed  themselves.  "Our  mission,"  says 
ab,  "is  to  coach  people  on  investing." 
iwab's  full-sei-vice  competitors  point  out  that  investors  al- 
suffer  ii-om  too  much  information  and  too  little  time — and 
what  will  keep  people  coming  to  the  full-service  ftnns. 
need  help  in  sorting  out  the  infoiTnation  and  figiuing 
'hat  it  means  for  you,"  says  Jay  Mandelbaum,  senior 
resident  at  Salomon  Smith  Barney.  And  Jolin  L.  Steffens, 
lairman  of  Menill  Lynch  &  Co.,  ai-giies  that  wliile  the  bull 
;t  has  made  it  easy  for  investors  to  fend  for  themselves, 
will  seek  Menill's  advice  when  times  get  tougher.  Not 


that  business  is  bad  now.  Both  fimis  have  been  signing  up  cus- 
tomers at  the  rate  of  more  than  30,000  a  week. 

Schwab  is  banking  that  more  attention  and  service  will 
keep  customei-s  fi-om  bolting.  That's  what  often  happens  as  in- 
vestors age,  gi'ow  wealthier,  and  have  larger  and  more  com- 
plex portfolios.  The  average  age  of  a  Schwab  customer  is  47, 
vs.  57  for  the  full-service  fu'ms,  and  the  challenge  will  be  to 
keep  older  ones  in  the  fold.  Last  year,  35,000  accounts  left 
Schwab  for  full-service,  or  what  Pottnick  calls  "full-cost" 
ftmis.  Tine,  60,000  came  in  from  those  firms,  but  it  biu'ns  the 
competitive  Pottinck  to  lose  even  one.  That's  why  Schwab  de- 
veloped AdvisorSource,  a  network  of  425  independent  money 
managers.  Tliis  way,  clients  who  want  advisers  can  get  them, 
but  the  assets  remain  at  Schwab. 

For  the  take-charge  tyi^es,  Schwab  offers  enhanced  ser- 
vices. Those  who  make  at  least  four  trades  a  month  and 
maintain  $50,000  in  their  account  qualify  for-  the  Schwab  500 
Active  Ti'ader  service.  Two  monthly  trades  and  $25,000  get 
customers  into  Schwab  Select  service.  There's  no  trading 
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44  Schwab 
has  got  to 
become  more 
of  a  full-service 
brokerage 
firmly 

—  DAVID  POTTRUCI : 
•    President  &  co-CE 


Finance 


requirement  for  Priority  service,  just  $500,000  in  assets. 
Those  with  $1  million  get  the  Prioiity  Gold  treatment. 

With  these  services,  clients  don't  get  personal  brokers, 
but  each  is  assigned  to  a  small  team  in  one  of  several  national 
call  centers  with  which  he  or  she  can  plot  a  strategj'  for  a 
lai'ge  trade,  discuss  the  merits  of  an  investment  idea,  exercise 
stock  options,  or  get  a  refen-al  to  an  estate-planning  attorney. 
"Yoiu-  team  is  your  concierge,"  says  Lyons. 

  Increased  help  and  advice 

is  the  strategy  that  Schwab 
is  using  to  build  customer 
assets.  And  at  Schwab,  the 
key  to  profitability  is  gathering  those  assets,  not  trading 
them  frequently.  Schwab's  customer  representatives  are 
salaried,  not  commissioned,  and  incentive  bonuses  to  branch 
staff  are  paid  based  on  asset  growth  and  the  quality  of  the 
customer  service  provided. 

The  bigger  the  asset  base,  the  less  dependence  the  firni  will 
have  on  commissions  where  competition  is  cutthroat.  From 
the  asset  base,  the  fam  can  make  money  from  mai'gin  lending, 
customer  cash  balances,  and  mutual-fund  sei-vicing  fees. 

Schwab  insists  his  fii'm  can  remake  itself  without  getting 
swept  up  in  the  merger  mania  engulfing  the  brokerage  busi- 
ness. "I  have  no  interest  in  paiticipating  in  these  megamerg- 
ers,"  says  Schwab.  "What  for?  We  don't  need  anybody  else's 
capital,  and  we  don't  need  anybody  else's  technology,  and 
we  already  have  a  national  brand  name."  He  sold  Schwab  to 
BankAmerica  Corp.  in  the  early  1980s,  only  to  buy  it  back 
and  talve  it  public  in  1987.  He  does  not  rule  out  making  an  ac- 
quisition "if  it  would  enhance  customer  sei-vice." 

Schwab  says  the  fii-m  can  benefit  from  the  merger  wave 
without  becoming  part  of  it.  "Those  mergers  are  about  cost- 
cutting  and  balance  sheets  and 
capital,"  he  says.  "They're  not 
about  sei-ving  the  customers." 
The  founder's  opinion  counts 
plenty.  He  owns  20.2%  of  the 
stock,  worth  $1.9  billion.  An 
employee  stock  option  plan  has 
an  additional  8.6%.  Other  em- 
ployee holdings  bring  total  in- 
side ownershij)  to  around  40%. 

Schwab  II  is  a  far  ciy  from 
the  novel  idea  Chuck  Schwab 
had  when  he  started  the  fii-m 
in  the  depths  of  the  1970s  bear 


FIRST  QUARTER, 


market.  Investors  were  angiy  with  their  brokers,  who  ' 
not  only  handing  out  bad  advice  but  also  were  chargin. 
bandits.  Schwab  positioned  the  firni  as  the  un-broker.  Hi- 
was  to  give  top-notch  service  but  not  j^ush  products  oi'  i 
recommendations  on  which  stocks  to  buy.  That  worked 
during  the  1980s  as  the  bull  market  took  off.  Even  10  \. 
ago,  says  Pottruck,  nearly  all  of  Schwab's  new  custn: 
had  had  at  least  two  years  of  investing  experience. 
"WARM  CALLS."  But  in  the  1990s,  customers  arrivt^ 
Schwab's  doors  who  didn't  know  a  stock  from  a  bon( 
alone  a  mutual  fund.  Rather  than  turn  them  away,  Scl 
slowly  moved  into  the  advice  business,  plying  newcn 
with  asset-allocation  j^lamiers  and  investment  tool  kits,  ai 
feiing  them  a  select  list  of  outside  mutual  fimds  that  cou 
purchased  through  the  no-fee  OneSource  progi-am. 

Schwab  has  even  crossed  some  lines  into  what  was 
taboo.  It  now  has  proprietaiy  products  that  cany  the  Sc 
name,  like  a  series  of  asset-allocation  and  index  mutual 
But  here,  too,  Schwab  differentiates  its  product  fron 
house-brand  funds  at  full-sei-vice  firms:  Schwab  fimds 
lower  management  fees  and  levy  no  loads  or  sales  cha 
And,  unlike  most  other  brokerage  funds,  the  Schwab 
fimds  are  either  index  portfolios  or  fimds  that  invest  ir 
er  managers'  funds. 

Another  change  in  the  Schwab  culture:  Customers 
had  to  tell  a  Schwab  broker  "don't  call  me,  I'll  call  you." 
the  firm  makes  "warm  calls."  If  you  ask  for  an  accoui 
plication,  but  don't  fill  it  out,  you'll  get  a  phone  call  to 
you  have  questions  or  need  assistance.  Schwab  is  also  t( 
software  that  will  identify  accounts  where  activity  see 
have  stopped,  or  cash  has  built  up.  "That  could  be  a  sig 
investor  is  confused,"  says  Pottnick.  In  the  futui-e,  sud 

tomers  might  get  a  call  t 


if  he  or  she  wants  help. 

Then  there's  the  red-hc 
Fi'equent  trader  Joe  Par; 
dolo  of  Holmdel,  N.J., 
that  on  a  day  the  stock  n 
was  taking  a  dive,  one 
Schwab  500  team  reps  in 
his  wife  rouse  him  fro; 
sickbed.  "I  had  several 
dred  index  options  and 
collapsed  from  $15  to  $; 
day,"  says  Parascandolo 
owns  a  printing  business"! 
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RAND  MCNALLY,  PLEASE  STAND  BY  FOR  REVISION 

To  coax  the  world  to  give  up  its  last  hiding  pieces,  we  introduce  the  comple 
reinvented  Isuzu  Rodeo.  Beyond  its  boid  new  styling,  inside  and  out,  the 
is  equipped  with  a  5-link  suspension  and  a  more  powerful  205  he 
J''///  ;-  :  V6  engine  —  all  designed  to  let  you  blow  through  terra  incognita 
abiaz         a  roar    THE  NEW  1998  RODEO. 
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irecasts  by  First  Call 

data  on  coi-porate  in- 
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price    and  volume 

by  BigChails;  intei"views  with  executives  and  industiy 
s  from  Briefing.com;  and  news  stories  fi'om  Dow  Jones 
Schwab  now  delivers  Web  users  some  reports  for  free 
light  cost  a  few  dollars  if  ordered  by  mail  or  phone. 
;CESS.  Customers  in  the  Schwab  500  and  Priority  sei"- 
lave  access  to  their  own  Web  pages,  including  a  pow- 
orting  tool  called  Stock  Screener,  which  allows  users  to 
lown  stocks  according  to  a  myiiad  of  different  criteria 
s  stock-price  performance,  earnings  expectations,  mar- 
pitalization,  or  sectors  and  industries.  Other  perks  in- 
access  to  initial  public  offerings  and  online  intei-views 
op  executives  like  Intel  Corp.'s  Andrew  S.  Grove  and 
omputer  Coi-p.'s  Michael  S.  Dell, 
this  data  is  generated  elsewhere,  and  Schwab  collects 
livers  it.  One  thing  you  don't  get  from  Schwab  is  an  of- 
pinion  on  a  particulai'  company.  That's  the  stock-in-trade 
sei*vice  brokerage  ftrms,  and  verboten  at  Schwab, 
wab  is  beefing  up  its  advisory  services  for  mutual- 
ivestors,  who  hold  about  $131  billion  in  fluids  at  the 
jate  last  year,  Schwab  hired  Mark  W.  Riepe  from  in- 
snt  consultant  Ibbotson  Associates  to  head  up  the 
s  Schwab  Center  for  Investment  Research.  The  in- 

think  tank  tackles  such  questions  as  what  are  the 
0  follow  in  deciding  whether  to  sell  a  fimd  and  what 
IS  to  performance  after  funds  close  to  new  investors. 
)e  is  also  studying  such  questions  as  what's  the  impact 
ind  of  getting  tapped  for  the  Schwab  Mutual  Fund  Se- 
st.  Making  the  quarterly  list  can  lead  to  huge  inflows 
ivamp  a  fund  and  undercut  the  reason  for  which  it 
lected.  "Is  it  the  dollai'  value  of  the  assets  that  go  in,  or- 
lount  of  assets  relative  to  size  of  the  fund?"  asks 

"We're  still  trying  to  nail  that  one." 


4  4  We  have  the 
technology  and 
information  to 
open  up  the 
black  box  of 
investing^y 

—  SUSANNE  LYONS, 
President  of  Specialized 
Investor  Services 
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The  Select  List  iTms  about  90  fimds,  a  niLx  of  domestic  and 
international  equity,  asset  allocation,  and  bond  fimds.  Most, 
but  not  all,  ai"e  in  the  no-fee  OneSource  program.  The  ciuTent 
list  includes  offerings  from  rival  Fidelity  Investments  and 
even  has  several  Vanguard  index  fimds  that  compete  head-on 
with  Schwab  products.  Other  information  available  to  in- 
vestors includes  a  one-page  Mutual  Fund  Report  Card  on 
about  7,000  funds,  highlighting  performance,  risk,  ratings, 

and   expenses.    And  this   

month,  Schwab  will  intro- 
duce a  customized  one-page 
Mutual  Fund  Performance 
Snapshot  that  compai'es  all  the  funds  held  by  an  investor  with 
market  indexes  and  other  funds  in  the  same  peer  gToup. 

In  reshaping  the  company,  the  branches — now  274 — have 
been  r-evamped  in  look  and  in  mission.  Gone  are  the  teller-like 
counters  for  transactions,  rej^laced  with  desks  and  private  con- 
ference ai'eas  for  meeting  customers.  Call  the  local  branch, 
and  you  ai-e  switched  tlu-ough  to  one  of  five  national  call  centei-s 
where  much  branch-like  business  can  be  handled  by  an  auto- 
mated line  or  rep — a  trade,  a  request  for  a  prospectus,  or  a 
question  about  an  accoimt.  Customei*s  can  also  ask  to  talk  to  an 
individual  at  the  branch,  but  most  queries  never  go  that  far. 

That  fi-ees  up  time  for  branch  reps  to  discuss  with  in- 
vestore  such  topics  as  financial  planning,  mutual-fimd  selection, 
or  the  pros  and  cons  of  variable  annuities.  Over  the  last 
several  yeai's,  reps  have  been  replaced  or  retrained  as  the  job 
has  been  upgraded  from  order-taking  to  help  and  advice. 
Reps  are  also  encouraged  to  develop  a  specific  field  of  ex- 
pertise, like  retirement  planning,  fi>:ed-income  investing,  or  in- 
surance, which  Schwab  also  sells. 

Stocks,  bonds,  or  funds,  Schwab's  strategy  i-elies  on  moving 


ADVICE 


Written  and  online 
tools  to  help  investors 
set  up  asset  allocation 
plans  and  choose 
stocks  and  mutual 
funds.  Customers  can 
also  sit  down  with 
representatives  at 
branches  for  more 
personal  help. 


INTERNET 


Encourage  clients  to 
make  use  of 
schwab.com,  the 
company's  Web  site,  for 
advice,  research,  and 
account  semcing  as 
well  as  transactions. 
Offer  seminars  to 
familiarize  investors 
vdth  online  resources. 


SERVICE 


Offer  personalized 
services  to  customers 
depending  on  how 
frequently  they  trade 
or  by  the  amount  of 
assets  held  at  the 
company.  Assign 
higher-end  clients  to 
teams  of  semce 
representatives. 


REFERRALS 


Customers  who  want 
investment  advisers 
can  get  referrals  to 
Schwab-screened 
money  managers. 
Those  with  more 
complex  needs  like 
estate  planning  can 
also  get  leads  on 
outside  experts. 
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UThe 

challenge  is 

■ to  make  the 
branch  and  the 
fc^. ...  Web  a  seamlesj 


as  many  of  its  customers  as  it 
can  onto  the  Internet.  The  more 
they  go  online  for  routine  busi- 
ness— checking  balances,  re- 
questing quotes,  or  making- 
trades — the  less  the  staffing 
needs  at  service  centers  and 
branches.  On  that  score,  Schwab 
stalls  with  a  soHd  base:  lOVc  of 
customers  own  PCs,  and  50% 
have  Net  access.  About  29%  of 
total  accounts  are  online,  and 
300.000  of  the  500,000  new  cus- 
tomers who  joined  since  Januaiy 
are  also  online. 

PRIVATE  CLASS.  To  speed  the 
move  to  the  Web,  Schwab  is 
putting  Net-linked  pes  in  branch- 
es and  offeiing  training  sessions. 
One  branch  manager  even  gave 
an  in-home  session  to  a  customer 
who  wasn't  able  to  make  the 
classes.  The  company  has  also  in- 
creased Web-trading  capacity.  Aithur  V.  Shaw,  senior  vice- 
pi'esident  of  electronic  brokerage,  says  the  Web  system  has  al- 
ready experienced  several  days  when  online  trading  exceeded 
that  on  Oct.  27.  1997.  the  day  of  the  stock  mai'ket's  minicrash. 
It's  a  relevant  comparison:  Online  customers  of  Schwab  and 
others  complained  about  inability  to  gain  access  to  Web  sites 
or  execute  trades  that  day. 

Clients  remain  fi-ee  to  contact  Schwab  by  other  means.  One 
criticism  of  its  eai'lier  Web  senice,  e.Schwab.  was  that  all  con- 
tact had  to  be  online,  and  phone  calls  or  branch  \'isits  cost  ex- 
tra. That  senice  has  since  been  folded  into  Web  trading. 


experienced^ 

—  ARTHUR  SHA\' 
Senior  Vice-Presidei 
Electronic  Broker 


The  more  customers  migi'ate  to  the  Web,  the  less  pr^ 
the  company  will  face  on  brokerage  rates.  Schwab  - 
charge  for  Internet  trading — S29.95  for  trades  up  to 
shares  and  an  additional  Sc  a  share  after  that — is  expe 
by  Net  standards.  In  fact,  it's  six  times  higher  thai 
cheapest  online  discounters.  "Others  charge  less,  but  I 
trade  daily  or  even  weekly."  says  Schwab  customer 
Willis,  an  automotive  engineer  from  Frankenmuth, 
"The  breadth  of  the  infonnation  and  the  ability  to  tj 
someone  is  worth  a  few  dollars  more." 

Indeed,  for  millions  of  Schwab  cHents,  $29.95  is  still  fa 
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It  will  be  a  glorious  day  when  all  letters  receive  equal 
treatment,  whether  printed,  faxed,  copied,  or  scanned. 


e  standard  commission  rates.  Right  now,  purchasing 
res  of  $40  stock  would  cost  $103  in  commissions  in  a 
or  thi-ough  telephone  I'eps,  and  $93  if  ordered  thi'ough 
)ker  or  using  StreetSmart,  a  pre-Web  online  system, 
■uck  says  that  the  company  has  bitten  the  bullet  on 
sion  rates — and  shouldn't  need  to  go  any  lower.  If 
y,  the  rate  cut  spiured  usage.  Web  trades  now  account 
it  half  of  all  Schwab  trades,  vs.  37%  last  year.  Schwab 
r  the  largest  online  broker,  with  1.5  million  accounts 
h  of  the  daily  trading  and  67%  of  all  online  assets. 
!  BEHIND.  But  even  if  rates  hold  steady,  the  Web  is  a 
here  standing  pat  means  falling  behind.  In  the  first 
,  Schwab  ranked  7th  out  of  52  sites  by  Gomez  Advi- 
which  rates  Inter-net  brokerage  sites.  But  in  second- 
rankings,  Schwab  dropped  to  20th  out  of  69.  "New 
and  site  redesigns  have  raised  the  bar,"  says  Alexan- 
in  of  Gomez  Advisors.  What's  more,  the  fuller-service 
ters  like  Quick  &  Reilly  and  Fidelity  Brokerage  Ser- 
>w  eam  higher  ratings  than  Schwab  for  theii'  Internet 
,ge  sites. 

ab's  Web  service  earns  its  highest  ratings  on  "cus- 
;onfidence."  But  it  does  not  fare  as  well  in  "ease-of- 
id  that's  critical  if  the  company  is  going  to  get  more 
:o  use  it.  Webmeister  Shaw  takes  issue  with  the  crit- 
ince  schwab.com  is  by  far  the  Net's  most  active  bro- 
site.  "Part  of  (>ur  Web  experience  is,  if  you  have  a 
1,  you  can  get  service  and  support  right  away,"  says 
But  we're  always  tiying  to  improve  the  ease  of  use." 
1  planning  to  redesign  the  opening  pages  with  "clear- 
)mer  pathing"  to  the  services  they  want. 
Schwab  succeed  in  planting  a  new  sort  of  firm  in  a 
s  that's  polarizing  between  deep-discount  and  full- 
Daniel  0.  Leemon,  Schwab's  chief  strategy  officer,  ai"- 
lat  demogi-aphics  and  technology  will  help  make  it 
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happen.  Of  some  30  million  U.  S.  households  which  have  bro- 
kerage accounts,  says  Leemon,  about  12  million  are  "delega- 
tors" — those  who  want  to  offload  the  investment  chores  to 
others — and  3  million  ai-e  largely  self-directed.  But  in  the  mid- 
dle are  15  million  households,  what  Leemon  calls  the  "val- 
idators," these  are  people  who  know  what  they  want,  but  at 
times  need  some  information  oi-  advice  to  confii-m  it. 

Validators  usually  turn  to  full-service  firms  to  get  that 
support.  But  Leemon  thinks 
Schwab  can  win  over  some 
of  the  validators'  business 
with  the  right  mix  of  infor- 
mation, advice,  and  technology,  and  says  extensive  customer 
research  bears  tliis  out.  "Wliere  we're  going,"  he  says,  "is  the 
direction  in  which  our  customers  are  leading  us." 

Certainly,  Schwab  has  ample  I'esom'ces  with  which  to  pur- 
sue its  new  strategy:  a  strong  foothold  on  the  Net,  a  young- 
customer  base,  a  branch  network,  and  high  brand-name 
recognition.  It  also  plans  to  boost  its  ad  budget  by  more 
than  20%,  to  over  $100  million  tliis  year,  and  recently  liii'ed  a 
new  agency  to  promote  retail  brokerage.  And  it  spends  about 
13%'  of  revenues  on  teclmology.  But  the  competition's  getting 
keener,  too,  and  not  just  from  the  big  Wall  Street  firms. 
Privately  held  Fidelity  Brokerage  Services  competes  for  the 
same  customers  as  Schwab.  And  a  few  livals  recently  hooked 
up  with  deeper-pocketed  parents:  Quick  &  Reilly  with  Fleet 
Financial,  and  Jack  White  &  Co.  with  the  Waterhouse  In- 
vestors Services  division  of  the  Toronto  Dominion  Bank. 

Chuck  Schwab  believes  he  can  harness  the  power  of  the 
Net  to  create  a  finn  that  delivers  the  Idnd  of  advice  and  ser- 
vices investors  want.  Considering  his  record  as  an  innovator 
and  judge  of  what  investors  really  need,  it  would  be  foolish  to 
bet  against  him. 

By  Jeffrey  M.  Ladermaii  in  San  Francisco 
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ONLINE  BROKERS: 

DO  YOU  GET  WHAT  YOU  PAY  FOR? 


Those  TV 
commercials 
and  print  ads 
for  Internet  stockbro- 
kers are  enough  to 
make  a  bargain-minded 
investor  do  a  double- 
take.  Stock  trades  foi 
$7!  No  commission  foi 
trades  of  more  than 
1,000   shares   of  any 

NASDAQ    stock!  Wow. 

where  do  I  sign  up? 

Before  you  iire  your 
previous  broker,  you 
might  ask  a  few  ques 
tions:  Can  I  really  get 
good  service  for  less 
than  my  stockbroker 
spends  on  cigai's?  Tlie 
answer:  It  depends.  If 
you're  a  savvy  in- 
vestor who  chooses 
your    own  stocks, 
bonds,  and  mutual 
funds,  then  switch- 
ing to  an  E -broker 
can  generate 
tremendous  savings 
over  what  you've 
been  paying  a  tra- 
ditional discounter, 
let  alone  one  of  the 
big   Wall  Street 
firms  that  prefer 
to  deal  face  to 
face.  As  brokers 
work  hard  to  ex- 
]3and  their  online 
product  lines, 
odds  are  you'll 
get  even  more 
for  your  money. 
While  online 
brokers  once  dealt 
stocks  and   a  few 


only  in 
mutual 


fimds,  established  discounters, 
including  the  likes  of  Charles 
Schwab,  Quick  &  Reilly,  and 
Jack  White  have  since  signifi- 
cantly broadened  their  online 
offerings  to  include  bonds, 
American  Depositary  Re- 
ceipts, options,  and  even  initial 
public  offerings. 


But  online  trading  isn't  for 
evei-yone,  particularly  anyone 
who  enjoys  the  hand-holding 
a  pro  can  pro- 
vide. Even  if 
you  do  sign 
on  with  a  cyberbroker,  be 
prepared  to  suffer  through 
glitches  and  growing  pains. 
Behind  the  brokers'  cheap 
commissions  are  plenty  of 


INVESTING 


hidden  fees,  periodic  service 
outages,  spotty  phone  sup- 
port, and,  in  some  cases, 

  clunky  sites 

that  make  it 
difficult  to 
confimi  if,  when,  and  at  what 
price  a  trade  went  thi'ough. 

If  you're  a  bargain-lover 
like  me — my  wife,  Lisa,  and  I 
have    online    accounts  at 


Ameritrade 
Schwab — those  ai' 
ceptable  trade-off^ 
commissions  that 
fallen  by  half  ovei 
past  year  and  nov 
erage  about  $16.  1: 
try  insiders  say  a 
costs  an  online  hi 
about  $5,  leaving  pi 
of  room  for  profit.\ 
like   their  tradit 
brethren,  E-bi^ 
earn  another  $5 

on  some  NASDAl,; 

trades  from  "pa\ 
for  order  flow"- 
gal  kickback  for 
ing  youi'  transaci 
a  market  makei 
the  average  onli. 
vestor  tends  tow 
risk-taker,  sonir 
kers  supplemeiii 
income  with  i 
ending   at  ;i 
markup.  For 
less   than  -"^ 
Quick   &  l; 
margin  rate  i 
percentage 
above   the  I 
mark  broke 
rate,  which 
rently  7.25^ 
even  here, 
are  bargains 
ner.FarSight 
is  a  half-poi 
low  call. 

To  keep 
down,  a  nur 
cut-rate  cyt 
charge  ext 
customer  service  that 
brokers  used  to  provii 
courtesy.   If  you  wit 
transfer  a  foreign  scu 
into  your  account  at3 
Barnes  Investment's  ]3l 
vestor  serace,  that'll  est 
$75.  When  I  mislaid  a| 
of  trade  confirmatio 
last  Januaiy  while  pr 
my  taxes,  I  called  Amlti 


f 

mi 
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Ip.  My  old  $35- 
e  discount  bro- 
it  Waterhouse 
always  willing 
k  up  the  miss- 
lata  while  1 
1.  But  Ameri- 
s  service  rep 
le  it  had  a  $60- 
ir  reseai'ch  fee, 
$5  for  every 

slip  I  want 
i  to  me. 
iel  Anderson, 
lent  of  Ameri- 

says  the  fa-m 
-ovide  one  con- 
;ion  for  free, 
^ven  oui'  focus 
ng  efficient,  to 
to  stop  to  pull 
somebody's 
r  d  s  —  we'll 
i  for  that." 
;  moral:  In- 
about  a  fii-m's 
ihedule,  which 
sually  be  un- 
3d  from  deep 
I  its  Web  site, 
ed  up  digging 

old  confirma- 
out  of  my  own 


m  m  1  s  s  1  0  n  s 

full-service 
rs  have  justi- 
leir  steep  fees 
st  for  theii'  ad- 
but  also  for 

ability  to 
trades  of 
cap  stocks  by 
g  a  market 
•  willing  to  buy 
11  a  stock  be- 
i  the  bid-ask 
d.  Savings  on 
rades,  they  ai- 
could  more 
ustify  the  dif- 
!e  in  commis- 

No  more, 
atory  reforms 
mproved  the  odds  that 
get  just  as  good  an  ex- 
n  through  an  E-bro- 
3r  any  other  dis- 
;r — as  through  a 
rvice  firm  like  Merrill 
.  Already,  spreads  on 
Q  stocks  have  fallen  by 
jrage  of  30%  over  the 
i  months.  The  prospect 
;hift  in  coming  years 
fractional  to  decimal- 


The  Lowdown  on  Trading  Online 


BROKER/INTERNET 
(HTTP://)  /PHONE 

COMMISSION* 
MUTUAL  FUNOS/FEE** 

COMMENTS 

AMERITRADE 

www.ameritrade.com 
800  669-3900 

$8 

7,000/10-18 

Dirt-cheap  commissions, 
but  next  to  no  research. 

BROKERAGE  DIRECT 

www.discoverbrokerage.com 
800  347-2683 

$14.95-19.95 
3,50040-25 

Slick  site  can  be  customized. 
Sophisticated  charting  and 
real-time  data. 

CHARLES  SCHWAB 

www.schwab.com 
800  435-4000 

$29.95-89.95 
1,50040-35 

If  Web  is  down,  backup  service 
includes  24-hour  brokers,  branches, 
and  phone  help.  Big  customers 
get  IPOs  from  Salomon  Smith  Barney. 

DUDIRECT 

www.dljdirect.com 

OAA  OOC  C700 

oOO  825-0 /Zo 

$20-60 
6,00040-35 

A  $100,000  account  gives  you 
access  to  DLJ  research  and  IPO's. 

E*TRADE 

www.etrade.com 

OAA  HOC  OC^C 

800  /8b-25/o 

$14.95-19.95 
3,50040-24.95 

Research  from  Briefing.com  and 
BancAmerica  Robertson  Stephens. 

JACK  WHITE 

www.jackwhiteco.com 

OAA  0  1  0000 

800  lib-Z6oo 

$25 
6,70040-24 

Broad  product  menu  includes  innova- 
tive matching  service,  albeit  only 
for  San  Diego  companies  at  this  time. 

LINDNER.FARSIGHT 

www.lindnerfunds.com 

OAA  OOA  7/100 

800  830-/483 

$7 

6,50040-7 

Cheapest  commissions,  low  margin 
rates.  Beware  the  exit  fee  for  IRAs. 
Lets  you  pay  your  bills  online. 

NET  INVESTOR 

www.netinvestor.com 

OAA  COO  /lOCA 

800  038-4250 

$19.95-49.95 
3,000435-60 

Sophisticated  account  data.  Easy 
access  to  live  brokers,  but  hidden 
tees  can  add  up. 

QUICK  &  REILLY 

www.quick-reilly.com 
800  837-7220 

$14.95-19.95 
2,60040-25 

Strong  research.  Broad  menu 
includes  ADRs,  junk  bonds,  and 
options. 

SURETRADE 

www.suretrade.com 
212  566-2031 

$7.95 

2,60040-25 

Quick  &  Reilly's  deep-discount  sibling 
requires  no  minimum  balance,  offers 
free  IRAs. 

WEB  STREET  SECURITIES 

www.webstreetsecurities.com 
800  932-8723 

$14.95 
3,800425 

For  $50  a  month  you  get  nasdaq  quotes 
showing  tick-by-tick  prices  and  pending 
orders  from  market  makers.  No  fee  on 
NASDAQ  trades  of  1,000  shares  or  more. 

WATERHOUSE 

www.waterhouse.com 
800  555-3875 

$12 
6,600-1-40-25 

A  lot  of  service  and  few  hidden  fees, 
but  $45  commission  for  phone 
orders  is  steep. 

*Some  firms  advertising  flat  commissions  still  assess  an  extra  charge  for  trades  over  1,000  or  5,000  shares. 
**Transaction  fee  in  addition  to  any  loads.  Some  brokers  charge  no  transaction  fee  for  certain  funds,  although  their  manage 
ment  fees  may  be  higher  to  compensate. 


based  price  quotes  could  cut 
costs  even  fiulher. 

Thanks  to  the  reforms, 
trading  experts  now  say  that 
any  investor  who  places  a 
"limit  order"  specifying  a  set 
price  between  the  bid-ask 
spi-ead  is  far  more  likely  to 
have  it  filled.  "As  long  as 
you're  able  to  enter  a  limit 
order,  it  shouldn't  matter 
whether  you  trade  through 


an  online  or  a  full-sei"vice  bro- 
ker," says  University  of 
Chicago  Visiting  Associate 
Professor  Paul  Sdiultz,  whose 
research  led  to  many  of  the 
NASDAQ  reforms. 

But  vdth  customer  rolls 
gi-owing  so  rapidly,  E-brokers 
admit  it's  hard  to  stay  ahead 
of  demand.  Ameritrade  at- 
tracted 73,000  new  customers 
in  the  first  quarter  alone. 


Says  President  An- 
derson: "It's  all  I  can 
do  to  write  pui'chase 
orders  for  enough 
new  servers."  Still, 
online  trading  can  be 
a  risky  proposition 
for  options  fans  and 
anyone  else  needing 
100%  reliability. 
"The  online  industry 
has  been  cursed 
with  success,"  says 
consultant  Julio 
Gomez,  whose 
Gomez  Advisors 
(http://w  WW.  score 
card.com)  rates  on- 
line brokers.  Gomez' 
cuiTent  top  tlu-ee  fa- 
vorites: DLjDirect, 
E*Ti-ade,  and  Wa- 
terhouse. 

Indeed,  E-brokers 
fall  short  on  reliabil- 
ity. Despite  their 
claims  that  you  can 
trade  around-the- 
clock  and  from  any- 
where, most  online 
brokers  have  been 
unable  to  keep  up 
with  demand  on 
volatile  days  like  last 
Oct.  27,  when  the 
Dow  Jones  industrial 
average  plummeted 
554  points  and  trad- 
ing volume  on  the 
New  York  Stock 
Exchange  exploded. 
While  E*Trade, 
Schwab,  and  other 
brokers  claim  they 
were  able  to  pr-ocess 
eveiy  order  that  got 
through,  they  con- 
cede that  thousands 
of  customers  couldn't 
get  through — they 
were  unable  to  log 
on  or  even  get 
someone  to  answer 
the  phone.  The  out- 
ages persist:  Schwab  was 
down  for  as  long  as  four 
hours  on  Apr  20,  and  Fideli- 
ty Investment's  online  sys- 
tem failed  briefly  after  the 
Dow  broke  9,000  for  the  fii-st 
time  on  Apr  3. 

Most  lai'ge  brokers  have  re- 
sponded to  these  glitches  by 
di'amatically  boosting  their 
ability  to  handle  new  business. 
Ameritrade  has  tripled  its  ca- 
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pac'ity  recently,  and  some,  in- 
clufling  Discover  Direct  and 
E*Ti'ade,  are  installing  "fault- 
tolerant"  systems  that  ai'e  bet- 
ter eciuipped  to  juggle  demiind 
if  a  single  sei^ver  fails.  Water- 
house  has  gone  one  step  ftu'- 
ther.  It  disconnects  visitors  to 
its  Web  site  after  10  minutes 
of  inactivity,  freeing  up  the 
site  for  other  customers. 

For  all  its  gTovving  pains, 
Internet  trading  is  likely  to 
be  the  wave  of  the  futm-e.  Al- 
ready, E -brokers  are  working 
feverishly  to  steal  as  many  of 
the  full-service  brokers'  re- 
maining advantages  as  possi- 
ble. DuDirect,  Schwab,  and 


E'Ti-ade  have  started  letting 
selected  big  customers  in  on 
initial  public  offerings  that 
were  once  accessible  only 
through  full-service  brokers. 
E*Ti-ade  says  it  will  soon  roll 
out  electronic  biU  payment  and 
debit  cai'ds — a  move  that  may 
be  intended  to  strengthen  fi- 
nancial ties  to  customers  and 
dissuade  them  fi'om  bolting  for 
a  cheaper  commission. 

The  next  frontier  is  Wall 
Street's  most  cherished  pos- 
session— its  original  research 
on  stocks  and  other  instru- 
ments. E*Ti"ade  has  begun 
providing,  on  a  limited  ba- 
sis,  some   research  from 


BancAmerica  Robertson 
Stephens,  and  Dudirect  cus- 
tomers with  large  accounts 
can  get  proprietary  dlj  re- 
search previously  reserved 
for  full-service  clients — for  a 
fee. 

24-HOUR  MATCHING.  E -bro- 
kerage executives  boldly  pre- 
dict that  in  the  futm-e  they'll 
keep  revolutionizing  trad- 
ing— slowly  cutting  out  not 
just  traditional  brokers  but 
market  makers  and  other 
middlemen  with  automated 
matching  services  that  oper- 
ate around  the  clock.  "A  ma- 
jor transition  is  under  way," 
says  Jack  White,  founder  of 


the  online  brokerage  fin 
the  same  name.  Last 
Jack  White  launched  a 
vice  that  lets  prospec 
buyers  and  sellers  of  sh 
in  small  companies  an 
San    Diego — the  brol 
headquarters — name 
price  they'll  accept.  Or 
day,    the    firm's  soft 
sweeps  thi'ough  and  exe 
matches  for  a  mere  $5, 
ing  both  parties  money, 
en  the  investing  public's 
affair  with  online  tra 
such  innovations  are  th 
ening  to  turn  full-se 
brokers  into  a  thing  o 
past.  Dean  j 
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E-TRADERS' 
STOCKS  ARE 
A  GOOD  BET 

Given  the  popularity 
of  online  trading  and 
the  astounding 
runup  in  Internet 

stocks,  you  might  have 
expected  shares  of  online 
brokers  to  have  doubled  or 
tripled  this  year.  But  the 


Schwab,  by  far  the  largest 
online  broker  is  down  17% 
through  May  11. 

Wliy  the  retreat?  Fierce 
competition  and  rampant 
price-cutting  ai*e  scaring  in- 
vestors off.  But  this  could  ac- 
tually be  a  good  time  to  buy. 
The  price-cutting  may  be 
waning,  and  online  broker- 
ages still  have  huge  profit 
potential.  In  fact,  Internet 
stock  ti-ading  is  booining. 
The  nmnber  of  online  ac- 
counts more  than  doubled 
last  yeai*,  to  over  3  million. 
FoiTester  Reseai'ch.  a  Cam- 
bridge (Mass.)  teclmologj'  re- 


telephone.  The  nimiber  of  E- 
brokers  gi-ew  to  70  from 
roughly  30  in  the  past  yeai'. 
But  the  average  commission 
at  the  top  10  brokers  fell 
from  $53  in  the  fu'st  quaiter 
of  19%  to  $16  by  the  fomth 
quaiter  of  1997,  says  Piper 
Jaffray. 

Now^  commissions  are  sta- 
bilizing, at  least  among  the 
top  discoimt  brokers.  As  the 
price  wai"  wanes,  the  empha- 
sis is  on  strengthening 
brands — the  strong  suit  of 
the  big-name  online  brokers. 
"This  is  a  marketing  game," 
savs  James  Mai'ks,  who  cov- 


gets  a  "hold"  because  of  i 
high  valuation  relative 
gi'owth  (table),  even  thoi 
it's  'In  by  fai"  the  stronge 
position,"  says  Marks. 

Bill  Burnham,  who 
E-commeree  for  Piper 
Jafft'ay,  also  thinks  bran 
loyalty  is  the  driving  fo: 
"If  you  believe  in  the 
teiTO  trend,  I  recommer 
basket  play" — buying 
three,  on  the  theoiy  th( 
gain  equally  from  the 
to  Web  transactions.  Cc 
pared  with  other  Interi 
plays,  the  stocks  are 
credibly  I'easonable,"  B 


The  Market  for  Online  Brokers 


COMPANY 

STOCK 
PRICE* 

P-E 

RATIO** 

COMMENT 

AMERITRADE 

(AMTD) 

$31 

506 

$8  trades  and  huge  ad  camps 
doubled  accounts  in  six  men 

tnRADE 
(EGRP) 

23.75 

38 

Online  pioneer  is  expanding 
services,  not  dropping  prices 

CHARLES  SCHWAB 

(SCH) 

34.69 

28 

The  biggest  online  broker,  bi 
that's  just  half  of  its  busines 

'  May  1 1  ''Estimated  1998  earnings  DATA:  s&P  COMSTOCK,  BLOOMBERG  Financial  markets,  busines 


stocks  of  the  few  publicly 
traded  online  brokers  are  all 
well  below  their  1997  highs. 
E*Trade  Group,  the  No.  2 
onhne  brokerage,  is  up  only 
3%  this  year  Ameritrade 
Holding  spent  $34  million  in 
the  past  two  quarters  on 
advertising  that  helped  dou- 
ble its  accounts — but  its 
stock  is  up  onlj'  67f .  Charles 


seLii'i  ii  tinn,  predicts  14.4  mil- 
lion accounts  by  2002. 

Online  competition  is  cut- 
thi'oat  because  this  form  of 
trading  is  cheap  to  offer. 
Electronic  brokers  have  used 
the  savings  they  generate  to 
keep  commissions  low  and 
gi'ab  business  from  conven- 
tional brokers  who  still  oper- 
ate face-to-face  or  over  the 


ei-s  all  thi-ee  electronic  bro- 
kerage stocks  for  Ci'edit 
Suisse  Fii'st  Boston.  He 
rates  Aineritrade  a  strong 
buy,  largely  because  of  its 
high  rate  of  accoimt  gi-ovrth. 
E*Trade  gets  a  lesser  "buy" 
rating  because  it  "strayed 
fi-om  what  made  it  success- 
ful" by  not  promoting  its  low 
price  enough.  And  Schwab 


ham  says,  with  forwar 
price-earnings  ratios  ir 
mid  30s. 

One  thing  to  consid 
This  trio  is  apt  to  dro] 
if  the  stock  market  fa 
But  with  the  Internet 
coming  the  tool  of  cho 
for  do-it-yourself  inve; 
E-brokers  are  a  good 
term  bet.  Amey 
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ly  contrarian  in  the 
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In  one  recent  week, 
•  offerings  hit  the 
including  business 
Seller  Financial  and 
r  Ziff-Davis.  The  11 
1.2  billion,  nearly  25% 
)8.9  biUion  raised  so 
y^ear,  according  to  Re- 
;e  Capital,  a  money 
'  in  Greenwich,  Conn, 
lount  is  still  behind 
r's  pace,  but  a  long 
leals — including  ad- 
^  agency  Young  & 
1  and  oil  giant  Cono- 
continue  to  rivet  in- 
attention. 


STAR  SPOTTING 
AMONG  FALLEN  IPOs 


You  should  be  wary  of 
purchasing  iPOs  because  at 
the  outset,  they're  usually 
more  for  traders 
than  long-term 
investors.  "The  price  of  any 
IPO  stock  always  comes  down 
on  the  next  trading  day," 
says  Calvin  Lui,  a  West 
Bloomfield  (Mich.)  investor 
who  bought  Ziff-Davis  and 
modem  maker  Broadcom,  an- 
other recent  issue,  when  they 


came  out.  He  has  since  sold 
both.  "The  prices  of  iPOs  are 
so  inflated  that  it  is  not 
worth  keeping 
them  overnight," 
Lui  contends. 

Shah's  statistics  on  3,100 
iPf)s  over  the  past  foui"  years 
tend  to  back  this  up.  The 
problem  with  ipos  is  that  the 
earnings  of  60%  of  them  dis- 
appoint investors  by  their 
third  quarter  as  public  com- 


panies. Shah  says. 
Wlien  that  happens, 
fast-money,  "mo- 
mentum" investors 
diunp  the  stock,  and 
analysts  turn  their 
gaze  elsewhere.  Ab- 
sent attention  ft'om 
the  pros  and  liquid- 
ity, a  new  issue  can 
often  sink  below  the 
value  of  its  under- 
lying business. 
Solomon  learned 
just  that  lesson 
with  EarthShell,  a 
maker  of  biodegi'ad- 
able  packaging  that 
he  purchased  at  the 
Mar  24  offering  for 
$21  a  share.  He  still 
owns  it — but  it's 
$12  now.  EarthShell 
declined  amid  disap- 
pointment over  its 
prospects  fi'om  prof- 
iting anytime  soon 
on  sandwich  con- 
tainers for  McDon- 
ald's. Still,  Solomon 
isn't  giving  up  hope. 
He  intends  to  sell 
the  stock  to  record 
a  loss  for  tax  pur- 
poses, but  plans  to 
repurchase  it  31 
days  later. 
STOCK-PICKER.  Just 
because  an  ipo  has 
plunged  doesn't 
mean  it's  a  scream- 
in  bargain.  Robert 
Xatale,  co-manager 
of  the  Bear  Steams 
-0,1  .>lars  Fund,  has  studied 
the  new-issues  market  care- 
fully and  found  that  the 
worst-peiforming  new  issues 
usually  continue  to  undeiper- 
form.  "You  really  need  to  be 
a  stock-picker  to  do  this,"  he 
warns.  "Tlii'owing  darts  won't 
work." 

To  see  if  we  could  zero  in 
on  some  discounted  ipos  with 
potential,  we  tui'ned  to  Stan- 
dard &  Poor's  (like  business 
WEEK,  a  unit  of  The  McGraw- 
Hill  Companies)  to  review 
last  year's  374  new  stock  is- 
sues. From  there,  we  win- 
nowed out  smaller  stocks  that 
went  public  at  prices  lower 
than  $10,  along  with  any  that 
now  trade  at  less  than  $5. 
We  excluded  cheaper  ipos  be- 
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The  problem  is  that  60%  of  initial  public  offerings 
disappoint  investors  by  their  third  quarter 


cause  they  tend  to  be  under- 
written by  smaller  invest- 
ment banks  and  don't  gener- 
ate much  of  a  following 
among  investors  and  analysts. 
We  also  excluded  stocks  that 
weren't  trading  at  least  10% 
below  their  initial  offering 
prices. 


earnings  are  growing,  and  it 
continues  to  have  a  wide  fol- 
lowing on  Wall  Street,  with 
five  analysts  covering  the 
stock. 

Children's  Place,  a  New 
Jersey-based  retailer  of  kids' 
clothing,  saw  gi'oss  margins 
naiTow  in  the  fiscal  year  end- 


New  Stocks  that  Faltered  in  1997 
— ^And  Why  They  May  Come  Back 


COMPANY 

IPO 
PRICE 

RECENT 
PRICE* 

1998 
EARNINGS 
PER  SHARE" 

1999 
EARNINGS 
PER  SHARE** 

BOX  HILL  SYSTEMS 
(BXH) 

$15 

$9.63 

0.63 

0.84 

CHILSREK-S  PLACE 
RETAIL  STORES  (PLCE) 

14 

10.00 

0.46 

0.60 

POSrFROU  FIBER 
SYSTEMS  (PFSCF) 

11 

6.25 

-0.06 

0.10 

RAMCQ  ENER6Y 
(RCO) 

17 

11.13 

0.11 

0.26 

*May  11  '*  Estimated 

DATA  STANDARD  &  POOR'S.  MORNINGSTAR  INC. 

That  left  us  with  .51  issues. 
We  poured  those  into  Mom- 
ingstar's  StockTools  software 
to  screen  for  companies  with 
market  values  of  at  least 
$100  million  and  which  ana- 
lysts expect  to  repoil  a  prof- 
it next  year.  Only  four  com- 
panies made  the  cut  (table): 
Box  Hill  Systems,  Children's 
Place  Retail  Stores,  Positron 
Fiber  Systems,  and  Ramco 
p]nerg\'. 

STIFF  COMPETITION.  Ai  e  the 

four  worth 
buying  now".' 
Perhaps,  but 
each  company 
suffers  from 
flaws.  Box  Hill, 
for  instance, 
must  compete 
against  the 
likes  of  Com- 
paq Computer, 
Hewlett- 
Packard,  and 
Sun  Microsys- 
tems. On  the 
other  hand,  its 
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ed  Jan.  81 
as  it  slashed 
prices  to  deal' 
inventories.  Re- 
versing that  prac- 
tice as  the  chain 
expands  will  be  a 
key  to  the  stock's  revival.  In 
fact,  the  chain's  same-store 
sales  were  up  7%  in  the  latest 
quarter  ended  May  2,  vs.  5%- 
the  year  before,  a  sign  that 
the  worst  may  be  over. 

The  news  is  less  encour- 


aging for  Positron,  a  manu- 
facturer of  telecom  gear  in 
Montreal,  which  has  been 
suffering  from  delays  in  test- 
ing and  launching  a  new 
product.  Meanwhile,  Ramco 
Energy,  a  British  developer 
of  oil  and  gas  fields  in  east- 
ern Europe  and  the  former 
Soviet  Union,  suspended  its 
dividend  in  April. 

Analyst  Shah  is  also  ex- 
tremely picky.  He  has  rec- 
ommended just  61  of  the 
more  than  3,900  companies 
that  have  gone  public  since 
January,  1994.  But  his  firm's 
recommendations,  which 
have  included  Estee  Lauder 
and  Sabre  Group,  have 
racked  up  an  annual  average 
return  of  42%  through  Mar. 
31.  Right  now,  Shah  counsels 
shunning  biotechnology  ipos: 
"Virtually  every  biotech 
*A  company 
^  has  disap- 
pointed in- 
vestors." 
Just  the 
same,  one  ad- 
vantage buyers 
of  discounted  ipos  enjoy 
is  that  the  companies,  once 
they  have  gone  public,  are 
obliged  to  disclose  much 
more  information  than  they 
do  in  their  prospectuses.  For 
example.  Children's  Place 
must  now  report  its  finan- 
cials  at  least  every  quarter, 
giving  investors  a  window 
into  signs  of  improvements 
in  the  chain. 


m 


f( 


If  digging  around 
Street's  castoffs  on  your 
isn't  for  you,  a  new- 
fund,  IPO  Plus  Afterm; 
will  do  the  screening  foi 
Sponsored  by  Renaisi 
Capital,  the  no-load  fun( 
476-3863,  $2,500  mini 
has  climbed  12%  sine 
February  debut.  It  ai 
invest  in  ipos  when  tl 
offered  and  as  values 
op   later   on.  The 
biggest  holdings  inclu 
Commercial  (the 
Coldwell  Banker  real 
group);  inutual-fund  dis 
tor  Waddell  &  Reed  I 
cial;  multimedia-chip 
facturer  NeoMagic;  tc 
equipment  maker  Ri 
and  Keebler,  the  cooki 
er  best  known  for  its 

Whether  you  go 
fund  or  purchase  sto( 
rectly,  bear  in  mind  th 
strategy  entails  "looki 
diamonds  in  the  rougl 
there  are  not  a  lot  of 
Bear  Stearns's  Natal 
"For  every  Microsoft 
are  five  other  stock 
disappear  from  the 
the  earth."  All  the  mo 
son  to  do  your  honr 
carefully  before  yo 
what  looks  at  first 
bai-gain  left  behind  in 
frenzy.  Robert 


What 
To  Look 
For  in 
Discounted 
Issues 


K{6K  MftRKET  CAPS   ANALYST  COVERAGE  SPINOFFS 


To  scan  the  entire  li 
1997  IPOS  and  how  they 
performed,  visit  BWOn 

www.businessweek. 

FINANCIAL  SIR 


Highly  valued  com- 
panies are  less  like- 
ly to  get  lost  on 
Wall  Street.  Mutual 
funds  and  other  in- 
stitutional investors 
often  are  barred 
from  buying  compa- 
nies with  less  than 
$100  million  or  $200 
million  La  value. 


If  no  analysts  follow 
a  company,  its  stock 
is  more  likely  to 
remain  depressed 
even  if  profits  and 
prospects  improve. 
More  coverage 
increases  the  stock's 
visibility  and 
chances  of  strength. 


Fast-money 
investors  often  pass 
up  the  spinoffs  of 
established  corpo- 
rations' divisions. 
These  deals,  such 
as  DuPont's  sale  of 
Conoco,  tend  to 
have  less  hype  and 
can  result  in  fewer 
disappointments. 


Companies  wi 
strong  balanc' 
sheets — relat 
more  equity  a 
less  debt — ca 
endure  troubl 
better  than  tl 
that  are  high 
leveraged. 

DATA:  OTIVA,  STANDARI 
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World-ClasJ_,EADERS 

"^OLUTIONS 


OW  WITH  SiEBEL,  Compaq  EX  ABIDES  inCiin.Y  OITIMIZEIX 

KXTERPRISE-CLASS  SALES  IXEOKMATIOX  S0I.I:TI0XS  TO  I)K  A  M  ATIC  A  IT,  V  IX(KI:AS1': 

PRODUCTIVITY  AXD  PROFITABILITY.'* 

Compaq'—  the  worldwide  leader  in  industry-standard  enterprise  computing  platforms.  Siebel  —  the 

COMPAa 

worldwide  leader  in  global  sales  information  software  solutions.  Together,  Compaq  and  Siebel  size,  test, 
and  optimize  proven  sales  information  solutions  for  their  global  customers.  The  result  —  dramatic  and  rapid  increases  in 
sales  productivity,  profitability,  and  customer  satisfaction.  Join  the  many  world-class,  industry-leading  organizations, 
such  as  Compaq,  who  have  standardized  on  Siebel  and  provide  your  company  with  a  proven  competitive  advantage. 
To  learn  more,  call  us  at  1-800-720-3115,  ext. 9184  or  visit  Siebel  at  ww^w. siebel. com. 


tJ1998  Siebel  Systems, 


Incorporated-  Siebel  is  a  trademark  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions,  Compaq 


is  a  trademark  of  Compaq  Computer  Corporation 


The  Keiv  Rules: 
Mastering  the  Challenges 
of  the  New  Economy 

America  lias  witnessed  an  economic  revo- 
lution. The  result:  a  radically  different 
economy  in  which  the  "digital  industries" 
set  the  pace  and  old  habits  of  business  are 
replaced  by  new  skills. 

In  September,  Business  Week  will  bring 
togedier  today's  most  prominent  business 
leaders  to  consider  the  challenges  executives 
face  in  this  transformed  business  world. 
These  economic  pioneers  will  relate  prac- 
tu  al  and  hard-won  knowledge  as  they 
redefuie  econonuc  theory  and  busuiess 
practices  for  today's  chief  executive. 

Join  us  at  The  1998  Business  Week  CEO 
Summit  and  learn  how  to  play  -  and  win  - 
by  the  new  rules. 
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isiness  Week  Index 


DUCTION  INDEX 


ange  from  last  week  -0  1  % 
ange  from  last  year:  5.9% 


May  Sept,  Jan  May 

1997  1997  1998  1998 

index  IS  a  4-week  moving  average 

)duction  index  dipped  in  the  week  ended  May  2,  and  so  did  ttie 

iged  index  which  fell  0,3%,  to  132,4  from  132,8,  After  seasonal 

lent,  coal  production  was  up  3,8%,  with  large  increases  in  output  in  Utah 

lorado.  Production  of  steel,  oil,  and  trucks  also  increased,  as  did  rail-freight 

Auto  output  posted  a  10.7%  decrease,  and  electricity  and  lumber 

ion  were  also  down.  The  index  for  April  was  132.5,  up  1.1%,  from  March 

:tion  index  copyright  1998  by  The  McGraw-Hill  Companies 


3ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (5/8)  S&P  5'jO 

1108,14 

1121.00 

34.4 

RATE  BOND  YIELD.  Aaa  (5/8) 

6,72% 

6.78% 

-11.1 

'SUPPLY,  M2  (4,'27)  billions 

$4,162.5  3 

4,171.6r 

7.0 

L  CLAIMS,  UNEMPLOYMENT  (5/2)  thous 

308 

319r 

-11.2 

iAGE  APPLICATIONS.  PURCHASE  (5/8) 

279.2 

282.5 

36.1 

iAGE  APPLICATIONS.  REFINANCE  (5/8) 

1,297.0 

1,326.5 

327.5 

S:  Standard  &  Poor's,  Moody's.  Federal  Reserve,  Labor  Dept.,  Mortgag 
Assn.  (Index:  March  16,  1990=100} 

e 

REST  RATES' 

\L  FUNDS  (5/12) 

LATEST 
WEEK 

5.54% 

WEEK 
AGO 

5.22% 

YEAR 
AGO 

5.42% 

iRCIAL  PAPER  (5/12)  3-month 

5.50 

5.50 

5.69 

ICATES  OF  DEPOSIT  (5/13)  3  month 

5.59 

5.58 

5.70 

MORTGAGE  (5/8)  30-year 

7.18 

7.28 

8.08 

TABLE  MORTGAGE  (5/8)  one  year 

5.80 

5,80 

6.04 

(5/8) 

8.50 

8.50 

8.50 

:  Fedefal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (5/9)  thous.  of  net  tons 

LATEST 
WEEK 

2,193 

WEEK 
AGO 

2,228# 

YEARLY 
%  CHG 

4.6 

AUTOS  (5/9)  units 

120,832 

112,987r# 

-2.8 

TRUCKS  (5/9)  units 

148,684 

148,118r# 

32.5 

ELECTRIC  POWER  (5/9)  millions  of  kilowatt-hrs. 

58,363 

56,601# 

3.0 

CRUDE-OIL  REFINING  (5/9)  thous.  of  bbl./day 

14,920 

15,265# 

1.2 

COAL  (5/2)  thous.  of  net  tons 

21,876# 

21,164 

1.6 

LUMBER  (5/2)  millions  of  ft. 

494, 1# 

496.3 

-0.9 

RAIL  FREIGHT  (5/2)  billions  of  ton-miles 

27,8# 

27.4 

6.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (5/13)  $/troy  oz. 

LATEST 
WEEK 

299.100 

WEEK 
AGO 

301.000 

YEARLY 
%GHG 

-14.3 

STEEL  SCRAP  (5/12)  #1  heavy,  $/ton 

135.50 

133.50 

-2.2 

COPPER  (5/8)  e/ib. 

85.0 

87.6 

-24.8 

ALUMINUM  (5/8)  z/ib 

68.5 

70.0 

-13.1 

COTTON  (5/9)  strict  low  middling  1-1/16  in.,  ?/lb 

63.71 

63.42 

-7.4 

OIL  (5/12)  $/bbl. 

15.16 

15.36 

-27.5 

ORB  FOODSTUFFS  (5/i2)  i967=ioo 

239.07 

239.98 

-0.1 

CRB  RAW  INDUSTRIALS  (5/12)  1967=100 

304.79 

306.08 

-9.9 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (5/13) 

LATEST 
WEEK 

134.10 

WEEK  YEAR 
AGO  AGO 

132.75  118.45 

GERMAN  MARK  (5/13) 

1.78 

1.77 

1.70 

BRITISH  POUND  (5/13) 

1.63 

1,66 

1.64 

FRENCH  FRANC  (5/13) 

5.96 

5.92 

5.72 

ITALIAN  LIRA  (5/13) 

1754.0 

1741.8  1674,0 

CANADIAN  DOLLAR  (5/13) 

1.44 

1,44 

1.39 

MEXICAN  PESO  (5/13) 

8.516 

8.475 

7.892 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/13) 

110.9 

110.0 

103.9 

Sources:  Major  New  York  banks.  Currencies  expressed  m  units  per  U.S  dollar, 
except  tor  British  pound  in  dollars.  Trade-weighted  dollar  via  J.P  Morgan 


ita  in  the  production  mdicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machmery  and  defense 
It.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


G  STARTS 

May  19,  8:30  a.m. edt> 
''  new  single-family  homes  are 
J  to  have  e(jged  lower  in  April,  to  an 
ate  of  1.58  million,  accorciing  to  the 
forecast  of  economists  surveyecj  by 
i  &  Poor's  MMS,  a  division  of  The 
-Hill  Companies.  March  starts  stood 
million.  With  mortgage  rates  still 
'  construction  is  expected  to  remain 
1  level  this  spring,  but  further  big 
;  unlikely. 

EETING 

May  19>-  The  Federal  Reserve's 
iking  Federal  Open  Market  Commit- 
neet  to  set  interest  rates.  Only  two 


of  the  30  or  so  economists  surveyed  by  s&p 
MMS  expect  the  Fed  to  hike  the  federal 
funds  rate,  currently  at  5.5%.  However, 
about  a  third  expect  a  rate  increase  in  July, 
and  50%  foresee  a  hike  by  August.  Wall 
Street  is  increasingly  wary  that  the  Fed  is 
moving  toward  a  rate  hike,  suggested  by  the 
April  employment  report,  which  showed 
ever-tighter  labor  markets. 

INTERNATIONAL  TRADE 

Wednesday,  May  20,  8:30  a.m. edtP-  The 
U.  S.  trade  deficit,  including  both  goods  and 
services,  is  expected  to  have  edged  lower  in 
March,  to  $12  billion,  based  on  the  s&p  mms 
survey.  The  February  gap  was  $12.1  billion. 
Exports  are  projected  to  have  increased 


1.3%  from  $77  billion  in  February,  while 
imports  are  expected  to  have  risen  by  1%, 
from  $89.1  billion.  The  impact  of  the  Asian 
crisis  IS  expected  to  keep  the  trade  deficit 
unusually  wide  in  March. 

FEDERAL  BUDGET 

Thursday,  May  21,  2  p.m.EDT>  Amid  an 
expected  gusher  of  tax  receipts,  the  April 
budget  will  show  a  surplus  of  $119  billion, 
according  to  the  s&p  mms  sun/ey.  The  April, 
1997,  surplus  was  $93.9  billion.  If  so,  the 
budget  would  be  in  surplus  by  $49  billion 
for  the  first  seven  months  of  the  1998  fiscal 
year,  vs.  a  deficit  of  $17  billion  in  the  first 
seven  months  of  1997.  This  year's  full-year 
surplus  could  hit  $50  billion. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  50 

Aflymetnx  (AFFX)  70 
Alllant  Foodservice  42 
AllledSignal  (ALD)  32 
Amazon.com  111 
Amencan  Express  Advisors 
(AXP)  119 

Amencan  Home  Products 
(AHP)  44 

Amentech  (AIT)  36, 142 
AmenTrade  130. 132 
Anderson  Design  94 
Appelbaum  (Ralph)  90 
Apple  Computer  (AAPL)  56,  62, 
78 

Aragon  Consulting  36 
Arcadia  Investment  112 
Archer  Daniels  Midland 
(ADM)  44 

Ariel  Mutual  Funds  32 
Arthur  Andersen  6 
AT&T(D  36,40,46, 142 
Audible  83 

Avon  Products  (AVP)  51, 112 
Axius  98 

B 


BancAmerica  Robertson 
Stephens (BAC)  130 
BankAmenca  (BAC)  120, 122 
Bay  Networ1<s  (BAY)  46 
Bear  Steams  (BSC)  44, 133 
Bechtel  50,51 
Bell  Atlantic  (BEL)  32, 36 
BellSouth  (BLS)  36 
Best  Cellars  90 
Beverage  Marketing  42 
BigCharts  122 
Black  &  Decker  (BDK)  98 
Body  Shop  46 
Boeing  (BA)  46, 50 
Boiangles  42 
Box  Hill  (BXH)  133 
Bnefing.com  122 
Burger  King  42 

C 


Capital  Intemational  50 
Cargill  44 
Catalyst  112 
CB  Commercial  133 
Chiat/Day  56 
Chicago  Bulls  77 
Children's  Place  (PLCE)  133 
Chrysler  (C)  36 
Citicorp  (CCD  34,36 
Coca-Cola  (KG)  42 
Coleman  46 

Compaq  Computer  (CPQ)  56, 
62, 133 

Corometncs  Medical 
Systems  94 
Cowen  112 

Credit  Suisse  First  Boston  132 
D 


Daedalus  Design  101 
Daimler  Benz  (DAI)  36 
Dataquest  56 
DeKalb  Genetics  (DKB)  44 
Dell  Computer  (DELL)  56,  62, 
122 


DeLorme  18 

Delta  &  Pine  Land  44 

Digital  Equipment  (DEC)  62, 86 

DirecTV  46 

Discover  Brokerage  130 
Dow  Jones  (DJ)  122, 130 
DuPont  (DO)  44,  52 

E 


EarthShell  (ERTH)  133 
Eastman  Kodak  (EK)  40,  78 
EchoStar  46 
EliUlly(LLY)  32 
EMC  (EMC)  32 
Enron  (ENE)  50,51 
Ericsson  (LM )  (ERICY)  78 
Estee  Lauder  (EL)  133 
Enrade(EGRP)  130, 132 

F 


Fidelity  Investments  122, 130 
Financial  Investors  120 
First  Alert  46 
First  Call  122 
Fitch  78,86 
Fleet  Financial  (FLT)  122 
Forrester  Research  (FORR)  6, 
132 

Forstmann  Little  46 
Fortis  Advisers  56 
frogdesign  78 
Fujitsu  52.78 

G 


General  Electnc  (GE)  32, 50, 51 
Gerard  Klauer  Mattison  56 
Golden  Vale  52 
Gomez  Advisors  122. 130 
GroupeDanone  46 

H 


Hard  Rock  Cafe  42 
Hasbro  (HAS)  119 
Hauser  78 

Heller  Financial  (HE)  133 
Herbst  LaZar  Bell  78 
Herzog  Heme  Geduld  120 
Heufler  Design  100 
Hewlett-Packard  (HWP)  18, 78, 
133 

Hoechst  44 
Howe  Barnes  130 
Howrey  &  Simon  1 1 1 
Human  Genome  Sciences 
(HGSI)  70 
Hyseq  70 


Ibbotson  Associates  122 
IBM  (IBM)  40,  62 
IDEO  78,83 
id  Software  56 
Incyte  Pharmaceuticals 
(INCY)  70 

Intel  (iriTC)  51,112,122 
International  Data  56 
Internet  Patent  News 
Service  111 
Intuit  (INTU)  46.  56 
Ipswitch  18 


JetFax  18 

John  Hancock  Mutual  Life  46 
Johnson  &  Johnson  (JNJ)  32 


Jurika  &  Voyles  120 
K 


Kearney  (A,I)  36 

Keebler(KBL)  133 

KJMcNitt  Construction 

90 

Knight-Tnmark  Group  1 

20 

L 

Lehman/SmithAiViseman  90 

Levi  Strauss  46 

LLBean  111 

Lockheed  Martin  (LMT) 

6,  50 

LSI  Logic  (LSI)  120 

M 

Macroeconomic  Advisers  32 
Macromedia  (MACR)  56 
Marvel  Entertainment 
(MRV)  119 

Mattel  (MAT)  112,119 
McDonald  46 
McDonald's  (MCD)  42, 133 
McGraw-Hill  (MHP)  133,139 
MCI  Communications 

(MClC)  12,36,46 
Merrill  Lynch  (MER)  122, 130 
Metiopolitan  Life  46 
Microsoft  (MSfT)  6.  34,  40.  56, 

112,122,133 
Monsanto  (MTC)  44 
Morgan  (J.P)  (JPM)  36 
Momingstar  (MSTR)  133 
Motorola  (MOTl  12,78 

N 


NationsBAnk  (NB)  120 
NBA  77,119 
NBC(GE)  112 
NEC  34 

NeoMagic  (NMGC)  133 
NEOS  78 

Netscape  Communications 
(NSCP)  11 

News  Corp.(NWfS)  46 
New  York  Knickerbockers  77 
NeXT  56 
Nike  (NKE)  46 
Nokia  78 

Northern  Telecom  (NT)  46,  52, 
78,  86 

Northrop  Grumman  6 
Norwest  Investment 
Management  26 
Novartis  44, 74 
NovoNordisk  92 

O  

Ogiivy  &  Mather  112,119 
Oppenheimer  56 
Otiva  133 

P 


Paradox  Design  78 
PepsiCo  (PEP)  42, 112 
Pepsi-Cola  General  Bottlers  42 
Perkin-Elmer  (PKN)  70 
Philips  Electronics  (PHG)  46,  78 
Piper  Jaffray(PJC)  132 
Pixar(PIXR)  62, 112 
Positron  Fiber  133 
Prestone  Products  (ALD)  98 
Pnce  Waterhouse  130 
Pnmestar  46 
Pnsma  Design  88 
Protein  Technologies  44 

Q 


Quick  &Reilly  122,130 
Qwest  Communications 
(QWST)  36 


Ramco  Energy  133 
Regional  Financial  Assot 
32 

RELTEC(RLT)  133 
Renaissance  Capital  li 
Rockwell  Group  90 

S  

Sabre  Group  (TSG)  133 
Salomon  Smith  Barney 

(TRV)  50,122 
Samsung  78 
Sandbagger  32 
SBC  Communications 

(SBC)  34,36,142 
Schenng  44 
Schiebel  100 
Schwab  (Charles)  (SCH 

130, 132 
Seagate  Technology  (SE 
Seagram  (VO)  46 
Sentient  Systems  101 
Signature  Brands  46 
Smart  Design  78 
Sony(SNE)  62,78,11 
Spear  Leeds  &  Kellogg 
Standard  &  Poor's  (M 

122,133,139 
Steiner  Design  78 
Stuart  Karten  Design 
Subway  42 
Sunbeam  (SOC)  46,  7 
Sun  Microsystems  (SUI 
Symantec  18 
Synopsys  (SNPS)  120 

T 


TCI  46 
Texas  Instruments  (TX 
Thomson  78 
3Com(C0MS)  18 
Time  Warner  (TWX)  4f 
Toronto  Dominion  Ban 
Toys 'R' Us  aOY)  112 
Travelers  (TFV)  34,31 
Tncon  Global  (YUM)  4 
Turner  Sports  (TWX)  ] 
Tyco  Toys  (MAT)  119 

U 


Ulster  Carpet  Mills  5: 
USA  Waste  Services  (1 
USWest(USW)  36,' 

V 


tif 


Vanguard  Group  12: 
Vector  Secunties  70 
Viacom  (VIA.B)  112 
Vickers  122 
Volkswagen  78,88 

W 


Waddell  &  Reed  Rna 

(VffiR)  133 
Walt  Disney  (DIS) 
Wang  Global  111 
Waste  Management 
Waterhouse  Investor; 

Services  122 
Wendy's  42 
Whirlpool  (WHR)  98 
White  (Jack)  122, 1 
Widex  92 
WortdCom  (V\ 


I 


Young  &  Rubicam  1 
Z 


Zeneca (ZEN)  44 
Ziba  Design  78 
Ziff-Davis  (ZD)  133 
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vestment  Figures  of  the  Week 


%  change 


500 

Nov.    May  May  7-13 


1118.68 


!k  change  1 -week  change 
3%  +1.3% 


lENTARY 

k  of  recovery  and  con- 
:ion  in  the  financial  mar- 
Che  Dow  Jones  industrial 
le,  after  dipping  below 
3n  May  7,  staged  a  rous- 
;omeback  and  closed 

9200  for  the  first  time 
ly  13.  U.S.  stocks  were 

by  optimism  that  inter- 
ites  would  remain  low. 
i/ed  inflation  and  retail 
reports,  meanwhile, 

bond  prices,  which  were 

rise  on  May  12  as  well. 
)  in  the  yield  of  30-year 
ry  bonds  below  6%  en- 
Jed  bond  and  stock 

KS, 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9211.8 

1.7 

26.4 

NASDAQ  Combined  Composite 

1866.2 

0.5 

39.7 

S&P  MidCap4Q0 

372.7 

-0.2 

38.1 

S&P  SmallCap  600 

199.9 

-0.4 

34.9 

S&P  SuperComposite  1500 

239.6 

1.1 

34.3 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

352.3 

1.1 

39.1 

S&P  Financials 

133.7 

1.1 

40.9 

S&P  Utilities 

237.3 

-0.7 

22.4 

PSE  Technology 

361.8 

0.9 

34.4 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  lOD) 

5972.9 

-0.3 

27.4 

Frankfurt  (DAX) 

5376.9 

2.8 

50.5 

Tokyo (NIKKEI  225)  1 

5,343.8 

0.7 

-24.1 

Hong  Kong  (Hang  Seng) 

9469.3 

-6.3 

-33.1 

Toronto  (TSE  300) 

7707.5 

0.4 

23.4 

Mexico  City  (IPC) 

4756.6 

-3.5 

22.1 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.40% 

1.40% 

1.78% 

S&P  500  P/E  Ratio  (Last12mos.) 

26.7 

26.7 

21.0 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

21.7 

21.7 

17.2 

First  Call  Earnings  Revision* 

-0.97  % 

-1.01  % 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

992.4 

989.1 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Stocks  above  200-day  average  59.0%  61.0%  Neutral 
Options:  Put/call  ratio  0.58       0.41  Negative 

Insiders:  Vickers  Sell/buy  ratio       2.86      3.19  Positive 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


Computer  Systems  25.4 

Specialty  Appar  Retailers  16.7 

Paper  Containers  13.7 

Semiconductors  11.6 

Defense  Electronics  11.2 


Specialty  Appar.  Retailers  1 16.2 
Broadcasting  98.6 
Homebuilding  80.4 
Personal  Loans  73.6 
Communications  Equip.  71.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Commercial  Services 
Invest.  Banking/Brkrge. 
Transportation  Services 
Metals 
Tobacco 


-12.7 
-12.6 
-10.4 
-9.8 
-7.7 


Metals 
Gold  Mining 
Shoes 

Photography/Imaging 
Engineering  &  Constr. 


-37.7 
-18.1 
-17.2 
-14.4 
-13.8 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Citicorp 

152V8 

-lO^'lB 

Chase  Manhattan 

I40V2 

-5 '/a 

Oracle 

26Vi6 

-2% 

BankAmerica 

85 

-eVa 

AT&T 

57  '3/16 

-6V2 

First  Chicago  NED 

88^/8 

-7^/8 

Decline  ahead?  Stocks  witti  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

94^8 

2623/32 

Cisco  Systems 

76^8 

9'/8 

Pfizer 

111 '^16 

lO'Vie 

Infoseek 

30  V4 

8"/l6 

Walt  Disney 

118'3/16 

8^16 

Washington  Mutual 

73^/64 

*/64 

EST  RATES 


VSURY  BOND  INDEX 

Nov.    May   May  7-13 


■  1620 
;1613.64 


:  1595 
•  1570 


1 -week  change 
0.0% 


■  1545 


( Change 

ornberg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.09 

5.11 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.11 

5.11 

5.19 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

e-MGNTH  BANK  CDS 

5.09 

5.07 

5.23 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.42 

5.41 

5.86 

GENERAL  OBLIGATIONS 

4.51% 

4.52% 

5.10% 

5.11% 

ID-YEAR  TREASURY  NOTES 

5.67 

5.67 

6.68 

PERCENT  OF  TREASURIES 

79.52 

80.00 

85.86 

86.03 

3D-YEAR  TREASURY  BONDS 

5.94 

5.94 

6.90 

TAXABLE  EQUIVALENT 

6.54 

6.55 

7.39 

7.41 

LONG-TERM  AA  INDUSTRIALS 

6.51 

6.51 

7.40 

INSURED  REVENUE  BONDS 

4.66 

4.69 

5.27 

5.30 

LONG-TERM  BBB  INDUSTRIALS  6.94 

6.97 

7.85 

PERCENT  OF  TREASURIES 

82.17 

83.01 

88.72 

89.23 

LONG-TERM  AA  TELEPHONES 

6.78 

6.78 

7.64 

TAXABLE  EQUIVALENT 

6.75 

6.80 

7.64 

7.68 

AL FUNDS 


^US  Oiversifiec!  All  Equity 
1        52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


lAI  Value 

American  Heritage 
Fidelity  Sel.  Computers 
Fidelity  Sel.  Energy  Serv. 
Pin  Oak  Aggressive  Stock 

Leaders 

52-week  total  return 


ningstar,  Inc. 


FMI  Focus 

Munder  Micro-Cap  Equity  Y 
Weitz  Hickory 
Delaware  Aggressive  Gr.  A 
Texas  Capital  Val.  &  Grth. 


Laggards 
%    Four-week  total  return 


% 


29.3  Matthews  Korea  I  -21.7 
14.8  Steadman  Technology  Grth.  -16.9 

13.4  Montgomery  Emerg.  Asia  R  -16.9 
9.9  Invesco  Asian  Grovrth  -15.3 
9.6  Colonial  Newport  Tiger  B  -14.9 

Laggards 

%  52-week  total  return  % 


79.3  Matthews  Korea  I  -58.1 
78.6  U.S.  Global  Investors  Gold  -55.4 
76.9  Lex.  Crosby  Sm.  Cap  Asia  -55.2 

75.4  Morgan  Stan.  Asian  Grth.  C  -52.2 
72.8  Morg.  Stan.  Inst.  Asia  Eq.  A  -52.1 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Technology 
Natural  Resources 
Europe 
Health 

Large-cap  Growth 
Leaders 

52-week  total  return 


3.1  Pacific/Asia  ex-Japan 

1.0  Diversified  Pacific/Asia 

0.8  Latin  America 

0.3  Diversified  Emerging  Mkts. 

0.3  Japan 


Laggards 

52-week  total  return 


-10.1 
-7.8 
-6.5 
-5.4 
-3.6 

% 


Communications  46.9  Pacific/Asia  ex-Japan  -38.9 

Financial  44.6  Diversified  Pacific/Asia  -31.2 

Europe  36.3  Precious  Metals  -30.5 

Small-cap  Blend  35.5  Japan  -20.0 

Large-cap  Growth  35.1  Diversified  Emerging  Mkts.  -13.1 


as  of  market  close  Wednesday,  May  13,  1998,  unless  otherwise  indicated.  Industry 
de  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  May  12.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


MAKE  THIS  MERGER 
AN  OPPORTUNITY 

One  monopoly  is  bad.  Two  monopolies  merged  into  a  giant 
that  controls  one-thir-d  of  the  American  phone  mai'ket  is 
worse.  The  SBC-Ameritech  merger  is  a  bad  deal.  As  it  stands, 
it  should  be  opposed  by  the  Justice  Dept.,  the  Federal  Com- 
munications Commission,  Congi-ess,  and  anyone  else  who  be- 
lieves that  competition  is  important  to  the  health  of  the 
U.  S.  economy  (page  36). 

But  the  deal  could  prove  to  be  a  redeeming  opportimity  as 
well.  If  FCC  Chairman  William  E.  Kennai-d  shows  some  spine, 
he  can  exact  concrete  measui'es  from  SBC  that  finally  open  up 
its  home  market  to  competition.  SBC  is  notorious  among  the 
Bells  for  tying  up  the  vaguely  written  Telecom  Act  in  the  fed- 
eral couils  in  a  successful  attempt  to  block  the  act's  provisions 
for  generating  competition  in  the  local  phone  markets,  sec  has 
also  effectively  kept  at&t  from  competing  efficiently  in  local 
service  in  its  home  market.  Now,  SBC  is  promising  to  in- 
crease competition  in  other  local  phone  markets,  but  not  its 
own,  if  it  is  allowed  to  proceed  with  its  $56  billion  merger 
with  Ameritech. 

The  FCC  should  demand  two  things  fi-om  SBC:  First,  sec 
must  stop  thwarting  the  Telecom  Act  in  the  courts  and  end 
its  opposition  to  open  local  phone  markets.  Second,  it  must 
slash  access  charges  to  local  customers  to  at&t,  othei-  regional 
Bells,  and  all  other  telecom  players.  Given  SBC's  long  history 
of  protecting  its  monopoly,  nothing  less  is  credible. 

If  regulators  cannot  get  these  concessions,  then  Congi^ess 
must  rewrite  the  Telecom  Act.  Senator  John  McCain  (R- 
Ariz.)  is  right  in  saying  that  there  was  too  much  regulation 
left  in  the  original  bill.  The  SBC-Ameritech  merger  can  be  an 
opportunity  or  an  affront  to  those  who  beheve  competition  is 
essential  to  economic  growth.  One  thing  it  should  not  be  is 
yet  another  monopoly. 

SEND  ME  YOUR 
SKILLED  WORKERS 

High  tech  accounted  for  nearly  half  of  the  4.2%  growth 
rate  of  the  U.  S.  economy  in  the  ftrst  quarter  of  1998.  It 
is  responsible,  in  large  part,  for  the  incredibly  low  1.7%  un- 
employment rate  for  college-educated  workers.  So  low,  in 
fact,  that  the  U.  S.  is  ranning  out  of  educated  people  who  can 
work  in  designing,  manufacturing,  and  selling  computers, 
communication  equipment,  and  other  Wgh-tech  gear.  Silicon 
Valley  is  banging  on  Congress'  door  to  increase  the  number  of 
six-year  visas  offered  to  high-skilled  immigrants.  Senator 
Spencer  Abraham  (R-Mich.)  has  proposed  a  bill  that  would 
hike  the  annual  cap  on  such  H-IB  visas  from  65,000  to  115,000 
for  five  years.  Congress  should  get  behind  it.  A  shortage  of 
skilled  workers  threatens  to  slow  down  the  high-tech 


boom  that  is  behind  America's  amazing  economy  (pagel 
Unions  and  protectionists  oppose  the  bill.  Strip  awav 
anti-immigi-ant  bias  and  they  make  some  cogent  argumi 
Up  to  40%  of  these  visas  go,  not  to  high-tech  workers,  b 
physical  therapists  and  other  occupations,  many  of  themj 
skilled.  Foes  also  say  that  the  visa  progi-am  is  simply  a/ 
to  replace  American  workers  with  cheaper  foreign  labo 
Most  of  the  H-IB  visa  workers  are  actually  graduatf'i 
dents  coming  out  of  U.  S.  universities.  To  stay  and 
full-time,  they  need  an  H-IB.  They  should  get  one.  As  tV 
connption  of  the  progi"am,  enforcement  is  the  solutioi 
abolition.  With  full  employment  ali'eady  attained  for  1 
trained  workers,  employers  can  either  bring  in  tempoi-ai';c 
ployees  to  work  in  the  U.  S.  or  ship  the  work  overseas 
Any  simple  check  of  the  surnames  of  the  leading  figut 
American  liigh  technology  leads  to  only  one  conclusion:  Hi' 
efits  everyone  for  the  world's  best  and  the  brightest 
able  to  work  inside  the  U.  S. 

THE  IITH  HOUR 

IN  ASIA  

Student  protesters  killed  in  Indonesia.  Riots  in  I 
Plunging  economies  in  Thailand  and  Malaysia.  C 
flight  from  Japan.  Rising  pressure  to  devalue  the  yuan  i 
na.  And  now  India,  setting  oft'  five  underground  nucle 
plosions  to  test  warheads  for  missiles  that  will  target 
and  Pakistan.  Social  um-est,  economic  disaster,  and  polit 
stability  are  the  new  face  of  Asia,  a  region  once  so  pro 
that  the  next  100  years  were  said  to  be  the  Pacific  Ct 
Asia  today  is  poised  on  the  brink.  Decisions  ma 
policymakers  in  the  weeks  ahead  can  return  the 
Rim  to  a  track  of  peace,  growth,  and  prosperity  or  .- 
down  a  path  of  instability  and  stagnation,  or  worse, 
which  has  shown  remarkable  economic  restraint  in 
taining  the  stability  of  its  currency,  must  show  simi 
litical  and  military  restraint  in  the  face  of  India's  pi 
tions.  It  must  continue  to  hold  the  yuan  steady  a  . 
Japan  too  must  demonstrate  discipline.  If  it  continues* 
to  export  itself  out  of  recession  and  allows  the  yen  toal 
150,  Korea  and  much  of  Southeast  Asia  will  be  deva  s 
Indonesia  must  also  reverse  course.  Its  economy  is  o 
ing,  anti-Chinese  looting  is  worsening,  and  students  t 
ing  killed  by  the  military.  Suharto  must  step  aside  i  Of 
and  prosperity  are  to  return. 

Then  there  is  India,  jealous  of  China.  The  new 
Bhai'atiya  Janata  Party  has  confused  economic  streng 
nuclear  bluster.  The  U.  S.,  Europe,  and  Asia  paid  ir:t 
tention  to  Beijing  because  of  China's  markets  for 
ments  and  trade,  not  because  of  its  missiles. 

The  U.  S.  must  begin  to  apply  sanctions.  The  one  ( c 
that  offers  hope  is  for  India  to  quickly  sign  the  Com  t 
sive  Test  Ban  Treaty,  now  that  its  tests  have  suet 
This  could  head  off  sanctions. 

Fast  decisions  are  needed  to  avert  catastrophe  ir.A. 
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Liberty  iMutual  is  committed  to  reducmg  the  impact  oi  low  back  pain,  so  someone 
Hke  Joe  won't  miss  work,  or  the  occasional  piggyback  ride  with  dciughter  I^isii. 
At  our  research  center  we  analyze  how  \ariations  in  bending  habits  ciin  allect  the 
risk  ot  low  back  pain.  Our  research  has  led  to  innoxatn  e  products  like  Computcisk,' 
a  sottware  program  we  use  to  evaluate  workplace  tasks  iind  help  rect>mmend  ways 
to  ensure  that  Joe  and  daughter  Lisa  live  sater,  more  secure  lives. 

LIBERTY 

^     There,*  fjiore  inforniatiiyn  nr    like  lo  .'hare.  So  please  edit  John  Rxfon  MUTUAL 
at  (617)  ^7~i-^8J2  or  s'Lnt  our  ireku'ie  at  http: //H'ww'.liherlyDud ual.eom     '\\\C  jy^^'Joiri  of  l^xhcV^'^ 
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tHV  tM  v.)  lU  I' 


In  the  time  it  tal<es  tliis  child  to  swing  ffoni  right  to  left,  Qwest  will  send  over  two  trillion  bits  of  inforiiai 
coast  to  coast  on  its  state  of  the  art  Macro  Capacity  Fiber  Network,  with  only  one  bit  of  error  possilf 
every  quadrillion  bits,  that's  like  one  grain  of  sand  missing  from  a  twenty-mile  stretch  of  beach,  it's'al 
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The  Zippo  Lighter  Factory, 
Bradford,  Peiiiisyh'aiiia. 
The  Zippo  was  first  made  in  1 933 
and  patented  in  1936. 


The  Chevy  Subitrban. 
First  made  in  1936, 
nei'er  patented. 
(Maybe  we  should  have.) 


CHEVY  SUBURBAN 


LIKE      A  ROCK 


)U  MIGHT  BUY  THE  IDEA 

lAT  A  LOT  OF  SERVERS 

VN  DO  THE  JOB 

=  THE  NEW  S/390  G5  SERVER. 


BUT  THEN  YOU'D 
HAVE  TO  BUY 
A  LOT  OF  SERVERS. 


IBM  S/390  PARALLEL  ENTERPRISE  SERVER  -  GENERATION  5™ 

twice  the  power  of  its  high-end  predecesbors,  the  new  CMOS-based  S/390  G5  enterprise  server  easily 
3s  the  largest  workloads.  It  supports  UNIX®  Java"  and  hot  new  apps  like  SAP  R/3.  Baan*  PeopleSoft,  Oracle 
;ations  and  Lotus®  Domino."  It  even  helps  reduce  cost  by  enabling  server  consolidation.  And  all  this  can  be 
i  a  single  enterprise  system.  Looking  to  do  business  on  the  Net''  The  S/390  server  offers  Parallel  Sysplex" 
ology  with  unsurpassed  99,999%  availability  and  bulletproof  security  To  put  a  lot  more  server  behind 
interprise,  visit  wwws390  ibm  com/g5  IBM  S/390:  The  defining  standard  in  enterprise  computing. 
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D.C.  FOLLIES 

ERSKINE  BOWLES'S 
BIG  BATH  

what's  the  price  you  pay 
for  serving  your  country?  In 
the  case  of  White  House 
Chief  of  Staff  Erskine 
Bowles,  a  cool  $85  million. 
That's  how  much  he  missed 
out  on  when  the  Charlotte 
(N.C.)  investment  bank  he 
founded  was  sold  to  banking 
giant  First  Union  in  March, 
BUSINESS  WEEK  has  learned. 

Bowles  fii-st  joined  the  Clin- 
ton Administration  in  1993  as 
head  of  the  Small  Business 
Administration  and  later  be- 
came a  top  White  House  aid, 
a  job  he  quit  before  being 


lui'ed  back  as  chief  of  staff  in 
1997.  Federal  ethics  laws  re- 
quired him  to  divest  his  in- 
terest in  Bowles  Hollowell 
Connei'  &  Co.  Bowles  sold  liis 
stake  in  1993  to  the  ftrm's  oth- 
er partners  for  what  his  con- 

  fidants  say  was  a 

MISSING:  modest  sum  com- 
$S5  mill  10)1  pared  with  Fu'st 
Union's  payoff. 
Maybe  that  explains  why 
Wliite  House  colleagues  spot- 
ted the  staff  chief  on  the 
morning  of  the  sale  moaning, 
"I'm  having  a  really  bad  day." 

But  don't  shed  tears  for 
President  Clinton's  top  aide, 
who  had  considered  leaving 
his  post  until  early  this  year. 
Though  he  missed  a  mega- 
jackpot,  he  is  still  rich 
enough  to  have  taken  the 
Wliite  House  job  for  a  salaiy 
of  $1  per  year.  His  wife, 
Crandall,  is  president  of 
textile  giant  Springs  Indus- 
tries. And  she  controls  a 
family  fortune  of  about  $700 
million.  Dean  Fonst  atul 
Richard  S.  Dunham 


THE  LIST  HOMEGROWN 


Those  pay  packages  for  newly  recruit 
ed  CEOs  may  be  mouth-watering.  But 
rising  through  the  ranks  is  still  a 
well-trod  career  path.  A  survey 
of  100  large  companies  i 
found  that  44  of  their  CEOs 
had  worked  at  the  company 
they  head  all  or  most  of  their 
careers.  These  eight  CEOs 
top  the  longevity  list:  I 


LAURENCE 
A.  TISCH 


NAME 

COMPANY 

AGE 

YEARS  WITH 
COMPANY 

LAURENCE  A.  TISCH 

LOEWS 

75 

52 

ALEXANDER  TROTMAN 

FORD 

64 

43 

DONALD  V.  FITES 

CATERPILLAR 

64 

42 

WALTER  V.  SHIPLEY 

CHASE  MANHATTAN 

62 

42 

LIVIO  DESIMONE 

MINNESOTA  MINING  &  MFG. 

61 

41 

RAYMOND  W.  SMITH 

BELL  ATLANTIC 

60 

39 

JOHN  F.  WELCH  JR. 

GENERAL  ELECTRIC 

62 

38 

KENNETH  T.  DERR 

CHEVRON 

61 

38 

DATA;  CHRISTIAN  &  TIMBERS 

TALK  SHOW  i'ln  those  years,  one  grew  up,  fell  in  love,  fe 
out  of  love,  all  to  the  sound  of  his  voice." 

— Angela  Lansbury  on  Frank  Sinatra 


BRAND  NEWS 

irS  THE  TASTE. 
STUPID  

ENERGY   BARS,  THOSE  CON- 

coctions  of  carbs  and  proteins 
favored  by  athletes,  have 
become  a  robust  business, 
with  estimated  annu- 
al sales  of  $300  mil- 
lion.   But  for 
America's  largest 
candymaker, 
that  business 
has  hit  the 
wall. 

Candy- 
maker  Mars 
said  in  mid- 
May  that  it 
has  discontin- 
ued its  V02  Ma.x 
Energy  Bar.  The  se- 
cretive, privately  held 
company  had  little  to  say 
about  the  move.  But  indus- 
try experts  claim  the  V02 
Max  wasn't  selling.  Why? 
Critics  said  it  tasted  lousy. 

The  V02  Max  bar  seemed 
to  have  plenty  going  for  it: 


Mars's  powerful  distribulm 
channel,  an  "energy  e< 
with  a  "unique  blend  of 
trients  and  anti-oxidaii 
and  medical  research  cl; 
ing  the  bar  improved  athi 
performance. 

It  wasn't  enough. 
problem  is  it  tastes  honil 
said  outdoor  wi- 
and  former  nn 
tain  guide  C 
Crossen, 
gave  his  opinio  i 
the  Internet 
really  had 
problem  \ 
the  neon-oi'; 
anti-oxidant 
ing."  On  M; 
own  V02 
Web  site,  one 
opined    the  1 
made  ranners  s( 
per  faster  so  I 
could   find  water 
wash  out  their  mouths. 

Mai's  says  it  wdll  ree\ 
ate  its  strategy,  and 
reenter  the  market.  Men 
Mars:  Next  time,  take  a 
first.  Roy  Furcl 


ELECTION  '98 


WHY  MOSELEY-BRAUN  HAS  TOP  OEMS  SCAFI 


TOP  DEMOCRATS  IN  ILLINOIS 

and  on  Capitol  Hill  are 
increasingly  worried  that  the 
Senate's  first  African-Amer- 
ican woman,  Carol  Moseley- 
Braun,  could  lose  this  fall's 
election.  "She  is  in  trouble," 
says  one  veteran 
Democratic  official. 

Despite  Moseley- 
Braun's  lingering 
problems  in  office, 
which  include  allega- 
tions of  campaign-fimd 
mismanagement,  par- 
ty leaders  had  been 
optimistic  until  lately. 
They  were  expecting 
Moseley-Braun  to  win 
by  painting  her  Republican 
opponent,  banker  Peter 
Fitzgerald,  as  a  right-wing 
extremist,  the  same  strategy 
that  beat  gop  Senate  candi- 
date Al  Salvi  in  1996. 


LOSING?  Bad 

poll  news 


But  Democrats  are  ham 
a  harder  time  demoninj 
Fitzgerald — in  part  beci 
their  gubernatorial  nom 
U.S.  Representative  <! 
Poshard,  shares  Fitzgei 
pro-gim,  anti-abortion  vi 
It  doesn't  help 
Fitzgerald  is  telej.'i 
a  powerful  camp;: 
er,  and  wealthy, 
eluding  the  Mai'cl 
mary,  he  has  spei 
million   of  his 
money. 

The  latest  poll 
was  taken  by  R 
ley-Braun's  cam] 
shows  her  neg;i 
rating  at  41%,  vs.  Fit;:e. 
alds's  2o%.  But  indepergr 
polls  call  the  race  itsf 
dead  heat — and  that's  enl^ 
to  encoiu'age  Moseley-Brm 
backers.  Richard  S.  DuM' 


Cool  waters  splasliing  in  tKe  lotty  to  soo  tl.  e  you. 
Hot  coffee  trewing  in  your  room  to  wake  you. 

AT  HYATT  EVERYTHING  JUST  FLOWS. 


O"  your  itcxt  business  trip  wJiat  will 
you  deiuaud  from  your  hotel?  The  tools 
that  enable  you  or  the  luxuries  that 
reward  you?  At  Hyatt  you  always  get  both. 

To  make  your  stay  as  productive  as 
possible,  our  Business  Centers  are  staffed 
to  help  with  needs  such  as  dictation, 
photocopying,  translation,  and  courier  services. 

And  if  your  trip  also  offers  you  the  opportunity 
to  unwind,  ask  about  Regency  Club.  There  youll  find 
die  special  value  of  more  spacious  rooms  and  the 
added  convenience  of  a  private  lounge 


I with  a  dedicated  concierge  staff,  com- 
plementary continental  breakfasts  and 
evening  hors  d'ociivres. 
i^m  Of  course,  no  matter  what  brings  you 
to  Hyatt,  your  slay  with  us  can  earn 
free  travel  on  our  fourteen  global  airline 
partners  or  in  Gold  Passport,  our  world- 
wide frequent  guest  program. 

So  next  time  stay  with  Hyatt.  And  see  just  how 
smoothly  a  business  trip  can  go.  For  reservations 
contact  your  travel  planner,  visit  us  at  wwwliyatt.com 
or  call  Hvatt  at  l-SOO-233-1234. 


H  Y  AT  T 


Ice!  Ihc  llv.it!  I.'iuh         — - 


mel  with  the  American  Express  Card  and  enjoy  Cardnieinber  privileges  like  Assured  Reservations  to  gnamntee  your  room,  even  if  you  arrive  late.'  With 

ne  than  1,700  Travel  Seti'ice  locations  in  over  130  countries,"  the  American  E.xpress  worldwide  network  can  also  assist  you  with 

ivel  arrangements,  letter  piek-up,  and  American  E.xpress  Travelers  Cheques.  It's  smart  business  to  make  the  American  E.xpress  Card  ■■■■ 

ur  constant  travel  companion.  To  apply  for  the  Card,  call  1-800 -THE- CARD,  or  visit  us  at  www.amerieanexpress.com.*  Ask  your 

wel  planner  for  details.*  *  Not  all  services  available  at  all  Travel  Service  locations  and  are  subject  to  local  laws  and  cash  availability        BHR  Cards 

ency  Club  is  available  for  purchase  at  select  Hyatt  properties  worldwide.  Hyatt  Business  Center  is  open  during  local  business  hours  at  most  Hyatt  properties  worldwide.  Hyatt  Hotels  and  Resorts '  eniompasscs  hotels 
laged,  frnnchised,  or  operated  hr  two  separate  groups  of  companies  — Hyatt  Corporation  and  in  affiliatcf  and  affiliates  of  Hvatt  International  Corporation  «:j;99X  Hvatt  0,r/i 


DRAWN  &  QUARTERED 


SILICON  CULTURE 

PALO  ALTO  SAYS 
NO  SURFING  HERE^ 

PALO  ALTO,  CALIF.,  USED  TO 

pride  itself  on  the  fi-ee  In- 
ternet access  it  offered  citi- 
zens on  two  PCS  in 
the  City  Hall  lobby. 
But  no  more.  Citing 
misuse  by  low-in- 
come and  homeless 
people,  the  city  is 
pulling  the  termi- 
nals on  June  1. 

Since  the  termi- 
nals were  installed 
in  1994,  Palo  Alto 
has  considered 
them  a  symbol  of  HOMELESS:  Try 
the       egalitarian  the  library 
promise  of  the  In- 
ternet.  Xow.  the  pes  are 
moving  to  a  library,  where 
users  can  be  closely  moni- 
tored— and  where  visiting 
businesspeople  ai'e  less  likely 
to  turn  up.  "We're  not  tning 
to  sweep  the  homeless  prob- 


lem under  the  mg."  says  Su- 
san Frank,  chief  of  the  local 
Chamber  of  Commerce.  "But 
I  can  understand  why  busi- 
nesspeople might  be  trou- 
bled" by  the  sight  of  the 
homeless  in  City  Hall. 
City  officials  say  the  move 
was  undertaken  to 
keep   the  heavily 
used  computers  in 
better  i-epaii'.  "The 
people  using  them 
haven't  been  as  so- 
phisticated recently 
as  others  who  Hve 
here,"    says  City 
[Manager  June 
Fleming.  But  the 
action  says  some- 
thing  about  Palo 
Alto  that  some  resi- 
dents   don't  like. 
"It's  tme  that  some  segments 
of  the  population  have  been 
dominating  use,"  says  Liz 
Kniss.  a  former  Palo  Alto 
mayor  "But  homeless  people 
are  members  of  the  public, 
too."  Marcia  Sfepanek 


l-WAY  PATROL 

GABLE  MODEMS: 
BUYER  BEWARE 

THE    RUSH    L<   OX   Ki  SELL 

sjseedy  cable  modems,  with  pi- 
oneer Hayes  prepaiing  to  of- 
fer the  devices  fi'om  retail 
stores  as  early  as  August. 
Hayes  is  the  fii-st  major  ca- 
ble-modem maker  to  go  this 
route.  These  ultrafast  gizmos 
tj-picaUy  ai'e  hawked  by  local 
cable  companies.  But  manu- 
factui'ers  like  Hayes  say  con- 
sumei*s  can  get  a  better  price 
by  skipping  the  middleman. 

Cable  modems  ai-e  at  least 
50  times  faster  than  tx^Dical 
2S.8k  PC  modems,  but  the  re- 
tail push  may  trigger  more 
static  than  profits,  ^^^^y■? 
There  is  no  unifomi  standai-d 
yet  to  make  the  modems  com- 
patible with  all  cable  .system - 


So  one  could  enjoy  zippy  In- 
ternet senice  in  Ohio,  yet  find 
the  modem  useless  in  Maiy- 
land.  Yankee  Group  analyst 
Jim  Wahl  expects  to  see  a 
standai'd  by  yeai'end — which 
would  boost  retail  sales. 

Hayes  isn't  waiting.  It  \%"ill 
sell  modems  in  Computer 
City  stores  to  subscribei's  of 
Prestige  Cable  TV  in  Maiy- 
land.  North  Cai'olina,  and  Mi- 
ginia  for  up  to  S300.  Pi-estige 
wil]  install  them.  General  In- 
stiTiment  ah'eady  retails  ca- 
ble modems,  and  Motorola 
wiW  do  the  same  this  sum- 
mer. Superfast  Web  cinising 
is  spreading.  But  move  to  the 
wTong  zip  code,  and  yom-  fast 
connection  mav  well  lose 


PRODUCT  PEEK 

JAPAN  THROBS  FOR 
THE  LOVE  BEEPER 

IN  THE  MOOD  FOR  LOVE?  TRY 

Lovegety.  For  about  3,000 
yen,  or  S20,  this  new  Japanese 
matchmaking  tool  is  sending 
thousands  of  love-starved 
salai-ATnen  and  of- 
fice ladies  out  ir.rri 
the  streets — ar.''; 
maybe  into  one  an- 
other's heaits. 

Lovegety  is  not 
a  ding  or  a  maga- 
zine fuU  of  pei*son- 
al  ads.  It's  a  radio- 
operated  device 
made  by  a  small 
Japanese  company. 
Erfolg.  and  it  is  the  latest 
Japanese  ci-aze.  Love  htmtei*s 
need  only  head  to  crowded 
places,  tum  on  the  gizmo — 
men's  or  women's  version — 
and  set  it  to  seaix-h  for  fiiend. 


WORKERS:  leanung 


karaoke  paitner,  or  love 
someone  \\ithin  five  me 
has  a  Lovegety  on  with 
same  setting,  the  thing 
off — two  lights  and  a 
beep  signal  an  exact  mat 
Erfolg  has  sold  35( 
Lovegeties  in  thi*ee  mo 
and  has  a  backlog  for  15 
more.  Buyers  in  Hong 
and  Britain 
clamoring  fo 
Erfolg  expect: 
toy  to  boost  a] 
revenues  seve 
to  about  S15 
hon.  But  is 
dangerous  tc 
pose  yourself, 
speak,  to  stra 
in  a  crowd? 
Takeya  Tak 
Erfolg's  Tokj'o  bi*anch  m 
en  "Yoimg  people  ai*e  go 
dodging  people  they 
dangerous."  Anj-way.  lo 
always  wilUng  to  tal 
chance.         Miki  Toni 


Its  zip. 


Xicole  Ha 


THE  BIG  PICTURE 


SUFFER  THE  LIHLE  CHILDREN  More  and  more 
children  lack  health  insurance.  In  1996. 1  in  7  had  no  I 
coverage.  Strikingly,  four-fifths  of  all  uninsured  childrj 
are  in  families  above  the  poverty-  level. 

U.S.  CHILDREN  LACKING  HEALTH  INSURANCE 


MILLIONS 


FOOTNOTES   Difference  in  American  CIO  salaries  vs.  Western  EiU'opean  CIOs.  +30%.  Difference  in  job  turnover: 


SOURCE:  DELOITTE  & 


If  y o  u 


you^re  almost  certainly  on  a  Siebe  controlle( 


I  for  thought:  during  at  least  one  meal  today  you'll  be  served  by  Siebe.  We  make  more  electronic  controls 
Tiore  kitchen  appliances  than  any  other  manufacturer.  We  also  run  plants  for  the  world's  biggest  food 
ponies,  regulating  anything  from  ketchup's  thickness  to  a  crisp's  crispness.  We  help  you  control  other  parts 
our  life  too,  from  heating  your  home  to  the  efficiency  of  your  car.  In  fact,  if  you  look  closely,  you'll 
Siebe  in  almost  every  activity  you  can  think  of,  and  some  you  never  need  stop  to  think  dboOt. 
e  Temperature  &  Appliance  Controls,  PO  Box  248,  Dublin,  Ohio  43017,  USA.  Tel  1-614-873-9200 


VIVENDI.  COMMITTED  TO  MEETING  YOUR  LIFE'S  EVER- CHANGING  NEE  [5 

Vivendi  is  ine  new  name  for  Corrpagnie  Generale  des  Eaux.  Its  ro^e  has  grown  from  simply  providing  people 


the  major  European  leaders 


close  to  $35bn  and  its  net 


employs  220,000  people  in 


90  countries.  Its  turnover  is 


Construction,  Vivendi 


in    Communication  and 


mental  Services  and  one  of 


World  leader  in  Environ 


I 


income  is  expected  to  exceed  $l.lbn  in  I  998.  Vivendi's  market  capitalisation 
is  close  to  30bn  (mid  I  998).  Vivendi  is  part  of  the  DJ  Euro  Stoxx  50. 

In  the  United  States  too,  Vivendi's  activities  are  every  day  helping  to  improve  the 
quality  of  life  for  millions  of  people  and  the  company  has  annual  sales  here  of  $2br 

Air  &  Water  Technologies,  a  Vivendi  subsidiary,  builds  and  operates  water  anc 
waste-water  facilities  for  8  million  people  in  35  states,  including  Puerto  Rico.  Its  Metcal 
&  Eddy  subsidiary  has  designed  and  implemented  the  Boston  Bay  depollution  programme 

In  energy.  Vivendi  is  one  of  the  main  independent  electricity  suppliers  in  the  US/ 
Its  Sithe  Energies  subsidiary  operates  35  plants  in  several  states,  representing  a  globa 
capacity  of  4.000  MVv/.  These  include  Boston  Edison's  plants  and  the  I.OOOMVN 
Independence  plant  which  plays  a  part  in  the  lighting  of  Manhattan. 

In  the  Waste  Management  field.  Montenay  Onyx,  a  subsidiary  of  Vivendi,  operate 
5  major  "waste-to-energy"  plants  in  North  America,  including  Dade  County  in  Florid 
the  most  important  one  in  the  US.  ' 
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MANY  DRUGS  ARE  NOT 
LIFESTYLE  CHOICES 


I  was  sorry  to  see  such  important 
drugs  as  Zyprexa,  Zoloft,  and  Prozac 
included  in  a  report  on  "lifestyle"  drugs 
("The  new  era  of  lifestyle  drugs,"  Cover 
Story,  May  11).  I  have  a  mentally  ill 
relative,  and  I  assure  you  that  these 
drugs  can  be  a  lifeline  for  many  such 
people.  I  hope  their  development  con- 
tinues, given  the  Hmitations  of  many  of 
today's  drugs. 

Claiming  that  90%  of  patients'  re- 
quests for  antidepressants  are  honored 
by  physicians  minimizes  the  relief  that 
these  drugs  can  bring.  After  the  med- 
ication is  administered  and  has  brought 
the  person  into  a  range  where  tradi- 
tional treatment  can  help,  it  is  then 
appropriate  to  seek  psychotherapeutic 
help. 

Jeff  Pearlman 
Endicott,  N.  Y. 

You  too  readily  accept  the  phaitna- 
ceutical  industry  propaganda  that  im- 
potence, memory  loss,  anxiety,  and 
weight-loss  dmgs  are  merely  "lifestyle" 
matters.  The  happy-face  pill  on  the  cov- 
er reinforces  this  view  and  makes  light 
of  peoples'  afflictions.  These  pills  can 
be  abused,  it's  true.  But  impotence,  obe- 
sity, serious  memory  loss,  and  the  like 
are  serious  health  concerns  to  people 
who  suffer  from  them. 

Michael  Salwen 
Coral  Gables,  Fla. 

Your  writers  must  be  young,  unusu- 
ally healthy,  and  lacking  in  empathy. 
Why  not  also  include  cataracts,  macular 
degeneration,  multiple  sclerosis,  and 
schizophrenia  on  your  list?  After  all, 
lots  of  blind  people  and  people  with  MS 
hve  productive  and  satisfying  lives,  and 
the  streets  of  New  York  are  full  of  un- 
treated schizophrenics. 

As  a  71-year-old  arthritic  with  three 
major  joint  replacements,  I  am  insulted 
by  the  idea  that  arthi-itis  might  be  con- 
sidered a  lifestyle  condition.  Distinctions 
between  "treatments"  and  "enhance- 
ments" are  obvious  onlv  in  the  most 


CORRECTIONS  &  CLARIFICATIONS 

Due  to  a  computational  error,  55  compani 
in  the  Corporate  Scoreboard  (May  ij 
mistakenly  appeared  with  a  price-earnin 
ratio  of  NWI  (not  meaningful).  A  correct 
version  of  the  scoreboard  may  be  fou 
online  at  www.businessweek.com  or 
America  Online  at  keyword:  BW.  Oryouci 
write  to  Reprints  Dept./Scoreboard. 

In  "School  for  Scandal?"  (The  Corporatic 
May  4),  a  quote  taken  from  an  analysi 
conference  call  should  have  been  attribul 
to  Reid  R,  Bechtle,  CEO  of  Computer  Leai 
ing  Centers  Inc. 


trivial  examples,  such  as  growth 
mone  therapy  for  short  people.  W 
treatments  prevent,  cure,  or  other\ 
amehorate  a  pathological  condition,  r 
also  enhance  the  quality  of  life, 
treatment  perchance  makes  me  feel 
ter,  does  this  mean  it  won't  be  covf 
by  my  insurance? 

Jacob  C.  St 
Kalamazoo,  IV 

UNIVERSAL  PHONE  SERVICE 
IS  A  RIGHT.  NOT  A  PRIVILEGE 


"The  hidden  tax  in  youi'  phone 
(News:  Analysis  &  Commentary, 
4)  leaves  the  impression  that  consul 
and  long-distance  carriers  alike  are 
ing  covertly  taxed  by  local  telecom 
riers.  Nothing  could  be  further  f 
the  trath. 

Long  ago,  the  coiontry  decided  th 
wanted  a  state-of-the-art,  national 
munication  system,  rejecting  the  ^ 
that  rural  areas  should  be  excluded 
cause  of  the  high  costs  associated 
serving  them.  If  universal  service  ^ 
not  a  nationally  accepted  policy  ai 
those  Alaskans  cited  in  the  comi 
tary  had  to  pay  the  ti-ue  cost  of  pi 
service,  many  Alaskans  would  no 
linked  to  the  communications  high\ 

The  Telecommunications  Act  of 
was  meant  to  reinforce  this  princi]! 
universal  service.  For  earners  ser 
low-density  ai-eas,  such  as  some  pai' 
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;cess  fees  ai'e  not  a  "windfall," 
essity  to  providing  quality,  af- 
senice. 

gh  time  the  obstructionists  to 
ete  and  full  implementation  of 
!ommunications  Act  of  1996 
gated  to  the  sidelines.  Inter- 
hose  who  cried  loudest  for  the 
tation  of  the  1996  act  are  now 
to  accept  its  pai^ameters,  while 
IS  who  were  reluctantly  forced 
ng  with  its  passage  are  now 
trying  the  hardest  to  see  it 
way  lawTTiakers  intended. 

Michael  E.  Branner 
Chief  Executive 

National  Telephone 
Cooperative  Assn. 
Washington 

DOTE  TO  SEXUAL 
^ENT  AT  HARVARD 

tudent  at  Harvard  business 
the  mid-1950s,  I  observed  no 
sexual  behavior — because 
re  no  female  students  or  fac- 
lat  time  ("Man  and  woman  at 
'  News:  Analysis  &  Commen- 
j-  ll).  Now  that  a  quarter  of 
luate  students  at  hbs  are 
he  school  should  have  antici- 
;sible  problems  and  provided 
ies  of  unacceptable  behavior 
il  harassment. 

is  particularly  discouraging 
3  report  of  male  attitudes  to- 
nen  is  that  these  men  are  fu- 
less  leaders  who,  presumably, 
power  over  a  broad  range  of 
s.  If  these  immature,  insensi- 
ent  actions  are  not  stopped, 
t  on  future  behavior  in  the 
;e  could  be  great.  Perhaps  hir- 
onal  female  faculty  would  also 
nale  student  attitudes  toward 
u-e  co-managers  of  the  oppo- 

George  A.  Dean 
Southport,  Conn. 

HOLES 

ANALYSIS  

gh  Barnes  &  Noble  Inc.  com- 
1  Amazon.com,  this  doesn't  sap 
incentive  to  bring  out  good 
:h  as  Cold  Mountain  and  The 
Water.  And  even  though  we 
able  to  buy  cars  thi-ough  the 
the  Big  Tliree  are  no  less  ea- 
•oduce  models  that  catch  con- 
ancy  ("The  Net:  A  market  too 
r  profits,"  Economic  Viewpoint, 

>int  is,  the  kind  of  temporary 
f  that  results  from  offering 
unique  quality  also  yields  re- 
it  the  Internet  can't  under- 


mine. In  fact,  by  obliterating  the  prof- 
its that  can  be  gotten  from  exploiting 
imperfect  markets,  the  Net  might  even 
spur  business  to  greater  heights  of 
product  innovation. 

Gene  Epstein 
New  York 

Echoing  Marxists  past  and  present, 
Robert  Kuttner  sees  the  Net  as  an 
emerging  institution  doomed  to  failure 
from  contradictions  within.  Marx  was 
wrong,  and  so  is  Kuttner.  Kuttner  first 


claims  that  the  Net,  with  its  free  flow 
of  information,  would  result  in  "fierce 
price  competition"  and  "vanishing  brand 
loyalty,"  in  particular.  His  example  of 
Amazon.com,  however,  shows  not  van- 
ishing brand  loyalty  on  the  Net  but 
the  power  of  it. 

The  stUl-nascent  Net  has  ah'eady  cre- 
ated some  powei'ful  brand  names,  such 
as  Amazon.com  and  Yahoo!  Would  Kut- 
tner have  ever  even  heard  of  a  Seattle 
bookstore  called  Amazon — much  less 
imagine  it  would  ever  be  in  a  position  to 


Td  say  this  is  an  effect  of  technological  RIGIDITY. 
If  we  weren't  safely  on  our  way  to 
that  Williams  network,  we'd  he  shattered. " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Make  a  break  and  visrt  www.willtales.com  or  call  1-800-WlLLIAMS,  for  flexible  telecom  solubons. 


©1998  The  Williams  Companies,  Inc. 


Analyzing  Information 
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Does  your  information  offer  more  mystery  than  clarity?  Then  maybe  you  should  know  about  Seagate's  business  [> 

-  ■  I- 

intelligence  tools.  Software  that  lets  you  access,  compile  and  analyze  data,  and  turn  it  into  wisdom.  And  then  lets  [ 
you  easily  share  your  brilliance  (even  if  you  say  so  yourself)  with  anyone  you  choose.  Anywhere  in  the  world. , 
Seagate  Crystal  Reports*,  Seagate  Crystal  Info*  and  Seagate  Holos?  They're  just  some  of  the  ways  Seagate  hardware , 
and  software  give  you  information,  the  way  you  want  it.  To  find  out  more,  visit  us  at  www.seagate.com/bwc.  I 


Seagate,  the  Seagate  logo,  ttie  tagline,  Seagate  Crystal  Reports,  Seagate  Crystal  Into  and  Seagate  Holos  ate  registered  trademarks  or  trademarlts  of  Seagate  Technology,  Inc. 
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challenge  the  well-established  Bai'nes  & 
Noble — without  the  emergence  of  the 
Net?  No  one  can  guarantee  that  any 
brand  will  last  forever,  and  perhaps 
Amazon.com  will  disappear.  But  that 
will  be  due  to  the  competitiveness  of 
Barnes  &  Noble. 

If  I  set  up  my  owti  bookstore  off  my 
Web  page.  Podunk  Books,  would  you 
buy  fi'om  me?  If  I  staited  selling  home- 
made routers,  would  you  switch  fi-om 
Cisco  Systems  Inc.?  Probably  not.  The 
point  is,  a  powerful  system  for  ex- 
change, such  as  the  Net,  can  create  and 
enhance,  in  addition  to  weakening, 
brand  names.  [Yet]  not  even  the  Net 
can  replace  the  assurance  of  a  brand 
name.  No  sui-piise,  then,  that  the  best 
brands  on  the  Net,  such  as  Microsoft 
CoiiJ.  or  cxx,  ai'e  gi'eat  brands  outside 
it  as  well. 

The  greatest  invention  of  oui'  time 
(so  fai')  is  the  Internet,  a  revolution  in 
the  ability  of  humans  to  communicate 
and  exchange.  No  one  can  predict  with 
certainty  what  specifics  will  come  to  de- 
fine this  institution.  Only  change  is  cer- 
tain, and  change  is  the  stuff  innovators 
thiive  on  and  profit  fi'om. 

Gaiy  Li 
Cambiidge,  Mass. 


Robert  Kuttner  gives  a  flawed  analysis 
of  the  Internet.  More  to  the  point  is  that 
the  Net  is  what  economists  call  a  "public 
good,"  that  is,  there  is  no  additional  cost 
involved  in  its  use  by  an  additional  con- 
sumer, and,  if  accessible  to  one,  it  is  ac- 
cessible to  all.  Anyone  with  a  properly 
equipped  computer  and  pro\ider  has  ac- 
cess to  it.  Tliis  is  wiiy  public-finance  spe- 
cialists say  public  goods  have  to  be  pro- 
\ided  by  the  government  and  funded 
fi'om  taxes:  The  private  sector,  imable 
to  make  a  profit,  wiU  not  pro\ide  them. 

As  other  telecommunications  have 
shown,  however,  certain  pubhc  goods 
have  room  for  profit.  Take  the  case  of 
T\'  shows.  Although  there  are  no  addi- 
tional costs  with  extra  ^iewel•s  and  any- 
one with  a  TV"  set  can  watch,  Seinfeld  is 
handsomely  financed  by  advertisei-s  w^ho 
find  it  a  profitable  way  to  reach  their 
mai'kets. 

The  Internet  gives  vendors  a  conve- 
nient, cheap,  and  direct  means  of  selling 
theu'  wares  to  a  wide  and  gi'owing  au- 
dience. Profit  margins  will  reflect  keen 
competition  and  what  the  consuming 
public  is  willing  to  pay.  At  the  same 
time,  cyberspace  is  an  ideal  place  for 
not-for-profit  people  and  institutions,  not 
only  to  make  then-  personal  or  mission 


statements  but  also  to  pro\ide  that 
valuable  public  good,  information, 
society  at  lai-ge. 

Ruben  P.  Men 
New 

GOOD  NEIGHBORS 
DON'T  NEED  GOOD  FENCES 

The  cuiTent  border-crossing  iiiles 
tween  the  U.  S.  and  Canada  ai'e 
and  outdated  ("Canadians  feel  a  : 
at  the  border,"  News:  Analysis  &  C 
mentaiy,  May  4).  To  maintain  the  frit 
ly  relations  the  two  coimtries  have 
joyed,  let's  open  up  the  border  for 
crossing  without  any  customs  ins] 
tions.  Crossing  between  the  U .  S. 
Canada  should  be  painless,  Uke  bon 
in  Em-ope.  With  the  forthcoming  Ei 
pean  Monetary  Union,  a  strong, 
bined  U.  S.-Canada  economic  power 
comes  even  more  important. 

Kenneth  Bn 
Weston,  O 

IS  EUROPE  SET  TO  REPEAT 
AMERICA'S  MISTAKES? 

Yoiu'  stoiy  focused  on  the  eiu'o's 
tential  benefits  but  paid  scant  atten 
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[lelley  McKendry 


nows  not  to  talk  during 
lird  period,  to  bring  a 
ag  lunch  on  Wednesday 
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Si/re  ive  help  educate  your  children.  But  we  also  help  people  grow  beyond 
the  classroom.  We're  over  100  brands  and  companies,  from  publishing  to 
financial  services  to  media.  And  with  Business  Week  and  Standard  &  Poor's, 
tve  make  it  easier  for  everybody  to  plan  for  their  financial  future. 
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LeT'S  just  say  you're  the  CEO  of  a  large  investment  firm. 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dow  Jones  and  four  ^^^^ 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  know        >  ,  / 

you  have  to  face  two  hundred  employees  who  want  more  money,  better       \,  \^ 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market.  /' 

is    oh.  a  ij    i  n    my    line    of   w  o  r  h  ,    hut  I 

sure    don    t    nee  d    it   /  r  o  m    m  if    n  o  t  e  h  O  O  R  S  , 

is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  LifeLine,  our  Lifecycle  Management 
Program  for  select  LifeBook '"  notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

o  w    we    all   get    something    w  e    can  use 
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you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate.  Leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 
mind  helping  you  understand  your  cost  of  owner- 
ship. So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will. 
There  ore  millions  of  Fujitsu  notebooks  out  there — each  with  a  story  of  its  own. 

FUJITSU 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s . 

For  more  info,  visit  www.fujitsu-pc.com/ce 
or  call  1-888-4-ON-THE-GO. 


Readers  Report 


to  the  problems  associated  with  the 
emergence  of  a  two-tiered  European 
economy  and  the  policies  that  ai-e  need- 
ed to  avoid  them  ("The  euro."  Special 
Fieport.  Apr.  27). 

I  support  a  competitive,  flexible 
economy  where  citizens  are  free  to 
shape  their  future  and  achieve  their 
potential.  I  fear,  though,  that  without 
understanding  why  some  people  sue- 


FINDING  US  ONLINE 

The  full  text  of  Business  Week,  the  Business  Week 
Dally  Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW, 
To  sign  up  for  BW  on  AOL.  call  (800)  641-4848 
and  mention  Business  Week. 

MaVen 

Shopping  for  computer  equipment,'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


ceed  and  other  people  fail.  Eui'ope  will 
repeat  our  mistakes,  including  gi'ow- 
ing  wage  and  social  inequality,  ft'ag- 
mentation,  and  a  winner-take-all  men- 
tality, which,  in  turn,  are  threats  to 
American  democracy  itself. 

Investments  in  education,  environ- 
mental protection,  worker  training,  par- 
enting skills,  and,  maybe  most  impor- 
tant, controlling  human  population 
reqiui'e  much  attention  and  energy.-.  But 
they  are  necessary  to  achieve  the  hai'- 
mony  and  happiness  that  are  the  sub- 
text of  youi-  series. 

Jeffi'ey  S.  Hurwitz 
Warren.  X.J. 

IN  KENNY  TROUTT 

WE  TRUST  

Excel  Commimications  Inc.  has  had 
gi'owing  pains,  but  what  up-and-coming 
company  hasn't?  And  there's  nothing 
wrong  with  being  rich,  like  Kenny 
Troutt,  if  you  know  how  to  use  your 
money  wisely  ("He's  rich.  Now  he 
wants  some  respect,"  People,  Apr.  20). 

Kenny's  "Mama  Nadine"  told  him: 
"On  your  way  to  the  stars,  take  as 
many  people  with  you  as  you  can."  And 
that's  what  he  has  done.  He  has  of- 


fered "average  Joes"  the  chance  hj 
their  own  bosses  as  independent  r- 
resentatives.  The  word  "cult"  is  a  ; 
ative  one.  We  do  not  worship  Kei 
Troutt.  We  are  into  success.  [But] 
trust  him  to  take  us  into  the  n 
millennium. 

Wanda  and  Rov  Fin 
Claude,  T 
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°HANG  ON  TO  YOUR  HAT  AND  SMASH  YOUR  CRYSTAL  BALL."  Tom  Peters 

It's  not  you'  I'Tiagination  -  it's  really  happening.  And  it's  called  The  Power  of  Corporate  Kinetics. 
the  first  new  business  model  for  today's  unpredictable  world.  Learn  how  leading  companies  and  people 
everywhere  are  starting  to  become  self-adapting,  self-renewing  and  poised  for  instant  action. 

The  Power  of  Corporate  Kinetics  -  the  definitive  guide  for  an  unpredictable  world. 
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starting  June  19 
when  you  call  Italy 
just  add  a  zero. 


What  number  is  easier  to  remember  than  zero? 

Starting  on  June  19,  when  you  call  Italy,  just  add  a  zero  to 
the  area  code.  So,  for  example,  from  that  date  on,  if  you 
want  to  call  Milan,  +39  2  5555555  will  become  +39  025555555. 

Nothing  could  be  simpler!  ^^p^oasJEMij^^ 

' ^ ^      25555555  \ 

The  Italian  telephone  system  has  chosen  this  way  to  celebrate 
its  entry  into  Europe,  in  line  with  the  Community  Directive 
on  the  liberalization  of  the  telecommunications  market. 

From  June  19  on,  if  you're  calling  the  most  beautiful  country 
in  the  world,  just  remember  the  zero! 


telecomitalia.it/numerazione 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  Wilham  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

THE  GORILLA  GAME  by  Geoffrey  A.  Moore,  Paul  Johnson, 
and  Tom  Kippola  (HarperBusiness  •  $26)  Spotting  high-tech 
stocks  that  dominate  their  market  niches. 


DIE  BROKE  by  Stephen  M.  Pollan  and 
Busmess  •  $25)  Forget  about  the  will- 
wisdom,  says  a  financial  adviser. 


Vlark  Levine  (Harper- 
-and  the  conventional 


5  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  &  Schus- 
ter •  $25)  The  good  times  keep  on  rollin'. 

6  BLUR  by  Stan  Davis  and  Christopher  Meyer.  (Addison-Wesley 
•  $25)  Finding  focus  in  a  world  of  constant  change. 

7  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
A  collection  of  bite-size  lessons  on  marketing. 

8  HOW  TO  RETIRE  RICH  by  James  O'Shaughnessy  (Broadway  • 
$25)  Number-crunching  your  way  to  the  golden  years. 

9  REACH  FOR  THE  SUMMIT  by  Pat  Summitt  with  Sally  Jenkins 
(Broadway  •  $25)  Drills  for  success  from  the  coach  of  the 
University  of  Tennessee's  Lady  Vols. 


10 


11 


WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  A  former  cab  driver's 
formulas  for  striking  it  rich. 


•  $16.95) 
news  stories, 


JACK  WELCH  SPEAKS  by  Janet  Lowe  (Wiley  • 
Quotes  froiv  GE's  man,  culled  from  speeches, 
and  his  own  writings. 

12  BUFFETTOLOGY  by  Mary  Buffett  and  David  Clark  (Scribner  ■ 
$27.50)  An  ex-daughter-in-law's  take  on  Buffett's 
techniques. 

13  FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95) 
Getting  out  of  debt — for  good. 

14  YOU  HAVE  MORE  THAN  YOU  THINK  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $25)  Help  for  the  investment- 
challenged. 

15  I'D  LIKE  THE  WORLD  TO  BUY  A  COKE  by  David  Greismg 
(Wiley  •  $24.95)  The  life  and  career  of  the  late  Coca-Cola 
CEO,  Roberto  Goizueta. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 

3  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $13)  Coach  says  work  harder,  harder! 

4  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

5  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  am 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks?" 
and  other  queries,  asked  and  answered. 

6  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M, 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

7  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books 
$19.95)  From  stocks  to  small  business — with  cartoons,  too. 

8  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman  (Barron 
•  $1 1.95)  What  IS  an  oligopsony  anyway? 

9  THE  ERNST  &  YOUNG  TAX  GUIDE  1998  by  the  Tax  Partner 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
Time's  up,  folks. 

10  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3fvl,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

11  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $19.95)  Lighthearted  primer 

12  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

13  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

14  THE  PRINCESSA  by  Harriet  Rubin  (Dell  •  $9.95)  Rules  for, 
women 's  success,  demonstrated  by  heroines  past  and  presen 

15  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Brow 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economic 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repr 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  April. 

Reviev\/s  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


FOR    HARRY  S.    DENT  JR.,    DEMOGRAPHY  IS 

destiny.  And  in  The  Roaring  2000s, 
No.  5  on  this  month's  best-seller  list,  he  says  we're  on  the 
edge  of  the  greatest  burst  of  prosperity  in  human  history. 
What's  behind  the  boom?  The  boomers. 

That  generation,  he  says,  is  moving  into  its  years  of  peak 
productivity,  earning,  and  spending,  detonating  an  explosion  of 
affluence.  New  technologies  will  compound  the  gams.  And 
adding  to  the  excitement,  "the  Internet  Age"  will  see  old  cor- 
porate forms  blown  away  by  more  responsive  "network  orga- 
nizations." In  these,  "front-line  human  browser  teams"  will 
connect  customers  with  "specialized  products  and  experts." 
Hot  stuff,  huh?  Most  readers  will  find  Dent's  effort  unorig- 


inal and  overstated.  Much  of  his  demographic  analysis,  for 
ample,  centers  on  a  supposed  contrast  between  an  innova 
"Henry  Ford  generation"  of  the  1920s  and  the  conform 
1950s  "Bob  Hope  generation,"  a  group  best  suited  for  in 
tution-building.  There  are  lots  of  unsourced  charts  and  gra 
to  amuse  and  confuse. 

Dent  concludes  with  a  chapter  of  "investment  st.i-ategies^r 
The  Roaring  2000s."  A  sampling:  "Save  at  least  10%  of  yjr 
pretax  income"  and  "mutual  funds  are  the  best  vehicle  )r 
most."  Whaaa?  Is  that  the  best  way  to  approach  "a  Dow  tat 
will  reach  at  least  21,500  and  likely  higher"?  I  mean,  \io 
does  Dent  think  he's  talking  to — the  Bob  Hope  generatioi 

BY  HARDY  GRfN 
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Everything  you  expect  in  a  luxury  car. 


Well,  not  everything.  Its  just  $18,995: 
The  1998  Chrysler  Cirrus. 

There  are  cars  that  are  built  to  appeal  to  your  passionate  side— and  to  your  practical  side.  The  1998  Chrysler  Cirrus. 
For  the  passionate  side:  ■  fully  independent  suspension  ■  multi-valve  V6  engine  ■  speed-sensitive  steering  ■  air  condi- 
tioning With  rear-seat  vents  •  premium  six-speaker  sound  system  ■  power  windows,  mirrors  and  door  locks  ■  cab- 
forward  design  with  room  for  you  and  four  friends  ■  and,  at  no  extra  charge,  a  new,  luxurious,  glove-soft  leather-trimmed 
interior  ■  and  eight-way  power  driver  s  seat.  Now  for  the  practical 
side.The  new  1998  Chrysler  Cirrus  LXi,with  all  this,is  just  518,995: 
Now  thats  unexpected.  Call  1.800. CHRYSLER  for  details. 

'  after  $  1.000  cash  back  includes  destination  Excludes  tax  www  chryslercars  com 
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COLD  NEW  WORLD 

Growing  Up  in  a  Harder  Country 

By  William  Finnegan 
Random  House  .421pp.  $26 


YOU'RE  ON 
YOUR  OWN,  KID 


In  the  yeai's  following  World  War  II, 
a  huge  number  of  Americans  moved 
up  to  the  middle  class.  Tliis  was  due 
largely  to  the  G.  I.  Bill  of  Rights,  which 
paid  veterans'  college  tuition  and  living 
allowances  and  gave  them  no-downpay- 
ment  mortgages.  But  it  was  also  due 
to  an  expanding  economy,  liigher  wages, 
and  a  growing  foreign  market  for  Amer- 
ican goods. 

Now,  the  children  of  that  postwar 
generation,  the  baby  boomers,  are  rais- 
ing Idds  of  theii'  own  in  a  much  different 
world.  Despite  the  booming  stock  mar- 
ket, low  inflation,  and  low  unemploy- 
ment, real  hoiu'ly  wages  for  the  majori- 
ty of  working  Americans  have  fallen  for 
a  quarter-century.  For  many  young 
people,  this  is  a  world  cursed  by  alcohol 
and  drugs,  teen  pregnancy,  unstable 
marriages,  racist  gangs,  and,  in  the 
words  of  William  Finnegan,  "trendy 
nihilism." 

Cold  New  World  is  Finnegan's  explo- 
ration of  tliis  envu'onment  and  of  a  gen- 
eration of  young  people  seemingly  bent 
on  self-destmction.  In  six  years  spent 
"knocking  around  the  United  States," 
the  New  Yorker  magazine  writer  got 
close  to  these  youths,  their  friends,  and 
their  families.  Among  the  factors  re- 
sjjonsible  for  the  young  folks'  problems, 
the  author  says,  are  "the  fecklessness 
and  self-absorption"  of  his  ow^n  baby- 
boomer  generation  and  global  economics. 
Together,  such  forces  have  combined  to 
leave  kids  culturally  and  economically 
dislocated.  Finnegan's  solution  seems  to 
involve  a  return  to  the  days  of  libei'al 
government  progi'ams.  But  whether  you 
agi-ee  with  his  politics  or  not,  his  deft 
profiles  can  be  both  moving  and  down- 
right frightening. 

His  four  primai-y  subjects  come  fi-om 
widely  disparate  backgrounds,  yet  each 
one  is  both  victim  and  collaboi-ator  in  liis 
or  her  own  sad  stoiy. 
■  SLxteen-yeai-old  Teny  Jackson  lives  in 


the  black  ghetto  of  New  Haven.  A  high 
school  di-opout  and  a  child  of  a  drug-ad- 
dicted welfare  mother,  he  is  a  $l,000-a- 
week  "work-boy"  for  the  local  dnig  deal- 
ers. It  is  dangerous  work.  Shootouts 
are  common,  and  most  of  the  victims 
are  teenagers. 

m  Juan  Gueirero,  18,  is  a  son  of  Mexican 
farmworkers  and  militant  unionists  in 
the  Yakima  Valley  of  Washington  state. 
His  parents  say  they  "only  want  what 
the  whites  have  . . .  normal  benefits,  job 
security,  an  end  to  discrimination,  dig- 
nity." Not  so  Juan,  who  has 
opted  for  what  Finnegan 
terms  "la  vida  loca" — the 
crazy  life.  A  Tae  Kwon  Do 
black  belt,  Juan  is  expelled 
from  school  for  fighting, 
spends  10  months  in  deten-  <• 
tion  for  assault,  then  takes 
up  work  in  the  gi'ape  fields. 
His  steady  pal  is  Maiy  Ann 
Ramirez,  an  unwed  mother 
who  has  been  on  drugs 
since  the  eighth  grade. 
When  Finnegan  first  meets  w  1 1  1. 1  \  m 
this  pah-,  they  ai'e  into  "wall 
hits" — sucldng  gasoline  fumes  out  of  a 
plastic  bag  until  they  faint. 
m  Mindy  Tiu'ner,  17,  lives  in  once-floiu*- 
ishing  Antelope  Valley,  Calif.,  a  region 
plagued  by  cutbacks  in  aerospace  and 
defense.  The  i"ates  of  teen  pregnancy 
and  juvenile  crime  are  liigh.  Mindy,  sex- 
ually active  and  a  dmg  user  since  the 
seventh  grade,  is  now  into  metham- 
phetamines,  or  "speed."  Her  suppliers 
ai'e  a  local  skinhead  gang,  the  Nazi  Low 
Riders. 

■  Lanee  Mitchell  is  a  28-year-old  black 
divorcee  who  woi-ks  as  a  chicken  pluck- 
er  in  a  Tyson  Foods  Inc.  plant  in  "Deep 
East  Texas."  Even  though  she  got  off  to 
a  bad  start  by  becoming  pregnant  in 
high  school,  she  longs  for  those  days 
and  her  "good  old-fashioned  country  up- 
bringing." Everything  headed  downhill. 


she  believes,  when  her  small  town,  hi 
Augustine,  became  a  major  dmg  cent-. 

One  of  the  most  interesting  char- 
ters in  Cold  New  World  is  neitheii 
youth  nor  a  parent.  He  is  Nathan  1- 
dall,  the  all-powerful  sheriff  of  San  I  ■ 
gustine  County  for  almost  40  years.  1 
dall     was,     moreover,    an  asti 
businessman,  Finnegan  says,  gross 
$2  million  a  year  from  diverse  ende 
ors.  These  included,  other  authorit 
suspect,  money-laundering  and  bril 
fi-om  diiig  dealers. 

A  white  man,  Tindall  enjoyed  wa 
relations  with  his  numerous  black  c 
stituents.  That  paid  off  when  he  esca]d 
the  net  of  Operation  White  Tornadcr 
massive,  multijurisdictional  drug  b 
that  jailed  54  local  citizens,  50  of  tli 
black.  The  chief  target  of  the  raid,  1 
daU  was  never  airested  or  chai'ged  si 
none  of  his  black  friends  would  tes 
against  him.  Finnegan  writes. 

At  the  time  of  the  cb-ug  probe.  Tin- 
had  recently  been  voted  out  of  off 
He  had  been  a  most  unv 
al  sheriff:  He  never  can 
PIU  a  gun  and  made  an-ests 
W  WM  phoning  alleged  perpet 
■ijf  tors,  even  murderers,  ; 
telhng  them  to  meet  hin 
the  jailhouse.  Such  was 
power  of  his  persona 
that  most  complied.  ! 
while  Ms  election  loss  set 
riclily  desei-ved,  it  may  h 
occmi'ed  for  the  wi'ong  j» 
son:  Whites  resented  ' 
dall's  rapport  with  bla 
Even  some  blacks  had  c 
cisms.  "He  never  did  enough  to  s 
the  drugs  that's  hurting  our  peop 
Lanee  Mitchell  reflected. 

After  exposure  to  these  cases, 
will  be  sm'prised  by  Finnegan's  des] 
over  young  people's  prospects.  I 
mately,  he  blames  government,  wj 
he  feels  has  abdicated  its  role 
provider  of  last  resort.  "For  thos< 
us  who  gi'ew  up  during  the  long  p 
war  boom,  it  is  easy  to  forget  just 
large  a  role  government  progri 
played  in  the  spread  of  mass  prosp 
ty,"  Finnegan  says.  That's  tme,  but 
en  the  politics  of  the  day,  not  eve 
book  as  powerflil  as  Finnegan's  is  E 
to  revive  Big  Government  liberalisi 
BY  RESA  H 

King  covered  urban  problems 
BU^^INE^S  WEEK  for  more  than  SO  yt 


FINNEGAN  PROFILES  YOUNG  PEOPLE  DONE  IN 


BY  DRUGS  AND  ABANDONED  BY  THE  GOVERNMEM 
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STEPHEN  H.  WILDSTROM  

^EAVIIVG  THE  WEB 
^TO  YOUR  TV 


I  can  watch  as 
[  send  E-mail.  It 
its  pulling  in  shows 
^our  PC 

lor  a  couple  of  years 
now,  "convergence" — 
the  idea  that  comput- 
and  home  entertainment 
merge — has  been  buzzing 
nd  the  high-tech  indus- 
I've  always  been  dubious 
it  the  notion,  and  judg- 
by  the  sluggish  sales  of 
ergence  pi'oducts  such  as 
!way  2000's  Destination 
e  entertainment  pes,  so 
!  consumers.  But  after 
ig  out  flavors  of  Mi- 
Dft's  WebTV — the  televi- 
•based  WebTV  Plus  and 
i^ebTV  for  Windows  com- 
mt  of  Windows  98 — it's 
•  to  me  that  adding  In- 
et  features  to  a  televi- 
is  a  better  idea  than 
ng  TV  features  to  a  PC. 
its  original  1996  version, 
TV  was  an  inexpensive 
to  tui'n  a  TV  set  into  a 
;  Internet  terminal.  The 
ent  WebTV  Plus  version, 
ised  after  Microsoft 
fht  the  company  last 
.  subtly  changes  the  con- 
to  make  the  Internet  an 
net  to  TV  viewing,  espe- 
/■  as  a  way  to  get  com- 
i  local  program  listings 
;reen.  I  tested  WebTV  us- 
the  $199  Philips  Mag- 
X  Internet  TV  Terminal; 
ar  units  ai-e  sold  by  Sony 
Mitsubishi. 

ith  the  WebTV  service, 
get  Web  browsing  and 
ail  on  your  TV.  Browsing 
lirly  snappy  with  a  56 
it-per-second  modem,  and 
control  the  WebTV  box 
a  remote  or  a  wireless 
)oard.    Your  opening 


screen  is  customized  to  pro- 
vide easy  access  to  neighbor- 
hood movie  and  restaurant 
listings. 

The  best  feature,  howev- 
er, is  a  detailed  TV  program 
guide,  automatically  down- 
loaded overnight,  that  lets 
you  watch  TV  in  a  window 
while  you  browse  listings  of 
cuiTent  and  upcoming  shows. 
You  also  can  link  to 
the  Web  for 
more  informa- 
tion on  pro- 
grams, a  fea-  \ 
ture  useful  / 
mostly  to  re-  \ 
trieve  facts  ' 
about  movies 
fi'om  the  Inter- 
net Movie 
Database 
(www.imdb.com). 

WebTV  proba- 
bly has  a  limited 
life  span  as  a  stand- 
alone product.  Its  hai'd- 
ware  will  be  incorporated 
into  set-top  boxes,  such  as 
the  ones  being  designed 
ai-ound  Microsoft  software  for 
Tele-Communications  Inc., 
and  a  seamless  connection  to 
the  Web  ovei-  a  fast  cable 
link  will  gi-eatly  enhance  its 
featiu'es. 

By  contrast,  WebTV  for 


Windows,  a  featiu-e  that  is  in- 
cluded on  the  Windows  98 
CD,  strikes  me  as  a  curious 
product.  First,  you  need  a 
compatible  TV  tuner  card. 
Currently,  only  the  $279  ati 
All-in-Wonder  Pro — a  com- 
bined display  adapter  and 
tuner — works,  but  more  hai'd- 
ware  will  be  available  by  the 
time  Win98  ships  in  late 
June.  Wlien  connected  to  ca- 
ble, this  lets  you  watch  TV 
on  your  PC  and,  using  an  ex- 
isting Internet  accoimt,  down- 
load a  WebTV-like  localized 
progi'am  guide. 

After  some  installation 


glitches,  the  hardware  and 
software  worked  fine.  But 
I'm  left  wondering  just  why 
I  would  want  to  turn  a  PC 
into  a  very  expensive  and 
not  veiy  good  television.  The 
ciuality  of  TV  images  on  PCs, 
whether  displayed  full-screen 


THE  COST  OF  CONVERGENCE 


1          WEBTV  PLUS  1 

1    WEBTV  FOR  WINDOWS  1 

TV  SET  $300-400 

PC 

$1,000-2,000 

CABLE  SERVICE  $30/mo. 

TV  TUNER  CARD 

$100-300 

INTERNET  TV 

WINDOWS  98 

$90* 

TERMINAL  BOX  $200 

VI/EBTV  ACCOUNT/  $20/mo. 

INTERNET 

$10/mo. 

INTERNET  SERVICE 

SERVICE 

TOTAL       $500-600  +  $50/mo. 

TOTAL  $l,100-$2,390  +  $40/mo. 

*IVlighf  come  with  new  PC 

or  in  a  small  window,  ranges 
from  mediocre  on  standard 
monitors  to  awful  on  flat- 
screen  displays.  I  might  oc- 
casionally want  to  watch  a 
ball  game  in  a  small  window 
while  I  work  in  the  evening, 
but  a  little  TV  set  would  do 
the  job  better,  more  cheaply, 
and  with  less  trouble.  You 
might  want  to  make  your  PC 
the  heart  of  a  home  enter- 
tainment center,  but  be 
warned  that  getting  a  TV 
tuner  and  a  dvd  player 
working  on  the  same  com- 
puter is  likely  to  be  a  daunt- 
ing challenge. 

One  Win98  feature  that 
comes  along  with 
WebTV  has  the  po- 
tential to  be  more 
useful.  WaveTop, 
a  service  of  a 
company  called 
WavePhore, 
puts  Web-style 
news  and  in- 
formation on 
an  unused  part 
of  the  TV  signal 
called  the  verti- 
cal blanking  in- 
terval. That,  com- 
bined with  the 
reader  bundled  with 
Win98,  lets  you  select 
topics  of  interest  and 
download  and  view  the  infor- 
mation. Unfortunately,  I  was 
unable  to  test  it  because  our 
office  cable  system  doesn't 
caiTy  any  of  the  pbs  channels 
that  distribute  the  WaveTop 
data. 

Microsoft  could  be  right 
that  TV  features  on  PCs  are 
the  coming  thing,  but  PC 
makers  aren't  buying  the  no- 
tion. I  don't  know  of  any 
leading  desktop  manufacturei' 
that  cmTently  plans  to  make 
tuners  standard,  or  even  fac- 
tory options. 

WebTV  Plus  is  a  cheap 
way  for  people  who  don't 
have  PCS  to  get  on  the  Inter- 
net, or  to  enhance  TV  viewing 
for  folks  who  do.  (The  cost 
drops  to  $10  a  month  if  you 
already  have  an  Internet  ac- 
count). But  WebTV  for  Win- 
dows seems  like  an  idea 
whose  time  is  not  yet  here. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


FOR  THE 
BEST  DIGITAL 
DOCUMENT 
HANDLING 
SOUmONS, 
HERE  ARE 
TWO  NUMBERS 

TOCALL  ' 

ic)i998  Savin  Corporation  Xerox®  is  a  trademark  ot  XEROX  CORPollC 


(Hey,  we  may  be  competitive,  but  we're  not  stupid.) 


'■€>'T'A  I  At  Savin  we  believe  we  offer  some  of  the  best  document  handling 

I'nii/niiiiiiM  solutions  around. 
rjTiiyiJi'Hfmii^^     ^^er  all,  like  you-know-who,  we  too  have  the  forward-thinking, 

1998         award-winning  technology  essential  to  boosting  productivity  in  today's 
digital  offices.  With  fast,  versatile,  connectable  digital  imaging  systems  that 
allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  —  right  from  your  desktop. 
And  full-color  imaging  systems  that  turn  electronic  documents  into  brilliant  hard  copy. 
But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedi- 
^         eating  ourselves  to  becoming  the  fastest,  most  responsive,  most  easy  to 
9^,    work  with  name  in  the  business.  With  smart,  energetic  Savin  professionals 
>"     willing  to  do  whatever  it  takes  to  give  you  the  satisfaction  and  service 

you  deserve.  ^^^^ 
j^M       To  find  out  more  about  the  company  with  the  technology 
.  I       and  attitude  that  will  win  you  over,  call  us  at  1-800-234-1900 
or  contact  us  online  at  www.savin.com.  And  that  other  number? 
Sorry,  you'll  have  to  look  it  up. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


JUST  HOW  NEW 

IS  THE  NEW  ECONOMF? 


CAb  1  ION: 

There's  a 
new  economy, 
but  its 

behavior  may 
be  similar 
to  the 

"old  economy 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser 


The  American  economy  is  almost  at  the 
halfway  mai'k  for  1998  and  continues  to 
outperform  predictions.  The  stream  of 
outstanding  news — unemployment  at  a  28- 
year  low,  cjuiescent  inflation,  stronger  than 
expected  gTowth,  rising  real  wages,  and  sm-g- 
ing  share  prices — has  triggered  a  heated  de- 
bate. Is  there  a  new  economy  shaped  by  glob- 
al competition  and  technological  man'els  to 
which  such  basic  economic  tenets  as  the  law 
of  supply  and  demand  no  longer  apply?  Or 
has  the  "old"  American  economy  been  enjoy- 
ing what  Federal  Reserve  Governor  Lau- 
rence H.  Meyer  calls  "temporary  bhss  fac- 
tors." Has  the  economy's  long-run  growth 
potential  permanently  improved,  or  is  the 
economy  on  a  temporaiy  high  induced  by  the 
economic  equivalent  of  Viagi'a? 

Clearly,  economists  who  confidently  pre- 
dicted that  inflation  would  accelerate  if  the  im- 
employment  rate  fell  below  6%  were  wrong 
(with  any  luck,  they  may  have  learned  some 
humility,  although  I  doubt  it).  The  unemploy- 
ment rate  has  been  below  5.5%  for  more  than 
a  year  and  a  half,  and  the  inflation  rate  has 
been  falling,  not  rising.  What  happened  to 
that  mainstay  of  macroeconomic  theory — the 
trade-off  between  inflation  and  unemploy- 
ment? Several  things. 

Declining  computer  and  oil  prices,  a  strong 
dollar,  and  a  slowdown  in  benefits  costs  to- 
gether have  kept  a  lid  on  inflation.  And  de- 
spite tight  labor  markets,  wage  increases 
have  been  surprisingly  modest,  probably  re- 
flecting persistent  worker  insecurity  in  an 
age  of  corporate  downsizing  and  technologi- 
cal change. 

SQUEEZING  MARGINS.  But  none  of  these  fac- 
tors have  negated  the  law  of  supply  and  de- 
mand. Wages  still  have  been  posting  moderate 
gains  at  an  inci'easing  rate.  With  an  unem- 
ployment rate  of  4.3% — 1.5%  for  college-edu- 
cated workers — the  question  is  not  whether 
wages  will  continue  to  climb  but  at  what 
pace?  Indeed,  will  wage  gi'owth  outstrip  pro- 
ductivity gi'owth,  pushing  prices  up  for  some 
products  and  squeezing  profit  margins  for 
others? 

Optimists  seize  on  the  fact  that  productiv- 
ity climbed  at  an  annual  rate  of  nearly  2%  in 
1996  and  1997,  double  the  rate  the  economy 
experienced  since  the  1970s.  They  also  point 
out  that  producti\ity  gi'owth  accelerated  dm*- 
ing  the  last  two  years,  reversing  the  pattern 
of  deceleration  that's  characteristic  of  matm-e 


econoinic  expansions  and  hinting  at  a  poss: 
long-teiTn  productivity  improvement. 

Pessimists  observe  that  it  is  dangeroui 
base  predictions  on  two  years  of  data,  e; 
daily  when  average  producti\ity  growth  o 
the  life  of  tliis  expansion  has  been  about 
the  same  as  the  expansion  of  the  1980s. 

Productivity  gi'owth  is  the  key  vaiiable 
only  in  the  trade-off  betw^een  inflation  and 
emplo\Tnent  but  also  in  the  economy's  lo 
inn  growth  perfoiTnance.  Over  time,  out 
growth  is  determined  by  the  expansion  in 
labor  force  and  the  improvement  in  proc 
tivity.  Dming  the  last  few  years,  the  la 
force  has  increased  more  rapidly  than  expec 
but  with  labor  mai'kets  extremely  tight 
and  the  employment-to-population  ratio  at 
all-time  high,  labor-force  growth  is  expec 
to  decline  to  a  demogi'aphically  determi 
rate  of  about  1.1%.  This  yields  a  long- 
gi'owth  prediction  of  about  3%,  if  the  pro 
ti\ity  optimists  ai'e  coirect,  and  about  2%  if 
productivity  pessimists  ai'e  on  target. 
"BLISSFUL"  SCENARIO.  So.  is  there  a 
economy  or  not?  I  am  a  cautious  optin 
Modern  technologies  are  changing  om-  wi 
ing  and  personal  lives  in  marvelous  w; 
Production  processes  are  more  flexible, 
ventories  are  leaner,  and  there  is  a  dizzi 
choice  of  quality  products  available  to  ( 
sumers  at  a  wide  range  of  prices.  Like  m 
economists,  I  have  reduced  my  estimab 
the  rate  of  unemployment  at  w^hich  infla 
will  accelerate  to  betw'een  5%  and  5.25%. 
I  remain  hopeftil  that  technologv;  globalizal 
a  balanced  budget,  and  enhanced  educati 
attainment  may  increase  the  producti' 
growth  rate  to  about  1.5%  in  the  year: 
come — an  improvement  of  50%. 

Such  an  outlook  implies  that  my  "bliss 
scenario  for  the  U.  S.  economy  over  the  r 
few  yeai's  is  a  soft  landing  to  a  gi'owth  rat 
about  2.5% — not  bad,  but  not  much  diffei 
fi-om  the  average  2.4%  enjoyed  over  the 
20  years.  But  the  economy's  new  flexib 
may  nurture  smoother  gi-owth  over  t 
What  is  blissful  for  a  dismal  scientist 
myself  may  prove  disappointing  for  invesj 
whose  expectations  appear  to  rest  on 
more  optimistic  assessments  of  the  new  ei 
omy.  Let's  hope  that  if  they're  disappoi 
they  don't  react  in  ways  that  occasion  a 
than-gi-aceful  final  act  to  what  has  been 
markable  fin-de-siecle  performance  by 
American  economv. 


)W  Clarify  is  helping  Toyota  use  customer  service 
to  rev  up  sales. 


Carole  Pedriana,  National  Manager,  New  Era  Business  Project 
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Mark  Wiesenberg  knows  all  about  bringing  things  down  to  size. 

His  company,  QUALCOMM,  is  putting  the  power  of  advanced  digital  wireless  communications  into  the 
palm  of  your  hand  with  its  compact  CDMA  digital  Q "  phone. 

And  his  network,  Novell®,  is  putting  the  power  of  seamless  networking  right  onto  his  users'  desktops. 
Novell  NetWarer?)  software  supports  over  4,000  users  on  a  single  server,  and  scales  up  easily  as 
200  workstations  are  added  every  month.  And  Novell  Directory  Services"  technology  allows  his 
administrators  to  manage  the  entire  network  from  a  single  site  (including  NT,  Mac'f  Sun'^and 
UNIX™  platforms). 

Shrinking  the  world  is  hard  work,  which  is  why  a  fast-paced,  fast-growing  company  like 
QUALCOMM  works  only  with  the  best.  That's  why  they  chose  Novell. 

Afcirld.  Network.  QUALCOMM.  Novell.  Hand  in  hand,  desktop  to  desktop,  a  revolution  in  technology. 


Novell 


ww.noveli.com 


S    0    L    U  T 


O    N  S 


Economic  Trends 


BY  PETER  COY  

WHY  PAYROLLS 
ARE  SNEAKING  UP 

More  new  jobs  are  higher-wage 

The  Labor  Dept.'s  widely  quoted  em- 
ployment cost  index  (eci)  has  been 
flashing  reassuring  news  to  inflation 
fighters  recently:  By  its  measure,  aver- 
age total  employee  compensation  rose 
just  0.8%  fi-om  the  fii-st  quarter  of  1997 
to  the  fii-st  quaiter  of  1998.  But  the  ECI 
has  a  weakness:  For  piu-poses  of  com- 
paring different  time  periods,  it  makes 
the  simplifying  assumption  that  there 
is  no  change  in  the  mix  of  jobs.  Lately, 
though,  the  number  of  high-paying  jobs 
has  grown  faster  than  the  number  of 
low-paying  ones.  So  employers'  average 
pa>Toll  costs  are  rising  more  than  the 
ECI  shows. 

Tlie  changing  mix  of  jobs  is  captui'ed 
by  a  "Job  Quality  Index"  that  has  been 
pioneered  by  Hai'vard  University  labor 
economist  James  L.  Medoff.  His  index, 
published  by  Washington's  Center  for 
National  Policy  almost  simultaneously 
with  the  employment  cost  index,  fell 

A  REBOUND  IN  THE 
JOB  QUALITY  INDEX' 


90       '92       44       '96  '98* 
▲  INDEX:  1985=100  'FIRST  QUARTER 

DATA  CENTER  FOR  NATIONAL  POLICY 

steadily  fi-om  1985  to  1994  as  the  econ- 
omy shifted  to  ever  more  low-paying 
sei-vice  jobs.  It  has  been  rising,  how- 
ever, since  then — as  the  proportion  of 
high-paying  positions  lises.  For  example, 
the  ratio  of  World  Wide  Web  program- 
mers to  telephone  operators  is  steadily 
climbing. 

The  gi-owth  in  the  Joli  Quality  Index 
has  come  almost  entire' v  in  its  wage 
component.  "^Tlie  pension  ajid  health-ben- 
efits components  continue  ti  i  lag  behind. 
Medoff  says  this  is  partly  .i  result  of 
America's  trend  away  fi'om  i  I'aditional 
union  jobs,  which  offer  genercms  ft-inge 
benefits. 

The  Job  Quality  Index  has  jTs  own 
peculiaiities,  to  be  sui'e.  While  adjusting 


for  the  changing  job  mix,  it  assumes 
for  calculation  purposes  that  the  pay 
for  vaiious  jobs  is  fixed.  That's  why  the 
index  is  actually  lower  now  than  in 
1985,  compared  with  a  rise  of  58%  for. 
the  ECI. 

The  ideal  measure  would  be  one  that 
captiu'es  both  the  change  in  pay  for  giv- 
en jobs  and  the  change  in  mix  of  jobs. 
In  fact,  such  a  thing  exists:  It's  the  La- 
bor Dept.'s  measui'e  of  "employer  costs 
for  employee  compensation,"  and  it's  an 
actual  doUar-per-hour  figure,  rather  than 
an  index.  But  it's  issued  only  once  a 
year,  based  on  data  gathered  in  March. 
In  conti"ast,  the  better-known  eci  comes 
out  quarterly. 


WHAT  MAKES  THE 
DOOR  SO  GOLDEN 

Social  Security  favors  immigrants 

Well-paid  newcomers  who  amve  in 
the  U.  S.  duiing  their  pi-ime  earn- 
ing yeai-s  get  a  better  deal  out  of  Social 
Security  than  do  native-born  Americans 
who  eam  at  the  same  level.  That's  the 
conclusion  of  a  National  Bui'eau  of  Eco- 
nomic Reseai'ch  working  paper  by  econ- 
omists Alan  L.  Gustman  of  Dartmouth 
College  and  Thomas  L.  Steinmeier  of 
Texas  Tech  LTniversity. 

Gustman  and  Steinmeier  say  that 
well-paid  immigrants  benefit  from  So- 
cial Seciuity's  practice  of  treating  theu- 
time  outside  the  U.  S.  as  years  of  zero 
earnings.  That  drags  down  their  life- 
time average  annual  income,  making 
them  appear  to  be  low-income  earners. 
Social  Security's  formula  is  tilted  to- 
wai'd  helping  people  who  have  had  low- 
er incomes.  So  during  the  years  they 
do  work  witliin  the  Social  Secmity  sys- 
tem, each  dollar  of  their  pay  earns 
them  more  retirement  benefits  than 
are  earned  by  a  native  American  who 
is  being  paid  the  same  amount  but  has 
spent  an  entire  career  in  the  Social  Se- 
curity system. 

The  immigi'ant  anomaly  is  similar  to 
the  "double-dipping"  that  used  to  bene- 
fit civil  servants  who  spent  most  of  then* 
careers  outside  the  Social  Security  sys- 
tem, then  took  private-sector  jobs  for  a 
decade  or  so  and  won  generous  Social 
Security  benefits.  Congress  has  since 
plugged  that  loophole. 

The  authors  conclude  that  Social  Se- 
curity's benefit  formula  should  be  ad- 
justed. Earnings  should  be  averaged 
over  just  the  years  an  immigi-ant  has 
hved  in  America,  they  say.  Then,  they 
say,  benefits  should  be  proi'ated  based 


on  what  share  of  a  35-  or  40-year  b; 
period  is  spent  in  the  U.  S. 

By  doing  that,  say  the  authors, 
migi-ants  would  receive  the  same  rate 
retm-n  on  theii'  Social  Secmity  taxes 
native  Americans  who  have  the  sai 
earnings  in  each  year.  They  appli 
theu'  foiTnula  to  a  sample  of  native  a 
immigrant  Americans  born  from  1£ 
to  1941  and  found  that  it  reduced  bei 
fits  of  immigi'ants  by  7%  to  15%.  F 
imniigi-ants  who  entered  in  the  198 
the  reduction  was  more  than  30%. 


THE  POOR  GET 
DEEPER  IN  DEBT 

Their  credit-card  burden  is  risinj 

It  is  no  secret  that  as  the  econoi 
keeps  rolling  along,  consumers 
taking  on  more  and  more  debt  on  th 
plastic.  What's  less  well  known  is  ti 
the  bui'den  of  that  debt  is  sliifting 
ward  those  least  able  to  pay.  In  19 
households   with  mmhmmmm 
below-median  in- 
come held  22%  of 
all  credit-card 


A  SHIFT  TO  THE 
BOnOM  HALF 
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CREDIT-CARD  DEBT  HELD 
BYlOWERHALf  OF 
INCOME  EARNERS 
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DATA:  FEDERAL  RESERVE 
BANK  OF  ST  LOUIS 
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debt  in  the  U.S. 
By  1995,  their 
shai-e  had  risen  to 
30%.  Their  aver- 
age  credit-card 
debt  rose  14%  a 
year  fi-om  1992  to 
1995,  vs.  8%  annu- 
al gi"owth  for 
households  in  the 
upper  half. 

The  gloomy  fig- 
ures are  contained 
in  a  study  by  Peter  S.  Yoo,  an  eco 
mist  at  the  Federal  Reserve  Bank 
St.  Louis,  based  on  the  Fed's  trieni 
Survey  of  Consumer  Finances.  Y 
however,  chooses  to  accentuate  the  p 
itive.  He  says  that  most  of  the  rise 
outstanding  credit-cai'd  debt  comes  fi 
increases  in  average  balances,  rat 
than  in  the  number  of  people  hold 
credit  cards.  To  be  specific,  the  num 
of  households  with  credit  cards  gi 
2.4%  a  year  fi-om  1992  to  1995,  wl 
the  average  balance  grew  at  a  mpi 
rapid  rate  of  9.6%  . 

Yoo  says  that's  good  news  beca 
people  who  ah-eady  use  credit  ciu'ds  { 
sumably  know  how  to  handle  them  I 
ter  than  people  signing  up  for  the  f 
time.  That  may  be  tine — but  the  h 
balances  cmi-ied  by  lower-income  hoi 
holds  could  prove  crushing  if  the  eco 
mv  slows  down. 
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SOME  WILL  WELCOME  IT. 
OTHERS  WILL  INSIST  THE  WORLD  IS  STILL  FLAT. 
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The  Electric  Car  is  here.  Can  you  see  that? 


Can  you  see  that  the  world  might  now  be  wonderfully  different?  That  cars  can  run  on  something  besides 
gasoline.  That  the  sky  can  begin  to  fight  its  way  back  to  blue.  That  our  children  can  have  a  clean  start. 

Maybe  you  can't  see  that. 

We've  been  driving  and  thinking  the  same  way  for  nearly  a  hundred  years.  Why  would  someone  want  to  change 
ill  of  that?  Things  aren't  that  bad,  are  they?  Gasoline  doesn't  cost  that  much,  does  it? 

What's  wrong  with  the  car  I  drive  now? 

The  EVl  has  no  engine.  It  needs  no  tune-up.  Or  oil  change.  Or  smog  check.  It  does,  however,  have  a  motor.  An 
ilectric  motor  with  just  one  moving  part  that  needs  zero  maintenance. 

Would  you  like  to  hear  more? 

The  Electric  Car  is  nearly  silent.  All  the  usual  noises  have  been  replaced  by  the  wind  slipping  across  the  most 
lerodynamic  production  car  ever  made.  One  which  produces  a  drag  coefficient  of  0.19.  A  mere  whisper. 

Acceleration  is  pure  and  instantaneous.  No  shifting  or  jerking.  Just  press  the  accelerator  pedal  and  go.  0  to  60 
n  less  than  9  seconds.  The  EVl  even  creates  its  own  electricity.  Coast  and  the  motor  automatically  converts  to  a 
;enerator.  Apply  the  brakes  and  kinetic  energy  is  captured  and  returned  to  the  batteries. 

It  can't  be  more  real. 

You  can  see  the  electric  car.  You  can  touch  it.  You  can  drive  it.  You  can  park  it  in  your  garage.  And  in  doing  so, 
he  world  might  now  be  wonderfully  different. 

Surely  you  can  see  that.  Can't  you? 


THE  ELECTRIC  CAR  IS  HERE.  1.800.25ELECTRIC  or  www.gmev.com 
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HAT  JOLT  YOU  FEEL 
5  A  SLOWDOWN 

le  economy  is  losing  steam,  but  probably  not  for  long 


us.  ECONOMY 


A  STEADY  WORSENING 
IN  THE  TRADE  GAP 


GOODS  AND  SERVICES 


The  rumbling  that  you  hear 
is  not  Godzilla  tearing  up  the 
line.  It's  the  U.  S.  economy  giinding  its  transmission 
)  a  lower  gear. 

ifter  an  explosive  perfoi-mance  in  the  first  quarter, 
iness  activity  is  throttling  down,  especially  in  the 
lufacturing  sector.  The  latest  data  on  industrial  pro- 
tion  show  significantly  less  growth,  and  housing 
cs  less  bubbly  than  it  did  last  quarter. 
Vhile  April  data  are  sparse,  what  numbers  are  avail- 
5  suggest  that  the  economy  this  quarter  is  gi-owing 
ibout  half  the  4.2%  annual  rate  posted  in  the  first, 
the  same  time,  inflation  remains  tame,  especially  in 
ds,  although  prices  outside  of  energy  and  food  are 
ng  a  shade  faster  so  far  this  year  than  they  did  in 
7.  In  particular,  service  prices  picked  up  noticeably 
Vpril,  although  it's  too  early  to  tell  whether  that  was 
ne-month  fluke  or  a  nascent  trend. 

How  long  the  slowdown  will 
last — and  the  prospects  for  in- 
flation— were  undoubtedly  key 
topics  of  discussion  at  the  Fed- 
eral Reserve's  May  19  policy 
meeting.  As  expected,  the  Fed 
left  short-term  interest  rates 
on  hold.  But  the  debate  was 
likely  intense,  reflecting  a  clash 
of  disparate  economic  beliefs. 

Part  of  the  slowdown  is 
simply  payback  for  a  weath- 
•elated  spurt,  in  domestic  demand  and  a  lai'ge  buildup 
nventories  that  occuired  in  the  first  quaiter.  Another 
nk  comes  from  the  continued  drop-off  in  demand  for 
3.  goods  in  Asia.  The  trade  deficit  continued  to 
TO  in  March  (chart),  and  that  is  the  main  soui'ce  of 
softness  in  manufacturing. 

OTHER  CRUCIAL  ELEMENT  in  the  Feds  debate 
3  sure  to  have  been  Asia.  Market  jitters  over  social 
•est  in  Indonesia,  uncertainty  about  Japan's  financial 
ilth,  and  questions  about  Asia's  impact  on  the  U.  S. 
nomy  probably  gave  the  policymakers  some  leeway 
hold  their  fire.  Moreover,  Fed  Chairman  Alan 
ienspan  had  made  no  public  hints  of  a  coming  change 
policy,  as  most  Fed  watchers  would  have  expected 
1  to  do. 

"^ot  surprisingly,  Asia's  initial  knock  to  the  U.  S. 
nomy  has  been  through  trade.  The  March  trade 
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gap  widened  to  $13  billion  from  a  revised  $12.2  billion 
in  Februaiy.  Exports  gi'ew  by  3.3%,  to  $79.4  billion,  but 
imports  rose  by  a  larger  3.8%.  The  trade  deficit  with 
Asia's  newly  industrialized  nations  deteriorated  sharply 
in  the  first  quarter  compared  with  a  year  ago.  The 
gaps  with  Japan  and  China  also  worsened. 

The  wider  trade  gap  took 
some  ah'  out  of  the  U.  S.  econ- 
omy last  quarter.  In  its  as- 
sumptions for  first-quarter 
gross  domestic  product,  the 
Commerce  Dept.  had  project- 
ed that  the  March  merchan- 
dise trade  deficit  would  be 
smaller  than  February's.  In- 
stead, the  gap  grew  signifi- 
cantly. That  suggests  that 
when  the  revision  to  real  GDP 
is  released  on  May  28,  the  data  will  show  a  greater 
widening  in  the  net-exports  deficit.  And  the  initial  net 
exports  figiu-e  had  subtracted  2.2  percentage  points 
fi-om  GDP  gi'owth. 

Worse  still,  the  drag  from  trade  is  continuing  this 
quarter.  Asia's  problems  have  depressed  demand  for 
U.  S.  exports,  while  Asian  goods — made  cheaper  by 
currency  devaluations — are  flooding  into  the  U.  S.  The 
trade  surplus  in  services  is  also  shinnking,  but  Asian 
fallout  is  landing  bigger  blows  on  manufacturers. 

INDUSTRIAL  PRODUCTION  edged  up  only  0  1%  in 
April.  The  gain  was  held  down  by  declines  in  mining 
and  utilities,  while  manufactuiing  production  rose  0.3%. 
However,  factory  output  has  slowed  sharply,  having 
fallen  in  both  February  and  March.  After  sm-ging  at  an 
8.1%  annual  rate  in  the  fourth  quarter,  production  rose 
at  just  a  2%  pace  in  the  fli'st,  and  April's  output  level 
was  no  higher  than  the  first-quarter  average  (chart). 

Much  of  that  flattening  out  reflects  the  first  quarter's 
drop  in  exports,  the  first  such  decline  in  foui'  years. 
However,  some  of  the  cutbacks  may  also  signal  that 
companies  are  starting  to  trim  inventories  after  their 
huge  runup  in  the  first  quarter.  Stockpiles  held  by 
manufacturers,  wholesalers,  and  retailers  rose  0.5%  in 
March.  For  the  quarter,  inflation-adjusted  inventories 
appear  to  have  grown  much  faster  than  the  rapid 
$77  billion  annual  rate  reported  in  the  initial  GDP  data. 

Moreover,  inventories  last  quarter  gi'ew  faster  than 
the  robust  gain  in  sales.  The  largest  increase  in  stock- 
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piles  relative  to  sales,  however,  occurred  in  wholesale 
trade.  The  inventory-sales  ratios  in  manufacturing  and 
retailing  were  stable.  Tliis  pattern  suggests  that  im- 
ports accounted  for  much  of  the  inventory  buildup. 

To  the  extent  that  this  is  tme,  the  bmxlen  of  reduc- 
ing excess  inventories  will  hit  foreign  producers,  not 
U.  S.  manufacturers.  Indeed,  the  April  increase  in  out- 
put suggests  U.  S.  factories  are  coping.  In  addition, 
any  upwaixl  refigiuing  of  inventoiy  growth  will  counter- 
act the  drag  from  the  revision  to  net  exports. 

WHETHER  OR  NOT  INVENTORIES  become  a  problem 
later  on  will  depend  largely  on  consumers.  The  funda- 
mentals in  the  consumer  sector  continue  to  strengthen, 
a  trend  that  bodes  well  for  household  spending  as  well 
as  housing.  Housing  starts  fell  2.3%  in  April,  to  an 
annual  rate  of  1.54  million.  But  single-family  starts 
edged  up  0.7%,  to  a  1.24  million  pace. 

First-quarter  housing  was  helped  by  a  mild  winter 
and  by  the  most  affordabiUty  in  two  yeai's,  according  to 
the  National  Association  of  Realtors.  Mortgage  rates 
and  income  growth  are  still  favorable,  which  is  why 
the  housing  sector  will  remain  fii-m,  although  it  will 
slow.  Builders  remain  upbeat.  The  National  Association 
of  Home  Builders'  Housing  Market  Index — a  measure 
of  cuiTent  sales,  sales  expectations,  and  buyer  traf- 
fic— rose  to  68%  in  May,  from  67%  in  April.  The  sales 
index  climbed  fi-om  70%  to  73%,  a  record  high  (chart). 


GERMANY 


BUILDERS  SEE  NO  LETUP 
IN  HOME  BUYING 


Strong  reports  like  the  nahb's  make  the  case  t 
renewed  vigor  in  the  economy  as  the  year  progress* 
But  so  far,  economic  strength  has  not  spiuTed  much 
an  uptick  in  inflation.  Consumer  prices  rose  0.2% 
April,  with  core  prices,  which  exclude  food  and  ener^ 
up  0.3%.  The  overall  yearly  inflation  rate  is  runnu 
1.4%,  while  the  core  rate  is  2.1% 

When  signs  of  price  pres- 
sures emerge,  they  will  be 
found  in  services.  Core  ser- 
\ace  prices  rose  0.4%  in  April, 
the  largest  monthly  increase 
in  three  years,  bringing  the 
annual  clip  to  3%.  Price  hikes 
in  shelter,  education,  and  med- 
ical services  led  the  increase, 
and  those  sectors  are  likely  to 
lead  futiu'e  gains  as  well. 

The  hope  is  that  the  econo- 
my will  slow  down  long  enough  to  stop  price  pn 
sui'es  fi'om  building.  So  far  this  year,  however,  nothi 
in  the  fundamental  makeup  of  this  economy  sugge 
that  the  slowdown  will  last  past  the  summer.  Th 
sets  up  a  scenaiio  of  evei-tighter  labor  markets  pushi 
labor  costs  up  further  If  inflation  gets  out  of  its  caj 
taming  it  may  not  be  as  hard  as  trying  to  contain 
220-foot,  mutant  lizard,  but  the  Fed  m.ay  have  to  bri 
out  its  heavy  artillery  to  subdue  the  beast. 


0  I  '  I  I  I  I  I  I 

JAN,  '97  MAY  '98 

▲  PERCENT  REPORTING  IMPROVEMENT 
DATA:  NATIONAL  ASSOCIATION  OF  HOME  BUILDI 


GROWTH  LIKE  THIS  WON'T  LAST 


The  German  economy  began 
1998  with  a  burst  of  speed. 
But  special  factors  lifted  output, 
so  gi'owth  will  most  likely  settle 
down  in  this  quarter  and  beyond. 

On  May  18,  the  Economics  Min- 
istry said  that  real 
gi'oss  domestic  product 
probably  grew  at  a 
quartei'ly  rate  of  about 
1%  in  the  first  quarter, 
after  rising  just  0.3% 
in  the  fourth.  The  offi- 
cial data  \rill  be  re- 
leased on  .June  4.  A 
mild  winter  boosted 
construction  spending, 
as  did  a  revival  of  pub- 
Hc-works  projects  that  had  been 
tabled  in  1997  when  the  govern- 
ment held  dovm  spending  to  meet 
the  Maastricht  Treaty  criteria.  In 
addition,  consumers  iTished  to  buy 
big-ticket  items  last  quarter  in  ad- 


GERMAN  BUSINESSES 
REMAIN  OPTIMISTIC 
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vance  of  an  Api-.  1  hike  in  the  val- 
ue-added tax  rate,  which  rose 
from  15%'  to  16%.  Car  registra- 
tions, for  example,  soared  55.1% 
between  Febinaiy  and  March. 
But  Germany's  better  economic 
performance  goes  be- 
yond one-time  factors. 
The  labor  markets 
show  improvement. 
The  jobless  rate  fell 
to  11.4%  in  April, 
fi-om  a  record  high  of 
11.8%  in  December. 
And  on  May  19,  the 
IFO  research  institute 
said  that  business 
sentiment  remained 
at  a  very  high  level  in  April,  de- 
spite wonnes  about  Asia  (chart). 

The  Economics  Ministiy  re- 
affirmed the  government's  fore- 
cast of  real  gdp  gi'owlh  between 
2.5%  and  3%  for  all  of  1998.  That 


followed  an  earlier  report  by  Ger 
many's  six  largest  economic-re 
search  firms  that  projected 
gro\\i;h  of  2.6%  in  1998.  Real  gdp 
grew  2.3%  in  1997. 

At  the  same  time,  the  inflation 
climate  is,  in  the  Bundesbank's 
words,  "very  favorable."  Con- 
sumer prices  rose  just  1.4%  in  th 
year  ended  in  April,  and  the 
Buba's  main  gauge  for  inflationar 
pressures,  the  M3  money  supply,  i 
back  to  giwing  \rithin  target. 

Even  so,  the  Buba  is  expected 
to  lift  interest  rates  by  Jan.  1. 
The  hike,  which  will  push  short- 
teiTn  rates  up  by  a  half-point,  wil 
ahgTi  GeiTnan  rates  with  those  of 
the  other  single-currency  mem- 
bers. The  outlook  for  steady  but 
moderate  grovii:h,  coupled  with  n^.: 
inflation  signals,  suggests  that  th 
central  bank  can  wait  until  later 
this  year  to  make  the  move. 
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SOFTWARE 


THE  BATTLE  FOR  THI 


As  Microsoft  and 
Justice  spar,  the 
industry  foresees 
sweeping  change 

On  May  18,  while  Bill  Gates  was 
bi-iefing  the  world's  news  media 
in  an  auditorium  on  the  compa- 
ny's Redmond  (Wash.)  campus 
about  the  liistoric  antitinst  suits 
that  had  just  been  launched  against 
Microsoft  Coi-p.,  engineers  in  another 
building  were  celebrating.  They  had  just 
completed  thi-ee  yeai*s  of  work  on  Win- 
dows 98.  And,  despite  the  antitiTist  suits, 
they  were  detennined  to  keep  up  tradi- 
tion. They  mai'ked  the  occasion  by  toss- 
ing then-  boss.  Bill  Veghte.  into  a  pond 
and  nmning  a  Windows  98  banner  up 
the  coiporate  flag]3ole. 

Microsoft  employees — especially  the 
chati-man  (page  40) — ai'e  convinced  that 
they  have  violated  no  laws,  that  the  Jus- 
tice Dept.  and  the  20  states  suing  the 
softwai'e  giant  won't  prevail,  and  that 
business  will  proceed  pretty  much  as 
usual.  But  across  the  liigh-tech  industiy, 
there's  a  fai"  different  view.  While  few 
obsei^vers  predict  immediate,  dramatic 
changes,  a  consensus  is  developing:  Win. 


lose,  or  draw,  the  battle  between  Micro- 
soft and  regulators  will  alter  how  the 
computer  industiy  and  the  Internet  de- 
velop over  the  coming  years. 

The  key  variable  is  the  degree  to 
wiiich  Microsoft  continues  to  plot  that 
coui'se.  At  the  heait  of  the  government 
case  is  a  portrait  of  Microsoft  as  a  ma- 
nipulator, using  its  clout  to  shape  the  in- 
dustiy and  bend  new  technology — pa,r- 
ticulaiiy  the  Intemet — to  its  strategic 
advantage.  Justice's  most  damaging 
bombshell  in  its  May  18  filing  was 
quotes  fi'om  Microsoft  employees  who 
laid  out  plans  to  bundle  new  featui'es 
such  as  the  Web  browser  into  Win- 
dows specifically,  it  seems,  to  thwait 
threatened  competition — in  the  woixis 
of  one  Microsoft  exec,  to  "cut  off 
Netscape's  au-  supply." 
JUST  THE  START.  If  that  evidence  per- 
suades U.  S.  District  Judge  Thomas 
P.  Jackson  to  gi-ant  a  preliminaiy  in- 
junction, Microsoft  will  be  forced  to 
change  Win98 — by  adding  Netscape 
Navigator  or  offeiing  versions  with  and 
without  Intemet  Explorer.  And,  if  that 
injunction  were  to  hold  up  on  appeal, 
Microsoft's  ambitions  to  extend  the  Win- 
dow's "platform"  into  a  range  of  new 
markets — from  consumer  appliances 
such  as  interactive  television  to  com- 
puter sei-vei-s  for  electronic  commerce — 
could  be  constrained. 

Even  if  the  goverament  doesn't  win 


AS  THE  SUIT  PROCEEDS, 
THE  WORLD  CHANGES... 


FOR  MICROSOFT 


■  Depending  on  the  outcome  of  the  preliminary  mjunc- 
tion,  the  company  may  have  to  curtail  exclusionary  deal- 
makmg  and  limit  future  product  tie-ins 

■  The  company  may  become  more  cautious  in  its  behavior, 
from  its  acquisitions  of  startups  to  entering  new  markets 

■  No  matter  what,  the  company  will  be  forced  to  expend  energy 
and  resources  fighting  the  government 
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the  injunction,  which  it  wants  befr 
Win98  liits  stores  on  June  25,  the  le^ 
challenges  to  Microsoft's  business  pr; 
tices  won't  end.  "This  is  just  the  fi) 
step  of  a  bigger  battle  that  will  shape  t 
industiy,"  says  Peter  Schwartz,  cha 
man  of  Global  Business  Network,  a  thi 
tank  in  Emeiyville,  Calif. 


JUNE  1,  1998 


ITBER  FUTURE 


ndeed,  the  Feds  and  the  states  made 
ear  that  their  investigations  are  con- 
ing. "We're  concerned  about  the  piin- 
e  of  using  the  operating  system  as 
!rage  to  sell  other  products,"  says 
a  State  Attorney  General  Tom  Miller, 
e  browser  is  only  the  most  cm-rent 
mple."  Som'ces  close  to  Justice  and 


the  state's  attorneys  general  say  that  the 
tnistbusters  hope  the  suit  will  estabhsh 
general  principles  on  practices  like  ex- 
clusionaiy  contracts  and  product  bundling 
that  can  then  be  applied  to  markets  be- 
yond browsers.  That  could  affect  Micro- 
soft's ability  to  integrate  new  featm'es 
such  as  speech  recognition  into  its  oper- 
ating systems — forcing  changes  in  the 
software  giant's  strategy. 

That's  why  even  though  it's 
probably  too  late  for  Justice's  pro- 
posed remedies  to  erode  signifi- 
cantly Microsoft's  position  in  op- 
erating systems  or  browsers, 
Gates  isn't  apt  to  give  an  inch. 
He's  flunking  about  the  futm-e.  "It's 
quite  a  crucial  and  interesting 
juncture,"   says    Rudolph  J. 
Peritz,  antitrust  professor  at 
New  York  Law  School.  "The  no- 
tion of  the  desktop  computer  has 
been  expanded  to  the  virtual  space 
of  the  Internet." 
Industiy  executives  and  obsei-vers 
paint  two  stai'kly  different  scenaiios  de- 
])ending  on  the  suits'  outcome.  If  the 
government  prevails,  Microsoft  will  still 
dominate  PC  operating  systems,  but  there 
will  be  more  room  for  iimovation,  they 
say.  The  downside,  howevei',  would  be 
more  government  intervention.  If  Jus- 
tice loses,  critics  say  Microsoft  would 
emerge  emboldened  and  could  run 
roughshod  over  new  mai-kets  while  im- 
potent federal  regulators  look  on.  Even- 
tually, doomstei-s  predict,  it  would  control 
coriDorate  computing,  the  Internet,  and 
the  new  world  of  digital  appliances  eveiy 
bit  as  tightly  as  it  now  Riles  the  desktop. 
But  the  simple  fact  that  government 


has  taken  on  Microsoft  has  given  some 
investors  and  executives  in  the  tedinolo- 
gy  business  cause  for  hope.  They  see  an 
opening  as  the  feds  and  the  states  pre- 
pare for  years  of  jousting  with  Gates. 
With  the  giant  in  court — and  presum- 
ably on  its  best  behavior — rivals  that 
feared  to  tread  anywhere  near  Micro- 
soft's elephantine  path  may  now  take  the 
chance.  "It  would  encoui'age  more  com- 
panies to  vmte  softwai-e,  compete  with 
Microsoft,  and  feel  that  they  won't  be 
knocked  out  by  predatoiy  conduct,"  says 
Carl  Shapiro,  an  economist  at  the  the 
University  of  California  at  Bei'keley. 
RAPID  PACE.  The  Justice  suit  could  make 
a  big  difference  for  entrepreneurs, 
agi'ees  Yogen  K.  Dalai,  a  partner  with 
Mayfield  Fund,  a  Silicon  Valley  venture 
capitalist  fu'm.  "Those  companies  will 
feel  they  can  make  it  on  their  own.  It's 
going  to  embolden  the  entrepreneur  and 
the  investor" 

The  government  scintiny  could  also 
cause  Microsoft  to  slow  its  rapid  pace  of 
acquisitions — the  software  maker  ac- 
quired some  40  companies  in  the  last 
two  yeai's.  That  may  cause  some  short- 
teiTTi  problems  for  startups  that  hoped  to 
be  acquu'ed  by  Microsoft — a  common  goal 
in  the  Valley  these  days.  But  it  could 
also  stimulate  more  disinptive  forms  of 
innovation — beyond  the  imaginings  of 
Microsoft,  the  cmrent  standai'd  settei'. 

This  scenaiio  is  likely  on  the  Inter- 
net. That's  where.  Justice  alleges,  Micro- 
soft has  used  illegal  means  to  fend  off 
Netscape's  browser,  which  Microsoft  ex- 
ecs won-ied  would  mai'ginalize  Windows. 
Now,  as  the  Internet  is  beginning  to  un- 
lock a  new  world  of  electronic  conunerce. 


FOR  THE  REST  OF  THE  INDUSTRY: 

A  Startups  and  investors  may  be  emboldened  to  launch  new 
ventures  if  they  see  a  more  circumspect  Microsoft 

■  PC  makers  may  gain  substantial  bargaining  power  in  their 
dealings  with  Microsoft  and  software  makers 

■  Netscape  may  get  a  free  ride  that  could  strengthen 
the  company.  But  it's  unlikely  to  see  a  complete  reversal 
of  fortune 
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'The  next  software  boom  is  the  Internet,  and  Microsoft 


Microsoft  wants  to  ensui'e  it  can  play  a 
big  role  in  that,  too.  "The  next  software 
boom  is  the  Internet,  and  Microsoft  is 
moving  to  captm-e  evei7,thing  in  it,"  says 
Ti-evor  D.  Ti-aina,  pi-esident  of  Com- 
pai'eNet,  a  Net  stailup.  "They've  moved 
veiy  aggi'essively  to  own  all  of  it." 

Indeed,  the  remedies  -lustice  is  seek- 
ing in  its  preliminaiy  injunction — to  re- 
stiict  the  bundling  of  Internet  Explorer 
with  Windows,  ban  exclusionary  con- 
tracts, and  shift  more  control  over  the 
Windows  opening  screen  to  PC  makei-s — 


may  do  more  to  provide  an  even  playing , 
field  a  few  yeai's  hence  than  to  change 
anytliing  now.  PC  makers,  for  example, 
ai-en't  screaming  for  control  of  the  open- 
ing screen. 

But  the  opening  screen — the  portal 
to  the  Internet — will  become  critical 
when  high-speed  coinmunications  trans- 
form the  Web  into  a  more  mainstream 
medium  that  hordes  of  newbies  wiU  tune 
into  fi'om  T\'s  and  smart  phones  as  well 
as  PCS.  "The  real  question  is  what  will 
happen  to  TV  by  then?"  asks  George 


BeU,  chief  executive  of  Excite  Inc.  "W. 
gets  to  progi-am  the  set-top  box?  Mia 
soft  wants  to  be  in  that  space."  Indet 
Microsoft  is  already  muscling  in.  La 
yeai;  it  bought  WebTV  and  made  big 
vestments  in  cable  operators.  It's  pus 
ing  Wmdows  CE  as  the  operating  systt 
for  digital  set-top  boxes  and  other  cc 
sumer  devices 

The  prospect  of  Microsoft  controUi 
the  ftiture  as  weD  as  the  present  is  wl 
liles  Microsoft's  enemies  most.  "Anyo 
who  cares  about  the  Internet  and  t 


CHAIRMAN  BILL  BARKS  BACK 


Whij  risk  years  of  litigation  and 
the  possibility  of  losing  an 
antitrust  battle  with  the  federal 
government  and  20  states?  On  May 
19 — a  day  after  the  Justice  Dept.  and 
the  states  filed  their  sjcits  against 
Microsoft  Corp. — an  uncompromising 
Chairman  William  H.  Gates  III  told 
BUSINESS  week's  Steve  Hamm  why  he 
called  off  the  settlement  talks — and 
discussed  how  his  decision  will  affect 
his  company  and  the  industry. 

Q:  Wliat  happens  to  Microsoft  and  the 
computer  industry  if  Justice  gets  an  in- 
junction and  unns  the  suit? 
A:  We're  veiy  confident  that  the  gov- 
ernment won't  be  successful.  The  law 
on  our  ability  to  innovate  on  behalf  of 
consumers  is  ciystal-clear.  Likewise,  all 

MICROSOFT'S  TURN 


share.  So,  this  is  a  lawsuit  where  the 
government  had  its  best  day  when  it 
filed  the  suit.  Now,  we  get  to  bring  out 
the  real  facts  about  what  has  taken 
place  here. 

Q:  So  there's  no  chance  at  all  for 
settlement? 

A:  I  put  in  day  and  night  for  a  couple 
of  weeks — doing  oiu-  best  to  settle  this 
thing.  It's  kind  of  interesting  that  what 
the  government  was  asking  for  in  the 
settlement  was  not  less  than  what 
they're  asking  for  in  the  lawsuit.  The 
notion  that  we  have  to  completely  hide 
the  Windows  interface  and  make  the 
Windows  name  meaningless  and  that 
we  have  to  hide  the  Internet  support 
that  we  built  in  for  users  and  develop- 
ers or  that  we  have  to  ship  a  competi- 


ii  The  government  had  its  best  day  when  it 
filed  the  suit.  Now,  we  get  to  bring  out  the 
real  facts  about  what  has  taken  place  here 


the  contracts  we  did  are  perfectly  nor- 
mal, legal  contracts  that  have  in  no  way 
made  it  impossible  for  Netscape  [Com- 
munications Coip.]  to  market  their 
products.  Internet  Explorer  (ie)  has 
been  successful  because  it's  the  best 
product  that's  available.  IE  was  in  Win- 
dows fi'om  the  veiy,  veiy  beginning, 
and  that  didn't  get  us  much  usage.  It's 
when  we  listened  to  the  customers  and 
did  gi'eat  work  that  we  gained  market 


tor's  product  with  our  product — those 
don't  make  sense  to  us  because  they're 
anticonsumer. 

Q:  The  Feds  weren't  willing  to  compro- 
mise on  those  issues? 
A:  That's  right.  All  three  of  those  de- 
mands they  were  immovable  on. 

Q:  Why,  then,  did  Microsoft  restaH  the 
talks  on  Thursday,  May  11^,  but  then 


almost  immediately  come  to  an 
impasse? 
A:  [Microsoft  Senior  Vice-Presid 
William  H.]  Neukom  spent  all  di 
Friday  and  a  part  of  Saturday  t; 
face-to-face  with  the  Justice  De\ 
the  states,  and  that  was  the  fu'si 
that  we  understood  that  they  wf 
compromising  in  any  way,  shape 
form.  I  was  glad  to  delay  Windo 
over  the  weekend.  I  was  glad  to 
heaven  and  eaith  to  make  sure 
done  evei-jlhing  possible  to  trj^ 
tie  this. 

Q:  The  papers  Justice  filed  have 
looks  like  evidence  of  attempted 
collusion  at  a  June,  1995,  nieetu 
tween  Microsoft  and  Netscape.  I 
recdhj  went  on? 
A:  It's  an  outrageous  lie,  the  wa 
Netscape  has  characteiized  the  i 
ing.  I  was  not  involved  in  the  m 
in  any  way,  shape,  or  form.  Thei 
a  couple  of  people  fi"om  Microsof 
had  been  requested  to  go  dowTi 
Netscape.  None  of  our  people  w 
doing  the  browser  development 
there  . . .  but  we  were  veiy  far  a 
developing  om'  browser  And  we 
ly  shipped  our  browser  a  few  mc 
after  tliis  meeting,  and  we  had  1: 
working  on  it  for  more  than  a  yt 
say  that  it  was  something  about 
sion  is  just  absolutely  wong.  At 
time  in  any  way  was  there  a  dis 
about  dividing  up  a  mai'ket. 

Q:  Wliat  things  will  you  be  prev 
from  doing  if  Justice  unns? 
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ng  to  capture  everything  in  it,"  says  a  Net  entrepreneur 


:al  mai'ketplace  has  got  to  care  that 
e  be  competitive,  alternative  routes 
et  there,"  says  Roberta  R.  Katz,  gen- 
counsel  for  Netscape, 
ome  Net  entrepreneui's  say  they  al- 
ly find  themselves  stymied  by  Micro- 
's power  in  cyberspace.  Ask  Pay  am 
lani,  co-founder  and  executive  vice- 
ddent  of  Autoweb.com,  a  Santa 
•a  auto  sales  site  that  competes  with 
rosoft's  Carpoint.  Zamani  contends 
,  CarPoint  has  an  unfair  advantage 
e  Microsoft  can  funnel  traffic  to  the 


site  fi"om  its  browser.  "They  don't  even 
have  to  do  any  brand  marketing,"  says 
Zamani.  "If  Microsoft  wins  tliis  battle,  it 
means  the  Information  Age  will  be  Bill 
Gates's." 

How  will  the  legal  battle  play  out? 
The  fii'st  test  will  be  the  injunction.  "It 
will  be  a  decisive  battle,"  says  George 
Mason  University  School  of  Law  Pro- 
fessor William  E.  Kovacic.  "If  Justice 
wins,  it  will  give  tremendous  leverage 
to  their  case.  If  the  rxj.]  loses,  they  will 
be  forced  to  maix'h  tlu'ough  the  litigation 


swamp  that  tends  to  eat  government 
laviryers  aUve." 

And  if  Microsoft  heads  off  the  injunc- 
tion? "We're  back  to  the  status  quo,  ex- 
cept that  Microsoft  would  be  much 
smaiter  about  eveiything,"  says  Rob  En- 
derle,  an  analyst  with  Giga  Information 
Group  Inc.,  who's  cntical  of  the  Justice 
suit.  "If  they're  scaiy  now,  they'd  be  tni- 
ly  frightening."  The  battle  begins. 

By  Amy  Coriese  in  New  York,  with 
Susan  B.  Garland  in  Washington,  Steve 
Hamm  in  San  Mateo,  and  bureau  reports 


SUCKER-PUNCHED  BY  JUSTICE 

Li  They  weren't  compromising 
in  any  way,  shape,  or  form .... 
We  had  done  everything 
possible  to  try  to  settle  this  H 


)rinciples  Justice  has  put  for- 
mer would  have  allowed  us  to 
ows  95.  We  never  could  have 
aphical  user  interface  into  the 
g  system.  We  never  could  have 
management  in.  We  never 
ve  put  networking  support  in. 
r  could  have  done  Windows 
le  future,  we  wouldn't  be  able 
eech  recognition  or  visual 
ion. 


Q:  //  yoii  are  correct 
and  if  the  Justice 
Dept.  suit  fails,  how 
do  you  see  the  indus- 
try evolving?  And  how 
about  Microsoft? 
A:  Microsoft  has 
three  primary  busi- 
nesses, and  they'll  be 
our  primary  business- 
es for  the  next 
decade.  Those  are 
Windows,  Office,  and 
BackOffice.  We  see 
huge  opportunities  in 
each  of  those  areas. 
We're  going  to  stay 
true  to  the  vision  and 
principles  that  we've 
had  ever  since  our 
founding:  hiring  smart 
people,  listening  to 
our  customers,  in- 
vesting a  lot  in  re- 
search and  development.  The  key  for 
us  is  just  to  keep  doing  that  great 
work  and  make  sure  that  there's  no 
distraction  here. 

Q:  Do  you  expect  to  have  predominant 
market  share  in  all  those  operating  sys- 
tems— Windows  98,  Windows  CE,  and 
Windows  NT? 

A:  If  you  call  my  competitors,  they're 
on  the  verge  of  wiping  out  Windows 


and  all  the  other  products.  I  just  came 
out  of  a  session  where  we  were  talking 
about  all  sorts  of  customer  feedback 
about  what  things  we  need  to  be  doing 
better.  All  we  can  do  is  come  in  and  do 
our  best  at  enhancing  these  products. 
Windows  NT  5,  for  example,  is  a  very 
exciting  product.  But  there  are  lots  of 
companies  that  are  competing  to  re- 
place us. 

Q:  Personal-computer  makers '  prices 
have  fallen  by  half  in  the  past  few 
years,  but  your  price  for  Windows  is 
the  same.  You're  not  sharing  the  pain 
with  the)n . . . 

A:  Look  at  the  r&d  investment  that 
we  make  in  Windows  and  how  those 
costs  have  been  going  up.  They  are 
dramatically  higher  than  they  were  in 
the  past.  Windows  98  is  a  product  that 
we  priced  exactly  the  same  as  Win- 
dows 95,  and  yet  it  has  substantially 
more  capability.  Windows  has  always 
been  a  pretty  small  percentage  of  the 
cost  of  a  PC,  and  the  key  thing  that  PC 
manufacturers  ask  us  for,  Steve,  is  con- 
sistent pricing — which  we  absolutely 
give  them. 


For  a  full  transcript  of  this  interview  and 

daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 
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TRUSTBUSTERS:  WHY  THEY  DO 
WHAT  THEY  DO 

A  post-Chicago  pragmatism  guides  their  merger  scrutiny 


M 


Iergers,  megamergers,  gigamerg- 
ers.  By  late  May,  $679  billion 
worth  of  mergers  and  acquisitions 
had  been  announced  in  the  U.  S.,  ac- 
cording to  Securities  Data  Co. — more 
than  in  all  of  1996  and  closing  in  on  the 
1997  total  of  $917  billion. 

It's  hard  not  to  be  alarmed  when  gi- 
ant competitors — or  potential  competi- 
tors— decide  to  make  love,  not  war. 
Ti-avelei-s  Group  Inc.  and  Citicoip  ch-eam 
up  the  world's  biggest  financial  institu- 
tion, with  $700  billion  in  assets. 
NationsBank  Corp.  and  BankAmerica 
Corp.  plan  the  nation's  biggest  bank. 
Chrysler  Corp.  teams  with  Daimler 
Benz.  SBC  Communications  Inc.  and 
Ameritech  Coi"]:).  aim  to  pare  the  num- 
ber of  Baby  Bells,  once  seven,  to  four. 

Sure  enough,  tnistbusters  are  step- 
ping up  the  pace  as  well.  Wliile  allowing 


most  of  the  megadeals,  they  have 
blocked  a  few,  such  as  the  proposed 
combination  of  Office  Depot  Inc.  and 
Staples  Inc.,  and  are  suing  to  stop  oth- 
ers, like  the  combo  of  Lockheed  Martin 
Corp.  and  Northrop  Gramman  Corp. 

At  fii'st  glance,  the  actions  may  ap- 
pear random.  In  fact,  they  come  from  a 
coherent  set  of  economic  piinciples  that 
raise  gi-een  flags  for  some  deals  and  red 
flags  for  others.  The  guiding  question: 
Will  consumers  win  or  lose? 

It's  a  big  change  from  the  1980s, 
when  the  Reagan  Administration  em- 
bi'aced  the  anything-goes  antitinst  doc- 
trine of  the  so-called  Chicago  School. 
Economists  from  the  University  of 
Chicago  argued  that  the  workings  of 
the  fi'ee  market  would  break  down  al- 
most any  barrier  to  competition,  even 
monopoly. 


Today,  the  governing  philosophy  i 
der  Justice  Dept.  antitrust  chief  Joel. 
Klein  and  Federal  Trade  Commissi. 
Chairman  Robert  Pitofsky  is  loos« 
called  "post-Chicago."  Then*  faith  in  ft 
markets  is  tempered  by  a  recogniti 
that  governments  must  occasionally  st 
in  when  competition  fails — say,  if  bar 
ers  to  entry  are  too  liigh.  "The  Chica 
School  got  a  gi'eat  deal  of  mileage  out 
veiy,  veiy  simple  concepts.  But  you  c 
overdo  it,"  says  Gaiy  L.  Roberts,  nov 
vice-president  at  consultants  Char 
River  Associates  Inc.  and  from  1993 
til  last  September,  du-ector  for  antitn 
economics  at  the  ftc.  Adds  Klein:  "T 
notion  that  markets  will  always  sf 
coirect  is  wrong." 
CRUNCH  nME.  One  haUmark  of  the  po 
Chicago  school  is  its  reliance  on  d. 
rather  than  theoiy  alone  to  judge  b 
mergers  might  affect  consumers.  In  t 
FTC's  successful  1997  effort  to  block  t 
Staples-Office  Depot  merger,  the  co 
panies  argued  they  couldn't  jack 
prices  because  even  together  they  wo 
have  only  a  small  share  of  the  offi 
supply  mai'ket.  But  the  agency  cruncl 
masses  of  checkout-scanner  data  tl 
showed  that  Staples  clearly  charg 
more  in  markets  where  it  didn't  fi 


AIRLINE  ALLIANCES  Does 
the  potential  for  reduced  com- 
petition outweigh  the  conve- 
nience for  customers  of  easier 
ticketing  and  baggage  forward- 
ing through  measures  like 
code-sharmg? 

LOCKHEED  MARTIN - 
NORTHROP  GRUMMAN 

Would  the  merger  boost  prices 
for  electronic  weapons  systems 
in  an  mdustry  that  has  already 
seen  major  consolidation? 


NATIONSBANK- 

BANKAMERICA  Will  the  com- 
bined companies  be  so  domi- 
nant that  customers  will  find 
themselves  severely  limited  in 
their  banking  options? 


—  "s?sTECH  Would  a 
merger  head  off  competition 
in  each  company's  home  mar- 
kets? If  so,  are  there  enough 
remaining  challengers  to  curb 
price  hikes? 


PRIMESTAR  AND  A  NEWS 
CORP.- MCI  SATELLITE 

SLOT  Regulators  had  hoped 
the  satellite  system  would  be 
a  prime  competitor  to  cable, 
not  the  cable  industry's  pet 
satellite. 


WORLDCOM -MCI  European 
and  American  regulators  may 
force  the  divestiture  of  MCl's 
Internet  "backbone,"  while 
U.S.  antitrust  officials  will 
probe  the  effect  on  domestic 
long-distance.  : 
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Documents  are  digital.  Documents  are  paper. 


Xerox 
introduces 
paper, 

circa  1998. 


This  is  not  about  a  new  kind  of  paper.  It  is 
about  getting  more  control  over  all  the  docu- 
ments you  woi'li.  with  in  today's  digital  ofTice. 
Documents  are  always  moving  from  yoiu- 
screen  to  paper  and  back  again.  But  getting 
the  docvmients  on  your  screen  to  the  right 
place  in  the  right  form  can  leave  anyone 
frustrated.  You  need  a  simpler  way  to  work 
with  "paper,"  whatever  form  it  takes. 


That's  why  our  w  ide  range  of  digital 
products,  document  services  and  software 
solutions  helps  you  access,  produce,  distrib- 
ute and  publish  documents  in  whatever 
form  you  need. 

To  learn  more,  go  to  www.xerox.com/new, 
or  call  us  at  1-800-ASK-XEROX,  ext.  318.  And 
see  how  much  simpler  work  can  get  in  the 
digital  world,  circa  1998. 
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other  superstores.  The  ftc  conchided 
that  consumers  viewed  superstores  as  a 
sepai'ate  niche — and  anyone  dominating- 
it  would  gain  pricing  leverage. 

By  letting  the  data  speak,  post-Cliica- 
go  trustbusters  can  cut  short  endless 
debate  on  how  to  define  mai'kets.  "Mar- 
ket definition  is  really  the  black  hole  of 
antitrust.  Both  Pitofsky  and  Klein  have 
encouraged  a  sort  of  stepping  around 
that  black  hole,  not  getting  sucked  into 
it,"  says  New  York  Law  School  Profes- 
sor Rudolph  J.  Peritz. 

Post-Chicago  economists  agi'ee  with 
their  forenanners  that  big  is  not  neces- 
sarily bad.  What  really  matters  is 
whether  an  iiidustiys  stmctiu-e  lets  com- 
panies hann  consimiei"s  by  raising  piices, 
cutting  output,  or  stifling  innovation. 
Tinstbusters  are  likely  to  approve  the 
$42  billion  merger  of  Daimler  Benz  and 
Chiysler  because  the  two  face  a  host  of 
tough  competitors.  For  similar  reasons, 
the  S60  billion  merger  of  NationsBank 
and  Bank  of  America  and  the  $70  billion 
combination  of  Citicorp  and  Travelers 
Grouj)  are  likely  to  pass  muster. 
SINGLE  SUPPLIER.  But  lots  of  deals  do 
trigger  alarms.  In  March,  Justice  sued 
to  block  Locklieed  Martin's  $11.3  biUion 
purchase  of  Northrop  Grumman.  One 
reason:  Lockheed  could  favor  Northrop, 
its  captive  parts  supplier,  to  the  detri- 
ment of  its  biggest  customer,  the  Pen- 
tagon. On  May  12,  Justice  sued  to  stop 
the  cable-T\"  industiy's  satellite-TV  con- 
sortium, Primestar  Inc.,  from  bu\ing  a 
key  orbital  slot  for  a  ty  satelhte  that 
could  be  used  for  a  rival  senice.  And  in 
a  May  19  Capitol  Hill  hearing,  Klein 
questioned  cozy  deals  among  LI.  S.  au*- 
lines,  such  as  cross-booking  between 
dominant  caniers. 

In  WorldCom  Inc.'s  purchase  of  MCl 
Communications  Coip.,  European  and 
American  officials  ai'e  nudging  the  com- 
panies to  sell  MCi's  Internet  "backbone" 
to  reduce  the  combined  company's  Net 
dominance  (page  152).  The  other  pend- 
ing telecom  megamerger,  between  .sbc 
and  Ameritech,  is  a  puzzle  because  it 
might  curb  future  competition,  even 
though  the  companies  are  not  yet  oper- 
ating in  each  other's  markets.  "I  don't 
think  there's  ever  been  a  merger 
stopped  on  "potential  competition' 
gi'ounds.  This  could  be  the  case  where 
you  finally  have  it,"  says  Robert  E. 
Litan,  a  Brookings  Institution  scholar 
and  former  Justice  official. 

For  better  or  worse,  mei'ger  mania  is 
here  to  stay.  The  post-Chicago  tinist- 
busters  at  Justice  and  the  FTC  are  de- 
termined that  consumers  won't  end  up 
as  its  victims. 

5//  Peter  Coij  in  Xeir  York 


COMMOPITiES 

FROM  OIL  TO 
GOLD,  IT'S  DOWN 

A  volatile  and  still-shrinking 
Asian  market  is  responsible 


COMEX  COLLAPSE 


't^  ui-e  approaching  lU-tjea 


The  commodity  mai'kets  ai'e  swooning 
again,  and  the  culprit  is  Asia.  Fol- 
lowing riots  in  Indonesia  and  nu- 
cleai'  tests  in  India,  prices  of  oil,  metals, 
and  even  grains  have  been  whacked.  In 
the  last  month  the  Goldman  Sachs  Com- 
modity Index  has  ch'opped  10*^^^  and  now 
stands  25*^  below  where  it  was  a  year 
ago.  Spot  prices  for  commodities  in  the 
index  ai'e  now  fliiling  with  10-yeai'  lows. 
"I'm  not  particularly  enthusiastic  about 
any  commodity  now,"  says  Wilham  E. 
Byers,  director  of  futui-es  research  at 
Bear  Steams. 

"If  this  is  a  new  weakness  in  com- 
modities, it  tells  us  Asia  is  still  contract- 
ing," says  James  Glassman,  senior  U.  S. 
economist  at  Chase  Securities.  Adds 
Robert  G.  Dederick,  an  economic  con- 
sultant with  Nortliem  Trust  Co.:  "Asia  is 
now  in  recession,  and 
that  kicks  one  leg  out 
fi"om  under  the  stool" 
supporting  commodity 
prices  (page  52). 

And  a  very  impor- 
tant leg.  Asia  has 
been  the  largest 
source  of  demand 
growth  in  energy-  and 
industrial  commodities 
for  several  years.  Not 
surprisingly,  prices  of 
oil  and  industrial  met- 
als such  as  copper  and 
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aluminum  have  taken  the  worst  Is 
lately.  Even  with  the  U.  S.  econo;/ 
thriving  and  Europe  heating  up,  V\\ 
Street  economists  peg  worldwide  e- 
nomic  gi'owlh  below  3%,  which  me; 
commodity  prices  will  stay  low  foi 
wiiile. 

Take  West  Texas  cinde.  After  ris 
in  Apiil  and  May,  its  price  fell  to  $14 
on  May  20,  and  economists  say  it  cai 
soon  test  its  March  lows  of  imder  %l  \ 
baiTel.  The  probk 
oversupply,  par 
due  to  the  woes 
big    oil  import' 
such  as  Japan  f 
Korea.  Alan 
Struth,  chief  eco 
mist  at  Phillips  ] 
troleum    Co.,  s: 
there  is  cuiTentlyh 
excess  of  about|l 
million  barrels  { 
day  on  the  marke 
The  situation 
worse  in  industi 
metals.  With  inf 
structure  proje 
across  Southe. 
Asia  being  scrapp; 
imports   of  eopf 
and  aluminum  have  plummeted.  1 
July  copper  futures  contract  on  1 
Comex  has  dropped  15%  since  the  t! 
of  April.  And  with  low-cost  SoiJ 
American  producers  still  making  mor 
at  ciu'rent  prices,  analysts  don't  exp: 
supply  to  tighten  much. 
COUNTERBALANCE.  Precious  metals  ht 
also  been  hit.  Infiation  fears  drove 
price  of  gold  up  to  $314  per  ounce  e  - 
lier  this  year,  but  it's  now  below  $oi 
And  with  India,  the  largest  consumei 
silver,  tln-eatened  by  economic  sancti' 
in  reaction  to  its  nuclear  tests,  dem; 
for  that  precious  metal  also  may  be 
pressed  for  a  while. 

Agricultural  commodities  have  ' 
been  hit  as  hard  by  Asia's  probld 
And  there  are  rare  exceptions  to 
dismal  trend:  cocoa  and  tin,  for  exam; 

But  commodities  pri 
ai'e  imlikely  to  rebor 
luitil  conditions  chan 
That  may  mean  los  - 
for  some  investore.  c 
the  other  hand,  cci- 
modity  deflation  is  u 
effective  coimterbalajE 
to  rising  labor  co;5. 
And  that's  good  m  • 
for  inflation  fiitiu'es. 

By  Andrew  Os1 
land  in  Chicago  ci 
Gary  McWilliams  n 
Houston 
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the  cities  of  tomorrow. 

We're  helping  her  plan 
her  financial  future  today. 


Designing  tomorrow's  world  takes  vision,  airetul 
l|    planning,  and  the  right  execution.  Designing  a 
financial  future  requires  no  less.  That's  why  the 
products  and  services  of  American  General  make  so 
much  sense.  As  one  of  the  nation's  largest  providers 
of  retirement  services,  life  insurance,  and  consumer 
loans,  we're  uniquely  qualified  to  help  build  our 
customers'  financial  success.  We  offer  personalized 
service  and  knowledgeable  financial  counseling  to  12  million  people  at  every 
stage  of  their  lives.  American  General.  Helping  our  customers  design  -  and 
achieve  -  a  successful  financial  future. 
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COIVIIVIENTARY 

By  James  C.  Cooper 


WHEN  GREENSPAN  SHOULD'VE  HIKED 


It's  hard  to  fault  the  leadersliip  of 
Federal  Resei"ve  Boai'd  Chainnan 
Alan  Greenspan,  especially  now 
with  the  economy  in  its  best  shape  in 
a  generation.  His  carefully  objective 
pohcy  decisions,  his  cordial  relation- 
ship with  the  White  House,  and  the 
respect  he  has  earned  on  Wall  Street 
are  a  model  for  aU  future 
Fed  chiefs. 

However,  as  the  stock 
market  continues  to  reach 
new  highs,  chances  are  ris- 
ing that  the  Greenspan  Fed 
has  made  a  policy  mistake — 
not  so  much  by  failing  to 
raise  rates  on  May  19  but  by  not 
raising  them  earher  a  tad  more.  That 
error  could  now  hit  an  inflated  stock 
market  and  the  economy  hard. 

Except  foi'  the  lone  quarter-point 
hike  in  March,  1997,  the  Fed  has  sat 
on  the  sidelines  for  two  years,  de- 
spite Greenspan's  famous  question 
about  the  "iirational  exuberance"  of 
the  market.  Its  inaction  has  helped 
to  fuel  the  false  behef  among  in- 
vestors that  rapid  economic  gT0\\1;h 
with  low,  or  even  falling,  inflation  is 
a  new  and  lasting  feature  of  the 
economy.  That  combination  all  but 
assm-es  high  profits  and  low  interest 
rates — the  lifeblood  of  rising  stock 
values.  As  a  result,  the  Dow  Jones 
industrial  average  has  risen  from 
5400  to  9100  during  that  time. 
CAUTION  FLAGS.  Now,  the  Fed  is  in  a 
bind.  It  passed  on  a  rate  hike  on 
May  19,  probably  with  an  eye  to 
Asian  turmoil  and  cmrent  low  infla- 
tion in  the  U.  S.  Even  so,  inflation 
warnings  ft'om  a  very  tight  labor 
market  are  Ufting  the  odds  that  the 
Fed  will  have  to  tighten  policy  this 
summer  to  keep  inflation  in  check. 
That  would  come  at  a  bad  time,  not 
only  for  the  U.  S.  stock  market,  but 
also  for  Asian  markets. 

By  waiting,  the  Fed  probably  has 
forgone  the  opportunity  to  let  air  out 
of  the  stock  market's  bubble  without 
popping  it  and  hiuting  the  economy. 
Depending  on  how  much  the  mai'ket 
is  oven'alued — and  there  is  no  con- 
sensus on  that — the  same  w'ealth  ef- 
fect that  has  boosted  consumer  spend- 
ing and  housing  and  the  same  cheap 
equity  financing  that  has  helped  to 


buoy  capital  spending  could  work  vir- 
ulently in  the  opposite  direction. 

The  Fed  had  at  least  two  chances 
to  nudge  up  rates  without  rattling 
the  markets.  In  the  summers  of  1996 
and  1997,  there  were  sevei'al  caution 
flags  on  inflation  to  justify 
small  rate  hikes.  In- 


IN  A  BIND 

A  little  tightening  over  the 
past  two  years  wouldn't 
have  hurt.  Now  it  could 
pop  the  market's  bubble 


stead,  the  Fed's  iner 
tia  gave  stock  in- 
vestors the  green  light 
to  indulge  theii'  expecta- 
tions of  economic  nii-vana, 
especially  since  Greenspan 
liimself  has  taken  to  nami- 
nating  publicly  that  stinc- 
tural  changes  may  be 
rewTiting  past  inflation  iTiles 
HoW'Cver,  inflation's  quies- 
cence more  likely  reflects  a 
bevy  of  favorable — and  tempo- 
rary— factors,  ranging  fi-om  a 
stronger  dollar  and  declining 
health-care  costs  to  a  merely 
cyclical  pickup  in  productivity, 
not  the  stiTJctural  upshift  that 
some  beheve. 

Moreover,  the  recent  speedup  in 
the  broad  M2  money  supply,  to  the 
fastest  pace  in  11  years,  suggests 
that  Fed  pohcy  has  been  too  ac- 
commodative. The  stock  market's 
lunup  may  not  reflect  bright 
prospects  for  productivity  and 
profits,  but  only  excess  money 
and  credit  finding  a  home  in  stocks. 

Three  quaiter-point  rate  hikes 
stretched  over  the  past  year  and  a 
half  would  hai-dly  have  damaged  this 
sturdy  economy.  Instead,  the  increas- 
es would  have  been  cheap  inflation 
insurance,  since  they  would  have 
forestalled  labor  market  pressm-es, 
even  while  allowing  the  jobless  rate 
to  dechne,  although  more  slowiy  than 
it  has.  Critically,  earlier  tightening 
would  have  slowed  the  expansion  of 
the  stock  market's  bubble. 

This  market  is  now  priced  for  per- 
fection, which  excludes  anv  bad  news 


on  either  interest  rates  or  profits. 
Equity  prices  for  the  Standard  & 
Poor's  index  of  500  stocks  have 
soared  to  26  times  the  past  year's 
earnings,  far  above  the  peak  prior  to 
the  1987  market  plunge.  Based  on 


expected  earnings  for 
the  coming  year,  the 
p-e  ratio  is  a  still-high 
22,  which  implies  that 
companies  ai'e  expect- 
ed to  deliver  a  7%  in- 
crease in  operating 
earnings.  That's  a  real 
stretch,  given  that  rising  labor  costs 
and  Asia-led  weakness  have  already 
slowed  earnings  gi'owth.  Last  quai- 
ter,  profit  gi'owih  was  zero,  and  the 
Dow  rose  1,200  points. 

Promoting  stable  financial  markets 
is  a  key  fimction  of  the  Fed,  but  that 
must  apply  to  the  market's  upside  as 
well  as  its  downside.  By  not  acting 
earher,  Greenspan  has  taken  a  big 
gamble  with  the  economy.  Let's  hope 
he's  right. 

Cooper  is  business  week's  senior 
ecoxomist. 
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Certified  P  re-  Owned  Lexus 
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NOW   LEXUS   IS   MILES   AND  MILES 
AHEAD   OF   THE  COMPETITION. 
THE   3-YEAR/I  0  0,0  0  0-MILE  WARRANTY. 


What  better  way  to  distance  ourselves  from  the  rest  of  the  field  f  hitrodiicing  the  groiindhreakiiig 
Lexus  of  Warranties:  3  years  and  100,000  total  vehicle  miles  on  every  Certified  Pre-Owned  Lexus. 
It's  like  no  other  pre-oivned  automobile  warranty  around.  And  every  Certified  Pre-Owned  Lexus 
comes  ti'ith  24-hour  Roadside  Assistance,  passes  a  rigorous  128-point  inspection  and  is  available 
with  incredibly  affordable  financing.  So  while  it's  true  that  we're  miles  ahead  of  the  competi- 
tion, for  you,  owning  a  Lexus  is  closer  than  you  think.  Test-drive 


Pre-Owned' 


a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.     only  at  your  lexus  dealer 


www.lexuscpo.com 


of  Toyota  Motor  Sales.  U.S.A..  Inc.  Lexus  reminds  you  to  wear  sealbelts,  secure  children  tn  rear  seat  and  obey  all  speed  laws.  'Minimum 
'rilJ—l—l'^l'J^'l'h'l'I'l^-       '""^        /.'•'WIS  'h'lil'Tjor  /I'-fnils  mi  ilie  limiied  warranty,  available  finance  rates,  and  Hoadside  Assistance. 
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COMMUNICATIONS 


rv  ■  . 


THE  INTERNET 
SPACERAGE 

Now  McCaw  and  Motorola  will  cooperate  on 
a  super-satellite  system 

tr-f-it 


When  is  it  time  for  coiinjanies  to 
put  aside  a  feud?  Wlien  they  can 
team  up  and  take  the  lead  in  a 
hot  new  market.  That's  what's  happen- 
ing with  Motorola  Inc.  and  satellite 
startup  Teledesic.  Wireless  entrepre- 
neur Craig  0.  McCaw,  chairman  of 
Teledesic,  split  with  Motorola  ceo 
Christopher  B.  Galvin  last  summer,  a 
few  months  after  McCaw  handed  the 
contract  to  build  the  $9  billion  Teledes- 
ic system  to  Boeing  Co.  instead  of  Mo- 
torola. Galvin  then  announced  plans  to 
build  its  own  satellite  system,  Celestri. 
"This  is  about  Motorola  tiying  to  wi'eck 
Teledesic  because  they  hate  the  idea  of 
Boeing  competing  as  a  satellite 
provider,"  Teledesic  President 
Russell  Daggatt  told  one  news- 
paper interviewer 

Now,  McCaw  and  Galvin  are 
making  up.  The  two  have 
agreed  to  combine  their  ven- 
tures into  what  promises  to  be 
a  superpower  in  the  space  race 
to  deliver  high-speed  Internet 
access  by  satellite,  according  to 


Microsoft  Corp.  Chairman  William  H. 
Gates  III.  McCaw  will  continue  to  mn 
the  venture  as  chairman  and  co-c'p]0. 

McCaw  is  turning  to  Motorola  for  sev- 
eral reasons:  For  one,  Boeing  has  told 
McCaw  it  vdll  not  be  able  to  complete 
Teledesic  for  the  original  $9  billion  esti- 
mate. For  another,  Motorola  has  demon- 
strated its  satellite  expertise  by  com- 
pleting its  66-bird  Iridium  system,  wWch 
will  offer  voice  and  paging  service.  Be- 
sides, neither  McCaw  nor  Galvin  wanted 
to  end  up  on  opposite  sides — particular- 
ly since  Motorola  had  been  McCaw's 
wireless-phone  supplier  for  years. 

Motorola  will  take  over  the  role  of 


prime  contractor  from  Boeir, 
although  the  au'craft  compar 
will  retain  a  Teledesic  equi 
stake  and  will  help  with  ti 
construction  and  launch  ' 
Teledesic's  satellites. 

The  McCaw-Motorola  effcj 
won't  lack  for  rivals.  The  r 
son?  Tlie  economics  of  pi'ovidij 
liigh-speed  Internet  connectio 
fi-om  the  sky  look  fantastic.  T 
companies  figiu'e  they  can 
liver— for  $100  or  even  $50 
month — ^the  1.2  megabit-per-si 
ond  hookups  that  business] 
lease  from  the  phone  compani 
for  about  $1,200.  With  t: 
booming  demand  for  data,  t 
market  for  high-speed  trar 
mission  from  satellites  con 
gTow  to  $21  billion  by  2005,  j 
cording  to  Menill  Lynch  &  C 
"Om-  cost  is  extremely  mod' 
compared  with  anything  tha| 
out  there  now,"  says  Ronald 
Maelil,  president  of  Cyberst 
the  Loral  Space-backed  sati 
lite  venture. 

Still,  the  new  Teledes 
promises  to  be  a  formidah 
competitor  "The  two  of  them  togeth 
certainly  makes  the  ventiu'e  more  ere 
ible,"  says  Maehl.  In  addition  to  t 
savvy  and  deep  pockets  of  Gates  a: 
McCaw,  it  has  strong  international  bac 
ing.  In  Apiil,  biUionaire  Piince  Alwale 
of  Saudi  Ai'abia  invested  $200  milli 
for  a  13.7%  stake — and  agreed  to  h€ 
market  the  service. 
SPEEDY.  Motorola's  satellite-buildii 
skills  will  also  be  critical.  The  compai 
has  trimmed  satellite  manufacturii 
time  dowTi  to  little  more  than  fom*  da] 
compared  with  an  industry  average 
two  years  for-  larger  birds.  "Really,  t 
best  people  to  build  [Teledesic]  would 
Motorola,  because  they  ha 
this  assembly-line  techniqu 
says  Marco  Caceres,  seni 
space  analyst  at  market  r 


SKY  WARS 

Vying  to  provide  high-speed  In  ternet  access: 

ASTROLINK  The  Lockheed  Martin-backed  system,        searcher  Teal  Group. 
.    ,    ,    ,  ,    rt-o  .  .,.  u  4.  n  4.  Ii  it  can  speed  up  its  man 

budgeted  for  $2  billion,  will  have  nine  satellites  factming  Telede*^ 

CELESTRI*  Motorola's  planned  72-satellite  system, 
budgeted  at  $14.7  billion 


CYBERSTAR/SKYBRIDGE  A  joint  venture  of  Loral 


sic  may  be  ab 
to  begin  operating  even  befo: 
its  scheduled  launch  in  200 
That  could  be  critical,  since  tl 
Internet  market  is  changir 


two  people  involved  in  the  talks.    Space's  Cyberstar  and  Alcaters  Skybr^^^^^    fast.  "It's  extremely  difficu 


Under  the  terms  agreed  upon. 
Motorola  will  drop  its  Celestri 


SPACEWAY  Hughes  Electronics  is  backing  this  ven- 
ture: 28  birds  at  a  cost  of  about  $4  billion 


even  to  predict  what  Net  d 
mand  is  going  to  be  like  at  th: 


effort,  take  a  26%  equity  stake   time,"  says  Maehl.  "The  key 


m  Teledesic,  and  receive  a 
multibillion-dollar  contract  to 
build  satellites  for  McCaw.  The 
sm-viving  entity  will  be  Teledes- 
ic, wliich  also  has  the  backing  of 


TELEDESIC*  A  $9  billion,  288-bird  system  backed 
by  Craig  McCaw  and  Bill  Gates 

"Motorola  is  dropping  Celestri  to  participate  in  Teledesic. 

DATA:  BUSINESS  WEEK 


to  hit  these  markets  early."  T 
gather,  McCaw  and  Galvin  ha^ 
a  good  chance  to  be  winners 
the  Star  Wars  to  come. 

Bij  Peter  Elstrom  in  New  Ya, 


SPEEDING  SUCCESS  Opportunities  in  newly  deregulated  markets  are  huge  But  so  are  the  headaches  When 

ming  is  critical,  you  need  a  company  with  experience,  Nortel  has  helped  create  the  three  largest  competitive 
;tworks  in  North  America,  the  second  and  third  national  networks  in  the  United  Kingdom,  and  competitive  networks 

Mexico.  Japan  and  Brazil,  to  name  a  few.  We  understand  that  speed-to-market,  rapid  service  deployment 
id  satisfied  customers  are  the  way  to  get  to  the  profits— first.  So  why  wait?  For  more       j^j^Tj^'y  ||__ 
etails,  visitwww.nortel.com/success2.  Or  call  us  at  I -800-4NORTEL  We'll  help  speed  your  success.      NORTHERN  TELECOM 

ISLQa  M.-,rth.,,-n  r,-\,-.rr,rn     Klnrtpl  TnH  thp  Mnr-tpl  oL-hrmarl    irP  traWomarUc  nf  Northem  TpleCOm 


In  Business  This  Week 
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INTEL  PLAYS  IT  SAFE 
WITH  ITS  CHIPS 

AN  OUNCE  OF  PREVENTION? 

Intel  has  decided  to  license 
the  proprietary  connector 
between  its  Pentium  II 
microprocessor  and  other 
personal-computer  parts.  An 
ongoing  Federal  Ti'ade  Com- 
mission probe  of  Intel  has 
focused  on  the  Pentium  II 
connection — which  competi- 
tor chipmakers  need  in  order 
to  sell  Pentium  II  compatible 
chips  to  Pf"  makers.  By  cross- 
licensing  the  Pentium  II 
interface,  Intel  would  let  an 
unnamed  partner  build  such 
chips.  Intel  denies  that  this 
deal  has  any  connection  with 
the  federal  investigation  into 
the  company.  The  ftc  could 
decide  as  early  as  June 
whether  it  has  enough  evi- 


CLOSING  BELL 


MELLONCHOLY 

Mellon  Bank  may  have  traded 
one  headache  for  another.  On 
May  20,  Bank  of  New  York 
withdrew  its  bid  for  Mellon 
after  Mellon's  board  nixed 
BONY  Chairman  Thomas 
Renyi's  request  to  meet  to 
discuss  the  deal.  Now,  Mellon 
Chairman  Frank  Cahouet 
must  appease  shareholders 
as  Mellon's  stock  flags.  Since 
May  6,  when  it  hit  73X,  it's 
down  7%,  to  67X.  "This  puts 
pressure  on  Mellon  to  deliv- 
er," says  James  Schmidt, 
portfolio  manager  at  John 
Hancock  Funds,  a  Mellon 
institutional  investor. 


MAY 
▲  DOLURS 
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dence  to  bring  a  case  against 
Intel. 


SPLITSVILLE  FOR 
TWO  GIANTS 

DUPONT  AND   MERCK  HAVE 

decided  to  go  their  separate 
ways.  On  May  19,  DuPont 
announced  it  would  put  up 
some  $2.6  billion  to  buy  out 
Merck's  50%  interest  in  the 
companies'  pharmaceutical 
joint  venture.  Merck  Chief 
Financial  Officer  Judy 
Lewent  says  the  sale  is  hap- 
pening because  Merck  did 
not  expect  the  venture  to 
contribute  significantly  to 
growth.  For  DuPont,  the 
move  is  just  the  latest  in  an 
effort  to  build  up  its  phar- 
maceutical and  agriculture 
biotechnology  businesses. 
"This  is  the  first  in  what  are 
likely  to  be  a  series  of  acqui- 
sitions in  life  sciences,"  says 
Standard  &  Poor's  analyst 
Thomas  Kelly. 

PEARSON  S  PURCHASE 
ACROSS  THE  POND 

MARJORIE  SCARDINO,  CEO  OF 
British  media  giant  Pear- 
son, made  her  boldest  move 
yet,  buying  Simon  &  Schus- 
ter's education  divisions  for 
$4.6  billion  on  May  18.  Since 
taking  over  in  1997,  Scardino 
has  been  cleaning  up  the 
portfolio  and  beefing  up 
Pearson's  brand  names, 
including  Penguin  Books  usa 
and  the  Financial  Times. 
The  Simon  &  Schuster  deal 
makes  Pearson  a  global 
leader  in  educational  pub- 
lishing. Scardino  plans  to  sell 
off  about  $1  billion  in  s&s 
assets  to  LBO  firm  Hicks 
Muse  Tate  &  Furst. 


NO  WONDER 
AOL  IS  GRINNING 

ON  MAY  19,  AMERICA  ONLINE 

smiled  for  Wall  Street.  The 
announcement  of  You've  Got 
Pictures,  a  venture  with 


HEADLINER:  JANE  HENNEY 


NEW  TRIALS  AT  THE  FDA 


A  bruising  Senate  confir- 
mation lies  ahead  for  Jane 
Henney,  President  Clin- 
ton's expected  choice  to 
head  the  Food  & 
Drug  Administra 
tion.  Senate 
Republicans 
promise  to  grill 
the  ex-deputy 
to  former  fda 
Commissioner 
David  Kessler 
about  topics  from 
tobacco  to  abortion  to  reg- 
ulatory reform. 

Henney,  51,  now  the 
University  of  New  Mexi- 
co's vice-president  for 
health  sciences,  has  biparti- 
san credentials:  As  FDA 
deputy  director  for  opera- 
tions ft-om  1992  to  '94,  she 
served  under  both  Bush 
and  Clinton.  Still,  her  ties 


to  Kessler  will  be  a  liabili- 
ty. Many  Senate  Republi- 
cans viewed  Kessler  as  a 
liberal  activist  quick  to 
back  regulation, 
particularly  of  to- 
bacco— but  slow 
to  0.  K.  treat- 
ments and  med 
ical  devices. 
Another  snag 
The  FDA  soon 
will  be  asked  to 
H^prove  an  abortion 
pill.  The  Religious  Right 
vdll  tiy  to  block  Henney's 
confirmation  if  she  doesn't 
disavow  the  pill.  Henney 
wins  praise  from  consumer 
advocates  and  Senate  liber 
als,  such  as  Edwai'd  M. 
Kennedy  (D-Mass.).  But 
that's  likely  not  enough  to 
get  her  the  job. 

By  Riclmrd  S.  Dunhan 


Eastman  Kodak,  sent  aol's 
stock  up  5.5%,  to  STYu..  Start- 
ing this  fall,  AOL  subscribers 
will  be  able  to  send  film  to 
retail  processing  centers  that 
will  upload  images  to  AOL 
via  a  Kodak  system.  Mem- 
bers, who  won't  need  special 
cameras  or  film,  can  link 
friends  and  family  to  photo 
sites  or  send  photos  via  E- 
mail.  AOL  and  Kodak  will  split 
revenues  from  fees  charged 
to  high-volume  users  and  oth- 
er sources. 


ANDREW,  WHAT  BIG 
EYES  YOU  HAVE 

don't  BE  SHOCKED  THE  NEXT 

time  you  head  to  the  ATM  and 
a  huge  Andrew  Jackson 
looks  back  at  you  from  your 
$20  bill.  Just  like  Grant  on 


the  $50  and  Franklin  on  tl 
$100,  Jackson  is  getting 
face-lift  as  part  of  the  Tre 
sury  Dept.'s  plan  to  foil  cou 
terfeiters.  The  new  $20  bi 
unveiled  May  20  by  Treasu 
Secretary  Robert  Rubin  ai 
Federal  Reserve  Chairmi 
Alan  Greenspan,  features 
off-center,  blown-up  portn 
of  Jackson.  The  bills  w 
start  circulating  this  mont 
but  it's  expected  to  tal 
several  years  before  the  la 
of  the  old  twenties  is  out 
circulation. 

ETCETERA... 

■  AT&T  is  seeking  deals  wl 
the  Bells  and  GTE  to  mark 
its  long-distance  services. 

■  Bear  Stearns  and  Al 
Amro  are  in  merger  tail 
say  reports  out  of  London 

I  )utch  retailer  Royal  Aho 
i>  liiiying  Giant  Food  for  $2 
billion  in  cash. 
m  Ford  said  it  expects  ear 
ings  to  set  a  record  in  tl' 
second  quarter. 
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i  CHINA  CONNECTION 

HAT  COULD  TRIP  CLINTON  UP 


ately,  Republicans  on  the  Bill  Clinton  scandal  patrol  have 
focused  on  the  President's  character — to  little  avail.  But 
■now,  the  GOP  is  running  with  new  charges  of  illegal  Chi- 
se  campaign  donations  that  are  potentially  the  most  ex- 
)sive  allegations  yet  against  Clinton. 
Six  weeks  before  his  summit  in  Cliina,  Clinton  has  been  liit 
th  a  bombshell.  Campaign  contributor  Johnny  Chung  has 
ifessed  that  he  gave  $100,000  in  Chinese  miUtaiy  money  to 
inton's  reelection  effort.  He  claims  the  funds  came  from  an 
ny  officer  who  is  an  executive  with  China  Aerospace  Coip. 
d  the  daughter  of  an  influential  Communist  Party  leader. 
3rse,  while  the  Justice  Dept.  was  probing  alleged  leaks  of 
tellite  knowhov^  to  China  by  Loral 
lace  &  Communications  Ltd.,  Clinton 
ve  Loral  the  0.  K.  to  launch  a  satellite 
a  China  Aerospace  rocket.  Approval 
me  last  Febmary,  despite  objections 
at  it  could  undermine  any  criminal  case 
stice  might  bi'ing.  Loral  ceo  Bernard 
Schwartz  was  the  largest  single  donor 
Clinton's  '96  campaign.  Loral  denies 
at  it  gave  the  Chinese  any  secrets  or 
at  it  was  granted  any  political  favors. 
Even  Democrats  can't  shake  off  these 
egations  as  partisan  potshots.  And  the 
•esident's  staunchest  supporters  are 
,ving  trouble  explaining  why  Clinton  oveirode  advisers  in 
arch,  1996,  and  switched  satellite  licensing  authority  from 
e  State  Dept.  to  the  Commerce  Dept.,  a  move  that  benefits 
)ral  and  China  Aerospace  by  liberalizing  export  licensing, 
id  Clinton  let  campaign  donations  affect  foreign  policy? 
ad  did  he  help  out  a  major  supporter  whose  company  was 
ider  investigation?  "This  is  serious  stuff,  and  it  should  be 
irsued,"  says  Senator  Joseph  R.  Biden  (D-Del),  the  ranking 
smocrat  on  the  Senate  Foreign  Relations  Committee. 
At  the  least,  the  charges  will  dog  Clinton  during  his  late- 
ine  trip  to  Beijing  and  intensify  China-bashing  on  Capitol 
ill.  "It'll  certainly  cast  a  pall  over  the  summit,"  says  Greg 
astel,  vice-president  of  Washington's  Economic  Strategy 
istitute.  "Clinton  can't  do  anything  that  looks  like  he's 
■anting  favors  to  the  Chinese."  What's  more,  the  charges  al- 


TOP  DONOR:  Schwartz  gave  a  big  hand 


low  the  GOP'  to  put  fund-raising  abuses  by  the  Clinton  cam- 
paign back  in  the  spotlight. 

Congi-essional  probes  to  date  haven't  really  focused  on 
the  role  of  Chung,  the  Chinese- American  businessman  who 
has  given  Justice's  campaign-finance  task  force  its  first  direct 
link  between  China's  government  and  Democratic  coffers. 
Chung  donated  $366,000  and  visited  the  White  House  49 
times.  Clinton  aides  saw  him  as  a  pesky  hustler  who  would 
parade  Chinese  officials  into  the  Oval  Office.  But  Hill  Re- 
publicans point  out  that  Chung's  money  was  welcomed,  even 
if  he  wasn't. 

House  Speaker  Newt  Gingrich  (R-Ga.)  announced  on  May 
19  that  he  is  forming  a  select  committee 
headed  by  Representative  Chiistopher 
Cox  (R-Calif.)  to  investigate.  Other 
House  Republicans  are  planning  bills  to 
ban  liigh-tech  exports  to  Cliina.  And  they 
blame  CUnton  for  spuning  an  India-Pak- 
istan aiTns  race.  Then*  justification:  India's 
claim  that  it  conducted  nuclear  tests  out 
of  fear  that  the  LI.  S.  was  providing  Chi- 
na with  missile  technology  that  would 
be  shared  with  Pakistan. 
BAD  TRIP.  In  the  Senate,  Majoiity  Leader 
Trent  Lott  (R-Miss.)  says  he's  rethinking 
his  support  for  China's  most-favored-na- 
tion trading  status,  which  Congress  is  scheduled  to  renew  in 
June.  Lott  has  also  urged  Clinton  to  consider  postponing 
the  summit,  though  that's  unlikely.  But  any  chance  of  a 
breakthi-ough  agi-eement — or  of  using  the  trip  to  deflect  at- 
tention from  Clinton's  personal  scandals — now  looks  dimin- 
ished. "This  trip  is  botched,"  says  Heritage  Foundation  Chi- 
na analyst  Stephen  J.  Yates. 

The  (iop's  challenge  now  is  to  make  the  charges  stick. 
Chung's  confession  won't  be  enough.  Clinton  says  he  knew 
nothing  about  the  source  of  Chung's  money  and  denies  that 
China  or  Loral  tried  to  influence  export  policy.  Wliat's  more. 
Senate  healings  into  the  alleged  Chinese  connection  last  year 
failed  to  find  a  smoking  gun.  But  this  time,  the  gof  thinks  it 
has  a  loaded  weapon  aimed  at  the  White  House. 

By  Paula  Dwyer 


THE  LORAL  LINK 


FEBRUARY,  1996  China  Aerospace's 
rocket  explodes  on  liftoff,  killing 
dozens  and  destroying  Loral's  $125 
million  satellite. 

MARCH,  1996  President  Clinton  lib- 
eralizes commercial  satellite  exports 
by  switching  licensing  authority  from 
State  Dept.  to  Commerce  Dept. 

APRIL,  1996  Loral  shares  an 
industry  review  of  China's  launch 


Did  President  Clinton's  actionvS  favor  campaign  contributors? 


failure  report  with  Chinese. 

JULY,  1996  China  Aerospace  exec 
Liu  Chaoymg  meets  Clinton  at  a 
fund-raiser.  Forms  company  with 
Johnny  Chung,  who  now  says  Liu 
is  source  of  $100,000  of  his 
campaign  gifts. 

MARCH,  1997  Justice  Dept.  inves- 
tigates whether  Loral  might  have 
violated  export-control  laws  by  giving 

DATA:  BUSINESS  WEEK 


technical  assistance  that  could 
upgrade  China's  military  program. 

FEBRUARY,  1998  Clinton  grants 
Loral  new  satellite  export  waiver 
despite  Justice's  objections  that  it 
could  undermine  any  criminal  case. 

MARCH,  1998  Democratic  cam- 
paign contributions  from  Loral  Chair- 
man Schwartz  and  his  company  from 
1995  to  date:  $1.3  million. 


Six    months — maxi-  1^ 
mum.  Back  in  De-  KeCOV 
cember,  when  the 
International  Mone-       tS/KG  VG 
tary     Fund     was  *^ 
putting  the  finishing  Q  Q  j^Y 

ouches  on  its  $100  biUion  res-  ^ 
lie  package,  that  was  the  con-  PVPrVW 
entional  thinking  in  the  West  V  CI  J'  V V  J 
n  how  long  it  would  take  for  fppl 
^ast  Asia  to  start  on  the  road  itJd  11 
0  recovery.  After  all,  anybody 
vho  bet  on  Mexican  stocks  when  the  IMF  inter- 
ened  in  February,  1995,  would  have  reaped  a 
0%  gain  in  just  five  months.  And  now  the  Bol- 
a  Index  has  tripled  in  value,  to  5000. 
Well,  it  has  been  six  months.  And  if  anything, 
\.sia's  recovery  seems  as  precarious  as  ever, 
ndonesia  is  in  political  upheaval,  and  its  econO' 


Recovery  will 
take  years,  and 

companies 
everywhere  will 
feel  the  pain 


,,|         my  remains  virtually  frozen, 
ry  Will  South  Korea,  worries  over 

the  domestic  debt  bomb  con- 
TS   Rnd.  mount,  and  President 

'  Kim  Dae  Jung's  reform  cam- 

ifllGS  paign  is  losing  political  steam.' 

Japan,  which  many  had  hoped 
PT*P  will  would  be  the  engine  of  growth, 
CiC;  VVlll      |g  instead  sinking  into  reces- 

^  "HQITI  ^^^^  ^^^^  region 

^  pdll  L  into  another  tailspin.  After  re- 
bounding this  spring,  most  of 
the  region's  stock  markets  have  tumbled  back 
down  to  their  January  lows.  In  smoldering 
Jakarta,  investors  are  rushing  to  the  airport. 

As  the  full  force  of  the  financial  typhoon  hits 
the  region's  economies,  the  unsettling  realization 
has  set  in  that  Asia's  turnaround  will  be  long- 
term  and  torturous.  Instead  of  months,  econo- 
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mists  now  say  solid  recovei-y  in  the  most  bombed-out  coun- 
tries could  take  half  a  decade. 

Even  the  progi'ess  achieved  so  fai'  could  be  swept  away  if 
the  Asian  flu  sti-ikes  again.  Tlie  most  immediate  tlii-eat  is  the 
falling  yen,  wliich,  if  imchecked,  could  trigger  another  round 
of  devastating  devaluations. 

It's  now  becoming  clearer  that  Asia's  ordeal  will  have 
consequences  for  the  rest  of  the  woi'ld.  Markets  foi'  com- 
modities have  crtushed  to  foui-yeai'  lows,  a  blow 
to  emerging  economies  from  Mexico  to  Russia 
and  a  harbinger  of  global  deflationaiy  pressure. 
Analysts  are  slashing  forecasts  for  world  de- 
inand  for  semiconductors  and  aircraft  engines. 
Wliile  America's  economy  is  still  sizzling,  dreary  eaiTiings 
reports  from  the  likes  of  Hewlett-Packai'd,  Motorola,  and 
National  Semiconductor  reveal  that  the  U.  S.  blue  chips  are 
stalling  to  feel  the  pinch.  Wliat  about  companies  just  stalling 
to  factor  Asia  into  theii-  gi'owth  plans?  Any  payoff  is  distant. 
"I  don't  tliink  we'll  see  order  and  tranquility  emerge  anytime 
soon,"  says  Ford  Motor  ceo  Alexander  J.  Trotman.  "We're 
looking  at  quite  a  few  years  of  instability." 

Has  the  IMF  rescue  been  a  colossal  flop?  Not  exactly.  Al- 
though the  agency  clearly  made  mistakes,  it  has  halted  the 
fi'ee  fall  in  ciuTencies  ranging  from  the  South  Korean  won  to 
the  Philippine  peso.  New 
governments  in  Thailand 
and  Korea  have  begim  to 
force  refonns  on  distressed 
banks  and  com})anies  and 
establish  the  foimdations  of 
a  modem  financial  system. 
By  playing  hardball  with 
Indonesia,  the  IMF  inadver- 
tently set  in  motion  a  back- 
lash that  could  topple  the 
Suharto  dictatorsliip. 

Yet  the  bailout  has 
failed  to  restore  confidence 
in  Asia's  equity  markets 
and  has  done  little  to 
defuse  an  even  bigger  debt 
bomb  in  local-currency 
loans  to  private  companies. 
In  Korea,  where  banks 
continue  to  fimnel  funds  to 
the  teetering  chaebol,  bad 
loans  are  expected  to  bal- 
loon from  $.50  billion  last 
December  to  $90  billion  by 
yearend.  Analysts  such  as 
Stephen  Mai-vin  at  Ssangy- 
ong  Investment  &  Secuii- 
ties  say  Korea  is  on  course 
foi-  another  financial  crisis. 
LOSING  PATIE^4CE.  In  tnith, 
for  the  Asia  recoveiy  plan 
to  have  worked  smoothly,  a 
lot  of  things  beyond  the 
IMF's  control  had  to  go  right.  Tokyo  needed  to  stimulate  its 
economy  and  solve  its  own  debt  crisis  so  that  it  coulfl  absorb 
exports  from  its  neighbors.  Instead,  Premier  Ryutaro 
Hashimoto  is  pumping  $120  billion  into  dubious  domestic 
public-works  projects  and  tax  rebates  that  will  do  notliing  to 
kick-start  regional  growth. 

Tliat's  bad  enough.  But  now  Japan  seems  ready  to  cb-op  an 
even  bigger  bomb — a  steep  slide  in  the  yen.  On  May  19, 
the  yen  hit  137  to  the  dollar:  It  could  reach  1.50  by  yearend. 
Especially  harfl-hit  would  be  Korea,  which  competes  with 


One  of  Asia's  bright  spots 
provokes  economic  sanctions 
by  the  U.S.,  Japan,  and  Ger- 
many and  the  cutoff  of  World 
Bank  loans  by  testing 
nuclear  devices.  Pakistan 
may  be  next. 


Riots  in  Jakarta  and  broken 
promises  by  Suharto  to 
implement  IMF  reforms  have 
sent  stocks  and  currency  into 
another  tailspin,  raising 
investor  doubts  about  stabili- 
ty in  the  rest  of  Asia. 


JAPAN 


What  should  be  Asia's  engine 
of  growth  instead  is  sliding 
into  recession  as  Tokyo  has 
ignored  pleas  to  stimulate 
domestic  demand.  Now,  the 


Japcin  in  cai-s,  steel,  and  sliips.  The  yen's  slide  puts  more  pres-, 
sui'e  on  Beijing  to  devalue.  That  "would  make  Asia's  recovery; 
hopeless  for  some  time  to  come,"  frets  Samsung  Economic; 
Research  Institute  economist  Kwon  Soon  Woo. 

Grim  news  for  the  Asians.  But  for  the  U.  S.  econom.y, 
Asia's  woes  have  helped  keep  inflation  in  check  and  interest 
rates  low.  Yet  confidence  that  Asia's  mai'kets  won't  be  missed 
is  being  put  to  the  test.  In  this  yeai''s  fii"st  thi'ee  months,  U.  S. 

exi^oils  fell  by  3.4%. — the  fii-st  quarterly  (h'op  in 
three  yeai's.  Washington's  Institute  for  Inter- 
^^^^^^^^^^^^^^    national  Economics  reckons  the  total  cost  to 
^33E^^^^2S3  "■'^iri'-iffictuiing  output — factoiing  in  lost 

exports,  more  Asian  imports,  and  the  lower 
prices  on  goods — will  be  $75  to  $100  billion  this  yeai*. 

Repoils  fi'om  the  fi'ont  lines  ai-en't  encoui-aging.  csx  Corp.'s 
containei-s  anive  in  U.  S.  ports  laden  with  goods  but  retvim  to 
Asia  empty.  Says  csx  ceo  John  W.  Snow:  "The  weakening  of 
U.  S.  exports  is  cleai-  to  us."  It's  clear  to  the  Asians  too. 
"One  tiillion  dollars  has  been  wiped  out  in  the  region  as  a  re- 
sult of  this  crisis,"  says  Francis  Yeoh,  managing  du-ector  of 
Malaysian  constmction  giant  ytl  Coip.  "That's  a  lot  of  Boe- 
ing 747s,  a  lot  of  Aii'buses,  and  a  lot  of  power  plants  we're  not 
going  to  buy." 

Corporations  are  having  to  rethink  basic  assumptions. 

Eaiiier  tliis  yeai;  most  an- 
alysts predicted  at  least 
7%  gi-owth  in  the  $136  bil- 
lion world  semiconductor 
industry.  Due  partly  to 
Asia,  especially  .Japan,  re- 
search firm  In-Stat  now 
expects  demand  to  con- 
tract by  0.6%. 

Meanwhile,  in  Asia  the 
crisis  is  feeding  on  itself. 
The  benefits  of  the  jiunp 
in  exports  to  the  West 
have  been  wiped  out  by 
the  plunge  in  exports  to 
neighbors.  Japanese  banks 
may  have  up  to  $44  billion 
in  dud  loans  around  the 
region  and  have  only  be- 
gim to  set  aside  some  re- 
serves for  write-offs.  In 
Indonesia,  Korean  banks 
have  some  $10  billion  in 
loans  and  bond  holdings. 
The  more  serious  danger 
is  if  foreign  investors  lose 
patience  and  wiite  the  re- 
gion off  as  a  backwater.  A 
blowup  in  Indonesia  could 
taint  the  image  of  all  of 
East  Asia.  Says  Choong 
Khuat  Hock  of  Kuala 
Lumpur-based  Caspian 


Why  the  Asian  Rebound 
Is  Fizzling 


weakening  yen  threatens  to 
deliver  another  currency 
shock  to  its  neighbors. 


SOUTH  KOREA 


High  hopes  of  a  turnaround 
after  the  election  of  Presi- 
dent Kim  Dae  Jung  and  sev- 
eral successful  offshore  bond 
offerings  have  faded  as  politi- 
cal opposition  has  hobbled 
Kim's  ability  to  reform  banks 
and  big  business  groups. 


THAILAND 


Despite  following  the  IMF 
program,  Thailand's  bailout 
has  failed  to  rejuvenate 
exports  and  .stocks.  After  ini- 
tial forecasts  of  flat  growt.h, 
Bangkok  now  says  its  econo- 
my will  contract  by  1%  in 
1998,  raising  doubts  about 
IMF  policies. 

DATA  BUSINESSWEEK  ^  

Research:  "In  these  days 
of  intemational  capital  flows,  perception  counts  a  lot." 

Tlie  perception  now  is  that  a  few  more  big  setbacks  could 
cause  the  entii'e  Asia  bailout  to  um'avel.  CHnton  Adminis- 
tration officials  remain  sanguine.  Says  one  top  Clintonite: 
The  odds  of  Asia  Meltdown  II  are  "less  than  50%."  Consid- 
ering the  global  consequences  of  another  Asian  blowout, 
those  odds  are  too  close  for  comfort. 

By  Pete  Engardio  hi  New  York,  with  Brian  Brenmer  in 
Tokyo,  Michael  McNmme  in  Washington,  Moon  II  Hwan  in 
Seoul,  and  bureau  reports 


Long-term  perspective  on  Asia. 

Unparalleled  understanding  of  its 
opportunities  and  challenges. 

Commitment  to  the  region  today  and 

tomorrow. 


Our  Commitment  to  Asia 

More  than  50  years  ago,  BankAmerica  made  the  visionary  commitment 
to  help  finance  Asia's  development,  and  built  a  network  to  do  it. 

Today,  our  commitment  is  stronger  than  ever.  Our  in-country  specialists 
and  research  teams  across  the  region  provide  the  hands-on  knowledge 
and  analysis  necessary  to  thoroughly  understand  diverse  Asian  markets. 
Our  product  expertise  and  global  financial  strength  enable  us  to  answer 
capital  raising  challenges  with  innovative  solutions.  And  our  international 
network  of  issuers  and  investors  ensures  client  access  to  opportunities 
and  resources  needed  to  grow  businesses. 

Today  and  tomorrow,  BankAmerica  remains  dedicated  to  helping 
our  clients  in  Asia  move  forward. 

That's  power  in  motion.  That's  BankAmerica  in  motion. 


power  „ 

m  motion. 


i  BankAmerica 

. .  vyww.bankamerico.com  


GLOBAL  MARKETS 

FLIGHT 

TO 
SAFETY 

Asian  money  heads  West 

The  giant  sucldng  sound  fi'om  Asia  i 
the  noise  of  money  leaving.  Some  $")( 
billion  has  sluiced  out  of  Indonesia. 
Japanese  investors  bought  a  record  $21 
liillion  in  foreign  bonds  and  equities  in  the  fii-st 
10  days  of  Apiil.  And  South  Korean  compame; 
now  routinely  keep  export  receipts  in  dollars, 
rather  than  changing  them  into  weak  won. 

A  lot  of  Asia's  capital  is  heading  to  Wall  Street 
and  Europe,  where  it's  helping  propel  stock  mar- 
kets to  record  highs.  Asian  cash  now  comprises  a 
big  chunk  of  the  $4  billion  pounng  into  U.  S.  large 
cap  and  index  mutual  funds  each  week,  say  ana 
lysts  at  AMC  Data  Seivices  in  Ai-cata,  Calif.  The  tor- 
rent also  has  buoyed  the  dollar  and  kept  U.  S. 
interest  rates  lower  than  they  might  have  been. 

Capital  outflows  ai'e  likely  to  accelerate  (chait) 
For  one  thing,  Japan's  rising  trade  siu-pluses  give  it  bil- 
lions more  to  invest.  And  sustained  capital  flight  could 
have  a  devastating  impact  on  Asia  itself.  Its  shell-shocked 
economies  are  losing  the  cash  they  need  to  recapitalize 

banks  and  restart  growth. 
Worse  yet,  these  countries  are 
caught  in  a  vise.  Take  Indone- 
sia, Malaysia,  the  Philippines, 
Thailand,  and  South  Korea.  In 
1996,  they  i-eceived  $93  billion  in  private  capital.  But  last 
year,  $12  billion  flooded  out — a  $105  billion  swing  ecjualing 
W/(  of  their  gi'oss  domestic  product. 

The  risks  are  even  gi'eater  in  Japan,  the  region's  biggest 
economy.  And,  because  Japan  is  a  major  player  in  world 
markets,  a  massive  mn  on  the  yen  could  destabilize  the 
global  financial  system.  The  yen  sank  neai'  137  to  the  dollar 
at  one  point  on  May  19,  its  lowest  level  in  more  than  six 
years.  Top  officials  hint  that 
Japan  will  defend  its  cur-  ,  - 

rency.  Indeed,  in  April,  the  MOney  £  lOWS 

Bank  of  Japan  threw  $21  Out  nf  A  CI  51 

billion,  nearly  a  tenth  of  its  yJiXl  Ui  /\t>ld... 

resei-ves,  into  bolstering  the 
yen.  It  pushed  the  dollar 
down  to  127  yen  on  Apr.  10. 
But  the  gi-eenback  has  re- 
bounded since,  as  Japanese 
banks  and  pension  funds 
shift  massive  amounts  of 
cash  abroad.  "It's  some  sort 
of  death  wish,"  says  F. 
Mark  Turner,  managing  rli- 
rector  of  Boston's  Schoonei' 
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1996  1997 
A  BILLIONS  OF  DOLLARS 

DATA  INSTITUTE  OF  INTERNATIONAL  FINANCE  INC  ,  DEUTSCHE  BANK,  AMG  DATA  SERVICES 


Asset  Management  Co.  "Evei 
night,  Japanese  institutioi 
are  the  major  sellers  > 
their  own  cmTency." 

Ordinary  Japai 
.  ese,  facing  a  deai 
in-the-water  stoc 
market  and  crun 
my  yields  r 
1.3%  on  lonj 
temi  bonds,  ai 
heading  for  tl' 
exit,  too.  In  h 
tie  more  than 
year,  Japanes 
investors  piled  i 
billion  into  AUianc 
Capital  Manag« 
ment  bond  funds  ii 
vesting  in  liigh-yieldin 
emerging-market  an 
J.  S.  corporate  debt. 
Any  further  pickup  in  th 
outflow  could  spark  a  drarnati 
plimge  in  the  yen.  Pessimists  say  th 
yen  could  eventually  plummet  to  200  t 
the  dollar.  Even  if  the  yen  doesn't  fall  tht 
'  far,  some  government  officials  believe  that  15 
isn't  out  of  the  question.  With  interest  rates  s 
low  and  the  government's  plans  for  bank  restioictuiin 
and  financial  deregulation  a  year  or  more  away  from  pre 
ducing  any  benefits,  Japan  may  have  no  alternative  to 
cheaper  yen  and  rising  expoits  to  stave  off  economic  dii 
aster  So,  Japan  now  aims  to  "slow  down  the  [yen's]  deprt 
elation,  rather  than  stop  it  in  its  tracks,"  says  Salomo 
Smith  Barney  economist  Jeffrey  D.  Young. 
"BIG  BANG."  In  fact,  financial  deregulation  may  only  hasten  th 
outflow  of  cash.  Since  1995,  the  Ministiy  of  Finance  ha 
made  it  easier  for  foi'eign  asset -management  firms  to  compet 
for  a  bigger  shai'e  of  Japan's  pension  mai'ket.  Tlien,  on  Apr.  : 
the  "Big  Bang"  deregulation  allowed  foreign  films  to  se 
mutual  ftmds  locally.  This  has  created  a  huge  pipeline  t 
pimip  capital  out  of  Japan.  And  with  $10  tiillion  in  househol 
financial  assets,  the  Japanese  have  plenty  of  cash  to  spai-t 
Consmners'  holdings  of  foreign  bonds  and  equities  alread 
have  doubled,  to  $45  billion,  in  two  years.  The  numbers  wi 
soar  as  more  global  products  become  available.  Citiban 
branches  in  Tokyo  have  been  mobbed  by  investors  eager  t 
piux'hase  foreign  assets.  International  assets  under  managt 
ment  at  Fidelity  Investments  Japan  have  soared  40%,  to 
billion,  in  the  last  six  months,  rising  12%  in  April  alone. 
Of  coiu'se.  Western  mai'kets  could  face  problems  fi'om  tli 

onrush  of  Asian  cash.  , 
panicky  acceleration  of  caj 
ital  flight  that  flattens  th 
yen  could  deal  a  resound 
ing  shock  to  the  world  fi 
nancial  system.  And  Asia 
investors  could  easily  jol 
Western  mai-kets  by  pulKn 
capital  back  home  onct 
their  region  gets  back  o§ 
its  feet.  But  for  now,  it 'I 
party  time  as  Asian  capit;! 
fii-es  up  Wall  Street.  5 
By  Joint  Templeman  t\ 
New    York    mid  5r/fl| 
Bremuer  hi  Tokyo  ' 


...Into  the  U.S. 

and  Europe 

Weekly  inflows  into  U.S. 
m  utual  funds 

AMOUNT* 

FUND  TYPE  BILLIONS 


U.S.  LARGE  CAP,  INDEX, 

INCOME.  AND  GROWTH 

$4.3 

EUROPEAN  EQUITY 

0.3 

OTHER  INTL.  EQUITY 

0.5 

*Week  ended  May  13 

Sure,  FedEx  and  UPS  may  promise  you  the  world. 
But  not  for  seven  bucks. 
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ies  to  33  countries, 
eb. 


CHINA 


BAHERED  BY 
THE  YEN 

Will  China  be  forced  to  devalue? 

For  months,  as  the  ciUTency  crisis  roiled  mai'kets  across 
Asia,  tlie  Chinese  renminbi  remained  an  island  of  sta- 
bility. Officials  in  Beijing  binshed  oft"  any  talk  of  a  de- 
valuation, and  their  finn  stance  won  much  praise  from 
central  bankers  worldwide. 

Now,  as  Tokyo  lets  the  yen  slide,  the  Chinese  suddenly 
are  feeling  ((ueasy.  Chinese  exj^oits  to  Japan  and  the  i-est  of 
Asia  have  fallen,  while  domestic  companies  are  fighting  to 
stay  competitive  against  a  flood  of  cheaper  imports.  If 
Japan's  action  starts  a  cascade  of  competitive 
devaluations  across  Asia,  Beijing  will  come 
under  jjressure  to  let  the  renminbi  slip.  That 
woukl  send  the  region's  economies  into  a  free 
fall.  "Allowing  the  overdepreciation  of  the 
Japanese  yen  is  irresponsible,"  says  Sa  Qi,  head  of  the 
Bank  of  China's  research  dejjartment. 

C'hina's  position  is  delicate.  The  economy  is  cleai'ly  getting 
hit  by  the  new  comjjetition.  But  an  about-face  on  the  cur- 
rency would  cost  new  Premier  Zhu  Rongji  much  credibility 
as  he  pieces  together  his  reform  plans.  It  also  would  send 
the  tightly  linked  Hong  Kong  economy  into  another  tailspin. 
But  most  frightening  for  Beijing  is  the  loss  of  confidence  in 
the  banking  system  a  currency  devaluation  would  cause. 

The  devaluation  wonies  come  when  unemployment  is  also 
a  big  concern.  Econnniic  aTowth  could  fall  below  6.5%  by 
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yearend,  nowhere  near  thi 
official  8%  target.  Chin; 
needs  high  growth  to  ab 
sorb  the  more  than  5  mil 
lion  workers  expected  ti 
lose  jobs  this  year  as  it; 
companies  restructui'e. 

The  biggest  threat  ti 
China's  micl-  and  low-tecl 
companies  isn't  Japan  it 
self,  which  exports  high 
end  goods.  What  the  Chi 
nese  are  worried  about  i: 
how  a  Japanese  devalua 
tion  could  affect  Korea.  I 
the  yen  weakens  to  150  ti 
the  dollar,  the  Korean  woi 
is  likely  to  be  devalued  ii 
an  effort  to  make  Korear 
industiy  competitive. 

That  would  mean  in 
creased  competition  foi 
Chinese  companies  that  ai\ 
already  struggling  to  feni 
off  the  Koreans  at  homt 
and  in  other  markets.  Ii 
China's  steel  industry,  foi 
example,  profits  are  down 
in  part  because  of  new  competition  from  the  Koreans.  That'; 
also  true  in  the  petrochemical  industiy,  a  sector  in  whicl 
prices  have  droj^jjed  207(  since  October.  "There  will  be  fur 
ther  pressure  on  domestic  coiiwrations,"  says  Andy  Xie 
an  economist  with  Morgan  Stanley  Asia  Ltd.  in  Hong  Kong 
Feeling  the  heat,  the  Chinese  have  upped  export  ta.^ 
credits  for  textiles  and  are  considering  fatter  rebates  foi 
machinery  and  electronics.  Officials  are  also  revving  u) 
cheap  loans  to  spur  exports  in  a  variety  of  industries. 
FINANCING  IS  SCARCE.  The  best  Chinese  officials  can  ho]x 
for  is  that  its  stiiiggling  Asian  competitors  won't  be  able  t( 
launch  the  full  export,  assault  that  has  been  expected.  So  fai 
then-  weak  economies  have  made  exjiort  fbiancing  difficult  ti 
come  by.  And  depressed  currencies  have  hiul  purchases  o 
imported  components,  which  represent  half  the  value  o 
exported  goods.  So  the  negative  effects  of  Beijing's  strong 
currency  have  been  diminished  somewhat.  Meanwhile,  Chi 
na  has  managed  to  crank  up  sales  to  the  West,  as  its  Asiai 
exports  have  faltered.  Many  Chinese  officials  doubt  thai 
trend  can  be  sustained  as  other  Asian  economies  begirj^ 
dumping  just  to  clear  inventories. 

China  will  be  in  a  stronger  position  to  withstand  cuiTencj 
shocks  if  it  can  step  up  domestic  growth.  A  lot  depends  oi 
Zhu's  ambitious  plans  to  inci'ease  public  spending  and  oper 
up  the  economy.  Beijing  just  announced  111 
huge  state  constinction  projects  in  telecom- 
munications, agriculture,  and  transportatior 
to  be  started  this  year.  At  the  same  time 
policymakers  are  discussing  plans  to  furthe] 
open  China's  service  sector  to  foreign  competition,  starting 
with  the  tourism  and  wholesale  distribution  industries 
"Some  would  argue  that  China  is  going  to  step  into  th( 
breach  during  this  period  and  actually  come  out  stronger,' 
says  a  Beijing-based  Western  economist. 

That  would  go  a  long  way  toward  helping  Beijing-'s  mon- 
etary authorities  preserve  the  luster  of  the  nation's  hare 
currency.  But  China's  success  ultimately  may  depend  ai 
much  on  events  in  Tokyo  as  on  those  in  Beijing. 

By  Dexter  Roberts  in  Beijinc. 
and  Joijce  Baniatliati  in  Hong  Koni 


Shower  in  our  lounge. 


Feeling  refreshed.  It's  not  a  luxury  you'd  associate 
with  business  travel.  But  we've  decided  to  change  that, 
f  )  As  part  of  our  new  First  and  Business  Class  service, 
(  (     we've  put  showers  in  our  airport  lounges  in  Frankfurt, 
fVlunich,  Dusseldorf  and  New  York  (JFK).  So  now, 
business  travel  is  significantly  more  comfortable. 
And  more  comfortable  travel  is  what  people  count 
on  when  they  fly  Lufthansa. 
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The  airlirif  network  tor  Earth. 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you  can  accrue 
or  redeem  miles  in  either  Lufthansa  fVliles  &  fviore'-'  or  United  fVIileage  Plust 
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THE  BAILOUT 


UP  IN  SMOKE 

How  the  IMF's  rescue  plan  for  Indonesia  exploded 


By  Michael  Shari 


The  IMF  delegation  fled  at  dawn.  As  the  Indonesian 
capital  still  smoldered  from  the  May  14  fii'es  set  by  ri- 
oters during  Jakarta's  most  devastating  demonstra- 
tions yet,  eight  expatriates  working  for  the  Interna- 
tional Monetary  Fund  and  two  spouses  set  out  for  the 
mihtary  aii-port  to  catch  a  chartered  flight  out  of  the  coun- 
tiy.  Leaving  early  to  avoid  bandits  searching  cars  along  the 
way,  they  skirted  burned-out  trucks,  toppled  lampposts, 
and  debris.  In  a  final  humiliation, 
immigration  officials  kept  the 
gToup  at  the  auport — first  finding 
fault  with  their  visas,  then  using 
them  to  bargain  for  a  planeload 
of  food  and  water.  After  six  hours 
and  phone  calls  to  govenxment  of- 
ficials, the  IMF  staff  finally  boaixled 
an  evacuation  plane  to  Singapore. 

With  the  flight  of  the  IMF  dele- 
gation, the  fund's  $43  billion 
bailout  plan  to  help  stabilize  In- 
donesia is  dead,  at  least  for  now. 
The  $4  billion  already  spent  to 
prop  up  the  economy  is  gone.  The 
program  may  start  up  again  in  a 
new  foiTH,  but  it's  hard  to  see  how 
the  IMF  could  disburse  funds  in 
the  midst  of  ongoing  economic 
chaos.  The  devastation  of  Indone- 
sia calls  into  question  the  efficacy 
of  not  only  the  imf  but  also  the  behind-the-scenes  activity  of 
the  U.  S.  Treasmy  Dept.  It  raises  doubts  on  whether  these 
two  institutions  can  ever  again  muster  the  support  to  em- 
bark on  such  costly  and  risky  rescue  missions. 
AGING  DICTATOR.  While  the  IMF  and  the  Treasury  made 
their  share  of  missteps  and  miscalculations,  the  Indone- 
sians matched  them  and  even  sui-passed  them  with  their 
own  blunders.  Both  the  Indonesians  and  the  IMF  misjudged 
the  scale  of  the  crisis.  President  Suharto  erred  by  back- 
tracking on  promises  to  reform  Indonesia's 
economy  and  by  protecting  his  family  and 
cronies.  The  imf  wi'ongly  assumed  that  Suhar- 
to would  commit  to  change  and  then  pressed 
for  draconian  reforms  that  undermined  the 
essential  supports  of  the  economy.  In  paiticulai',  the  IMF's  in- 
sistence that  Suhaito  end  subsidies  for  gasoline  and  food  set 
the  stage  for  riots  that  have  torn  thi-ough  the  countiy. 

At  the  center  of  this  tragedy  is  Suhaito  himself,  an  aging 
dictator  who  one  day  seems  to  grasp  his  country's  eco- 
nomic reah'ties  in  minute  detail — and  the  next  seems  out  of 
touch.  The  7G-year-old  leader  who  has  spent  32  years  in 
power  has  been  determined  to  preserve  his  clan's  vast 


SIGNING:  Camdessus  irked  Suharto 


hamad,  sources  close  to  him  say  the  leader  of  the  largest 
Muslim  nation  on  earth  is  obsessed  by  conspiracy  theo- 
ries. A  visitor  to  the  presidential  palace  in  March  quotes 
Suharto  as  saying  the  IMF  was  plotting  with  Israel  to  un- 
dermine Indonesia's  aircraft  industiy.  "Tlie  IMF  consists  of  a 
lot  of  Jews,  and  that's  how  Israel  influences  the  IMF," 
Suharto  said.  Then,  Suharto  explained  in  a  fatherly  manner 
the  real  reasons  behind  the  riots:  "Tliis  is  the  opposition  cre- 
ating chaos,  together  with  foreign  investors  who  want  to 
take  over  om-  assets  at  deeply  discounted  prices." 

None  of  these  weaknesses  were  apparent  just  a  year 
ago.  Sure,  Suharto  was  the  prac- 
titioner par  excellence  of  crony 
capitalism,  a  man  who  gleefully 
ladled  out  monopolies  and  fran- 
chises to  his  children  and  old 
friends.  But  he  also  won  praise 
for  opening  up  Indonesia  to  fr-ee 
trade,  sci-upulously  servicing  the 
national  debt,  raising  prosperity, 
and  practicing  artful  diplomacy 
with  the  U.  S. 

Thus  when  the  Asian  financial 
crisis  began  in  mid-1997,  Indone- 
sia seemed  a  safe  bet.  As  the  ru- 
piah  weakened  after  the  Thai  cri- 
sis, Suharto's  ministers  called  in 
the  IMF,  winning  praise  for  their 
judicious  and  timely  appeal  for 
international  aid  to  stop  specula- 
tors in  then-  tracks.  Wlien  IMF  of- 
ficials first  sized  up  their  mission, 
they  reassured  Suharto  that  the  economy  was  sound.  The 
IMF  saw  no  need  to  expand  its  cramped  one-man  office  in  a 
back  room  of  the  central  Bank  Indonesia.  It  suggested 
simply  vridening  the  band  in  which  the  currency  traded. 

But  the  Indonesian  rupiah  kept  tumbling.  That's  when 
the  IMF  made  its  fii'st  major  mistake.  The  ofticials  assumed 
they  could  apply  the  bitter  medicine  of  high  interest  rates 
to  stabilize  the  cuiTency  and  reform  the  crony-ridden  bank- 
ing system.  The  imf  also  wanted  to  dissolve  the  monopoKes 
run  by  Suharto's  friends  and  children,  and 
dissolve  costly  subsidies.  The  fund  got  Suhar- 
to's economic  adviser,  Widjojo  Nitisastro,  to 
agi-ee  to  this  in  early  October. 

But  there  was  a  fundamental  flaw.  Suharto 
knew  that  the  imf  prescription  would  directly  threaten  his 
hold  on  power.  The  monopolies  were  the  keystones  of  the 
Suhaito  family's  control  of  the  economy.  And  low  prices  had 
kept  impoverished  Indonesians  fi-om  rebelling  against  the 
President  for  decades. 

Yet  Suharto  had  to  take  some  steps  to  build  confidence. 
His  first  one,  on  Nov.  1,  was  to  close  16  weak  Indonesian 
banks,  as  recommended  by  the  IMF.  His  intention  was  to 


wealth.  In  echoes  of  Malaysian  Prime  Minister  Mahatliir  Mo-  I  stimulate  confidence  by  signaling  that  serious  banking  re- 
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ine  hotels  overseas  now  offer  an 

credibly  fast  and  easy  way  to  call  back  to  the  States, 
he  AT&T  speed  dial  feature.  It  makes  accessing 
T&T  Direct®  Service  faster  and  easier  than  ever. 


Introducing 
the  AT&T 

speed  dial 
feature 


It's    all    within    your  reach 


AT&T 


The  new  AT&T  S  p  G  G  d  dial 

^6  3.^14  makes  calling  back  to  the 

States  easier  than  ever. 

Now  accessing  AT&T  Direct '  Service  from  your  hotel  room  can  be  as  simple  as  pushin 
a  button.  So  you're  in  touch  with  those  back  home  faster  and  without  having  to  dial  ai 
international  access  number     A^^Bi,     AT&T  Direct  provides  fast  connections  with  th 


clearest  sound  quality*  on  calls  back  to  the  States.  Always  look  for  hotels  that  offer  the  convenience  of  th 


AT&T  speed  dial  feature.  It's  another  innovation  that  makes  your  life  easier  from 


the  world's  most  powerful  network.  AT&T. 

Available  at  these  fine  Asian  hotels: 


ATsn 
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The  Shilla  Seoul 
LEADING  HOTELS  OF  THE  WORLD 
Seoul,  Korea 
Tel.:  82  2  233  3131 

Located  in  the  heart  of  Seoul,  this  fine  hotel  offers  business  travelers 
the  modern  conveniences  they  require.   Rooms  have  a  dual-line 
telephone  system  with  multilingual  voice  mail,  a  fax  machine,  data 
ports  and  Internet  access.  There 
are   1 5  conference  and  banquet 
rooms.  The  business  center  has 
video  conferencing  capabilities. 
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Seoul  Hilton 
Seoul,  Korea 
Tel.:  822  753  7788 

This  recently  refurbished  700-room  hotel  offers  a  perfect  base 
for  doing  business  in  Seoul.  Easy  access  to  major  business  districts 
and  tourist  attractions.  The  latest  in-room  technology  with  dataports 
and  fax  machines.  State-of-the-art 
convention  centre,  ballroom  and 

eight  function  rooms.  Complete  s  e  o  u  l 

business  support  facilities  and 
services  around  the  clock. 


Hi  In 


*Based  on  /  997  customer  breference  %tudv  combared  to  other  U.S.  carriers.  Credit  card  callinp  subiea  to  availability.  Pavment  terms  subiect  to  vour  credit  card  agreement  CoHect  callins  is  available  to  the  L/.SAtt., 


Hotel  National  Taichung 
Taichung,  Taiwan 
Tel.:  886  4  321  3111 

A  5-star  hotel  equipped  for  the  business  traveler.  The  comfortable 
conference  room  has  an  over- 
head projector,  a  Siide  projector 
and  a  screen.  Thert  is  a  fax,  copy 
machine  and  printer  at  the  front 
desk.  The  staff  provides  personalized  „ 
service  in  an  elegant  setting. 
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hotel  national  taichung 

AnikkO  hotels  mtemaioral 


The  Heritage  Hotel  Manila 
Pasay  City,  Philippines 
Tel.:  632  891  8888 

Located  on  the  bay  close  to  major  commercial  districts.  It  is 
only  minutes  from  the  international  airport.  The  467  rooms  have 
individually  controlled  air  conditioning,  bedside  control  panels, 
color  TV  with  CNN  and  Star  TV, 
minibar  24-hour  room  service  is 
available.  There  is  a  Millennium 

Executive  Club  floor  THE  HERITAGE 


JULi 


Cebu  Plaza  Hotel 
Cebu  City,  Philippines 
Tel.:  63  32  2311  231 

Cebu's  landmark  business  resort  hotel  sits  on  top  of  Nivel  Hills 
with  a  magnificent  view  of  the  islands,  A  first-class  hotel  with  420 
luxurious  rooms  and  suites  including  an  Executive  Floor,  the 
President's  Club.    Banquet  and 
convention  facilities  for  1,000, 
plus  ten  smaller  function  rooms. 
Recreational  facilities  include  tennis, 
mini  golf,  swimming  pools,  jogging 
trail  and  playground.  CEBU  PLAZA 
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Manila  Galleria  Suites 
Pasig  City,  Philippines 
Tel.:  632  633  7111 

Spacious,  luxury  accommodations  located  in  the  rapidly 
developing  Ortigas  Center  Adjoining  Robinsons  Gallena,  an 
ultra-modern  shopping  complex. 

Restaurant,  bar   and   24-hour  , 

MAML/\ 

room  service.    Complimentary       GALLERIA  SUITES 
breakfast  served  daily.  Fitness 
center  with  pool.  Beauty  salon. 


Allan  Den^Iopmi 
Ortlgai  Cenier 


The  Mdtiila  Midlown  Hoidv  Si  Un 


Asiaworld  Plaza  Hotel 

Taipei, Taiwan 
Tel.:  886  2  2715  0077 

Centrally  located  in  the  financial  district  of  Taipei.  Easy  access  to 
all  ma|or  freeways.  The  hotel  has  37  restaurants  and  50  function 
rooms  with  over  1.000  guestrooms.  Adjacent  to  ma|or  shopping 
mall  and  Hard  Rock  Cafe.  A  VIP 
floor  and  business  center  are  also 
available.  Limo  and  shuttle  bus  run 
regularly  to  and  from  the  airport. 
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Located  in  Ho  Chi  Minh 
City's  central  business  district 
with  easy  access  to  historic 
sites.  A  full  range  of  business 
services,  including  conference 
facilities  for  up  to  180  guests. 
The  Norfolk  Hotel  specializes 
in  business  travelers'  needs. 


Norfolk  Hotel 
Ho  Chi  Minh  City, 

Vietnam 
Tel.:  848  829  5368 


Norfolk  Hotel 


Rebar  Holiday  Inn  Crowne  Plaza 
Taipei, Taiwan 
Tel.:  886  2  2763  5656 

Convenientiy  located  in  the  newest  financial  and  commercial  district 
near  the  World  Trade  Center  and  prestigious  shopping  area  in  Taipei 
The  300  guestrooms  are  decorated  in  a  post-modern  motif.  For  th( 
convenience  of  frequent  travelers, 
the  HOLIDEXLINK  Reservation 

System  smoothes  your  way  with  I(FB\h 
bookings  and  confirmations  with  ^ "^^O^ijAoAJ ^WA, 

any  Holiday  Inn  worldwide.  CROWNE  PLAZA® 

TAIPEI 


Saigon  Prince  Hotel 
Ho  Chi  Minh  City, Vietnam 
Tel.:  848  822  2999 

An  elegant  international  hotel  catering  to  the  traveler  who  seek 
personalized  and  courteous  service.  Located  in  the  heart  of  Ho  CI 
Minh  City  with  direct  access  to  government,  business  and  shoppin 
areas.  There  are  203  well-appointed 
rooms  and  suites,  excellent  con- 
ference facilities,  business  center  SAIGON 
and  restaurants.  PRINCE 


Look  for  these  and  other  fine  hotels  worldwide 
that  have  the  AT&T  speed  dial  feature. 

For  more  informniion,  check  out  the  AT&T  Worldwide  Traveler  Web  Site 
at  http://www.att.com/traveler 
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)iTn  was  at  hand.  In  a  countiy  of  220  banks — 
ir  too  many  for  a  $250  billion  economy — the 
figured  that  intemational  investors  would 
'elcome  such  pindence. 

Instead,  Indonesians  saw  the  shuttering  of  big  street-cor- 
er  banks  as  a  reason  to  pull  their  money  out  of  all  banks. 
^  big  neon  bank  signs  overlooking  the  main  di'ag  of  Jakar- 
i's  Chinatown  went  dark,  depositors  panicked  and  with- 
rew  their  life  savings.  At  foreign  banks  such  as  Citibank 
nd  Hong  Kong  Bank,  Lines  snaked  ai'ound  the  block  as  peo- 
le  attempted  to  deposit  their  money  in  safer  places. 

Then  Suharto  backtracked,  giving  his  first  sign  that  he 
'as  not  serious  about  reform.  He  allowed  a  bank  operated 
y  his  son  Bambang  Trihatmodjo,  though  targeted  for  clo- 
Lire,  to  reopen  for  business  after  simply  changing  its  name. 
LUNGING  RUPIAH.  Next,  Suharto  fell  sick,  introducing  con- 
ision  and  delay.  In  early  December,  Widjojo,  who  had 
een  shuttling  between  meetmgs  with  Suhaito,  the  IMF,  and 
le  World  Bank,  told  negotiators  that  the  President  was  too 
1  to  work  on  the  deal.  That  put  fuither  IMF  refonns  in  lim- 
0.  When  visiting  Australian  political  scientist  Harold 
Irouch  was  told  that  the  Pi-esident  was  imnating  blood,  it 
aised  fears  that  he  might  die  without  a  successor  and 
iiat  Indonesia  could  explode  into  violence.  As  Suharto  can- 
eled  a  trip  to  Kuala  Lumpur  for  a  summit  of  Southeast 
Lsian  leaders,  the  loipiah  plunged  on  the  news. 

Precious  weeks  were  lost  before  Suharto  recovered, 
'hen  he  made  a  critical  blunder.  On  .Jan.  6,  the  weakened 
jader  announced  an  overly  optimistic  national  budget  that 
eemed  out  of  line  with  reality — expectations  of  4%  annual 
conomic  gi-owth,  11%  inflation,  and  an  exchange  rate  of 
,000  rupiah  to  the  dollar — although  the  currency  was  then 
rading  at  8,000.  He  ignored — or  was  unawai'e  of — inde- 
endent  economists'  predictions  of  a  15%  contraction  in 
he  economy  and  55%-  inflation  for  1998. 

The  impact  was  disastrous,  dragging  the  mpiah  below  the 
isychological  barrier  of  10,000  to  the  dollar.  Millions  of  In- 
onesians  rushed  to  convert  their  rapiah  into  rice  and  oth- 
r  foodstuffs.  Then  they  snapped  up  electronic  goods,  fig- 
ring  runaway  inflation  would  drive  piices  beyond  reach. 

Concern  throughout  the  world  was  growing,  and  nego- 
iators  were  losing  patience.  On  Jan.  13,  U.  S.  Deputy  Ti'ea- 
uiy  Secretaiy  Lawrence  H.  Summers  and  other  Clinton 
Ldministration  officials  met  Suharto  at  the  presidential 
ialace.  In  preparation  for  a  scheduled  45-minute  meeting, 
iummers  was  instioicted  not  to 
how  the  soles  of  his  feet  or 
aid  his  arms — insulting  ges- 
ures  in  Indonesia.  Summers 
xpected  a  serious,  frank  dis- 
ussion  of  the  situation.  To  his 
uiprise,  his  host  instead  took 
he  first  40  minutes  for  "In- 
onesia  101":  how  Suharto  sin- 
:le-handedly  transformed  In- 
ionesia  from  a  beggar  nation 
rith  a  per  capita  income  on  a 

lar  with  Bangladesh  to  a  thiiving  manufactming  economy, 
^earing  he  had  httle  time  left.  Summers  hung  on  for  at 
?ast  another  20  minutes  tiying  to  make  his  points,  even 
hough  the  President  refused  to  respond  and  appeai'ed  to  be 
rying  to  end  the  session. 

Summers  walked  out  of  the  meeting  deeply  disappointed. 
Vhat  happened  after  the  U.  S.  delegation  left  Suharto's 
iffice  is  still  disputed.  A  U.  S.  soui'ce  says  Summers  was  so 
ipset  that  his  colleagues  feared  he  would  tell  reportei's 
fathered  at  the  front  gate  that  Suharto's  intransigence 
ras  ])utting  the  IMF's  rescue  in  doubt.  As  Summers  headed 
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SUMMERS:  Upset 
with  Suharto 


CONSPIRACY  THEORY 

a  The  IMF  consists  of  a  lot 
of  Jews,  and  that's  how  Israel 
influences  the  IMF  f  f 


SUHARTO 


outside,  U.  S.  Ambassador  J.  Stapleton  Roy 
pi-e vailed  on  him  to  go  easy,  the  source  sa'ys. 
When  Summers  met  the  reporters,  he  read 
from  a  prepared  statement  blandly  describing 
Suharto's  desire  to  restore  confidence. 

The  jawboning  did  seem  to  have  some  effect  on  ongoing 
negotiations.  The  IMF  had  decided  on  a  new  strategy  to  ex- 
tract concessions,  asking  for  eveiy  tough  measure  it  could 
think  of  in  hopes  Suharto  would  accept  at  least  some.  Un- 
like the  fli'st  reform  deal,  this  one  had  finri  deadlines.  The 
IMF  demanded  the  abohtion  of  a  dozen  "economy-distorting" 
monopohes  by  February.  Those  were  also  the  cash  cows  of 
the  etlinic  Chinese  businessmen  who  built  up  the  Indonesian 
stock  market  in  the  eai-ly  1990s.  They  included  the  plywood 
cartel  of  Suharto's  fund  manager  Mohamad  "Bob"  Hasan 
and  the  Bogasari  flour-milling  monopoly  of  his  old  friend 
Liem  Sioe  Liong. 

To  the  shock  of  IMF  negotiators,  Suharto's  advisers  came 
back  with  an  oral  agi'eement  fi"om 
him  to  implement  everything  the 
negotiators  had  asked  for.  Nobody 
knows  why  the  Indonesians  as- 
sented— except  perhaps  to  buy 
time  or  because  Suharto  was  ex- 
asperated and  wanted  to  end  ne- 
gotiations. Some  say  he  may  have 
been  sincere.  Looking  back  in  re- 
gret, negotiators  now  admit  that  if 
they  had  known  Suharto  would 
agree,  they  would  have  wi-itten 
into  the  deal  a  period  of  adjust- 
ment and  monitoring  of  at  least 
six  months.  Instead,  they  wound 
up  with  a  ludicrously  ambitious 
plan  that  could  never  have  met  the  strict  deadlines  im- 
posed and  that  set  the  stage  for  failure. 

Official  negotiations  to  ch-aw  up  the  agreement  had  stall- 
ed Sunday  evening,  Jan.  11,  after  Suharto  agreed  to  rough 
terms  during  talks  with  IMF  First  Deputy  Managing  Di- 
rector Stanley  Fischer  at  the  President's  modest  Dutch 
colonial  house.  Fischer  then  led  more  than  15  IMF  econo- 
mists across  town  to  the  cavernous  Finance  Ministiy  and 
broke  them  up  into  two  teams  in  adjacent  conference  rooms. 
They  haggled  with  Indonesian  negotiators  until  4  a.m.  over 
the  language  of  a  50-paragi'aph  letter  of  intent. 

The  meetings  continued  fi'om 
breakfast  to  midnight  for  the 
next  three  days.  They  were 
fueled  by  tiny  150-ml  bottles 
of  Ki'ating  Daeng,  a  highly  caf- 
feinated  "energy  chink"  favored 
by  Javanese  tiiick  chivers,  plus 
endless  deliveries  from  Pizza 
Hut  and  regular  bouts  of  nide 
joke-telling. 

By  the  time  they  had  agree- 
ment, the  IMF  had  aroused  the 
hackles  of  the  Indonesian  pubhc.  A  key  public  relations 
blunder  occurred  when  IMF  Managing  Director  Michel 
Camdessus  flew  in  from  Wasliington  to  sign  the  new  agree- 
ment at  Suharto's  residence  on  Jan.  15.  He  was  suiprised  to 
find  only  one  chair  at  the  podium  in  the  glassed-in  visitor's 
paiior  resei-ved  for  Suliailo,  so  he  had  to  stand.  As  the  cam- 
eras flashed  and  Suharto  signed,  Camdessus  stood  over 
the  President,  his  amis  folded  across  his  chest  like  a  re- 
proving schoolmaster.  No  offense  was  meant,  says 
Camdessus:  "When  I  was  a  boy,  my  mother  told  me,  When 
you  don't  know  what  to  do  with  your  hands,  do  not  hold 


them  behind  youi'  back  hke  the  Duke  of  Edinbui-gh.  Fold 
them  in  ft'ont  of  your  chest.' "  The  next  day,  with  the  pho- 
to plastered  across  the  local  papers,  talk  in  Jakarta  for 
cused  on  Camdessus'  humiliation  of  the  President. 

The  loipiah  continued  to  plummet,  cheapening  Indonesian 
assets  to  a  level  that  seemed  to  support  Suharto's  theory 
that  the  IMF  would  help  foreign  investors  take  over  the 
countiy.  By  the  end  of  Januaiy,  it  was  clear  that  Suharto 
had  no  intention  of  forcing  Indonesian  companies  to  work 
out  their  total  debt  of  nearly  $80  billion  with 
foreign  banks.  "In  effect,  Suharto  told  In- 
donesian coiporates  not  to  repay  their  debts," 
says  Neil  Saker,  economist  at  SocGen-Crosby 
Securities  Ltd.  in  Singapore.  Confidence  hit 
bottom,  sending  the  rapiah  below  18,000  to  the  dollar 
LOST  CREDIBILITY.  In  early  Febiuary,  Suharto  committed 
his  biggest  misstep  by  making  it  clear  he  was  interested 
only  in  quick  fixes.  He  announced  a  plan  for  a  cuirency 
board.  At  the  behest  of  his  cliildren,  he  met  privately  with 
.Johns  Hopkins  University  Professor  Steve  H.  Hanke,  who 
claimed  experience  in  instituting  foreign  exchange  mecha- 
nisms. Hanke  presented  only  the  upside  of  such  a  move.  His 
plan  would  have  pegged  the  inpiah  to  5,000  to  the  dollar 
and  backed  it  with  U.  S. 
dollai"  resei-ves — which,  ac- 
cording to  the  IMF,  the 
countiy  didn't  have. 

The  idea  was  widely 
decried  as  a  way  to  give 
Suharto's  cronies  and  fam- 
ily members  a  window  for 
converting  their  fortunes 
into  dollars  and  leaving 
the  country  penniless. 
"This  was  the  most  disas- 
trous debate  in  the  histo- 
ry of  Indonesia,"  laments 
one  negotiator.  "It  cost 
the  country  dearly  in 
terms  of  credibility."  Han- 
ke could  not  be  reached 
for  comment. 

As  the  rupiah  fell  fur- 
ther, opposition  to  the  cuiTency  board  gi-ew.  Tr-ying  to  keep 
his  plan  alive,  Hanke  told  one  negotiator  he  knew  foreign 
bankers  who  would  lend  Bank  Indonesia  enough  money  for 
a  board  on  one  condition:  that  the  national  oil  company, 
Pertamina,  put  up  its  cash  as  collateral.  The  negotiator 
laughed:  Pertamina  is  dominated  by  the  Indonesian  military 
and  the  Suharto  family.  Such  a  thing  was  impossible. 

Wonied  that  an  economic  collapse  would  kick  off  re- 
gionwide  instabihty,  world  leaders  jumped  into  action.  De- 
livering coordinated  messages,  U.  S.  President  Bill  Clinton 
and  GeiTnan  Chancellor  Helmut  Kohl  phoned  Suharto  dur- 
ing the  week  of  P"'eb.  15,  and  Clinton  dispatched  fonner 
Vice-President  Walter  Mondale  to  Indonesia  the  following 
week.  They  begged  Suharto  to  abandon  the  ciu'rency  board 
idea  and  honor  his  commitments  to  the  IMF.  Japanese  Piime 
Minister  Ryutaro  Hashimoto,  who  had  fu'st  phoned  Suhar- 
to after  the  budget  debacle  in  January,  visited  Indonesia 
three  weeks  later. 

The  result  was  that  Hanke  was  abruptly  abandoned. 
But  in  return,  Suharto  wanted  a  third,  softer  deal  with 
the  IMF.  He  tlireatened  to  cut  off  Indonesia's  economy  fi'om 
the  outside  world  unless  he  got  it.  Continuing  liis  brinkman- 
ship, on  Mar  11,  Suharto  had  himself  reelected  to  a  seventh 
teiTO.  That  day,  the  IMF  voted  to  withhold  $3  billion. 

Increasingly  defiant,  Suharto  packed  his  cabinet  with 
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SCAhiiJk..  Rushing  for  goods  before  inflation  raged 


his  closest  cronies.  He  blatantly  protected  white-elephant> 
pi-ojects  such  as  a  multibilhon-doUar  aircraft  factory  run  by. 
his  new  vice-president,  B.J.  Habibie,  and  the  elevated- 
commuter-train  project  granted  to  his  daughter  and  new  So- 
cial Affairs  Minister,  Siti  Hai'diyanti  Rukmana,  or  Tutut. 
"This  is  not  the  Repubhc  of  the  IMF,"  proclaimed  Bob 
Hasan,  the  plywood  monopoly  tycoon  whom  Suharto  named 
his  Minister  of  Industry  &  Ti-ade. 

But  by  the  third  week  of  March,  the  IMF's  negotiators 
i-ealized  they  could  trigger  a  social  disaster  in 
Indonesia  if  they  walked  away.  So  they  trudged 
back  to  the  negotiating  table,  resigned  to  grant- 
ing concessions.  "And  by  the  way,  this  time 
we're  giving  in  to  Bob  Hasan,"  one  dejected  ne- 
gotiator admitted.  Pi'edictably,  international  economists  saw  a 
loss  of  credibility  for  the  IMF.  "The  teacher  is  not  only  giving 
the  bad  pupil  the  most  attention  but  also  making  the  test  eas- 
ier and  moving  him  up  to  next  gi-ade — even  though  he 
flunked  the  exam,"  says  Rajeev  Malik,  senior  economist  at 
Jardine  Fleming  International  Securities  Ltd.  in  Singapore. 

Both  sides  tried  to  keep  the  talks  as  quiet  as  possible 
For  thi-ee  solid  weeks,  night  and  day,  the  negotiators  stayed 
at  the  table.  Ashti-ays  in  the  two  Finance  Ministry  meeting 

rooms  overflov/ed  with 
cigarette  butts  and  pizza 
crusts.  Suharto  refused  tc 
sign  the  letter  of  intent 
himself,  letting  Coordinat- 
ing Minister  Ginandjai 
Kartasasmita — his  latest 
negotiator — sign  it  on 
Apr.  8  and  send  it  by 
courier  to  Washington. 
There  was  no  ceremony. 
Camdessus  did  not  set 
foot  on  Indonesian  soil. 

IMF  negotiators  finalh 
thought  they  had  the 
goods — by  reaching  a  deal 
strong  enough  to  push  the 
economy  in  the  right  di- 
rection but  with  enough 
concessions  to  pi'event  an- 
other showdown.  By  the  end  of  April,  the  IMF  said  it  would 
resume  aid  payments  in  $1  billion  installments.  In  return,  on 
May  4,  the  government  abmptly  lifted  price  controls  on  fuel 
The  IMF  had  wanted  an  end  to  subsidies  but  had  not  pres- 
sui'ed  Suharto  for  such  a  sudden  move.  Riots  by  desperate 
Indonesians  broke  out  across  the  countiy. 

Some  political  analysts  think  Suharto  removed  price  con- 
trols in  a  calculated  attempt  to  derail  the  imf.  He  pro 
voked  a  crisis,  the  reasoning  goes,  so  he  could  crack  dowr 
on  dissent,  restore  his  authority,  and  prove  beyond  a  doubt 
the  folly  of  the  imf  prescriptions. 

The  utter  failui-e  of  the  bailout  of  Indonesia  will  serve  a.- 
a  lesson  to  all  countries  that  seek  imf  aid  in  the  futiu-e.  Te 
Camdessus,  the  lesson  is  that  leaders  such  as  Suhartc 
should  honor  their  pledges:  "It's  better  when  you  initiate  a 
progi'am  to  stick  to  it  rathei'  than  negotiate  it  thi-ee  times.' 

Many  observers  ai"e  more  harsh  on  the  imf.  They  say  iti- 
experience  in  the  archipelago  has  set  a  precedent  for  des- 
perate governments  to  build  their  own  credibility  by  mak- 
ing mockery  of  the  IMF.  "Ther-e  are  no  heroes  in  this  story 
It's  not  black  and  white,"  says  economist  Thee  Kian  Wee  ol 
Jakarta's  Indonesian  Institute  of  Sciences.  Wliatever  the  les- 
son, the  IMF's  Indonesia  pi'ogr-am  was  not  a  sliining  example 
of  either  the  doctor  or  the  patient  on  theii'  best  behavior 
With  Dean  Foust  in  Washmgton 


Vantive  Announces 
The  Customer 

BiU  Of  Rights 


'I  have  personally  challenged  the 
executives  of  every  major  software 
company  to  live  by  a  new  standard. 
Now,  it's  up  to  customers  to  demand 
open-hook  references  and  user- 
centric  program  license  agreements, 
especially  from 
vendors  of 
customer- 
facing  ^ 
apps." 


POLL  v\^om\}^t 


John  Luongo,  President  &  CEO 
Hie  Vantive  Corporation 


Vantive  has  emerged 
as  the  number-one 
supplier  of  sales, 
marketing,  call  center  and  field  service  —  we 
call  these  Front  Office  —  software  systems.  Sure,  we 
offer  spectacular  technology.  But  we  feel  a  larger  reason 
tor  our  customer  acceptance  has  been  the  application  of 
plain-and-simple  grade-school  ethics.  It  starts  with  our 
talk-to-any-customer  open-book  reference  policy,  and 
continues  with  the  elimination  of  software  licensing  "gag 
orders"  that  prevent  you  from  telling  the  world  about  your 
experience.  In  tact,  we  have  formalized  a  complete 

Customer  Bill  of  Rights.  You  can 
review  it  on  our  Website.  If  you 
teel  as  we  do,  that  creating  a 
customer  for  life  is  your  most 
important  business  goal,  then  isn't  it 
time  you  found  out  it  your 
application  software  suppliers  share 
that  value? 

Log  onto  our  Website  for  an 
up-to-date  list  of  companies  that 
have  agreed  to  The  Vantive 
Challenge.''''  Is  one  ot  your 
important  corporate  partners 
conspicuously  ...  absent?  It  they  are,  isn't  it  in  your  best 
interests  to  ask  them  why? 


Because  Customers 
Are  Your  Most  Valuable  Asset™ 

Call  1-800-VANTIVE 

(408-982-5700  from  outside  the  U.S.) 
www.vantive.com/etliics 


£1998  Vantive  Vantive,  its  logo,  tag  line  and  "The  Vantive  Ctiallenge"  are  trademarks  of  The  Vantive  Corporation.  TRBA 


Whether  it's  high-volume  black  and  white  or  full-color  solutions,  Canon  has  the  right  tools  for  th(c 

When  faced  with  an  overwhelming  workload,  it's  good  to  have  office  equip- 
that's  up  to  the  task.  Like  Canon's  high-volume  systems.  Digital  or  an  c 
^  ^1     our  high-volume  machines  are  designed  so  you  can  handle  your  bice 

zr 


1  800  OK  CANON,  www.usa.canon.com 


with  very  little  effort.  And  all  have  finishing  capabilities  that  can  improve  your  productivity 

from  the  start.  Not  to  mention  the  image  quality  and  reliability  that  have  become  the  ^"^t^ 

lard  In  the  industry.  So  choose  the  right  equipment  —  high-volume  black  and  white  amyw/^re" 

ull-color  solutions  from  Canon,  Suddenly,  those  big  jobs  aren't  so  big  anymore. 

Canon 


Scott  A.  Schiiff  was  just  13  when  he  started  work- 
ing in  the  shop  of  the  small  steel  plant  his  father 
managed  in  Phoenix.  High  school  summers  were 
spent  drawing  blueprints  and  estimating  costs  for 
complex  constinction  projects.  In  1976,  when  liis 
father-,  David,  stnick  out  on  his  own  and  started 
Schuff  Steel  Co.,  17-yeai--old  Scott  joined  him.  Two 
years  later,  he  dropped  out  of  college  to  work  full- 
time.  "You  learn  a  lot  faster  on  the  job,"  says  Schuff,  now  39 
and  cliief  executive  officer. 

The  education  is  paying  off.  Schuff  Steel  has  a  luci'ative 
niche  in  "fast-track"  contracts,  where  constniction  begins  be- 
fore the  design  is  finished.  Schuff  has  landed  several  large 
projects  in  the  past  few  yeai's,  including  jobs  for  Las  Vegas' 
Mirage  Resorts  Inc.  and  mgm  Grand  Inc.  hotels.  Now  it  is 
tackling  its  toughest  job  to  date:  a  half-scale  Eiffel  Tower 
replica  for  Hilton  Hotels'  Paris  Las  Vegas  hotel. 

Schuff s  perfomiance  proves  you  don't  have  to  be  in  high 
tech  to  generate  scorching  gi'owth.  Over  the  past  tlu'ee 
years,  the  steelmaker  has  racked  up  annual  earnings  and 
sales  gi'owth  of  48.31  and  30.1*%-,  respectively.  With  1997 
earnings  hitting  $7.2  million  on  sales  of  $138.2  million,  Schuff 
ban-eled  its  way  to  No.  40  on  business  wep]k's  list  of  the  100 
fastest-gTowing  small  companies.  And  while  any  construction 
company  is  vulnerable  to  downtiu'ns,  so  far  Schuff s  key  mar- 
kets, including  Ai-izona,  California,  and  Nevada,  continue  to 
boom.  "They'i'e  in  a  pretty  sweet  pait  of  the  market  light 
now,"  says  David  Fondrie,  an  analyst  at  Heaitland  Advisors, 
Schuff s  largest  outside  shar-eholder. 

That  combination  of  business  savvy,  relentless  focus,  and 
discipline  is  behind  the  success  of  each  company  on  our  Hot 
Growth  list.  These  tiny  operators  have  outgunned  then-  larg- 
er livals,  generating  average  annual  sales  and  earnings 
gi'owth  of  59.8%  and  102.8%,  i-espectively,  over  the  past 
three  years.  That  compares  with  7.6%  and  9.8%>,  on  average, 
for  companies  in  the  Standard  &  Poor's  Industiial  index. 
And  return  on  capital  for  these  100  companies  averaged 
31.1%,  while  the  s&p  average  was  just  11.9%.. 

So  how  do  companies  make  the  list?  Often  by  being  in  the 
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right  place  at  the  right  time  when  biggei'  companies  farm 
out  key  work.  That's  how  Kendle  International  Inc.,  which 
helps  test  new  dings  for  pharmaceutical  giants  such  as  .. 
Parke-Davis  and  Biistol-Myers  Squibb  Co.,  gi-abbed  the 
No.  1  spot.  Another  big  recipient  of  drag-company  outsourc- 
ing is  Boron,  LePore  &  Associates  Inc.  (No.  24),  whose  mar- 
keting and  promotional  services  include  oi'ganizing  doctoi- 
conferences 
and  provid- 
ing field-sales 
support. 
Of  course, 

many  winners  did  ride  the  high-tech  boom.  About  half  of  the 
100  provide  computer  or  telecommunications  pi-oducts  or  ser- 
vices. Dunn  Computer  Coip.  (No.  6)  is  a  personal-computer 
maker  that  sells  largely  to  U.  S.  government  agencies  such 
as  the  Justice  Dept.  Last  year's  No.  1  company,  Yuiie  Sys- 
tems Inc.,  which  makes  equipment  foi'  high-speed  trans- 
mission of  data,  voice,  and  video,  was  No.  3  this  year. 
Yurie's  success  didn't  go  unnoticed:  In  April,  Lucent 

Technologies  Inc. — Yiuie's  biggest 
customer — said  it  would  buy  the 
upstait  for  $1  billion. 
NO  GLAMOUR.  Wliile  high-tech  equip- 
ment is  hot,  software  and  services  may 
be  even  hotter,  jda  Software  Group  Inc.  (No.  32)  spe- 
cializes in  retail  supply  chain  software,  including  invento- 
ry management  and  point-of-sale  systems.  Hall,  Kinion  & 
^Associates  Inc.  (No.  9)  recraits  high-tech  workers,  including 
*some  from  jjlaces  such  as  Russia  and  India,  to  provide 
much-needed  information  technology  workers  to  Silicon  Val- 
ley. And  Medical  Manager  Coip.  (No.  8)  develops  software  to 
automate  doctors'  offices.  "Health  care  is  one  of  the  last  ar- 
eas to  become  more  efficient,"  says  Paul  J.  Rasplicka,  senior 
portfolio  manager  at  aim  Capital  Development  Fund. 
"There's  a  huge  market  here." 

But  plenty  of  entrepreneurs  hit  pay  dirt  in  less  glamorous 
fields.  Take  Coast  Dental  Services  Inc.  (No.  12)  and  Monarch 
Dental  Coip.  (No.  29),  which  compete  in  the  crowded  field  of 
operating  and  managing  dentists'  practices.  Or  omni  Energy 
Sendees  Coip.  (No.  13),  which  provides  drilHng,  helicopter, 
and  surveying  sei-vices  to  oil  companies  in  the  swamps  and 
marshes  of  the  Gulf  Coast  and  Alaska.  And  fj  America 
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For  Hoechst,  Life  Sciences  means  focusing  on  the  fields  of  health  and  nutrition  where  biotechnology  holds  the  key  to  intiv; 
Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  developing  highly  effective  drugs  in  the  fight  against  currentlync 
diseases.  Our  agribusiness,  Hoechst  Schering  AgrEvo,  is  ensuring  nutrition  for  the  world's  growing  population  through  Intgr 
crop  production. 


Hoechst  IS  an  mternational  group  of  companies  spearheading  innovation  in  Life  Sciences,  including  Hoechst  Marion  f  i, 

Hoechst  AG,  D-65926  Frankfurt,  http://www.hoechst.com 
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Inc.  (No.  11)  serves  up  sizzling  results  as  the  largest  fran- 
chisee of  Papa  Jolin's  pizza  restaiu-ants. 

All  these  companies  seek  to  follow  in  the  footsteps  of  the 
more  elite  gTaduates  of  the  BW  Hot  Growth  100.  Back  in 
1985,  then-unknown  Computer  Associates  International  was 
No.  14.  Today,  it  is  the  thii'd-largest  software  company,  with 
1997  revenue  topping  $4  billion.  Networking  titan  Cisco  Sys- 
tems, which  made  the  list  in  1991,  has  seen  its  stock  soar 

more  than  5,000% 
since.  New  Line 
Cinema  Coi"p., 
No.  11  in  1987,  is 
now  owned  by  Time 
Warner  Inc.  and  has  released  such  hits  as  Ansthi  Powers. 

Before  they  make  it  to  the  big  leagues,  however,  small 
gi'owth  companies  want  a  little  respect  on  Wall  Street.  In 
1997,  the  fouith  year  in  a  row,  small  caps  trailed  their  big- 
cap  brethren  in  stock  market  perfonnance.  Market  pros  say 
large  caps'  continued  strong  earnings  performance  gave  in- 
vestors little  reason  to  ventm'e  into  smaller,  less  liquid 
stocks.  And  when  small  caps  seemed  to  be  rallying  in  the 
second  half  of  1997,  Asia's  financial  crisis  cut  them  short.  So 
while  the  s&p  500-stock  index  rose  neai'ly  32%  in  1997,  the 
Russell  2000,  a  barometer  for  small-company  stocks,  rose 
just  22%'.  "We've  been  sailing  against  the  wind  for  a  number 
of  years,"  says  David  J.  Evans,  portfolio  manager  of  the 
Robertson  Stephens  MicroCap  Growth  Fund. 

The  wind  may  yet  sliift.  That's  because  small-cap  stocks 
ai'e  simply  a  lot  cheaper  than  big-company  stocks.  The  price- 


earnings  ratio  of  the  s&p  500  is  now  22.4,  based  on  projecta 
1998  eaniings  gTowth  of  10.2%.  The  p-e  ratio  of  the  Russel] 
2000  is  20.4,  but  with  much  higher  expected  earnings  groA; 
of  20.6%.  If  small  caps  gain  gi-ound,  that  should  help  keep 
the  market  for  initial  public  offerings  chugging.  According 
s&p,  529  IPOS  in  1997  raised  $43.6  billion.  That's  down  fi-om  i 
1996,  in  wMch  737  deals  raised  $49.2  billion,  but  it  beats  19'i 
and  1995  levels. 

IPOs  ai'e  rife  on  this  year's  list — more  than  35  of  the  100 1 
Hot  Growth  companies  went  public  after  January,  1997.  Th' 
boom  continues:  In  the  fb'st  four  montlis  of  1998,  109  IPOs  i 
raised  $8.9  billion.  The  flow  of  ventiu'e-capital  funds  is  also  n 
bust.  A  record  $10.4  billion  was  raised  by  138  ftxnds  in  1997,[ 
with  another  $5.1  billion  raised  by  mid-May  of  this  year.  j 

Some  clouds  remain.  If  the  Fed  hikes  interest  rates  or  tl 
Asian  situation  worsens,  small  caps  probably  will  take  a  big 
hit.  And  of  coui'se,  some  liiglxfliers  will  bm-n  out,  unable  to  | 
manage  such  gi'owth  (page  88).  Investors  who  are  drawn  td 
the  high  gi'owth  rates  should  also  factor  in  the  high  attritio' 
rate.  If  ever  there  was  a  case  of  past  perfonnance  not  guar 
anteeing  future  I'esults,  this  is  it.  But  for  those  who  can  haij 
die  the  speed  and  dodge  the  swipes  of  giant  competitors,  th 
race  has  just  begim. 

By  Amy  Barrett  in  Philadelphia,  with  Steven  V.  Bmll  u, 
Los  Angeles 

For  customized  reprints  of  this  Special  Report 
call  212  512-3148  (minimum  order  500). 
For  all  other  permission  or  reprint  inquiries  call  212  512-4801. 


KENDLE  INTERNATIONAL 

THE  S44  MILLION 
MOM-AND-POP 

Can  good  maniages  be  made  in  the 
boardroom?  Candace  Kendle 
Biyan,  head  of  Kendle  Internation- 
al Inc.,  a  fast-growing  Cincinnati  dnig- 
testing  company,  says  so.  Her  secret: 
knowing  how  the  personalities  fit  the 
task  at  hand.  Biyan's  husband,  Cluisto- 
pher  C.  Bergen,  is  impulsive  and  well- 
suited  to  shoit-teiTn  operations,  says 
Bryan.  So  he's  pi'esident  and  mns  test- 
ing. "I  like  long-teiTn  strategy,  so  I'm 
CEO  and  chairman,"  says  Biyan. 

The  union  seems  blissftil.  Buoyed  by 
a  $6  billion  global  market  for  clinical 
ding  testing,  Kendle  topped  business 
week's  list  of  Hot  Growth  companies. 
Revenues  have  expanded  at  a  stunning 
annual  pace  of  168.9*%'  over  the  past 
three  years,  to  $44.2  million  in  '97.  Net 
income  grew  158.8%-  annually,  to  $3.7 
million  last  year.  And  this  people-inten- 
sive business,  with  low  equipment 
costs,  boasts  a  sky-high  59.3%  annual 
average  return  on  invested  capital. 

The  granddaughter  of  a  coal  miner, 
Bryan,  51,  never  dreamed  of  such  num- 
bers 17  years  ago,  when  she  set  up 
shop.  Then  the  director  of  phaiTnacy  at 
Children's  HosjMtal  of  Philadelphia,  she 
joined  forces  with  Bergen,  49,  a  Wliar- 


ton  School  MBA  and  administrator  at 
the  hospital.  Best  fiiends,  the  pair  had 
gi'own  tired  of  office  politics.  Biyan 
took  the  lead,  and  55%  of  the  shares. 
Bergen  got  45%-.  "Somebody  has  to 
make  the  decisions,"  she  explains. 

Biyan's  idea  was  simple.  Big  ding- 
makers  were  increasingly  farming  out 
research  to  smaller  labs.  Kendle  of- 
fered its  sei-vices  overseeing  clinical 
thug  flevelopment,  testing  human  reac- 
tions to  new  drugs.  This  data,  which 


WILLPOWER 

"When  you  get  a 
plan  and  you  stick 
to  it,  it's  amazing 
what  you  can  do," 
says  Bryan 

ihiig  companies  rel; 
iin  for  FDA  approval 
has  to  be  bullet- 
[iroof.  Kendle  quick 
ly  developed  a  repu 
t  ation  for  reliability 
"They  do  thousand^^ 
of  things  right  ever 
day,"  says  J.  C. 
Bradford  &  Co.  ana 
lyst  Andrew  L.  Ma; 

Bryan  and  Berge 
were  not  yet  mar- 
ried when  they 
launched  Kendle, 
but  fi-om  the  start 
the  company  was 
family-oriented.  It 
locatetl  downtown  in  Biyan's  home- 
town, Cincinnati,  so  she  could  be  close 
to  her  two  sons  fi-om  a  previous  mar- 
riage and  piu-sue  such  interests  as 
competitive  rowing.  Working  togethei' 
eventually  led  to  romance.  Ten  years 
into  the  partnership,  the  pair  manied. 

By  the  early  '90s,  Kendle  faced  ex- 
ploding demand — and  competition.  Big 
di-ug  companies,  spooked  by  price  pre.- 
sures,  outsourced  rapidly  to  cut  costs. 
But  Kendle  began  losing  business  to 
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I  don't  care  if  you  invest 

IN  MICROCHIPS  OR  POTATO  CH 


I  WANT  MY  FUND  TO 


It's  pretty  straightforward,  really.  No  matter 
how  sophisticated  you  are,  most  investors  want 
the  same  thing.  Growth.  And  true  to  its  name, 
that's  what  Founders  Growth  Fund  has  delivered. 
While  other  fund  companies  may  limit  themselves 
to  certain  markets  or  sectors,  we  look  one-by-one 
for  companies  with  the  potential  for  strong  earnings 
growth,  wherever  they  may  be.This  philosophy 
has  helped  Founders  Growth  Fund  outperform 
the  S&P  500  Index  for  the  5-,  10-,  and  20-year 
periods  that  ended  3/31/98.  If  that's  the  kind  of 
performance-oriented  investing  you  want,  call  for 
a  prospectus  on  our  Growth  Fund,  and  our  other 
no-load  growth, growth-and-income,  international, 
and  aggressive  growth  funds. 

PERFORMANCE  HISTORY: 

AVERAGE  ANNUAL  TOTAL  RETURN  AS  OF  3/3  1/98 

FOUNDERS  GROWTH  FUND 

lyear  5  year  10  year  20  year 

42.99%       22.84%       19.51%  19.00% 


GROWTH.   PLAIN  AND  SIMPLE. 


CALL  FOR  OUR  FREE  GUIDE  ON  FOUNDERS 
APPROACH  TO  GROWTH-STOCK  INVESTING  OR  VISIT 
OUR  WEBSITE  FOR  MORE  IN-DEPTH  INFORMATION. 


The  Wall  Street  Journal  awarded  Founders  Growth  Fund  its  highest  rating 
based  on  average  annual  total  return  among  328  and  201  growth  funds 
reported  by  Lipper  Analytical  Services  for  the  5-  and  8-year  periods 
ended  3/31/98,  respectively. 


1-888-216-3100  Ext.  902  www.founders.com 


Past  performance  is  no  guarantee  of  future  results.  Investment  return  and  principal  value  v^ill  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Please  read  the 
prospectus  carefully  before  you  invest  or  send  money.  It  contains  more  complete  information,  including  management  fees  and  expenses. The  Standard  &  Poor's  (S&P)  500  Index  is  an  unmanaged  index  of  common  stocks 
considered  representative  of  the  broad  market.  You  cannot  invest  in  this  index.  In  The  Wall  Street  Journal's  4/6/98  issue,  an  T  rating  reflected  that  the  fund  was  in  the  top  20%  of  ail  gronlh  funds,  as  dassified  by 
Lipper  Analytical  Services.  For  the  1-year  period  ended  3/31/98,  the  Fund  was  in  the  top  60%  of  the  858  growth  funds,  and  for  the  10-year  period  ended  3/31/98,  the  Fund  was  in  the  top  20%  of  the  181  growth  funds 
tracked  by  Lipper.  Founders  Funds,  the  Founders  logo,  and  "Growth.  Plain  and  Simple.'  are  registered  trademarks  of  Founders  Asset  Management  LLC.  t- 1 998  Founders  Asset  Management  LLC,  Broker-Dealer.  Premier 
Mutual  Fund  Services,  Inc.,  Distributor 
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bigger-name  rivals.  "The  marketplace 
was  changing  hugely,"  says  Bryan.  "It 
was  either  gi'ow  or  sell." 

Neither  wanted  to  sell,  but  there 
was  no  plan  for  growth,  either. 


Special  Report 


HOT  ifiUROWTH  COMPANIES 


Bergen  had  no  marketing  back- 
ground, and  Bryan's  scientific  know- 
how  couldn't  help.  So  she  enrolled  in 
a  crash  progi'am  at  Harvard  business 
school,  which  she  later  persuaded 


BRASS  EAGLE 


GREAT  BALLS 
TO  FIRE 

If  you  thought  paintball  was  just  for 
gim-crazy,  camouflage-clad  kids, 
think  again.  Wayne  K.  Loek,  43,  a 
nurse  anesthetist  in  Woodridge,  III, 
has  been  playing  it  for  foiu*  years.  "If 
you  play  it  right,  there's  a  lot  of  strat- 
egy involved,"  he  says  of  the  sport,  in 
which  j)layers  chase  each  other  around 
a  field  and  shoot  guns  loaded  with  col- 
orful, gel-filled  balls.  Adds  Douglas  J. 
McKeown,  48,  a  lawyer  in  Joliet,  111., 
who  plays  with  his  two  sons,  daughter, 
and  wife:  "I  would  not  hesitate  to  rec- 
ommend it  to  anybody." 

The  gi'owing  mainstream  appeal  of 
a  previously  fi-inge  sport  helped  propel 
Brass  Eagle  Inc.,  which  markets  the 
guns,  accessories,  and  paintballs  that 
players  use  to  blast  each  other,  to 
No.  39  on  the  business  week  Hot 
Growth  list.  Since  splitting  from  air- 
gam  maker  Daisy  Manufacturing  Co. 
last  year,  the  Rogei's  (Ark.)  company 
has  become  the  key  player  in  the  $250 
million  industi-y.  Thanks  to  Daisy's  es- 
tablished retail  ties.  Brass  Eagle  has 
been  the  only  paintball  equipment 
maker  to  crack  such  mass  merchants 
as  Wal-Mart  Stores  Inc.  and  Kmart 
Corp.  By  yearend,  its  stuff  will  be  sold 
in  3,500  such  outlets,  as  well  as  major 
sporting  goods  chains. 

That's  all  the  more  impressive  since 
Brass  Eagle  is  new  to  the  party. 
Recreational  paintball  has  been  around 
for  some  15  years,  and  Daisy  had 
made  paintball  guns  to  mark  trees  and 
cattle  for  commercial  purposes  start- 
ing in  the  1970s.  But  it  didn't  get  seri- 
ous about  tapping  the  sports  market 
until  1993.  Wlien  market  research 
showed  the  game's  potential,  Daisy 
linked  up  with  tiny  Canadian  paintball 
company  Bi'ass  Eagle  through  a  royal- 


Bergen  to  attend.  Afterward,  they  re- 
organized, with  an  emphasis  on  mar- 
keting. Realizing  they  needed  to  get 
bigger,  they  also  set  plans  to  go  pub- 
lic to  raise  the  capital  to  acquire  oth- 
er labs. 

The  changes  appear  to  have  paid 
off.  Kendle  went  public  last  August, 
and  its  stock  has  since  jumped  from 
16  to  25.  Expansion  is  also  well  under 
way.  They  bought  a  Dutch  lab  and  a 
German  lab  in  1997  and  this  Febru- 
ary added  their  first  U.  S.  acquisition: 
Acer/Exel,  a  New  Jersey  tester  with 
operations  in  Asia  too.  "When  you  get 


a  plan  and  stick  to  it,  it's  amazing 
what  you  can  do,"  says  Bryan. 

Kendle  isn't  yet  among  the  biggest 
testing  labs,  but  Wall  Street  thinks 
such  moves  will  get  it  there.  Analyst 
May  sees  sales  nearly  doubling  this 
year,  to  $84.5  million,  with  earnings 
gi-owing  148%,  to  $6.2  milhon. 

Bryan  and  Bergen  don't  plan  to 
stray  far  from  Cincinnati  or  her  140 
nearby  kinfolk.  But  there  is  one 
trade-off  to  mixing  business  and  fan 
ly:  "When  I  go  home,"  says  Bergen,p 
"I  can't  exactly  bitch  about  my  boss 
By  Peter  Galuskza  in  Cincinm 


ty  arrangement.  In  1995,  it  bought  the 
company's  name,  patents,  and  other 
assets.  Then,  to  help  finance  its 
growth.  Brass  Eagle  became  a  sepa- 
rate, publicly  traded  company  last  No- 
vember. Its  stock  opened  at  11  a 
share;  it  now  trades  at  about  16. 

By  applying  Daisy's  expertise  in 
high-volume  manufacturing,  Brass  Ea- 
gle made  cheaper  paintball  guns,  with 
retail  prices  starting  around  $35.  A 
popular  semi-automatic  sells  for  about 
$100,  vs.  $250  for  similar  gims  several 
years  ago.  "It's  a  new  product  catego- 
ry. It  has  tremendous  potential,"  says 
E.  Lynn  Scott,  44,  Brass  Eagle's  CEO. 

Scott,  a  Mississippi  native  who  be- 
gan his  career  as  a  Kmart  manage- 
ment trainee,  was  Daisy's  vice-presi- 
dent for  marketing  and  sales  when 
Daisy  and  Eagle  split.  He  has  had  no 
qualms  about  leaving  well-established 
Daisy  for  Brass  Eagle.  "We  started 
with  basically  nothing,"  he  says.  "It's 
an  opportunity  to  participate  in  literal- 


GUN  CRAZY 
Scott  has  cracked 
megastores  such 
Wal-Mart  and 
Kmart  as  paintbal 
grows  in  popularit 

ly  building  a  busi- 
ness." With  his  in- 
creased mai'keting 
efforts,  which  hav( 
led  to  paintball  co\ 
erage  on  ESPN  and 
MTV,  the  company's 
sales  for  the  past 
three  years  have 
gi'own  at  an  annua 
rate  of  147%,  to  $3 
million  in  1997.  ^ 
Profits  leaped  at  a 
341.5%>  annual  rate 
during  that  timie,  t 
$3.6  million. 

But  Brass  Eagle 
dependence  on  one 
sport  raises  the 
question:  Is  gi-owth  sustainable?  Johr 
P.  Hughes  of  Dain  Rauscher  Wessels, 
a  division  of  brokerage  Dain  Rausche 
in  Minneapolis,  which  co-managed 
Brass  Eagle's  initial  public  offering, 
sees  revenue  gi'owth  slowing  to  44% 
this  year,  and  profit  gi-owth  to  78%. 
"Like  any  extreme  sport,  [paintball] 
could  go  in  or  out  of  favor,"  he  says. 

Scott,  who  predicts  Brass  Eagle  ca 
gi'ow  at  least  as  fast  as  the  industiy't 
estimated  25%.  rate  for  the  next  few 
years,  sees  plenty  of  untapped  tenitc 
ly.  He's  trying  to  expand  in  interna- 
tional markets,  which  accounted  for 
5.2%  of  1997  revenues,  particularly  in 
Europe  and  South  America.  He  also 
aims  to  expand  the  sport's  appeal  by 
marketing  a  paintball-field  setup  that 
can  be  used  in  amusement  centers, 
carnivals,  and  other  urban  settings. 
Down  the  road,  he  doesn't  rale  out  di 
versifying.  But  for  now,  chasing  this 
market  is  enough  of  a  thrill. 

By  Wendy  Zelbier  hi  Rogers,  Ar. 
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'Cassie?  Just  exactly  how  much  is  my  per  diem?" 

-Dexter  Fedor,  Field  Sales  Manager 

^    Predictable  monthly  bills.  Clear  wireless  calls.  ^ 

Every  big  business  struggles  to  keep  costs  predictable  in  an  unpredictable  world. 
So  m  addition  to  100%  digital  call  clarity,  Sprint  PCS  has  Flexible  Business  Plans 
and  two  new  calling  features  designed  to  keep  costs  manageable.  Home  Rate  USA,"' 
mcluded  for  no  extra  charge,  eliminates  roaming  charges  anytime,  anywhere,  on  our 
nationwide  network.  And  Toll-Free  USA, '  which  gives  you  1,000  minutes  of  clear 
wireless  long-distance  calls  for  an  additional  $9.99  a  month.  To  anywhere  in  the  U.S. 
Anytime.  Sprint  PCS.  The  clear  alternative  to  cellular. 


Sprint 


1-888-509-6462  •  www.sprintpcs.com/clear 


Sprint  PCS 


Sprint  PCS  Home  Rate  USA'^'  and  Toll-Free  USA  may  not  be  used  in  conjunction  with  certain  other  promonons  or  rate  plans,  Sub|ect  to  business  credit  approval  and  withdrawal  wirhuLit  iiotKc-  Home  Rate  USA 
and  Toll-Free  USA  do  not  apply  when  roammg  off  the  Sprint  PCS  Network.  Under  Toll-Free  USA,  long-distance  minutes  m  excess  of  i .00{)  (51)0  minutes  for  Southern  California  and  Nevada  subscribers)  will  be 
billed  at  $  10  a  minute  Toll-Free  USA  may  be  combined  with  Weekend  or  Off-Peak  Option  but  will  be  billed  ai  S  lU  a  minute.  See  Business  Buyers  Guide  materials  tor  complete  restrictions  and  limitations 
©1998  Sprint  Spectrum  L  P.  All  rights  reserved.  Sprint.  Sprint  PCS,  Sprint  Personal  Communication  Services  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P.,  used  under  license. 


MELITA  INTERNATIONAL 

A  BEST  FRIEND  TO 
TELEMARKETERS 

Aleksander  Szlam  hates  it  when  his 
family's  dinner  is  intemipted  by 
telemarketers.  That,  says  Melita 
International  Coi^.'s  CEO,  is  why  he 
invented  software  that  tells  callers 
when  to  get  in  touch  with  customers 
and  the  best  way  to  do  it.  Melita's 
software  dials  a  number  at  the  pre- 
feiTed  time,  or  prepares  a  letter,  or 
even  sends  an  E-mail  message.  "We've 
been  working  overtime  to  give  the 
customer  the  upper  hand,"  Szlam  says. 

Of  course,  for  some  junk-weaiy  con- 
sumers, no  call  is  a  good  call.  But  the 
success  of  Mehta's  new  Magellan  soft- 
ware is  indisputable.  Telemarketers 


Special  Report 


HOT  «ROWTN  COMPANIES 


clamor  for  the  product,  which  helps 
them  target  calls — and  reduces  hang- 
ups. The  payoff  for  Mehta:  average  an- 
nual earnings  gi'owth  of  58.2'7f  over 
the  past  three  years  and  a  high  49.8% 
retm-n  on  invested  capital,  which  land- 
ed the  Norcross  (Ga.)  company  the 
Xi  1. 2<i  sjxjt  on  the  Hot  Growth  hst. 
BUSY  FINGERS.  Melita  is  liding  a  sm-ge 
in  demand  for  telemai'keting  sendees — 
and  hai'dwai'e  and  softwai'e  for  them. 
Szlam,  46,  has  over  40  patents  coveiing 
most  of  the  teclmology  found  in  call 
centers.  His  specialty:  "outbound"  sys- 
tems that  continuously  dial  from  a  list 
of  numbers,  feeding  calls  to  telemarket- 


ing agents  and  managing  the  calls"  pace. 

His  new  Magellan  softwai-e  takes 
telemarketing  a  step  further.  It  is 
based  on  consumer  profiles  packed 
with  information  the  company  buys 
fi'om  other  databases.  Much  of  the 
data  come  fi'om  customers  through 
sm•^•eys.  WHien  called  for  the  fii'st 
time,  they  are  asked  questions  such  as 
when  it  is  most  convenient  to  talk,  or 
what  language  they  prefer.  Magellan 
then  matches  customers  with  telemai'- 
keters.  Calls  to  Spanish-language  cus- 
tomers, for  example,  are  automatically 
routed  to  Spanish-speaking  operators. 

An  energetic  executive  who  often 
dons  brightly  colored  suits,  Szlam  emi- 
gi'ated  from  Poland  at  19.  He  took  up 
with  a  pop  band  and  became  interest- 
ed in  musical  electronics.  With  encoui"- 
agement  from  professors  at  Georgia 
Institute  of  Technology',  he  majored  in 
electrical  engineering.  On  gi-aduation, 
Szlam  went  to  work  designing  commu- 
nications networks  and  software.  By 
the  late  1970s  he  was  an  engineer  at 
Lockheed  Coip.,  but  he  knew  he 
wanted  to  set  out  on  his  own.  Toiling 
nights  and  weekends  in  hi?  garage. 


ARIS 

A  SOFTWARE 
TUNER  AND  COACH 

The  ascent  of  network  PCs,  the 
Internet,  and  Year  2000  teiTors 
have  brought  headaches,  confu- 
sion, and  huge  expense  to  companies 
around  the  w'orld.  But  for  Paul  Song, 
chau'man  and  ceo  of  software  consul- 
tants ARIS  Coip.,  such  problems  are 
the  stuff  profits  are  made  from. 

.ARis'  specialty  is  making  the  latest 
software  from  Microsoft  Coi^j.  and 
others  easy  for  companies  to  use.  It 
must  be  good  at  it.  Although  the 
Bellevue  (Wash.)-based  company  com- 


GHWD  SZLAM 

Melita's  CEO  has 
system  that  does  c 
better  job  of  linkin 
telemarketers  witt 
consumers 

he  designed  one  of 
the  first  multi-line 
automatic  dialing 
systems. 

Szlam  and  his 
iirother-in-law 
I'onned  the  compa: 
to  sell  the  systems! 
in  1983.  They  sold  eaiiy  versions  to 
schools,  which  used  the  technologj^  tc 
track  dowTi  tmants'  parents.  The  tecll 
nologj'  is  now^  in  600  telecom  system^^ 
mostly  with  retail  and  credit-cai'd  coi 
panies  that  use  them  to  track  and  cdl 
lect  delincjuent  accounts.  Today, 
though,  Melita's  new  direct-marketin. 
software  provides  most  of  the  gi'owth 
Industiy  analysts  applaud  a  distrit 
ution  agi'eement  MeUta  recently 
signed  to  have  Williams  Communica- 
tions Solutions,  a  $1.5  bilhon  equip- 
ment pro\ider,  sell  Melita  products. 
"Melita  has  a  good  combination  of  ad- 
vanced software  solutions  and  strong 
distribution  partners,"  says  Donald  H 
Newman  of  Ladenbiu'g  Thalmann  & 
Co.  in  New  York.  He  sees  revenues 
jumping  a  fuither  32%  this  yeai*. 

Meanwhile,  Szlam  is  working  on 
software  to  assemble  multiple  call  cei 
ters  with  hundreds  of  phone  lines  to 
create  one  huge  virtual  center.  Then, 
telemai'keters  could  work  fi'om  home. 
Szlam  may  never  make  telemai'keten 
lovable.  But  for  his  company,  the 
quest  so  fai-  has  been  lucrative. 

By  Nicole  Harris  in  Atlan 


HAND-HOLDING 

Song's  winning 
formula:  Aris  gets 
software  up  and 
running,  then 
offers  training 


petes  head-to-hea( 
with  giants  like 
Andersen  Consult 
ing,  revenues  hav 
soai'ed  96.8%  anni 
ally  over  the  past 
three  years,  and 
reached  .S.55  millio 
in  1997.  Earnings 
have  raced  ahead  at  a  7.5.1%  annual 
clip,  and  hit  ."SS.S  milhon  in  1997.  That 
makes  aris  Xo.  41  on  BUSINESS  week 
Hot  Growth  list. 

It  has  been  a  fast  rise  for  Song,  35 
the  son  of  Korean  immigi'ants.  Ha\in| 
completed  a  master's  in  computer  sci- 
ence fi-om  MIT,  he  w^as  working  as  a 
softw^are  consultant  at  Oracle  Coip.  ii 
1990.  But  fears  of  management  tui-- 
moil.  and  a  longing  to  stiike  out  on  h 
own,  persuaded  Song  to  launch  ARIS. 
At  the  time.  Song  had  just  S1,000  ir 
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Tk  new,  faster  Lexmark  Optra  S  Printers: 

Track  down  new  savings  on  your  company's  printing. 


EDITORS' 
CHOICE 


June  10,  1997 
Lexmark  Optra  S  1250 
Lexmark  Optra  S  1650 . 


ith  the  new  1998  Lexmark  Optra  S  laser  printers,  real  savings  are 
right  under  your  nose.  Four  new  models  with  processors  that  run  up  to  three 
times  faster.  So  you  get  crisp  1,200  dpi  printouts  without  wasting  time.  And 
that's  just  the  beginning. 

Exclusive  Optra  S  features  also  save  you  on  toner,  paper  and  power. 
Interchangeable  accessories,  such  as  cartridges  and  paper  trays,  keep  you  from 
having  to  stockpile  supplies.  Network  compatibility  makes  it  a  snap  to  hook  up 
and  run.  And  with  four  models  between  12  and  24  ppm,  you  pay  only  for  the 
speed  you  need. 

To  greatly  reduce  your  printing  costs,  follow  the  breed  that's  leading 
the  way.  Lexmark.  To  learn  more,  call  1 -SOO-LEXMARK 
(1-800-539-6275)  or  stop  by  www.lexmark.com. 

ew  breed  of  performance  printers. 

ith  diamond  design  and  Optra  are  trademarks  of  Lexmark  Int^itnatiGnat,  Inf  .  registered  in  the  Untied  States  ^r^i/^i'  ^M,?-  ,: 
':  1997  PC  Magazine.  Ztff-Dav;s  Publishing^  ,  .J: 
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You  really  know  a  bank  when  you  know  its  financial  result! 


95% 


market  share  of  Credit  Communal  de  Belgique  m 
Belgian  public  sector  financing. 


55,8%  1,23: 


operating  efficiency  ratio,  a  record  and  one  of  the  lowest  in 
the  banking  business  in  Europe. 


million  euros  ■  operating  expenses  in 
The  0.7%  decrease  from  199 
reflected  effective  cost  control 


732.7 


billion  Belgian  francs  -  total  assets  under  manage- 
ment in  1997.  up  23.3%  from  1996. 


542 


48.9 


French  francs  -  net  income  per  share 
of  Oexia  France  in  1997. 


BEL20 


stock  market  index  -  Dexia  Belgium  is  one  of  the  twenty  leading 
stocks  on  ttie  Brussels  Stock  Exchange. 


113.5 


billion  French  francs  -  new  public 
finance  loans  in  1997,  representing  a  market  share  in 
Europe  of  more  than  10%. 


million  euros  -  net  income  in  1997. 
Net  income  increased  by  1 1 ,5%  in  French  francs  and  by 
12.9%  in  Belgian  francs. 


2,207 

million  euros  -  net  banking  income  in  t997. 

974 


million  euros  -  operating  income  before  allowances 
in  1997.  up  5,9%  in  French  francs 
and  7.2%  in  Belgian  francs  from  1996. 


7,150 

million  French  francs  ■  outstanding  international  structured  financing 
commitments  at  the  end  of  1 997. 


CAC  4( 


Stock  market  index  -  Oexia  France  is  one  of  the  toi'ty  leai 
slocks  on  the  Paris  Stock  Exchange. 


I 


Dexra,  the  European  banki 
created  by  the  merger  of  Credit  "C 
France  and  Credit  Communal  de  ' 
reported  total  assets  of  185  billic 


14 


Oexia  has  subsidiaries  and  affiliates  in 
14  European  countries. 


294,2 

dividend  distribution  rate  of  Oexia  Belgium  in  1997. 


47.8 


billion  French  francs  -  total  bond  issues  by  Credit  local  de  Fr,  e 
in  16  different  currencies  in  1997. 


185,000  14.5% 


441 


million  euros  -  total  assets  in  1997, 
ranking  Oexia  among  the  top  25  European  banks. 


http://www.Dexia.com 


billion  Belgian  francs  -  total  loans  to  individual  cu 
small  companies  and  the  self-employed  at  the  end  i 
up  22.3%  from  1996 


solvency  ratio  (Tier  I  and  Tier  II  capital). 


1,837.4 

billion  French  francs  -  total  individual  client  investment  products 
(deposits  and  savings  bonds). 


6 


42%  1,071.70 


rllion  euros  -  shareholders  equity  in  1997 
re  allocation,  including  minority  interests  and 
general  banking  risks  reserve}. 


market  share  of  Credit  local  de  France  in  the  French 
local  government  financing  sector. 


billion  Belgian  francs  -  total  investment  funds  under  management, 
up  47.2%  from  1996. 


147     11,000  660,8 

^  billion  French  francs/4.074.0  billion  Belgian  fr; 


cl)  francs  -  outstanding  international 
mitments  at  the  end  of  1997. 


employees  work  for  the  group. 


billion  French  francs/4.074.0  billion  Belgian  francs  - 
total  outstanding  client  loans  at  the  end  of  1997, 
representing  50%  of  (he  groups  assets. 


55.2 


billion  French  francs  •  stock  market  capitalization  of 
the  Dexia  Group  as  of  December  31,1 997 . 


1,000 

billion  French  francs  -  public  service 
financing  needs  in  Europe. 


950 


branches  of  Credit  Communal  de  Belgique 
to  serve  individual  banking  customers. 


453  18% 

return  on  equity  in  1997-  This  rate  tnclurles 
billion  French  francs  -  total  client  the  non-recurring  capital  gams  from  the  sate  of  the  equity 

deposits  at  the  end  of  1997.  interest  m  Banque  Bruxelles  Lambert. 


I  of  1997.  Dexia  is  the  European 
the  financing  of  public  service 
ind  is  also  active  in  commercial 
id  asset  management. 


\A+/Aal 


ratings  of  Credit  local  de  France  and 
it  Communal  de  Belgique  by  Standard  and  Poor's  and  Moody's. 


48 


1st 


130 


European  banking  group  in  the  financing 
of  public  service  facilities. 


Belgian  francs  -  dividend  per  share  for  1997  proposed 
to  the  shareholders  of  Dexia  Belgium  at  the  Annual  Shareholders 
Meeting  on  May  1 3.  1 998.  up  1 1  %  from  1 996. 


160%  36,4% 


growth  in  life  insurance  premiums  in  1997, 
representing  an  increase  in  line  vifilh  the  groups 
bancassurance  strategy. 


dividend  distribution  rate  of  Dexia  France  m  1997. 


39 


Is  the  average  age  of  group  employees. 


17.3 


French  francs  -  dividend  per  share 
(excluding  the  tax  credit)  for  1997  proposed  to  the 
shareholders  of  Dexia  France  at  the  Annual  Shareholders 
(Vleeting  on  May  19.  1998,  up  10.2%  from  1996. 


ions  and  agencies  of  Credit  local  de  France 
lughout  France  to  serve  local  governments. 


0,3% 

solvency  ratio  -  Tier  I  capital. 


+  10% 


increase  in  dividend  for  Dexia  France  shareholders 
who  have  held  nominative  shares  for  two  full  years  and  kept  them 
in  this  form  until  the  date  the  dividend  is  paid. 


CREDIT 


FRANCE 


i 

Credit  Communal 


savings  and  an  answering  machine.  But 
that  didn't  stop  him  ii-om  bidding  on  a 
project  to  help  timber  giant  Weyer- 
haeuser Co.  implement  an  extensive 
computer  system  that  would  track  in- 
fomiation  &-om  the  mills  to  its  box 
plants.  Competition  was  stiff,  and  in- 
cluded EDS  and  Oi'acle,  Song  says.  Ini- 


Special  Report 

HOT  GROWTH  COMPANIES 


tially  Weyerhaeuser  thought  ARIS  too 
small.  Song  countered  that  if  he  were 
still  at  Oracle,  he  would  be  heading  up 
the  pi'oject.  "Wliat,  did  I  just  get  dumb 
because  I  left  Oracle?"  Song  demanded. 
BIG  WINS.  The  blunt  talk  won  him  the 
job.  To  complete  the  three-year  project. 
Song  persuaded  his  wife  and  college 
sweetlieait,  Tina,  to  also  cjuit  her  engi- 
neering job  at  Oracle.  His  brother  John 
came  in  to  handle  finances  and  billing. 


Today,  Tina  heads  human  resources  and 
internal  computer  systems  at  the  600- 
person  company,  wliile  John  rans  train- 
ing programs  for  U.  S.  clients. 

Song  logged  big  wins  at  Boeing,  the 
IRS,  and  Lockheed  Martin.  Today  aris 
even  trains  Microsoft's  marketing  staff 
on  its  own  Exchange  E-mail  program. 
Result:  Analyst  Wayne  Segal  of  dmg 
Technology  Group  expects  ARIS  to  hike 
revenues  64%,  to  $90  million  in  1998. 
Profits  should  rise  36%,  to  $7.2  million. 

The  key  to  success,  says  Song,  is 
cross-selling.  In  1993,  he  realized  that 
while  ARIS  was  often  hired  to  help  a 
company  fine  tune  its  software,  good 
money  could  be  made  offering  training 
once  the  software  was  up  and  running. 
By  1997,  39%  of  ARis'  revenues  came 
ft'om  these  classes.  "One  business 
feeds  the  other,"  says  Rob  Owen,  an 
analyst  with  Pacific  Crest  Securities. 

To  boost  revenue,  aris  is  spending 
heavily  on  its  own  information  sys- 


tems. Classroom  enrollment  is  maxi- , 
niized  by  a  yield  management  systen; 
similar  to  one  used  by  airlines  to  fill  I 
their  seats.  But  aris  still  faces  a  big  I 
challenge:  attracting  and  keeping  the 
skilled  software  engineers  and  teach- 
ers it  needs.  One  reason  aris  went 
public  last  summer  was  to  be  able  to 
offer  stock  options  to  its  employees,  i 

The  IPO  raised  $31  million,  money 
that  now  fuels  expansion.  The  stock  < 
has  risen  43%.  to  31,  and  aris  has  ac-|| 
quired  four  rivals  and  doubled  its  U.  I  i 
offices.  It  recently  bought  two  consul 
ing  and  training  outfits  in  Britain. 

Analysts  say  t!l\ose  buys  look  smar 
so  far  More  offices  in  Europe  and  th( 
U.  S.  are  likely.  "We  want  to  be  the 
No.  1  player,"  says  Song,  who  with  hi' 
wife  now  owns  45%  of  the  company. 
Given  his  track  record  capitalizing  on 
change,  the  opportunities  look  vast. 

By  Seanna  Brow(h 
in  Bellevue,  Wa.s, 


DOVER  DOWNS  ENTERTAINMENT 


SPEED 
DEMON 


Dover  Downs  Entertainment  Inc. 
wasn't  exactly  fast  out  of  the 
gate.  The  privately  held  company 
opened  its  horse-and-motor  racetrack 
in  Dover,  Del,  back  in  1969.  But 
sports  fans  in  the  mid-Atlantic  region 
weren't  clamoring  for  auto  racing  back 
then.  And  within  a  few  years,  the  en- 
ergy crisis  hit,  curtailing  visits  from 
many  out-of-staters.  "It  was  a  tough 
go,"  recalls  Dover  ceo  Denis  McGlynn, 
who  joined  the  company's  promotion 
department  in  1972. 

These  days,  however,  Dover  is  set- 
ting land  speed  records.  Thanks  to  the 
booming  gaming  and  motor-sports  busi- 
ness at  its  Dover  Downs  complex,  it 
has  racked  up  avei'age  annual  revenue 
and  earnings  growth  of  99.8%  and 
70.9%,  respectively,  over  the  past  three 
years.  Along  with  a  31.6%  retmii  on  in- 
vested capital,  that  was  enough  to  earn 
Dover  the  No.  20  spot  on  the  business 
WEEK  Hot  Growth  list.  And  since  going 
public  in  October,  1996,  at  17  a  share, 
the  stock  has  soared  85%..  "They've 
evolved  from  an  undei-valued  little 
company  into  a  I'eal  gi'owth  stoiy,"  says 
Kevin  C.  Holt,  a  I'esearch  analyst  at 
Strong  Capital  Management  Inc.,  which 
holds  nearly  130,000  Dover  shares. 

Dover  Downs,  founded  by  private 
investors  including  tmcking  titan  John 
W.  Rollins  Sr.,  can  thank  the  state  of 
Delaware  for  some  of  its  good  fortune. 


In  r.i'.M,  ihe  state  passed  a  law  allow 
ing  its  horse-racing  tracks  to  put  in 
slot  machines.  That  law — which 
Rollins,  a  former  Delaware  lieutenant 
governor,  actively  supported — was  a 
boon  to  Dover  Downs.  The  company's 
gaming  revenues  jumped  from  less 
than  $1  million  in  1994  to  $81  million 
in  the  fiscal  year  ended  last  June.  And 
there's  no  sign  the  party  will  end:  In 
March,  Delaware  passed  a  law  dou- 
bling, to  2,000,  the  number  of  slot  ma- 
chines permitted  at  any  one  location. 


REWEDUP 

McGlynn  is  using 
revenues  from 
gamblingto  help 
expand  Dover's 
racetrack  business 

While  he  is  over 
seeing  breakneck 
gi'owth  at  Dover 
Downs,  McGlynn 
himself  doesn't  rac« 
cars  or  horses.  A 
former  lieutenant  ii 
the  Air  Force,  he 
wasn't  even  a  fly- 
boy.  Instead,  he 
sj^ent  three  years 
overseeing  the 
maintenance  of  car- 
go planes.  McGlynn 
came  to  Dover 
Downs  on  the  rec- 
ommendation of  a 
I'etired  lieutenant 
colonel  and  was  pn. 
moted  to  president 
in  1979.  He  becam*- 
CEO  in  1996.  The  81 
.\eai-old  Rollins,  who  sei^ves  as  chair- 
man of  the  board,  still  holds  39%  of 
the  company's  shares,  with  family 
members  holding  a  further  17.5%.  He 
also  remains  heavily  involved  in  deal- 
making,  advertising,  and  setting  pro- 
motions strategy  with  McGlynn,  whoti 
he  speaks  with  seven  days  a  week. 

McGlynn,  a  sports  buff — he  playe. 
basketball  and  baseball  in  his  youth- 
says  he  can't  believe  his  luck  in  buildin, 
a  cai'eer  in  the  sports  business.  "Comiiv 
to  the  office  has  never  been  like  goin 
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Special  Advertising  Section 

The ^338 

Annual 

Report 

Directory 

In  today ''s  complex  economic 
environment^  and  with  political 
uncertainty  in  many  parts  of 
the  world... making  intelligent 
investment  decisions  is  not  easy. 
Nothing  tells  a  company's  ^story' 
better  than  their  annual  report. 
The  following  companies  in  this 
BUSINESS  WEEK  Annual  Report 
Directory  are  leaders  in  their  respec- 
tive industries.  Each  has  an  exciting 
story  to  tell  potential  investors. 

BUSINESS  WEEK'S  electronic 
reader  service  system  allows  you  to 
choose  which  annual  reports  you 
would  like  to  receive  quickly,  easily 
a  nd  free  of  charge.  It  also  provides 
a  link  to  company  websites.  Or 
simply  call  the  800  number  listed 
to  request  reports  by  telephone. 
See  the  last  page  for  details. 


Cable  Design  Technologies! 


Cable  Design  Technologies  Corporation  (NYSE: 
CDT)  is  a  leading  manufacturer  of  technologically 
advancecf  electronic  data  transmission  cables  for 
network,  communications,  specialty  electronics, 
and  automation  and  process  control  applications, 
including  complete  voice  and  data  wiring  solu- 
tions, fiber  optic  connective  solutions  and  other 
components  required  to  build  high  performance 
telecommunicotions  infrastructures.  In  fiscal 
1997,  sales  climbed  45%  and  net  income  rose 
36%. 


Scientific-Atlanta,  Inc. 


Scientific-Atlanta's  commitment  to  new  innovo- 
hon  and  intensive  R&D  helps  people  connect 
with  entertainment,  informahon  and  each  other. 
Cable  operators,  broadcosters,  telephone  and 
utility  companies,  governments  and  corpomhons 
worldwide  rely  on  our  advanced  terrestrial  and 
satellite  networks  to  deliver  valuable  analog  and 
digital  voice,  data  and  video  services. 
(NYSE:SFA)  (http://www.sciatl.com) 


Wang  Global 


Networked    Technology  Services 


Wang  Global  has  reinvented  itself  in  the  mid  90's,  to 
become  one  of  the  predominant  leaders  in  the  fast-growing 
networked  technology  services  industry.  Today  Wang  Global 
has  grown  to  become  an  over  $3  billion  network  and 
desktop  services  and  solutions  provider,  with  over  20,000 
employees  in  40  countries.  Wang  Global  helps  companies 
plan,  deploy,  manage  and  maintain  their  network  and 
desktop  infrastructure. 


Southern  Company 


AdvertisingSectioir^^  | 
Central  and  South  West  Corporation       |  i 


Our  future  ain't  what  it  used  to  be. . .  it's  much 
better!  That's  because  our  traditional  business 
is  strong,  our  internatronol  business  is  growing, 
and  opportunities  outside  our  trodihonal  busi- 
ness ore  emerging.  We're  America's  largest 
generator  of  low-cost  electricity  with  facilities 
and  operations  reaching  from  the  southeastern 
U.S.  to  Europe,  Asia  and  South  America. 

Southern  Company. . .  Energy  to  Serve  Your 


www.southemco.com 


NYSE:  SO 


Central  and  South  Was) 
Corporation  is  emerging  tij 
seize  the  expanding  oppoii 
Central  and  Soutti  West  Corporation  ^unities  of  an  increasingf 

competitive  electric  powe 
industry.  Learn  about  CSW's  advanced  thinking. . .  its  global  reoch. . .  its  growinr 
telecommunications  and  energy  management  services. . .  and  its  commitmeni 
to  be  a  customer-focused,  market-oriented  business.  To  learn  abou 
PowerShare,  CSW's  direct  stock  purchase  program,  call  800-527-5797,  or 
e-mail  invest@csw.com. 


NOVA  Corporation 


Agouron  Pharmaceuticals,  Inc. 


A  In  energy  services  NOVA 

mm.       °P^''°^^^  °  9^^^ 
^g\r  ■■  '"^   ^'^^'^'^  ^'^^'^  and  o  global 
^"^^    m^^^Wm^     energy  services  company. 

NOVA  Chemicals  produces 
ethylene/polyethylene  and  styrene/polystyrene  and  owns  27%  of  Methanex 
and  26%  of  NGC. 

NOVA  and  TmnsCanada  Pipelines  announced  their  intention  to  merge  creating 
North  America's  fourth  largest  energy  services  company.  Concurrently,  NOVA 
Chemicals  will  be  launched  as  an  independent,  publicly  traded  company. 


Sears,  Roebuck  and  Co. 


Over  the  past  five  years.  Sears  has  transformed  itself 
into  an  exciting,  focused  and  growing  retoil  company 
by  investing  $4  billion  to  renovate  stores,  adding 
more  than  1 2  million  square  feet  devoted  to  apparel, 
expanding  its  $3  billion  home  services  business  and 
revomping  its  automotive  business  to  extend  the 
company's  leodership  in  tires  and  batteries.  Sears 
1997  revenues  increased  8  percent  to  $4 1 .3  billion, 
while  Its  network  grew  to  include  833  full-line  stores 
ond  more  than  2,600  specialty  stores.  Sears,  which 
nation's  number  one  credit  provider  among  retailers,  serves  more  than 
households. 


I  IS  the 
million 
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VEBA,  the  world's  largest  utility-based  multi-business 
group,  is  active  in  the  fields  of  electricity,  chemicals,  oil, 
distribution/logistics,  real-estate  management  and 
telecommunications.  Our  decentralized  monogement 
structure  allows  for  fast  and  flexible  response  to  global 
market  opportunities  as  they  arise,  and  our  1997  results 
underscore  this  approach:  1  29,960  employees  wodd- 
wide  achieved  record  group  income  of  DM  2.8  billion 
(1996:  DM  2.5  billion);  earnings  per  share  rose  by  11% 
to  DM  5.58,  and  the  dividend  increased  from  DM  1.90 
to  DM  2.10.  With  our  Focus  and  Growth  Strategy,  VEBA 
has  established  o  stronger  platform  for  further  enhanting  the  value  of  our  Company  for  all 
our  shareowners  the  wodd  over. 


Agouron's  mission:  to  provide  innovative  drur  - 
therapies  for  people  with  some  of  the  most 
cult  diseases  of  our  time.  At  the  company's  con 
is  a  dynamic  technology  that  allows  for  th( 
design  of  novel  drugs  that  inactivate  protein 
that  play  key  roles  in  cancer,  AIDS  and  othe 
serious  diseases.  Visit  Agouron's  web  site  a 
http://www.agouron.com.  (Nasdaq:  AGPH) 


Saint-Gobain 


Saint-Gobain,  one  of  the  top  100  industrial  companie; 
in  the  world,  is  a  leader  in  each  of  its  businesses  - 
flat  glass,  gloss  containers,  insulation,  reinforcements, 
building  materials,  ductile  iron  pipe,  obrasives,  industrial 
ceramics  and  building  materials  distribution. 

The  company  employs  approximately  110,000  people 
in  more  than  40  countnes.  Its  1997  soles  exceeded 
$18  billion. 

Saint-Goboin's  stock  is  traded  on  all  mo|or  European 
exchanges. 

(http://www.saint-gobain.com/anglais) 


Norfolk  Southern  Corporation! 


In  the  past  five  years,  Norfolk  Southern 
Corporabon,  which  owns  on  Eastern  freight  rail' 
road  and  a  natural  resources  company,  has 
increased  diluted  earnings  per  share  by  68%,  net 
income  by  48%,  income  from  railway  operations 
by  31%  and  return  on  equity  by  17%.*  NS  is 
currently  seeking  federal  approval  to  operate  a 
large  portion  of  the  routes  and  assets  of  rail  car- 
rier Conrail  to  extend  NS'  market  reach  into  the 
Northeast. 

'Excluding  special  items,  and  Conrail-related  items  in  1 997 


a- 


Special  Advertising  Section 


Fannie  Mae 


Cleco  Corporation 


Fannie  Mae  is  one  of  nine  companies  in 
the  S&P  500  to  achieve  double-digit  growth 
in  operating  earnings  per  common  share  in  each 
of  the  post  eleven  years.  The  company  increases 
homeownership  hy  buying  residential  mortgages 
fiom  lenders  across  the  country,  enabling 
them  to  lend  to  more  borrowers.  Visit 
www.fanniemae.com  or  call  1-800-501-4150. 


Cleco  Corporation  provides  electric  services  to 
approximately  238,000  customers  in  Louisiana. 
Cleco  is  engaged  principally  in  the  generation,  trans- 
mission, distribution  and  sale  of  electricity.  Through 
a  subsidiary,  the  Company  also  markets  energy  and 
energy  management  services  and  engages  in  energy 
asset  development  opportunities  in  the  southeast 
region  of  the  United  States.  Cleco's  electricity  prices 
ore  very  competitive  on  a  national,  regional  and 
statewide  basis.  Cleco  earned  $2.24  per  share  in 
1 997,  reached  a  new  all-time  high,  and  paid  dividends  of  $1 .57  per  share. 


Values. 


edCare  Technologies,  Inc. 


MedCare 

Technologies,  Inc. 


MedCare  Technologies  (Symbol;  MCAR)  has 
developed  a  non-drug,  non-surgical  treatment 
for  urinary  incontinence.  MedCore's  proprietary 
program  is  completely  risk  free,  covered  by 
most  health  insurance  plans  (including 
Medicare),  does  not  reguire  FDA  approval,  and 
has  a  proven  success  rate  in  excess  of  87%. 

For  more  information,  please  call  800-61 1-3388 
or  visit  our  website  at  medcareonline.com 


Catellus  Development  Corporation 


development,  on  estimated  1 7 
square  feet  of  incoming-producing  buildings 


Catellus  Development  Corporation  is  one 
of  the  nation's  premier  diversified  real 
estate  operating  companies  with  one  of 
the  largest  portfolios  of  developable 
land  in  the  western  United  States. 
Catellus'  strategic  land  portfolio  bos  a 
development  potential  of  over  49.1 
million  square  feet  of  new  commercial 
I  residential  units,  and  over  18  million 


For  Free  Information  Log  On  To. 


BizLmk 

www.businessweekxom/BizLink/ 


IVitb  BizLink,  you  can  request  a  copy  of 
my  annual  report  in  this  directory  via  the 
internet,  as  well  as  link  directly  to  cojupany 
websites.  Or  simply  call  1-800-848-6708 
to  request  more  injonnation  hy  phone. 
Companies  are  listed  in  the  June  1,  1998 
issue  under  Annual  Reports. 


Man  Sang  Holdings,  Inc. 


Headquartered  in  Hong  Kong  for  over  1 5  years, 
Man  Sang  Group  (OTC  BB:MSHI)  is  one  of  the 
world's  largest  purchasers  and  processors  of 
Chinese  cultured  pearls.  It  operates  its  processing 
facilities  in  its  own  industrial  city  of  523,532  sq.  ft. 
in  Shenzhen,  PRC.  The  Group  provides  a  wide 
range  of  pearl  products  to  over  600  manufacturers 
and  merchandisers  worldwide. 
(http://www.man-sang.com) 
Investor  Relations  con  be  reached  at  800-626-0993. 
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to  work  for  me,"  he  says.  "It  was  al- 
ways something  I  couldn't  wait  to  do." 

Now,  McGlynn  is  using  cash  flow 
from  ganung  to  fimd  an  aggressive  ex- 
pansion. Last  fall,  Dover  agi'eed  to  buy 


Special  ReporJ 


HOT  GROWTH  COMPANIES 


auto  track  operator  Nashville  Speed- 
way USA  for  $3  million.  With  Gaylord 
Entertainment  Co.,  it  is  building  a  $40 
million  I'acing  complex  outside  Nash- 
ville. And  in  March,  Dover  stmck  a 


deal  to  merge  with  Grand  Prix  Associ- 
ation of  Long  Beach,  which  mns  the 
popular  road  race  in  Long  Beach, 
Calif.,  and  owns  tracks  in  St.  Louis  and 
Memphis.  Those  deals  give  Dover  a 
coast-to-coast  presence,  vaulting  it  into 
the  auto  racing  big  leagues.  Today,  it's 
nipping  at  the  heels  of  better-known 
operators  such  as  International  Speed- 
way Corp.  and  Penske  Motorsports  Inc. 
"We  are  keeping  our  eye  open  foi'  oth- 
er opportunities,"  says  McGlynn. 

There  are  plenty  of  potential  road- 
blocks, however.  For  one  thing,  neigh- 
boring Maiyland  and  Pennsylvania 


may  allow  gambling.  If  that  happens, 
Dover's  Delaware  operations,  which 
gets  about  40%  of  its  gaming  traffic 
from  those  states,  could  take  a  big  hi 
That's  one  reason  McGlynn  wants  tn 
pump  money  back  into  the  Dover  sit 
in  hopes  of  making  it  a  full-scale  en 
tertainment  complex.  One  idea  being 
considered:  building  a  hotel  at  the 
raceway.  "We  want  to  make  Dover 
Downs  a  destination,  not  just  a  day 
trip,"  says  McGlynn.  If  he  can  make 
that  happen,  maybe  Dover  Downs  e 
keep  up  its  tonid  pace. 

By  A)}ty  Barrett  in  Philadelph 
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APEX  PC  SOLUTIONS 

SERVING 
THE  SERVERS 

Achikh'en's  book  called  Something 
From  Nothitm  by  Phoebe  Gilman 
is  proudly  displayed  in  Kevin  J. 
Hafer's  spartan  office.  The  tale  of  how 
a  family  of  mice  forged  a  feast  from 
table  ciTombs  is  akin  to  Hafer's  own  sto- 
ly.  Now  CEO  of  Apex  pc  Solutions  Inc., 
he  built  the  company  from  the  scraps  of 
a  computer-sei"vice  business,  tiu-ning  it 
mto  a  successful  hai'dwai-e  manufactiu'- 
er  that  has  gTown  fat  on  the  i-ed-hot 
market  for  PC  sei^vers. 

Simply  put.  Apex  eliminates  clutter 
that  has  built  up  as  coiporate  computer 
networks  gi'ow  larger'  and  more  com- 
plex. Its  switching  equipment  allows  in- 
fonnation  from  multiple  servers — the 
powerful  PCS  that  control  networks  of 
individual  computers — to  be  displayed 
on  one  sci'een.  This  means  the  sei'vers 
can  also  be  stacked  in  cabinets — low- 
tech  equipment  Apex  also  sells.  Today, 
manufacturers  such  as  Compaq,  Hew- 
lett-Packard, Dell,  and  IBM  offer  Apex 
equi])ment  to  networked  customers. 

Partnering  with  such  prime  manufac- 
tm-ers  helped  Apex  reach  No.  4  on 
BUSINESS  week's  Hot  Growth  Ust.  Over- 
the  last  three  years,  its  revenues  have 
soai'ed  an  average  93.7%  annually,  to 
hit  $55.4  milhon  in  1997.  At  the  same 
time,  earnings  have  more  than  doubled 
on  average,  to  $10.5  million.  Even  more 
impressive,  the  company — based  in 
Woodinville,  Wash.,  a  suburb  east  of 
Seattle — i-etumed  an  average  57.1%-  on 
its  invested  capital. 

Hafer,  41,  a  high  school  gi-aduate, 
learned  electronics  while  working  on  a 
U.  S.  Navy  destroyer  He  then  par- 
layed the  experience  into  gigs  as  a 
computer  technician,  working  as  a 
manager  at  electronics  giant  Hams 
Corp.  for  10  years.  In  1990,  he  landed 


a  job  as  general  manager-  at  Apex 
Computer;  a  computer  ser-vices  compa- 
ny. While  maintaining  ser-vers  at  Micro- 
soft Corp.  for  Apex,  Hafer  for-esaw  the 
need  for-  a  mor-e  efficient  way  to  man- 
age the  machines.  Micr-osoft  employees 
wer-e  nmning  fi-om  ser'ver-  to  server  to 
administer-  the  giant's  own  inter-nal  net- 
work. Hafer-  figur'ed  he  could  find  a 
way  to  hook  them  all  up  to  one  moni- 
tor and  keyboard.  In  1992,  he  persuad- 
ed Ster-ling  Crxini,  his  boss  and  Apex' 
owner,  to  fund  a  spin-off  that  would  go 
after-  this  networ-k-management  niche. 
TIGHT  SHIP.  Hafer  assembled  a  small 
team  of  eng-ineers  to  design  the  soft- 
ware that  enabled  one  macliine  to  mon- 
itor- sever*al  ser-vers.  With  only  12  em- 
ployees its  fu-st  year-.  Apex  PC  Solutions 
rang  up  $1  million  in  sales — including  a 
contr-act  with  Micr-osoft.  "This  was  a 
bootstrap  company,"  Hafer  says. 

Ther-e  ar-e  now  72  wor-ker-s,  but  the 
ex-Navy  man  still  runs  a  tight  sliip.  To 
trim  costs,  manufactiuing  is  outsoiu'ced 
to  smaller-  companies  ar-ound  Pirget 
Sound.  Apex  focuses  on  assembly,  test- 
ing, and  design.  Most  sales  ar-e  closed 
by  fax  and  phone.  And  to  keep  major- 
computer  makers  happy,  Hafer  is  ob- 


ALL  FOR  ONE 

Hafer's  system  lets 
data  coming  in 
from  any  number 
servers  show  up  on 
a  single  screen 

sessed  with  filling 
or'ders  promptly. 
"Kevin  has  a  fanati 
cal  belief  in  cus- 
tomer service  and 
knows  every  detail 
of  the  business," 
says  Jeffi-ey  T. 
( 'hambers,  an  Apex 
boar-d  member  and 
managing  dir-ector  o: 
TA  Associates,  a  pri- 
vate equity  fund 
that  bought  half  of 
Apex  PC  Solutions  in  1995. 

That  has  clear-ly  paid  offi  Today, 
Apex  has  captm-ed  41%  of  a  market 
that's  growing  at  a  rate  of  35%  a  year, 
according  to  Inter-national  Data  Corp.,  ; 
r-esear"ch  ftr-m  in  Fr-amingham,  Mass. 
Sales  should  near-ly  double  again  this 
year-,  analysts  say,  to  $106  milhon,  whiU 
ear-nings  are  expected  to  rise  50%,  to 
about  $15  million. 

Hafer  alr-eady  is  staking  out  new  ter- 
ritory. Wliile  Apex  dominates  sales  to 
companies  shipping  new  servers,  it  has 
barely  touched  the  jumble  of  server 
networ-ks  ah-eady  out  in  the  field. 
"Imagine  what  we  can  do  in  a  market 
that  has  been  virlually  untouched," 
Hafer  says.  Hafer-  also  wants  to  invade 
the  Em-opean  mar-ket — and  recently 
raised  the  cash  to  do  so.  The  company 
has  $51  million  in  wor-king  capital  and 
no  debt,  thanks  to  its  February,  1997, 
initial  public  offering  and  a  second  of- 
fering a  few  months  later-.  The  stock 
went  public  at  9%  a  shar-e  and  trades 
today  around  27.  Once  content  to  col- 
lect scr-aps  left  by  other-s.  Apex  now 
anticipates  a  feast  of  its  own. 

By  Seamia  Browder 
in  Woodinville,  Wash. 
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itanding  out  can  he  hard  work.  Making  it  happen  in  business  is  even  harder.  Unless  you  have  Adobe  sofrware.  Suddenly  ordinary 
omniunication  will  have  more  impact.  Capture  attention.  Get  results.  All  with  the  help  of  Adobe  Photoshop!  Illustrator,  PageMaker,'  and 
'ostScript:  See  for  yourself,  today  with  our  free  product  sampler  CD.  Call  1-888-724-4503  ext.  42801.  Or  visit  www.adobe.com/unforgettable. 


Suddenly,  you're  unforgettable. 


WHAT'S  STILL  SIZZLING-AND  WHAT  MELTED 


Two  years  ago,  Parlux  Fra- 
grances Inc.  exuded  the  sweet 
smell  of  success.  The  perfume 
maker  had  turned  in  double-digit 
profit  increases  throughout  the 
1990s,  fueled  by  its  Perry  Elhs  line. 
Under  the  leadership  of  Ilia  Lekach, 
a  Russian  immigrant  who  began  his 
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American  business  career  selling 
watches,  Parlux  garnered  $8  million 
in  earnings  on  $68  million  in  sales 
for  the  year  ended  March,  1996. 
That  was  enough  to  land  the  compa- 
ny in  the  No.  32  spot  on  business 
week's  1996  Hot  Growth  list. 

Since  then,  though,  Parlux'  perfor- 
mance has  been  stinko.  After  losing 
$6.7  milhon  for  the  fiscal  year  ended 
Mar.  30,  1997,  it  expects  to  report 
red  ink  for  the  1998  year, 
too.  The  stock  is  down  81%, 
to  2Vi,  as  of  Apr.  30.  Lekach, 
whose  family  owns  about 
15%  of  Parlux,  admits  it 
"suffered  fi"om  a  series  of 
mistakes." 

One  problem  was  Parlux' 
mid-1996  launch  of  Perry 
Ellis  America,  the  latest  in 
the  Ellis  line.  The  fragi'ance, 
named  after  the  clothing  de- 
signer who  died  in  1986, 
couldn't  compete  with  a  sim- 
ilar product  that  appeared 
at  the  same  time — Tommy, 
from  the  very  much  alive 
and  in-vogue  designer  Tom- 
my Hilfiger.  Lekach  says 
Parlux'  woes  are  history 
and  predicts  a  comeback 
this  year. 

WRONG  WAY.  Parlux' 
sorry  situation  is  a  cau- 
tionary tale  that  shows 
just  how  quickly  a 
hotshot  small  company 
can  fizzle.  If  Wall 
Street's  lofty  earnings 
expectations  are 
dashed,  the  outcome  is 
often  bloody.  Indeed,  the 
losers  on  our  1996  list 
outnumbered  the  winner; 
3  to  2.  Dragged  down 
by  a  large  number  of 
high-tech  and  health- 
sciences  companies 
that  got  slammed  in  those 


fast-changing  fields,  the  class  of  1996 
managed  a  cumulative  total  return  of 
only  2.6%.  That  compares  with  a  38% 
rise  for  the  small-cap  Russell  2000 
index  over  that  period.  The  large-cap 
Standard  &  Poor's  Industrials  re- 
turned an  even  better  71%. 

The  worst  performer  was 
Lafayette  Industries  Inc.,  whose 
stock  plummeted  99.9%,  to  0.50. 
Why?  The  onetime  maker  of  display 
cabinets  for  stores  moved  into  such 
things  as  debit-card  vending  ma- 
chines, but  the  shift  did  not  work 
out.  Lafayette  hasn't  filed  1997  re- 
sults, and  the  1996  filings  had  sparse 
financial  information.  In  March, 
1997,  NASDAQ  delisted  the  stock 
from  its  Small-Cap  Market.  At- 
tempts to  reach  the  compa- 
ny were  unsuccessful. 

Another  casual- 
ty is  Netmanage 
Inc.,  whose  lead- 


THE  1996  WINNERS 


TWO-YEAR  TOTAL  RETURN 


SAFESKIN 

387.2% 

MICREL 

361.8 

INNOVEX 

268.3 

APPLIED  VOICE  TECHNOLOGY 

239.4 

CIBER 

227.0 

VERITAS  SOFTWfARE 

171.5 

COHERENT  COMMUNICATIONS 

155.5 

GENERAL  EMPLOYMENT  ENT. 

154.9 

CAMBRIDGE  TECH.  PARTNERS 

133.1 

CUHER  &  BUCK 

120.8 

.AND  THE  LOSERS 


TWO-YEAR  TOTAL  RETURN 


LAFAYEHE  INDUSTRIES 

-99.9% 

GLOBAL  VILLAGE  COMM. 

-94.0 

ASTEA  INTERNATIONAL 

-89.8 

EUPHONIX 

-83.3 

PARLUX  FRAGRANCES 

-81.1 

FIRST  TEAM  SPORTS 

-80.3 

NETMANAGE 

-76.3 

APAC  TELESERVICES 

-75.5 

MOVIE  GALLERY 

-73.8 

ESS  TECHNOLOGY 

-72.1 

*Calculated  on  the  basis  of  stock  price  as  of  Apr, 
30;  excludes  companies  no  longer  trading 

DATA:  STANDARD  i  POOR  S  COMPUSTAT.  A  DIVISION  OF  THE 
McGRAW-HILL  COMPANIES 


ing-edge  softwai-e  allowed  desktop 
PCS  to  access  the  Internet  when  it 
ranked  No.  44  on  oui*  Ust  two  years 
ago.  An  ocean  of  red  ink  followed  as 
Microsoft  Corp.'s  popular  Windows  95, 
which  bundles  in  the  same  Net  fea- 
ture, gobbled  up  Netmanage's  busi- 
ness. So  Netmanage  is  switching 
geai-s,  vrith  a  product  that  lets  em- 
ployees vrith  Windows  view  data  on 
their  company's  IBM  mainframe. 
GLOVES  AND  CHIPS.  Of  course,  the  '96 
roster  also  had  higlifliers  that  kept 
soaring.  At  the  top  of  the  class:  Safe- 
skin  Corp.,  which  sells  latex  gloves  to 
medical  pi'ofessionals.  Thanks  to  con- 
cerns about  the  transmission  of  aids 
and  other  contagious  diseases,  sales 
have  soai'ed.  The  stock,  too,  has  taken 
flight,  sm-ging  387%,  to  about  36. 
Not  far  behind  was  Micrel  Inc., 

with  a  362%  gain.  The  San 
•Jose  (Calif.)  maker  of  ana- 
log integrated  circuits  for 
cellular  phones  and  PCs 
showed  gi'eat  agility  as  it 
sidestepped  the  meltdown  in 
South  Korea  and  elsewhere 
in  Asia.  Micrel,  which  had  re- 
lied on  Asia  for  close  to  40% 
of  sales,  recognized  the  threat 
early,  when  December  orders 
from  the  region  fell  short.  So 
CEO  Raymond  D.  Zinn 
ramped  up  other  lines,  partic- 
ularly its  foundry  business, 
which  manufactiu'es  other 
companies'  products  in  Mi- 
crel's  U.  S.  factories.  The 
quick  reaction  kept  the  dam- 
age down.  "Nobody  moved  as 
fast  as  we  did,"  he  says. 

Zinn  also  acted  swiftly  to 
protect  Micrel's  stock,  offer- 
ing an  early  warning  to  Wall 
Street  of  its  Asian  troubles. 
"They  kept  the  Street  tuned 
in,"  says  Mark  F.  Fitzgerald, 
a  Menill  Lynch  &  Co.  ana- 
lyst. Employees  control  half 
Micrel's  shares,  so  sensitivity 
to  investors  comes  naturally 
to  Zinn.  He  personally  owns 
15%  of  the  company. 

Despite  the  troubles, 
Micrel's  last  two  quarters 
proved  its  best  ever.  Such 
prowess  keeps  Wall  Street 


small  caps  can  be  gold 
mines. 

By  Larry  Light 
in  New  York 
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The  new  Mita  Digital  Copier/Printer. 
(PC  is  optional.) 


As  a  stand-alone  copier  it's  in  a  class  by  itself,  nnaking  up  to  99  copies  from  a  single  scan.  -mmmmt  — 

And  as  a  600  dpi  network  printer,  it  lets  you  produce  sorted,  stapled,  finished  documents  WmmM.t^m. 
right  from  your  desktop.  So  while  the  computer  may  be  optional,  the  Ai3030  is  anything  but. 
For  more  information  call  I -800-ABC-MITA  or  visit  www.mita.com. 


©1998  Mita  Copystar  America.  Inc. 


Scary  thimg  is  this  csuy  is  not  alone.  Lots  ar  peorle  would  love  mothincs  mor 
Ba°b  OF  THE  Fortune  loa  have  chosen  Network  Associates  for  their  networ 
1 -B  D  a- 3  3  2-g  "9  e  e  ,  dert.    i  g3B.  or  visit  www.nai.com.  But  contact  us  soon,  becaus 
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To  win  a  position  in  this  table, 
a  company  must  excel  in  three 
ways.  The  selection  process  be- 
gins by  ranking  companies  ac- 
cording to  their  three-year  results 
in  sales  growth,  earnings  growth, 
and  return  on  invested  capital. 
The  ranks  in  the  table  are  calcu- 
lated from  these  numbers.  A 
company's  composite  rank  is  the 
sum  of  0.5  times  its  rank  in  re- 
turn on  total  capital,  plus  0.25 
times  each  of  its  growth  ranks. 

Standard  &  Poor's  Compustat, 
a  division  of  The  McGraw-Hill 
Companies,  which  has  computer- 
ized financial  data  on  10,000 


publicly  traded  corporations,  pro- 
vided the  pool  of  companies  from 
which  winners  were  selected.  To 
qualify,  a  company  has  to  have 
annual  sales  of  more  than  $10 
million  and  less  than  $150  mil- 
lion, a  current  market  value 
greater  than  $1  million,  a  current 
stock  price  greater  than  $5,  and 
be  actively  traded.  Banks,  insur- 
ers, real  estate  firms,  and  utilities 
are  excluded.  So  are  companies 
with  sharp  declines  in  current  fi- 
nancial results,  as  well  as  compa- 
nies where  other  developments 
raise  questions  about  future 
performance. 


SALES  and  EARNINGS  are  the 

latest  available  through  the  most 
recent  12  months.  Earnings  in- 
clude net  income  from  continu- 
ing operations,  before  gains  or 
losses  from  extraordinary  items. 

INCREASES  in  SALES  and 
PROFITS  are  calculated  using  the 
least-squares  method.  If  results 
for  the  earliest  year  are  negative, 
the  average  is  for  two  years. 

RETURN  ON  CAPITAL  IS  earn- 
ings plus  minority  interests  and 
tax-adjusted  interest  expense  ex- 
pressed as  a  percent  of  total 
debt  and  equity.  For  ranking  pur- 
poses, the  maximum  allowable 


annual  return  on  invested  capi1 
is  100%.  If  companies  ha 
made  substantial  accounting  r 
statements,  long-term  retur 
may  be  averaged  for  two  years  i 
stead  of  three  years. 

Time  periods  vary  according 
the  month  of  a  company's  fisc 
yearend.  Profitability  and  grow 
are  calculated  based  on  the  mc 
recently  available  data. 

STOCK  PRICE  data  are  as 
May  8,  1998.  A  •  indicates  th 
a  company  also  appeared  in  la 
year's  rankings  (BW — May  2 
1997). 


COMPANY  (STOCK  SYMBOL) 


CURRENT  RESULTS    THREE-YEAR  AVERACES 


SALES 
SMIL 


EARNINGS 
SMIL 


INCREASE  {%i 
SALES  PROmS 


RETURN  ON 
CAPITAL 


INVESTMENT  DATA 

STOCK  "RiCE  MARK 
52-WEEK  P-E  VALl 

HIGH -LOW     RECENT     RATIO     S  P."L 


1  KENOLE  INTERNATIONAL  (KNDL)  Cincinnati  513-381-5550 
Researchers  for  pharmaceutical  and  biotechnology  industries 


58.0 


4.5       168.9    158.8  59.3 


30-  10     25  36 


2li 


2  WESTOWER  (WTW)  Vancouver,  Wash.  360-750-9355 
Builds  wireless  transmitting  and  receiving  facilities 


23.2 


2.5 


111.3    215.6  56.7 


28-8 


26  46 


3  YURIE  SYSTEMS  (YURI)  Landover,  Md.  301-352-4500  • 
Transports  voice,  video,  and  data  traffic  over  a  single  network 


61.8 


9.0 


192.4    161.5  41.8 


40-9 


35  106 


4  APEX  PC  SOLUTIONS  (APEX)  Woodinville,  Wash.  425-402-9393  •  59.5 
Their  switching  systems  allow  a  single  computer  to  operate  multiple  sen/ers 


11.8 


93.7    111.3  57.1 


42-7 


30      21  40q 


5  HOLT'S  CIGAR  HOLDINGS  (HOLT)  Philadelphia  215-676-8778 
Stogie  sellers:  170  brands  plus  accoutrements 


29.1 


5.0 


75.2    208.9  50.3 


11-6 


41 


6  DUNN  COMPUTER  (DNCC)  Sterling,  Va.  703-450-0400 

It  makes  custom  computer  systems  for  government  and  business 


26.7 


1.5 


76.1     133.2  41.5 


11-6 


10  38 


49 


STEVEN  MYERS  &  ASSOCIATES  (WINS)  Newport  Beach,  Calif.  714-975-1550  40.4 
He'ps  its  clients  submit  proposals  on  commercial  and  government  contracts 


9.4 


33.3  263.3 


58.1 


20-  11      19      28  283 


8  MEDICAL  MANAGER  (MMGR)  Tampa  813-287-2990 

Compu-Doc:  Provides  management  systems  software  to  doctors 


90.5  11.9 


166.3      37.4  75.2 


32-9 


28      47  549 


9  HALL,  KINION  &  ASSOCIATES  (HAKl)  Cupertino.  Calif.  408-863-5600 
Supplier  of  professionals  for  info-tech  companies 


100.5 


3.4 


79.0    292.9  32.8 


23-  11      15      45  136 


10  PROCOM  TECHNOLOGY  (PRCM)  Irvine,  Calif.  714-852-1000  • 
CD-ROMs,  servers,  arrays,  and  upgrade  storage  solutions 


112.6 


8.5 


48.6    241.8  41.2 


19-7 


8  11 


11  PJ  AMERICA  (PJAM)  Birmingham,  Ala.  205-836-1212  • 
Pizza,  primarily  take-out 


51.7 


4.1 


114.5      96.5  35.0 


22-  13      20  28 


57S 


12  COAST  DENTAL  SERVICES  (CDEN)  Tampa  813-288-1999 
It  keeps  dentists  smiling  with  management  services 


23.8 


4.1 


145.5     290.1  26.7 


32-  14      24  40 


13  OMNI  ENERGY  SERVICES  (OMNI)  Carencro,  La.  318-895-6664 
Oil-field  services:  Surveying  and  seismic  drilling  on  the  bayou 


52.5 


7.2 


97.7 


70.5  35.0 


16-9 


16  27 


255 
~52S 


14  ABACUS  DIRECT  (ABDR)  Westminster.  Colo.  303-657-2800  ( 
Helps  direct-mail  sellers  target  customers 


34.5 


70.5      55.5  49.0 


58-  25      55  67 


15  INFORMATION  MGMT.  RESOURCES  (IMRS)  Cleanwater,  Fla.  813-797-7080  •  100.7  15.9 
Provides  and  maintains  suites  of  software  for  big-name  companies 


91.8    117.3  29.0 


42-  11      28      60  7i; 


16  RETROSPETTIVA  (RTRO)  Beverly  Hills,  Calrf.  310-657-1745 
Contract  apparel  manufacturer  for  women's  wear 


22.8 


1.1 


48.4      53.9  62.9 


8-6 


5  15 


17  THQ  (THQI)  Calabasas,  Calif.  818-591-1310 
Child's  play:  maker  of  game  software 


125.0  15.1 


84.6    294.3  27.2 


33-7 


26  13 


17^ 
5i 


18  INTEST  (INTT)  Cherry  Hill.  N.  J.  609-424-6886 

Specializes  in  docking  hardware  and  test-head  manipulators 


22.5 


4.5 


30.5      70.9  55.8 


19-5 


9  10 
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HE  NEW  ECONOMICS 
F  NETWORKING. 
HE  ACCELAR  ROUTING 
WITCH  VERSUS 
(SCO  ROUTERS. 


FORMATION  FLOW* 

'orniance  [Mpps**l 


Cisco  Systems  Accelar 
7505  1200 


SH  FLOW* 

e  per  Mpps 


Cisco  Systems  Accelar 
7505  1200 


HOT  GROWTH  COMPANIES 

COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

THREE 

-YEAR  AVERAGES 

INVESTMENT  DATA  J 

STOCK  PRICE 

MARKi 

SALES 

EARNINGS 

INCREASE (%) 

RETURN  ON 

52- 

WEEK 

P-E 

VALU' 

e 

$MIL 

$MIL 

SALES 

PROFITS 

CAPITAL 

HIGH 

-  LOW 

RECENT 

RATIO 

$Mii: 

19  FORRESTER  RESEARCH  (FORR)  Cambridge,  Mass.  617-497-7090  • 

A  A 

o.y 

61.9 

57.7 

41.6 

39 

-  ly 

37 

56 

31^' 

Analyzes  and  predicts  the  course  ot  technological  change 

20  DOVER  DOWNS  ENTERTAINMENT  (DVD)  Dover,  Del.  302-674-4600  • 

on  D 

99.8  • 

70.9 

O  L  .D 

34 

-  lb 

"3  "3 
OO 

24 

49f 

Auto  and  harness  racing,  plus  video  lotteries 

21  TIER  TECHNOLOGIES  (TIER)  Walnut  Creek,  Calif.  510-937-3950 

O  /  .D 

55.9 

105.4 

6<L.iL 

23 

-  y 

on 
ZU 

90 

lay ' 

Information-technology  consultants  for  businesses 

22  DAVOX  (DAVX)  Westford,  Mass.  978-952-0200  • 

oZ.  / 

37.3 

95.6 

40 

-  ly 

1  y 

13 

22  S 

Technology  for  telemarketing  and  customer-service  businesses 

23  SAPIENT  (SAPE)  Cambridge,  Mass.  617-621-0200  • 

1  no  Q 

1  "3  Q 

103.0 

109.0 

OA  A 

58 

1  7 
-   1  / 

A  n 
4U 

7  C 

/  D 

1 

ybc 

Its  business  is  your  business:  Consultants  provide  info-tech  solutions 

24  BORON,  LEPORE  &  ASSOCIATES  (BLPG)  Fair  Lawn,  N.  J.  201-791-7272 

Q  1  A 

/ .  i 

55.4 

56.3 

oy.u 

38 

on 

Q  A 

o4 

44 

O/C 

Marketing  services  for  major  pharmaceutical  companies 

25  AVTEAM  (AVTM)  Miramar,  Fla.  954-431-2359 

D  /  .D 

A  ^ 

79.4 

82.9 

12 

Q 

-  o 

1  o 
1  z 

O  /I 

Z4 

lot 

Resells  aircraft  engines,  parts,  and  components 

26  MELITA  INTERNATIONAL  (MELD  Norcross,  Ga.  770-239-4000 

7  1  P. 

1  n  Q 
iU.o 

34.4 

58.2 

/I  Q  Q 

4y.o 

19 

o 

-  o 

lo 

1  nr 

ly^ 

Are  you  on  hold?  It  helps  businesses  automate  calling 

27  VISIO  (VSIO)  Seattle  206-521-4500 

01  Q 

69.5 

153.8 

ZD.  / 

51 

oc; 

A  Q 
HO 

C7 

b  / 

T  '3  7r 

io  /r 

Picture  this:  Producers  of  drawing,  diagramming,  and  mapping  software 

28  OAO  TECHNOLOGY  SOLUTIONS  (OAOT)  Greenbelt,  Md.  301-486-0400 

QA  7 

O  Q 

55.2 

60.7 

OO.O 

13 

-  D 

/ 

07 

z  / 

1  nc 
iUb 

Provides  outsourced  info-tech  solutions  and  services 

29  MONARCH  DENTAL  (MODS)  Dallas  972-702-7446 

52.8 

o.U 

98.7 

15.1 

o  / .  L 

24 

1  1 
—  11 

1  7 
i  / 

4D 

ibb 

Bridges  the  gap:  Manages  dental  group  practices 

■3A  i 

30  SEMTECH  (SMTC)  Newbury  Park,  Calif.  805-498-21 1 1  • 

102.8 

1  ^  Q 

52.3 

113.3 

36 

1  1 
-11 

oc; 
ZD 

ZD 

Ob  i' 

Semiconductors  for  the  military  and  the  computer  and  aerospace  industries 

31  OPTEK  TECHNOLOGY  (OPTT)  Carrollton,  Tex.  972-323-2200 

79.3 

1  Q  R 

10.5 

55.0 

28 

1  1 
-11 

OO 

Zz 

lo 

y4 

Manufactures  infrared  and  magnetic  sensing  products 

32  JOA  SOFTWARE  GROUP  (JDAS)  Phoenix  602-404-5500 

105.8 

iO.D 

57.0 

15.8 

59 

OC^ 

A  Q 

4o 

A  £^ 

4b 

bob 

Provider  of  integrated  software  products  for  the  retailing  Industry 

33  POWERWAVE  TECHNOLOGIES  (PWAV)  Irvine,  Calif.  714-757-0530  • 

122.1 

i  D.D 

73.0 

75.8 

07  7 

49 

Q 

-  y 

0  1 
Z  1 

0  i  z 

They  make  radio-frequency  power  amplifiers  for  wireless  networks 

1 

34  DELTEK  SYSTEMS  (DLTK)  McLean,  Va.  703-734-8606 

53.6 

110 

31.5 

10.5 

10,  n 

/  y  .u 

24 

1  A 
'  lU 

OA 
Z4 

1  7 
1  / 

/111 

411 

Techno-wizardry:  Provides  project-oriented  software  solutions 

35  vol  MEDIA  (VDIM)  Hollywood,  Calif.  213-957-5500 

40.8 

A  A 

40.5 

51.2 

/II  1 
4L .  i 

21 

—  D 

io 

/I  1 
4  1 

i  /  <^ 

Video  duplication  and  distribution  services 

1 

1 

36  EXCEL  SWITCHING  (XLSW)  Hyannis,  Mass.  508-862-3000 

95.8 

on  7 
Zu.  1 

63.3 

62.5 

07  Q 

28 

1  A 

—  14 

on 
ZU 

OO 

bbUi 

Switching  platforms  for  telecommunications  networks 

37  ASI  SOLUTIONS  (ASIS)  New  York  City  212-319-8400 

28.0 

1  Q 

i  .y 

54.1 

56.2 

7 

15 

c 

-  D 

1  n 
lU 

■^n 
ou 

b  -1 

Helps  large  companies  hire  and  tram  workforces 

38  SHOE  PAVILION  (SHOE)  Richmond,  Calif.  510-970-9775 

48.4 

o.D 

27.0 

138.7 

OQ  A 

12 

-  b 

1  A 

lU 

QQQ 

yyy 

bD 

Bargain  shoes,  with  more  than  50  W/est  Coast  stores 

39  BRASS  EAGLE  (XTRM)  Rogers,  Ark.  501-621-4390 

47.4 

A 

147.0 

341.5 

LD.U 

17 

-11 

1  / 

0'3 

zo 

1  0  1 
1  Z  1 

Splat!  Complete  outfitters  for  the  new  sport  of  paintball 

40  SCHUFF  STEEL  (SHUF)  Phoenix  602-252-7787 

140.1 

O.D 

30.1 

48.3 

A^  C\ 

16 

o 

-  o 

1  D 

1  0 

1  z 

i  uD 

It  fabricates  and  erects  structural  steel  for  construction  projects 

41  ARIS(ARSC)  Seattle  425-372-2747 

65.5 

D.O 

96.8 

75.1 

O/I  1 

36 

-  lo 

o  1 

oy 

"3  1  1 
Oil 

Training  and  consulting  services  for  packaged  software  users 

42  SEAMED  (SEMD)  Redmond,  Wash.  425-867-1818 

66.3 

O.O 

52.0 

41.3 

OD.O 

21 

-  15 

lb 

OA 

z*+ 

oO 

Makes  electronic  instruments  for  medical  technology  companies 

43  SIGNATURE  EYEWEAR  (SEYE)  Inglewood,  Calif.  310-330-2700 

33.1 

O.D 

18.6 

48.1 

RA  n 

DD.U 

12 

-  7 

y 

1  n 

lU 

It  designs  and  markets  brand-name  fashion  eyewear 

44  VERITAS  SOFTWARE  (VRTS)  Mountain  View,  Calif.  650-335-8000  • 

134.6 

OC  A 
Zd.4 

94.7 

86.5 

00  7 

66 

oo 

-  zz 

A 

D4 

7A 
/  U 

IDDo 

Programs  that  help  convert  large  mainframes  to  smaller  computer  systems 

45  GENERAL  EMPLOYMENT  ENTERPRISES  (JOB)  Oakbrook  Terrace,  III.  630-954-0400 

•  34.4 

O  Q 

z.y 

28.5 

54.3 

OD.O 

21 

-7 

-  / 

1  A 

14 

1  Q 

1  y 

D4 

Provides  employees  for  info-tech  companies 

46  HORIZON  HEALTH  (HORC)  Lewisville,  Tex.  972-420-8200 

122.7 

D  0 
Qi.C. 

58.5 

62.6 

0/1  Q 
£:4.y 

29 

-  16 

21 

00 

zz 

1 

I'fO 

Psychiatric  and  specialty  rehab  is  its  biz 

47  MEADE  INSTRUMENTS  (MEAD)  Irvine,  Calif.  714-451-1450 

59.9 

3.7 

36.2 

17.9 

39.0 

11 

-  7 

11 

22 

83 

0  say  can  you  see:  Astronomical  instruments,  binoculars,  and  microscopes 

48  LECG  (XPT)  Emeryville,  Calif.  510-653-9800 

50.0 

5.8 

22.0 

13.2 

56.0 

17 

-8 

16 

30 

206 

Provides  economic  consulting,  expert  testimony,  and  litigation  support 

94  BUSINESS  WEEK  /  JUNE  1,  1998 


sn't  your  propensity  to  misplace  things  the  reason  you 
meticulously  record  all  your  appointments,  contacts,  to-do  list  and 
expenses  in  an  organizer  anyway'?  Well,  what  it  you  misplace  your  organizer'' 
Then  where  are  you'?  Probably  on  your  way  to 
get  a  Palm  III'"  organizer  Because  HotSync'" 
technology  lets  you  back-up  and  exchange 

information  (like  e-mail)  with  your  PC  so  you  won't  lose  your  data  even  if 
you  lose  your  organizer.  There's  never  an  occasion  for  entering  things 
twice  -  It's  all  there,  all  the  time  And  with  infrared  transfer,  you  can 
send  information  and  applications  to  other  Palm  III  users  Thousands  of 
developers  are  making  new  applications  available  every  day  and  since 
Palm  Computing  products  are  already  the  fastest  selling  handheld 
computing  products  in  history  -  fewer  people  are  saying, 
"I  meant  to  call,  but  I  lost  your  number "  For  a  Palm  III 
retailer  near  you,  visit  www  palm  com 
or  call  1-800-861-2529. 


All  prices  U  S  list  prices  MacPac  connection  kit,  required  lor  Macintosh  connectivity,  soli)  separately  for  S14  95  Palm"  Mail  and  Expense  applications 
ind  some  links  to  desktop  software  not  supported  on  Macintosfi  ©  1998  3Com  Corp  3Com,  ttie  3Com  logo.  Palm  Computing,  and  HotSync 
ire  registered  trademarks,  and  PalmPilot,  Palm  III,  Palm,  the  Palm  III  logo,  and  the  Palm  Computing  platform  logo  are  trademarks  of 
'aim  Computing,  Inc  or  3Com  Corporation  Other  product  and  brand  names  may  he  trademarks  or  registered  trademarks  of  then  respective  owners 
his  product  is  not  manufactured  by  Pilot  Corporation  or  Pilot  Corporation  of  America,  manufacturers  and  distributors  of  writing  instruments 


Palm  III 


The  connected  organizer. 

PalmPilot"  Professional  -  $299" 

•  Instantly  syncs  with  your  PC 

•  Stores  thousands  of  entries 

•  E-mail  and  Internet  ready 
Palm  III  Organizer  -  $399' 
( Includes  PalmPilot  Professional 
features  plus  I 

•  Infrared  Transfer 

•  Twice  the  memory 

•  Applications  available  from 
thousands  of  developers 

•  Links  to  Symantec  ACTI  and 
Microsoft  Outlook  97  included 


Optional  links  {sold  separately! 
available  for 

•  Ascend  97 

•  ECCO 

•  GoldMine 

•  Lotus  Organizer  and  Notes 

•  Maximizer 

•  and  more 


Palm"  Mail  compatible  with 

•  Eudora  3  0  3  or  higher 
•Lotus  cc  Mailv  7  0,  6  0,  2  5 

•  Microsoft  Exchange  4  0  or  higher 

•  IVlicrosofl  Outlook  37 

•  Windows  Messaging  4  0 

•  and  more 


32m 


HOT  GROWTH  COMPANIES 


COMPANY  (STOCK  SYMBOL) 


CURRENT  RESULTS     THREE-YEAR  AVERAGES 


SALES  EARNINGS 


INCREASE  (%) 


RETURN  ON 


INVESTMENT  DATA 

STOCK  PRICE  fjfn^ 
52-WEEK  P-E  VAI 


SMIL 

SMIL 

SALES 

PROFITS 

CAPfTAL 

HIGH- 

LOW 

RECENT 

RATIO 

49  NCO  GROUP  (NCOG)  Ft.  Washington,  Pa.  215-793-9300  • 

Accounts-receivable  management  and  other  outsourcing  services 

94.8 

8.1 

117.5 

93.5 

18.6 

31  - 

14 

26 

45 

1 

50  HURCO  (HURC)  Indianapolis  317-293-5309 

Designs  and  produces  computer  technology  for  the  metal-cutting  industry 

95.6 

15.0 

9.8 

722.6 

25.0 

10- 

5 

8 

4 

51  SUPERIOR  ENERGY  SERVICES  (SESI)  Harvey,  La.  504-362-4321 
Services  and  equipment  for  oil  and  gas  exploration 

67.8 

12.4 

98.5 

346.8 

13.9 

15- 

5 

11 

22 

s: 

52  SPECIALTY  TELECONSTRUCTORS  (SCTR)  Cedar  Crest,  N.  M.  505-281-2197 
Builds  and  maintains  wireless-communications  towers 

72.9 

7.1 

116.1 

110.9 

15.6 

45- 

10 

45 

51 

3! 

53  COHERENT  COMMONS.  SYSTEMS  (CCSC)  Ashburn,  Va.  703-729-6400  • 
Digital  and  acoustic  echo-cancellation  technology 

77.0 

14.8 

33.1 

51.5 

31.8 

51  - 

17 

49 

52 

7! 

54  MEADOWCRAFT  (MWI)  Birmingham,  Ala.  205-853-2220 
Manufactures  wrought-iron  furniture  for  indoors  and  out 

145.1 

26.6 

7.7 

24.8 

54.1 

17  - 

10 

16 

10 

3: 

55  JAKKS  PACIFIC  (JAKK)  Malibu,  Calif.  310-456-7799 

Santa's  helpers:  Makes  and  sells  toys  and  children's  electronic  products 

47.7 

3.0 

162.7 

152.8 

12.9 

11  - 

5 

10 

17 

5 

.56  OCULAR  SCIENCES  (OCLR)  South  San  Francisco  650-583-1400 
Look  sharp:  Makers  of  soft  contact  lenses 

126.9 

24.7 

34.5 

54.9 

27.9 

35- 

17 

28 

25 

51 

57  HI-SHEAR  TECHNOLOGY  (HSR)  Torrance,  Calif.  310-784-2100 
Aerospace  manufacturing,  emergency  rescue  tools,  and  more 

17.7 

1.2 

18.3 

155.7 

24.7 

10- 

5 

8 

43 

c 

58  HEALTHWORLO  (HWLD)  New  York  City  212-966-0077 

International  marketing  services  for  the  health-care  industry 

43.0 

4.1 

39.7 

43.1 

28.4 

20- 

9 

16 

21 

11 

59  DIGITAL  POWER  (DRW)  Fremont,  Calif,  510-657-2635 
Maker  of  AC/DC  and  DC/DC  converters 

18.9 

1.4 

43.9 

109.0 

21.3 

11  - 

5 

6 

14 

1 

60  ADVANCED  DIGITAL  INFORMATION  (ADIC)  Redmond,  Wash.  425-881-8004  96.0 
It  manufactures  tape-based  data  backup  devices  and  automated  tape  libraries 

9.2 

68.6 

439.4 

14.2 

23- 

14 

20 

21 

19 

61  ARBOR  SOFTWARE  (ARSW)  Sunnyvale,  Calif.  408-744-9500  • 

Onward  and  upward:  Software  for  management  analysis  and  planning 

82.2 

6.9 

92.1 

157.5 

13.2 

53- 

24 

45 

78 

51 

62  DATASTREAM  SYSTEMS  (DSTM)  Greenville,  S.C.  864-422-5001                 75.2  9.7 
Software  training  and  consulting  in  computerized  maintenance-management  systems 

85.6 

89.6 

16.6 

28- 

5 

23 

45 

42 

63  STRAYER  EDUCATION  (STRA)  Washington,  D.  C.  202-408-2424  • 
A  regional  college  specializing  in  computer  and  business  classes 

56.2 

15.6 

16.0 

43.0 

36.1 

38- 

16 

35 

35 

54 

64  INTL.  MICROCOMPUTER  SOFTWARE  (IMSI)  San  Rafael,  Calif.  415-257-3000 

Creates  and  sells  software  for  business  and  home 

57.0 

0.1 

22.3 

96.6 

24.6 

19- 

9 

17 

NM 

9 

65  COMPLETE  BUSINESS  SOLUTIONS  (CBSL)  Farmington  Hills,  Mich.  248-488-2088  142.8 
Provides  and  implements  information-technology  services 

6.5 

35.5 

170.9 

18.9 

44- 

5 

30 

50 

81 

66  CURATIVE  HEALTH  SERVICES  (CURE)  Hauppauge,  N.  Y.  516-232-7000 
Operators  of  clinics  specializing  in  wound  treatment 

92.8 

16.7 

29.3 

97.7 

22.9 

39- 

22 

31 

25 

39 

67  KV  PHARMACEUTICAL  (KV/A)  St.  Louis  314-645-6600 

It  makes  generic  drugs  and  develops  time-release  processes 

85.7 

11.0 

27.9 

65.1 

25.1 

23- 

9 

21 

36 

37 

68  BIO-TECHNOLOGY  GENERAL  (BTGC)  Iselin,  N.  J.  732-632-8800 

Makers  of  health-care  products,  genetically  engineered  and  otherwise 

65.9 

14.4 

57.0 

105.9 

15.6 

17- 

7 

9 

30 

40. 

69  JACK  HENRY  &  ASSOCIATES  (JKHY)  Monett,  Mo.  417-235-6652 
Show  them  the  money!  Computer  software  for  the  banking  industry 

95.5 

19.3 

30.7 

37.7 

28.7 

39- 

19 

35 

36 

66 

70  SYNTEL  (SYNT)  Troy,  Mich.  248-619-2800  139.6 
Info-tech  solutions  for  companies  and  government,  such  as  Year  2000  compliance 

14.3 

17.3 

41.1 

32.7 

40- 

6 

30 

79 

113 

71  UNIVERSAL  STAINLESS  &  ALLOY  PRODS.  (USAP)  Bndgeville,  Pa.  412-257-7600 
Makers  of  stainless,  tool,  and  high-temperature  alloy  steels 

84.9 

7.4 

127.0 

62.7 

14.2 

18- 

10 

11 

10 

61 

72  ORBIT/FR  (ORFR)  Horsham,  Pa.  215-674-5100                                   21.5  3.1 
Microwave  test  and  measurement  systems  for  auto,  wireless,  and  aerospace  industries 

43.3 

211.8 

14.8 

32- 

9 

11 

20 

5: 

73  WINSTON  RESOURCES  (WRS)  New  York  City  212-557-5000 
Provides  personnel  and  placement  services 

52.8 

1.6 

26.6 

31.8 

29.9 

7- 

3 

6 

14 

2( 

74  HORIZON  PHARMACIES  (HZP)  Princeton,  Tex.  972-736-2424 

Owns  and  operates  pharmacies,  primarily  in  smaller,  rural  locations 

36.1 

0.5 

112.9 

59.4 

14.5 

15- 

4 

14 

29 

5; 

75  LHS  GROUP  (LHSG)  Atlanta  770-280-3000 

Provides  customer-service  solutions  for  telecommunications  biz 

117.7 

14.5 

75.5 

89.6 

14.4 

148- 

19 

122 

222 

308J 

76  INTEGRATED  SYSTEMS  CONSULTING  GRP.  (ISCG)  Wayne,  Pa.  610-989-7000 
Info-tech  consulting  firm  for  a  variety  of  industries 

48.4 

3.9 

47.0 

44.6 

24.3 

16- 

8 

14 

32 

77  MICREL  (MCRL)  San  Jose,  Calif.  408-944-0800  •  114.7 
Designs,  manufactures,  and  markets  high-performance  analog  integrated  circuits 

19.2 

40.7 

/ZA 

ZU.4 

4/  — 

^  J 

/ 

78  ELTRON  INTERNATIONAL  (ELTN)  Simi  Valley,  Calif.  805-579-1800  • 
Maker  of  bar-code-label  printers 

112.5 

12.4 

84,2 

53.2 

18.7 

36- 

19 

26 

17 

19^ 
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Before  you  dive  headfirst  into 
digital  copiers,  lue'd  lil<e  to 
re -introduce  the  art  of  thinking  ahead. 


When  investing  in  a  digital  copier/printer,  a  little 


forethought  can  go  a  long  way.  Before  taking  the  plunge, 


consider  this:  many  digital  copiers  are  painfully  slow,  non- 


networkable  and  require  an  advanced  degree  to  operate. 


Now  consider  the  Oce  3165  digital  copier/printer. 


It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 


with  any  PC  on  virtually  any  network,  maximizing 


your  productivity  by  letting  you  print,  copy,  and  collate 


right  from  your  desk.  And  with  Oce  Image  Logic, 


high-quality  images,  graphs  and  text  are  achieved 


without  endless  adjustments. 


Invest  in  the  smarter,  faster,  more 


productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering, 


In  hindsight  we  should  have  gone  with  Oce.' 


The  Oce  3165  digital  copier /printer  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


Sharpen  your  digital  acumen  with  your  free 
Copier  Buyer's  Guide.  Call  1-888-462-3872,  ex. 
For  general  copier  enlightenment,  visit  www.oceus 


H  E 
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79  GREAT  PLAINS  SOFTWARE  (GPSI)  Fargo,  N.  D.  701-281-0550 
Provider  ot  financial-management  software 

77.1 

7.7 

27.5 

140.8 

19.4 

40- 

20 

35 

51 

— — 1. 

49' 

80  ACTRADE  INTERNATIONAL  (ACRT)  New  York  City  212-563-1036 

Provides  financial  services  tfirough  its  trade-acceptance  draft  program 

82.7 

3.9 

52.3. 

94.7 

15.2 

30- 

11 

15 

30 

12| 

81  RELIABILITY  (REAL)  Houston  281-492-0550 

Makers  of  equipment  used  to  test  integrated  circuits 

52.0 

9.2 

24.1 

42.6 

27.9 

31  - 

5 

12 

8 

71 

82  ONTRACK  DATA  INTERNATIONAL  (ONDI)  Eden  Prairie,  Minn.  612-937-1 107 
Specializes  in  data  recovery  and  software  to  protect  data 

36.1 

6.0 

45.4 

54.0 

21.9 

28- 

12 

13 

22 

121 

83  TIMBERLINE  SOFTWARE  (TMBS)  Beaverton,  Ore.  503-626-6775 
Makers  of  management  software  for  the  construction  biz 

37.1 

5.4 

17.4 

52.7 

26.8 

20- 

6 

20 

27 

I4I 

84  FARO  TECHNOLOGIES  (FARO)  Lake  Mary,  Fla.  407-333-991 1  25.3 
Makes  3D  measurement  systems  that  integrate  CAD,  CAM,  and  CAE  technologies 

3.5 

70.8 

41.6 

20.6 

18- 

9 

12 

30 

11' 

85  HAGLER  BAILLY  (HBIX)  Arlington,  Va.  703-351-0300  87.6 
Consultant  to  government  and  business  on  energy,  resources,  and  the  environment 

5.8 

31.9 

67.0 

21.1 

29- 

15 

29 

41 

25: 

86  a.  E.P.  (QEPC)  Boca  Raton,  Fla.  551-994-5550  • 

Hands  on:  Tools  for  the  installation  of  tile,  marble,  and  masonry 

53.7 

2.0 

45.8 

37.2 

24.1 

11  - 

7 

9 

12 

7j 

87  FORENSIC  TECHNOLOGIES  INTL.  (FTIC)  Annapolis,  Md.  410-224-8770 
Beyond  a  shadow  of  a  doubt:  Expert-witness  consulting 

48.7 

3.8 

47.4 

70.3 

17.2 

21- 

7 

17 

22 

7! 

88  FACTSET  RESEARCH  SYSTEMS  (FDS)  Greenwich,  Conn.  203-853-1500 
Information  for  those  in  the  financial  know 

58.1 

10.6 

25.9 

52.2 

23.2 

37- 

19 

33 

34 

32( 

89  U.S.  PHYSICAL  THERAPY  (USPH)  Houston  713-297-7000 
Owns  and  operates  outpatient  physical  therapy  centers 

40.2 

2.5 

31.1 

80.8 

19.4 

13- 

9 

12 

18 

4: 

90  AMERICAN  COIN  MERCHANDISING  (AMCN)  Boulder,  Colo.  303-444-2559  • 
Take  a  ride  with  this  amusement-park  prize  vendor 

59.1 

4.4 

49.6 

52.7 

20.1 

23- 

7 

23 

30 

14' 

91  AMERICAN  SCIENCE  &  ENGINEERING  (ASE)  Billerica,  Mass.  978-262-8700 
Developer  of  X-ray  instruments  for  NASA  and  others 

32.1 

2.6 

37.5 

80.4 

16.8 

15- 

g 

14 

25 

92  BALLANTYNE  OF  OMAHA  (BTN)  Omaha  402-453-4444  • 

Lights,  camera,  action:  Supplier  of  motion-picture  equipment 

72.8 

8.0 

34.6 

50.1 

22.7 

23  - 

14 

20 

23 

181 

93  TMBR/SHARP  DRILLING  (TBDI)  Midland,  Tex.  915-699-5050 

Onshore  drilling  for  major  and  independent  oil  and  gas  companies 

36.6 

7.6 

19.9 

57.7 

23.4 

33- 

9 

13 

9 

61 

94  ARROW-MAGNOLIA  INTERNATIONAL  (ARWM)  Dallas  972-247-7111  • 
Clean  as  a  whistle:  Chemicals  for  maintaining  and  cleaning  equipment 

13.6 

1.4 

23.8 

52.4 

24.5 

8- 

4 

7 

15 

16 

95  SEATTLE  FILMWORKS  (FOTO)  Seattle  206-281-1390  • 

Photofinishing  products:  Film  into  prints,  slides,  or  digital  images 

102.2 

10.4 

27.5 

32.6 

26.2 

15- 

8 

10 

18 

17; 

96  PERFORMANCE  TECHNOLOGIES  (PTIX)  Rochester,  N.  Y.  716-256-0200  • 
High-performance,  fault-tolerant  communications  and  networking  products 

30.3 

5.4 

34.6 

47.8 

22.0 

24- 

8 

14 

22 

102 

97  OSI  SYSTEMS  (OSIS)  Hawthorne,  Calif.  310-978-0516 
Manufacturers  of  specialized  optoelectronic  semiconductors 

90.8 

7.1 

18.2 

75.4 

20.8 

16- 

11 

12 

13 

lie 

98  MIAMI  COMPUTER  SUPPLY  (MCSC)  Dayton,  Ohio  937-291-8282  •  142.4 
Distributor  of  computer  supplies,  presentation  products,  and  media  storage  systems 

2.8 

44.5 

52.3 

18.5 

20- 

6 

17 

39 

14C 

99  PROFIT  RECOVERY  GROUP  INTL.  (PRGX)  Atlanta  770-955-3815 
Provides  recovery  audit  services  to  large  wholesalers  and  retailers 

124.5 

10.0 

41.6 

46.1 

19.2 

28- 

12 

27 

51 

51S 

100  K&G  MEN'S  CENTER  (MENS)  Atlanta  404-351-7987  • 
Men's  apparel  superstores.  Accessories,  too 

112.8 

6.4 

32.8 

40.9 

22.0 

25- 

15 

25 

39 

248 

ALPHABETICAL  INDEX 
OF  COMPANIES 

The  number  that  follows 
each  company  name 
indicates  its  ranking 
in  the  table 


Abacus  Direct  U 

Davox  22 

Horizon  Pharmacies  74 

Myers  (Steven)  &  Assocs.  7 

Seattle  FilmWorks  95 

Actrade  International  80 

Oeltek  Systems  34 

Hurco  50 

NCO  Group  49 

Semtech  30 

Advanced  Digital  Info,  60 

Digital  Power  59 

Information  Mgmt,  Res,  15 

GAD  Tech  Solutions  28 

Shoe  Pavilion  38 

American  Com  Merch,  90 

Dover  Downs  Ent.  20 

Integrated  Systems  76 

Ocular  Sciences  56 

Signature  Eyewear  43 

American  Science  &  Eng.  91 

Dunn  Computer  6 

IntI  Microcomputer  64 

Omni  Energy  Svcs,  13 

Specialty  Teleconstructors  52 

Apex  PC  Solutions  4 

Eltron  Internationa!  78 

inTEST  18 

ONTRACK  Data  IntI,  82 

Strayer  Education  63 

Arbor  Software  61 

Excel  Switching  36 

JAKKS  Pacific  55 

OpteK  Technology  31 

Superior  Energy  Svcs,  51 

ARIS  41 

FactSet  Research  Sys,  88 

JOA  Software  Group  32 

ORBIT/FR  72 

Syntel  70 

Arrow-Magnolia  IntI,  94 

FARO  Technologies  84 

K  V  Pharmaceutical  67 

OSI  Systems  97 

THQ17 

ASI  Solutions  37 

Forensic  Technologies  87 

K&G  Men's  Center  100 

Performance  Tech.  96 

Tier  Technologies  21 

AVTEAM  25 

Forrester  Research  19 

Kendle  International  1 

PJ  America  1 1 

Timberline  Software  83 

Ballantyne  of  Omaha  92 

General  Employment  Ent,  45 

LECG  48 

Powerwave  Tech,  33 

TTVIBR/Sharp  Drilling  93 

Bio-Technology  fieneral  68 

Great  Plains  Software  79 

LHS  Group  75 

Procom  Technology  10 

U  S,  Physical  Therapy  89 

Boron.  LePore  &  Assocs,  24 

Hagler  Bailly  85 

Meade  Instruments  47 

Profit  Recovery  Group  99 

Universal  Stainless  71 

Brass  Eagle  39 

Hall,  Kinion  &  Assocs,  9 

Meadowcraft  54 

Q.E.P  86 

vol  Media  35 

Coast  Dental  Services  12 

Healthworld  58 

Medical  Manager  8 

Reliability  81 

Veritas  Software  44 

Coherent  Communs.  Sys.  53 

Henry  (Jack)  &  Assocs.  69 

Melita  International  26 

Retrospettiva  16 

Visio  27 

Complete  Bus,  Solutions  65 

Hi-Shear  Technology  57 

Miami  Computer  Supply  98 

Sapient  23 

Westower  2 

Curative  Health  Svcs,  66 

Holt's  Cigar  Holdings  5 

Micrel  77 

Schuff  Steel  40 

Winston  Resources  73 

Datastream  Systems  62 

Horizon  Health  46 

Monarch  Dental  29 

SeaMED  42 

Yune  Systems  3 
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Introducing  a  streamlined 


way  of  doing  business  on  the 


Web 


that  lets  you  concentrate  on 


—  of  all  things  — 


business. 


-V  -te..  -ifc.  y  ^ 

o  r 


RNETWORKING 

Bp O W  E  H  E  D  BY  e  S  M 


Are  you  living  under 
tlie  tlireat  of  change 
or  in  tlie  iiope  of  it? 


In  1997,  166,740  businesses  started.  83,384  businesses  stopped. 
Somewfiere,  in  the  middle  of  all  these  numbers,  is  success. 


Whether  a  business  is  big  or  small,  old  or  new,  its  well-being  depends  on 
its  ability  to  adapt. 

What  if  your  biggest  competitor,  today,  launches  a  product  that  could  very 
well  sink  your  biggest  line? 

Or,  what  if  an  unforeseen  shift  in  currency  prices  suddenly  opens  a  new 
market?  Or  closes  an  old  one?  How  will  you  adapt? 

Your  technology  can  play  a  big  role  in  how  fast  and  how  well  you  can  deal 
with  change,  especially  if  it's  integrated  so  that  all  the  parts  work  together 
seamlessly. 

A  Digital_Nervous_System  does  this. 


©1998  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  BackOffice,  Where  do  you  want  to  go  today?  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  c( 
Business  starts  and  business  failures  from  the  Economic  Analysis  Oepariment,  The  Dun  &  Bradstreet  Corporation. 


A  Digital_Nervous_System  relies  on  connected  PCs  and  integrated 
software  to  make  information  flow  more  rich,  rapid  and  accurate. 
This  helps  you  respond  quickly  to  the  surprises  you  know  are  coming. 

It's  not  something  that  comes  in  a  box. 

You  build  your  own  Digital_Nervous_System,  over  time,  to  meet  the  unique 
and  changing  needs  of  your  company. 

The  foundation  of  any  Digital_Nervous_System  is  software  that  acts  alike, 
works  alike,  thinks  alike.  Microsoft'  Windows',  Office  and  BackOffice^ 
provide  an  ideal  foundation  for  a  Digital_Nervous_System  because  we 
built  them  from  the  ground  up  to  work  with  each  other,  as  well  as  with  an 
industry's  worth  of  applications. 

Integration  makes  a  Digital_Nervous_System  possible. 
A  Digital_Nervous_  System  makes  you  ready. 

And  very,  very  hopeful. 


Microsoft 


Where  do  you  want  to  go  today? 

www.microsoft.com/dns/ 


Social  Issues 


THE  WORKPLACE 


WELFARE-TO-WORK: 
A  GOOD  START 


The  caseload  has  fallen,  but 
the  1996  reform  hasn't  truly 
been  tested  yet.  Here's  how 
three  companies  are  doing 

This  much  we  know:  Since  1994, 
and  especially  in  the  past  18 
months,  the  nation's  welfare  case- 
load has  plummetetl.  Some  8.5  mil- 
lion families  received  aid  in  September, 
down  -W/i  in  four  years.  The  rolls  al- 
most certainly  have  thinned  since. 

So  is  reform  paying  off?  It's  still  not 
clear.  The  Personal  Responsibility  & 
Work  Opixjilunity  Reconciliation  Act  of 
1996  created  strong  inducements  for 
welfai'e  recipients  to  find  work,  setting  a 
five-year  lifetime  limit  on  benefits  and 
requiring  most  people  to  land  jobs  with- 
in two  years.  Yet  "no  one  really  knows 
how  many  are  leaving  the  rolls  to  get 
work  and  how  many  are  leaving  be- 
cause they're  pushed  off,"  says  Amy 
Brown,  senior  operations  associate  at 
Manpower  Research  Demonstration 
Corp.,  which  studies  poverty  issues. 


At  the  same  time,  the  robust  econo- 
my, evinced  by  April's  4.3%  unemploy- 
ment rate,  has  created  sti'ong  demand 
for  entry-level  workers,  muddying  the 
effect  of  I'eform  and  prompting  glum 
speculation  about  what  happens  when 
growth  tails  off.  "That  will  be  known 
when  we  go  into  recession,"  says  Robert 
Haveman,  an  economics  professor  at  the 
University  of  Wisconsin. 

For  now,  the  jobs  ai"e 
flowing  freely.  The  Wel- 
fare to  Work  Partner- 
ship, whose  first  an- 
niversary the  White 
House  will  fete  on  May 
27,  has  enlisted  4,800 
companies.  Some  79%  of 
members  surveyed  ex- 
pect to  hire  from  wel- 
fare rolls  this  year,  av- 
eraging 81  workers  per 
company.  After  decades 
of  government-centered 
welfare  strategies,  "we  think  we've 
made  business  part  of  the  discussion 
and  part  of  the  solution,"  says  Eli  J. 
Segal,  the  Partnership's  president. 

It  hasn't  hurt  that  employers  can  get 


IS  IT  REFORM, 
OR  THE  ECONOMY? 


'90  '91  '92 

k  MILLIONS 

DATA:  HEALTH 


93  '94 
-  JAN.- 


federal  tax  credits  of  up  to  $8,500,  in 
dition  to  state  and  local  incentives, 
each  welfare  recipient  they  hire.  Ml 
companies,  moreover,  find  that  welfi 
gi'aduates  stay  in  jobs  longer  than 
welfare   counterparts.   "Even  wh^- 
there's  not  full  employment,  these  foj! 
repi'esent  a  good  source  of  employeei' 
says  Gerald  Greenwald,  ceo  of  ul 
Corp.,  which  has  hired  753  recipie 
as  reservations  agents,  counter  re 
and  the  like. 

Analysts  ai'en't  sure  what 
make  of  high  retention  rat 
though:  While  implying  grea 
stability,  they  also  could  si 
that  participants  just  don't  ha- 


WORKING  THE  PHONE: 

Califoniia  welfare  recipient 
hunt  for  jobs 


the  skills  to  leave  for  bett 
work.  They're  concerned  tlr 
most  state  and  employer  pi 
grams  focus  on  getting  recif 
ents  quickly  into  jobs,  rath 
than  on  providing  training  tl; 
ciiuld  help  workers  escape  t 
Idw-skill,  low-pay  syndrome. 

Tliat  jobs-first  strategy  Ion 
good  as  long  as  workers  recei 
welfare  payments  to  augme 
low  wages.  But  when  benetl 
run  out  after  five  years — 
sooner,  in  many  states — mai 
recipients  could  be  left  hangiii 
Wider  Opportunities  for  Women,  a  i 
search  group,  estimates  that  a  sing 
adult  supporting  tlu'ee  cliilcb-en  will  face 
gap  of  $17.47  an  hoiu'  between  basic  e 
penses  and  a  tyj^ical  $7.70  hourly  wagi 
BENEFITS  GAP.  At  the  same  time,  mo 
welfare  people  in  jobs  will  intensify  d 
mands  on  limited  child-care  and  Iran 
portation  resources.  Mass  transit  sy 
tems  don't  get  workers  easily  to  tl 
subui'bs,  where  the  jol 
are.  And  even  wil 
higher  federal  fundiii 
most  states  don't  offi 
child-care  subsidies  i 
all  poor  families  wl 
qualify,  according  i 
the  Children's  Defen.- 
Fund.  That's  why  mai 
parents  seek  inform, 
care  with  friends  ( 
relatives — airangemen 
that  could  fray  as  recij 
ients  work  longer  houi 
to  counter  benefits  cuts. 

Sustainable  welfare-to-work  strat( 
gies  must  tackle  these  concerns.  Worl 
ing  with  government  and  nonprof 
groups,  business  will  have  to  inver 
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small-scale,  locally  oriented  progi'ams 
that  address  child  care,  housing, 
transportation,  and  training.  BUSINESS 
WEEK  assessed  three  companies — UPS, 
Cessna  Aircraft,  and  Cascade  Engi- 
neering— that  are  headed  that  way 
already. 

By  Keith  H.  Hammonds 
in  New  York 

UPS'S  PACKAGE 
DEAL  FOR  WORKERS 

United  Parcel  Service  of  America 
Inc.  has  long  stinggled  to  find  pait- 
timers  willing  to  work  odd  hom*s  at 
its  distribution  center  near  Philadelphia 
International  Aiiport.  Even  so,  ups  was 
waiy  when,  in  late  1996,  welfai"e  officials 
in  depressed  Camden,  N.J.,  offered  an 
almost  unlimited  supply  of  labor.  Exec- 
utives wondered  whether  welfare  re- 
cipients were  worth  hiring.  And  if  they 
were,  how  could  they  get  from  Cam- 
den to  the  remote  ups  operation? 

A  six-month  test  program  answei'ed 
the  first  question:  ups  retained  88%  of 
its  welfare  employees,  compared  with 
its  60%  average  in  Philadelphia,  and  it 
saw  no  decline  in  productivity.  "I  have 
been  pleasantly  surprised,"  says  Chair- 
man James  P.  Kelly. 

Transportation,  though,  remained  a 
cjuandary.  At  the  start,  ups  hired  two 
school  buses  to  ferry  workers.  Then 
came  a  gi'ander  solution,  ups  asked  two 
public  bus  systems  to  extend  routes  di- 
rectly to  its  terminal,  promising  to  sub- 
sidize any  bus  that  didn't  break  even. 
Now,  58  buses  make  the  trips  around 
the  clock,  all  of  them  profitable. 

The  point,  for  UPS,  is  to  do  whatever 
it  takes  to  keep  workers  on  the  job. 
TLffany  Smith,  a  21-yeai--old  sorter,  relies 
on  the  buses  to  travel  fi'om  southwest- 
em  Philadelphia.  On-site,  she  meets  reg- 
ularly with  a  welfare  caseworker, 
bi'ought  to  the  aiipoit  by  ups,  to  find 
subsidized  housing;  other  workers  get 
similar  help  for  a  range  of  nonwork 
])roblems.  Smith  also  takes  classes  for 
her  general  equivalency  diploma,  taught 
at  the  airport  by  local  college  profes- 
sors and  paid  for  by  ups.  Smith  plans  to 
work  toward  a  nursing  degree. 

Not  all  such  progi-ams  fly.  For  instance, 
ups  helps  its  workei-s  augment  their  jjait- 
time  earnings  by  airanging  complemen- 
tary shifts  at  KFc,  PNC  Bank,  Hertz,  and 
other  jobs  nearby.  But  some  welfai-e  re- 
cipients can't  afford  to  work  more  than  20 
hours  pel'  week,  given  the  child-cai'e  costs 
requii'ed.  "I  would  lil<e  a  second  job,  but  I 
need  someone  to  look  after  my  sons," 


Fuggs, 
mother 
North 


says  Marlene 
a  27-year-old 
of  two  from 
Philadelpliia. 

Indeed,  Fuggs  and 
other  welfare  workers 
at  ups  worry  about 
what     will  happen 
when  their  assistance 
comes    to    an  end. 
Fuggs  makes  about 
$700  a  month  from 
UPS  and  collects  $210 
in  food  stamps.  Wlien 
food  stamps  run  out, 
she'll  need  to  work  full-time,  which  vdll 
strain  her  relatives'  ability  to  care  for 
the  kids.  Yet  Fuggs  can't  pay  for  pro- 
fessional care  and  still  make  the  rent. 

UPS,  which  has  hired  9,500  welfare 
recipients  nationwide,  will  have  to  ad- 
dress such  tensions,  especially  as  par- 
ticipants work  longer  hours  to  satisfy 
the  law's  requirements.  For  now,  it 
doesn't  pay  for  child  care,  and  the  costs 
of  its  transit  scheme  have  been  nominal. 
As  welfare  reform  toughens,  UPS's  role 
may  grow  more  complex — and  more 
expensive. 

By  Roy  Fiirchgott  in  Philadelphia 

CESSNA'S  ROUTE  TO 
A  BEHER  LIFE 

Hers  was  an  all-too-familiar  story — a 
single  mother  of  five  kids  who  had 
known  nothing  but  life  on  welfare. 
Then  last  year,  facing  the  tlu'eat  of  ben- 
efits cuts,  30-year-old  Anna  Beiry  en- 
tered the  training  program  at  Cessna 
Aircraft  Co.  Beny  says  the  interviews. 


UNITED  PARCEL  SERVICE 

Philadelphia 

►  WELFARE  HIRES:  790 

►  STARTING  PAY:  $8.50/hour 

►  Delivery  giant  coordinates  a 
public  transportation  net- 
work for  workers 

Package  handler  Tiffany 
Smith  takes  the  bits  from 
southwestern  Philadelphia 


testing,  attendance  i 
quii'ements,  and  coui 
work  were  "real  sea 
and  hard  all  the  wa; 
But  nearing  gradii 
tion  and  a  $9.98-a 
hour  job  at  Cessn; 
jet  assembly  pla: 
across  town,  her  sm 
is  broad:  "This  pi; 
gi'am  saved  me." 

Cessna  opened  i 
training  facility  eig 
years  ago  in  Wichit. 
depressed  21st  Stn- 
corridor  essentially  to  showcase  cor] 
rate  citizenship.  "We  wanted  to  crea 
opportunities  for  people  with  no  skill? 
says  Chairman  Russell  W.  Meyer  Jr. 
has  since  produced  214  gi-aduates, 
whom  71%  still  work  at  Cessna  or  otli 
local  employers.  Along  the  way,  thi"oui 
trial  and  eiror  and  a  lot  of  bucks,  tl 
company  has  discovered  it  takes  mo 
than  just  job  offers  to  turn  welfare  i- 
cipients  with  chaotic  lives  into  produ 
five  manufacturing  workers. 
TEMPORARY  HOUSING.  From  the  onsc 
Cessna  relied  on  state  social-servi( 
agencies  to  screen  apphcants  and  ( 
federal  training  grants  to  pay  50% 
wages  for  the  fii-st  six  months.  In  th 
time,  participants  leam  about  budgetii 
and  about  cooperating  with  peers  ai 
supervisors,  as  well  as  the  technic 
skills  they'll  need  to  make  airplane 
Cessna's  guarantee:  All  assembly-lii 
gi*aduates  get  a  job  starting  at  $9.i 
an  hour,  plus  benefits. 

Simply  providing  training,  though,  d 
not  keep  low-income  workers  on  the  jo 
So  Cessna  began  offeiing  graduates  coui 
seling  and  peer  mentoiing.  In  the  sparll 
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When  New  Balance  needed  a  state-of-the-art  warehouse  and  distribution  faciht\',  [ohn  Gardner  knew  it  wi^iuld  he 
leir  largest  and  single  most  important  investment  ever.  He  also  knew  he  would  need  a  real  estate  services  firm  to  help 
lanage  the  construction  of  his  huge  project.  A  firm  that  would  he  pro-active,  provide  added  \alue  and  go  the  extra  mile. 

No  wonder  John  chose  Cushman  &  Wakefield.  He  wanted  one  firm  with  the  e.xpericnce  and  resources  to  put 
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ad  the  entire  process  in  record  time. 

From  our  global  reach  to  our  depth  of  services,  from  our  proprietary  research 
)  our  creative  problem-solving,  we're  unmatched  in  the  industry.  In  fact,  nobody 
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ling  facility  that  opened  last 
October,  a  day-care  center 
takes  up  to  40  kids,  includ- 
ing one  of  Berry's.  And  on 
June  1,  the  company  is  set  to 
unveil  temporaiy  housing  for 
six  families  with  acute  prob- 
lems such  as  homelessness  oi- 
domestic  violence.  Employees 
pay  30%  of  gross  income  to 
stay  up  to  six  months. 
FEAR  OF  FAILURE.  Cessna 
won't  say  how  much  it  all 
costs,  but  "in  pure  financial 
terms,  this  is  not  a  good 
proposition,"  concedes  John 
E.  Moore,  senior  vice-president  for  hu- 
man resources.  The  infrastructure  re- 
quii-es  heavy  investment,  and  training  is 
time-  and  labor-intensive.  "We  can't  just 
herd  them  tlu'ough,"  says  Johnnie  Car- 
tledge,  the  progi-am's  manager,  "because 
they'D  be  working  on  $15  million  business 
jets,  not  flipping  hambm-gers." 

Even  then,  Cessna  loses  a  few.  Some 
24%  of  enti'ants  don't  graduate,  typical- 
ly those  wdth  little  education  or  a  poor 
work  history.  Strong  candidates,  too, 
find  it  difficult.  Chante  Bowser,  25,  re- 
calls she  "broke  dow^\  and  cried  [during 
training]  over  trouble  with  the  blue- 
prints and  my  fear  I  was  going  to  fail." 
Now,  though.  Bowser  makes  $13.58  an 
hour  assembling  jet  fuselages  and  has 
just  bought  a  home.  "I'm  on  the  cusp  of 
middle  income,"  she  beams.  And  she's 
off  welfare,  perhaps,  for  good. 

By  Richard  A.  Melcher  in  Wichita 

FROM  THE  FRYING 
PAN  TO  THE  FACTORY 

How  do  unskilled  workers  escape 
dead-end  jobs?  It's  the  most  diffi- 
cult problem  facing  welfare  re- 
formers. In  Grand  Rapids,  Mich.,  Cas- 
cade Engineering  Inc.  and  Burger  King 
of  West  Michigan  have  devised  a  modest 
but  comjjelling  solution — a  ladder  of  op- 
portunity fi'om  the  French  fryer  to  the 
factory  floor. 

Their  program,  dubbed  "work-to- 
work,"  is  just  getting  under  way.  Wel- 
fare recipients  will  toil  six  months  for  $6 
to  $7  an  hour  at  a  Burger  King,  where 
they'll  pick  up  basic  work  habits.  At 
the  same  time,  they  may  take  commu- 
nity college  night  classes  in  remedial 
reading  and  technical  skills.  Then  they'll 
start  on  the  niglit  shift  at  one  of  Cas- 
cade's factories,  making  plastic  paits  for 
cars  and  furniture.  They  will  make  $7 
an  houi'  to  stiut,  with  the  opiiortunity  to 
move  up  to  $12.50,  or  .$26,000  a  year-. 


CESSNA  AIRCRAFT 


Cascade,  with  700  employees  and 
$140  million  in  revenues,  has  been  hir- 
ing low-income  workers  for  four  years. 
Some  60%  stay  with  the  company 
longer  than  six  months.  Many,  such  as 
33-year-old  Rodney  Decker,  had 
scraped  along  for  years  at  the  bottom 
of  the  economic  ladder.  Unemployed 
for  months.  Decker  survived  by  tak- 
ing food  handouts  at  the  Salvation 
Army  and  i-elying  on  friends  for  a  place 
to  sleep.  "Now  I'm  starting  to  roll," 
he  says,  on  a  break  from  packing  plas- 
tic foam.  "I'm  going  to  get  my  own 
apartment,  I'm  putting  money  in 
the  bank,  and  I'm  fixing  on  getting  a 
car." 

Despite  such  successes.  Cascade  Chief 
Executive  Frederick  R  Keller  was  fins- 
trated  that  60%  of  prospective  workers 
flunked  the  company's  entrance  exam, 
which  requires  10th  gi'ade  reading  pro- 
ficiency. Keller  shared  his  gripe  with 
Stuart  P.  Ray,  chairman  of  Biu'ger  King 
of  West  Michigan,  which  owns  41  fi-an- 
chised  restaurants.  Ray  had  a  i^roblem 
of  his  own:  simply  attracting  workers  in 
an  ai'ea  with  2,6%-  imemployment.  "Tlien 
it  dawned  on  us  that  we  could  help  each 
other,"  recalls  Keller.  "Stuart  said:  'We 
can  give  people  a  vision  of  what  they 
could  be  doing — that  they  could  go  fi"om 
low-wage  jobs  to  a  high-paying  career.' " 

The  Michigan  Family  Independence 
Agency,  which  oversees  welfare  in  the 
state,  provided  120  applicants  to  inter- 

CASCADE  ENGINEERING 

Grand  Rapids 

►  WELFARE  HIRES:  30 

►  STARTING  PAY:  $7/hour 

►  Participants  work  at  a  local  Burger 
King  wtiile  getting  technical  training 

Michael  Raah,  recently  out  of  jail, 
learns  how  to  make  plastic  parts 
for  Buick  Park  Avenues 


Wichita 

►  WELFARE  HIRES:  214 

►  STARTING  PAY:  $9.98/hour 

►  Planemaker  supports 
workers  with  training, 
child  care,  and  housing 

Anna  Berry,  playing  with 
her  daughter  Kenya,  5, 
found  initial  job  demands 
"hard  all  the  way" 


view  for  30  jobs.  State  and  fedei 
training  funds  will  pay  up  to  half 
workers'  initial  salary.  And  Casca 
and  Biu'ger  King  will  share  federal  t 
credits  for  employing  welfare  reci; 
ents.  To  get  participants  to  their  mi 
night  shifts — after  city  buses  ha 
stopped  running — the  companies  ha 
helped  finance  Angel  Wings,  a  churc 
run  shuttle-van  service. 

Local  welfare  officials  applaud  t 
initiative — "a  model  we  hope  other  bu 
nesses  will  emulate,"  says  Margare 
Gavins  of  the  Family  Independen 
Agency.  In  time,  the  progi'am  may  pi 
vide  something  more  lasting  than  ju 
jobs:  a  clear  path  toward  self-relianc( 

By  Keith  Naughton  in  Grand  Rapi 
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IS  THAT  A  SPONSOR 

OFF  THE  STARBOARD  BOW? 

An  around-the-world  solo  race  just  can't  land  a  big  backer 

don't  see  it,  I  want  to  jump  on  th( 
boardroom  tables  and  shake  someone. 

Around  Alone  is  one  of  the  gi'an- 
daddies  of  extreme  sports.  In  1980,  t: 
race  was  hatched  in  a  Newport  (R. 
pub  by  a  bunch  of  sailors  who  we 
probably  more  than  three  sheets  to  t 
wind.  Under  the  sponsorship  of  Briti  \ 
industrial  giant  boc  Group  PLC  (form* 
ly  British  Oxygen),  the  four  confer 
held  since  1980  broke  tlii'ough  the  me( 
clutter  to  grab  headlines.  The  1994- 1 
race  featured  Frenchwoman  Isabel 
Autissier,  who  surged  into  the  lea 
fought  back  from  a  crippling  dismastii 
and  filially  was  knocked  out  of  the  I'a: 
by  a  fierce  storm. 

But  all  that  ink  wasn't  enough 
keep  BOC  on  board.  When  the  compai 
fii"st  signed  on,  then  Chainnan  Richa 
Giordano  and  corporate  relations  chi 
Nigel  Rowe  were  avid  mariners.  Ro\ 
even  competed  in  the  '94-'95  race.  Bo 
are  retired,  and  "the  new  manageme 
has  different  ideas  of  how  the  compai 
should  be  promoted,"  says  Rowe.  !■ 
BOC  handed  control — and  some  set 
money — over  to  McConnell  and  Sckra 
er,  who  had  been  running  the  rac 
Rowe  is  helping  as  a  consultant. 
Although  the  new  team  hasn't  y' 


ark  Schrader  is  a  sea  dog  who 
has  twice  sailed  alone  around  the 
woiid,  surviving  everything  fi'om 
icebergs  to  the  storm-tossed  waters  of 
Cape  Horn.  But  in  some  ways,  those 
adventures  were  a  breeze  compared 
with  trying  to  persuade  a  corporate 
sponsor  to  underwrite  the  next  nmning 
of  the  former  BOC  Challenge — an 
around-the-world,  single-handed  sailing- 
race  now  called  Around  Alone. 

Sclu'ader  and  Mai'keting  Dii'ector  Dan 
McConnell  have  successfully  drummed 
up  a  few  million  dollars  from  compa- 
nies and  the  race's  ports  of  call.  That's 
enough  to  ensure  that  some  two  dozen 
sailors  will  be  able  to  cast  off  from 
Charleston,  S.  C,  on  Sept.  26  for  the 
eight-month,  27,000-mile  test  of  skill, 
endurance,  and  technology. 
HEADLINES.  Schrader  and  McConnell  ai-e 
still  searcliing  for  the  Big  One,  a  compa- 
ny willing  to  slap  its  name  on  the  race 
for  roughly  $5  million  (covering  prize 
money  and  shoreside  events).  That's 
chump  change  in  sponsorship,  yet  every- 
one from  Coca-Cola  Co.  to  Wrangler  Inc. 
has  tm-ned  them  down.  "It's  veiy  fiais- 
trating,"  says  Schrader.  "I've  lived  the 
event.  I  know  it  is  every  bit  as  good  as 
we  say  it  is.  When  potential  sponsors 
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Sports  Business 


found  a  company  to  captain  the  race,  it 
has  assembled  a  crew.  French  clothing 
maker  Guy  Gotten  is  providing  com- 
petitors with  the  same  survival  suit  that 
helped  save  Autissier  (she's  racing  again 
this  year).  Ghampagne  Mumm  is  sup- 
plying the  bubbly  for  one  of  yachting's 
favorite  pastimes — partying.  And  Gom- 
sat  Gorp.,  which  developed  and  supplied 
a  satellite  tracking-and-communications 
system  for  the  1994-95  race,  is  again 
providing  support. 

"LIFE  OF  DILBERT."  Glearly,  though, 
Ai-ound  Alone  is  sailing  against  the  tide. 
Gompanies  fimnel  most  of 
the  annual  $6.8  billion  they 
spend  on  sports  and  event 
sponsorships  into  "safe" 
sports  such  as  basketball 
and  football.  And  selling 
Around  Alone  as  an  ex- 
treme sport  to  appeal  to  Generation  X 
presents  problems.  As  agent  Marco 
Greenberg  says:  "Marketing  extreme 
sports  is  a  challenge.  Gompany  execs 
like  to  say  that  they  think  out  of  the 
box,  but  most  of  them  lead  the  life  of 
Dilbert."  Besides,  adds  Paul  Taubheb, 
president  of  lxd  Inc.,  a  producer  of  ex- 
treme sporting  events,  "saihng  around 
the  world  alone  may  be  extreme,  and 


Most  marketers  prefer  to  fund 
"safe"  sports  such  as  basketball 

AUTISSIER'S  BOAT  WAS  CRIPPLED  IN  THE  '94-'95  RACE 


I'm  sui'e  those  guys  have  a  tremendous 
set  of  cojones.  But  it's  an  old  school, 
not  a  Gen-X  thing." 

Nor  does  it  help  that  the  waters  are 
getting  crowded.  Teams  preparing  for 
the  next  iiinning  of  the  America's  Gup, 
in  2000,  are  beating  the  coipoi-ate  bush- 
es for  the  $40  million  it  takes  to  mount 
a  challenge.  In  addition.  Around  Alone 
is  up  against  other  around-the-world 


events,  including  the  Wt- 
bread,  a  team  race  rw 
^Tapping  up  in  Southaia- 
ton,  England.  (Volvo  is 
just  annoimced  that  it  'ill 
own  and  sponsor  the  net 
contest  in  2001.) 

So  imagine  the  diUi- 
ma  faced  by  Schi'ader  id 
McGonnell  when  a  corv 
i-ate  giant  offered  ther 
blank  check.  The  probli 
The  company  was  i 
Nabisco  Inc.  McGoni 
says  he  and  Schrader  did  a  lot  of  "lo 
haixl  soul-searching."  But  a  key  elem 
of  Around  Alone  is  an  educational  p 
gram  in  which  himdreds  of  thousands 
schoolkids  track  the  sailors  as  they  < 
cumnavigate  the  globe.  Gall  Schra( 
and  McGonnell  schmucks,  but  tl 
couldn't  bring  themselves  to  put  i 
name  of  a  tobacco  company  on  the  rt 
After  turning  R.JR  down,  "we  wept  fo 
week,"  says  McGonnell. 

Schr-ader  and  McGonnell  vow  to  k(p 
searching  and  are  now  in  talks  wdtla 
Eui'opean  cellular-phone  company  ad 
others.  If  they  don't  pan  out,  well,  tb 
say  they'll  mn  this  race  alone. 

By  John  Carey  in  Washing! 


Readers  Report 


SCEPTERMED  LABS,  INC. 
CLONES  REPLACEMENT  HEARTS 

Two  hc;ins  are  belisr  ihiui  one 
;epi.'     '    ihs.  Inc  s  rcplaccm  - 
'jjfic  marvel.  The  m 
patients  wiiii 
icing  the 
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COMPUTERS 


IBM:  BACK  TO 
DOUBLE-DIGIT  GROWTH? 

Even  a  worldwide  services  push  and  cutting-edge  components  may  not  be  enough 


Listening  to  Louis  V.  Gerstner  Jr. 
talk  about  IBM,  you  could  hardly 
tell  revenue  gi'owth  is  in  the  low 
single  digits.  But  on  May  13, 
there  was  the  ceo,  reciting  for  Wall 
Street  a  unit-by-unit  rundown  of 
IBM's  businesses  that  amounted  to  a 
bullish  analysis  of  the  computer  gi- 
ant. Gerstner  even  made  a  bold 
prediction:  It  is  "possible"  IBM  will 
return  to  double-digit  revenue 
growth  in  the  next  few  years. 

Investors  ate  it  up.  The  next 
day,  IBM  shares  shot  up  foiu*  points, 
to  nearly  126.  And  why  not?  Foi- 
five  years,  Gerstner  has  been  mas- 
teiTninding  one  of  the  most  remark- 
able revivals  in  coiporate  history: 


EARNINGS 
ARE  ON  TARGET. 


...AND  IBM'S  STOCK 
IS  HiniNG  NEW  HIGHS... 


double-digit  earnings  gi'owth,  a  laser  ■ 
cus  on  costs,  and  one  of  the  industi 
most  aggTessive  beads  on  electronic  c( 
merce.  For  the  fii'st  time  in  years,  po 
ets  of  the  company  are  excelling.  In  ' 
Gerstner  turned  up  the  heat  on  hit 
tech  senices,  a  $19.3  billion  business  t 
gi'ew  22%.  Chip  and  disk-drive  ope 
tions  racked  up  sales  at  a  20%  clip.  A 
software  acquisitions,  such  as  Lotus  I 
velopment  Coip.  and  Tivoli  Systems  Ii 
are  paying  off  big  time. 

Sounds  like  nirvana.  The  trouble 
whether  Gerstner  can  rev  up  a  hii 
chunk  of  IBM's  business  that  is  nowlu 
near  the  fast  lane.  Despite  the  upbi 
perfomiance  Gerstner  gave  analysts,  i 
is  losing  gTound  in  personal  compute 
sei-vers,  storage  systems,  and  its  bre; 
and-butter — mainframes.  Consider  t? 
math:  Big  Blue  ended  1997  wi 
neaiiy  64%^ — a  staggering  $50  1 
lion — of  its  business  flat  to  do\  i. 
It  was  the  same  in  the  fiit 
quarter,  a  red  flag  that  n- 
jor  segments  of  IBM's  co- 
puter  business  ar-e  eitl 
losing  market  share 
just  not  keeping  up  mt  i 
fast-gTowing  rivals. 
Gerstner  aims  i 
make  up  a  lot  of  t  > 
difference  with  hy]>i 
gi'owth  in  just  n 
key  area:  high-ti 
services.  Althoui 
IBM  execs  have  c;i- 

...BUT  REVENUE  GROWTH 
IS  STILL  ANEMIC 
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tioned  analysts  for  more  than  a  year  that 
the  company's  services  business  can't 
grow  at  a  2f//f-plas  rate  forever,  Gerstner 
now  says  he's  unwilling  to  accept  that. 
Why?  The  services  sec-tor  is  going  glob- 
al— a  trend,  Gerstner  says,  that  should 
fuel  IBM's  business  strongly  enough  to 
carry  the  company  even  if  its 
other  businesses  stay  at  '97  ^ 
growth  rates.  In  '96,  ib.m  ZI  I 
snagged  27  computer-service  Z  I 
deals,  each  worth  more  than  ^ 
.$100  million,  21  of  them  in  the 


reariy  information  appliance.s — the  innaitls 
of  everjlhing  from  Internet  phones  to 
handheld  computers  to  rv  set-top  boxes. 

While  Gerstner  thinks  ib.m  can  reach 
double-<ligit  growth  in  a  few  years,  some 
analysts  figure  it  may  take  longer.  Gerst- 
ner is  making  his  prediction  based  on  an 


4 


Every  major 
competitor-Sun, 


U.  S.  Last  year,  14  of  24  big  Compaq,  Cisco,  HP,  and  Microsoft- 

contracts  were  outside  the  U.  S.   .  .        i  .     i     ,  •  n  , 

And  .so  far  this  year,  five  out  of  IS  growmQ  4to  17  timesjastcr 

seven  deals  are  global.  "I  have 


never  seen  a  better  growth  bu.STne.ss  than 
[information-technology' I  services,"  .says 
Gerstner. 

OTHERS'  INNARDS.  Still,  services  alone 
rnay  not  be  enough  to  Lift  IBM  into  double 
digits.  That's  why  Gerstner  also  has 
staked  out  expanding  businesses  such  as 
collaborative  software,  Pf;  servers,  and 
di.sk  drives.  Longer  term,  though,  he's 
betting  on  new  terrain.  Gerstner  wants 
to  reenergize  revenues  by  making  Big 
Blue  the  premier  supplier  of  electronic- 
commerce  software  anrl  services  and  the 
maker  of  raw  technology,'  to  build  Net- 


8.5%  1997  growth  rate  a^Ijusted  for  the 
negative  impact  of  ciurency.  But  some 
analysts  don't  see  it  that  way.  Ba.sed  on 
nonadjusted  growth  rates  and  a  20% 
growth  in  the  services  business,  it'll  be 
2fXJ2  before  IBM  hits  an  overall  growth 
rate  of  10%,  figures  analyst  Steven 
Milunovich  of  Merrill  Lynch  &  Co.  The 
only  way  ib.m  can  reach  that  sooner  is  if 
the  company's  software  anrl  hardware 
businesses  kick  in.  While  software  has 
been  inching  back  into  the  growth  col- 
umn— it  posted  a  2%  gain  in  the  first 
quarter — hardware  has  been  a  bummer. 


ib.m's  computer  .sales  were  dfjWTi  8 
the  first  quarter,  to  $7.1  billion,  fi'om 
billion  a  year  ago. 

Gerstner  knows  he  must  flo  betteri 
the  high-tech  world,  single-digit  reveir 
growth  doesn't  cut  it.  Overall,  IBM's  i 
enue  rose  a  piddling  :i4%  last  year  ari 
scant  1.8%  during  the  fiy 
quarter  of  this  year  Worst 
the  same  time,  major  rival 
Compacj  f 'omputer.  Sun  Mii 
systems,     Cisco  Syste 
Hewlett-Packard,  and  Mi 
soft — were  growing  4  to 
times  faster.  "Every  year, 
grows  slower  than  the  ind' 
try,"  says  International  D 
Corp.  analyst  Frank  Gens.  "There  i 
jxjssibility  that  five  years  down  the  n.' 
IB.M  may  not  be  the  largest  informati-i 
technology'  supplier."  Says  Sfjundview  k 
nancial  Group  analyst  fJary  Helmig:  "V\ 
is  the  turning  point  here." 

Indeed,  Big  Blue  is  looking  smaller 
the  day.  Microsoft  Corp.  is  now 
world's  largest  software  provider, 
ing  edged  past  ib.m  with  %V-^.\  billion 
software  sales  during  19fi7,  vs.  .$12.8 
lion  for  IBM.  In  the  .$6.6  billion  datab; 
software  market,  Oracle  Corp.  slip} 
past  IBM  last  year  \jr>  become  t^jps  in 


HOW  IBM'S  GROWTH  STACKS  UP 
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field — Oracle's  database  revenue  jumped 
20%,  to  $1.82  billion,  wliile  IBM's  gi'ew 
8%,  to  $1.8  billion,  according  to  mai'ket 
researcher  Dataquest  Inc. 

Wliat's  moi'e,  IBM,  once  the  undisputed 
king  of  hai'dwai'e,  is  about  to  lose  that  ti- 
tle, too.  Wlien  Compaq  Computer  Coip. 
completes  its  $9  billion  merger  with  Dig- 
ital Equipment  Corp.,  their  combined 
hai'dware  operations  will  be  $i4  billion  by 
yearend.  IBM's  computer  sales  are  ex- 
pected to  be  $26  billion,  essentially  flat 
from  '97.  Says  Compaq  Senior  Vice-Pi-es- 
ident  John  T.  Rose:  "If 
you're  not  quick  enough, 
the  competition  will  get 
by  you." 

Gerstner  wants  to  get 
quicker  On  Feb.  2,  in  his 
annual  employee  pep 
talk,  he  told  ibm's  270,000 
workers  via  a  televised 
speech:  "We've  got  to 
gain  market  share,"  he 
snapped.  "This  is  the 
yeai'  we've  got  to  make 
it  happen."  Then,  poking 
a  finger  at  his  troops, 
Gei-stner  declared:  "None 
of  us  at  IBM  is  here,  cer- 
tainly not  me,  because 
we  want  to  work  on  a 
perpetual  turnaround. 
We're  finished  with  the 
turnaround." 

Tough  talk  aside,  Gei^t- 
ner  insists  ibm's  growth 
over  the  past  few  years 
has  not  been  shabby.  The 
way  he  sees  it,  Big  Blue 
didn't  gi'ow  a  measly  o.4%  last  yeai'  but  a 
respectable  8.5%.  How  so?  IBM  calculates 
the  different  cmTency  values  against  the 
dollar  in  the  160  countries  it  does  busi- 
ness in  to  come  up  with  a  figiu-e  it  calls 
"constant  cuirency."  Gei-stnei-  ai-gues  that 
since  IBM  conducts  55%  of  its  business 
overseas,  the  only  way  to  get  a  true 
measiu'e  of  how  the  company  is  doing  is 
to  factor-  in  currency  fluctuations  around 
the  globe.  If  you  do,  he  says,  IBM  is  on 
tar-get:  high  single-digit  r-evenue  gr'owth 
and  double-digit  ear-nings.  "You  have  to 
look  at  [gr-owthi  fr'om  the  pei'spective  of 
constant  currency  or'  it  r-eally  isn't  very 
meaningful,"  he  says. 

But  even  using  that  logic,  lP,M's  growth 
doesn't  measur-e  up  to  that  of  rivals. 
Hewlett-Packard  Co.,  for  example,  con- 
ducts 56%  of  its  business  outside  the 
U.  S.,  yet  its  revenue  still  gr-ew  12%-  last 
year-,  without  adjusting  for  constant  cui-- 
rency.  And  in  the  fir-st  quar-ter,  hp's  r-ev- 
enue  shot  up  16%^ — even  with  falling  FC 
prices,  a  problem  IBM  and  Compaq  shar-e. 
"If  I'm  looking  at  the  gi-owth  rate  of  the 


company,  I'm  not  going  to  use  constant 
cur-r-ency,"  says  analyst  Bret  Rekas  of 
BancAmer-ica  Robertson  Stephens.  Even 
at  the  8.5%  constant-currency  rate  ibm 
executives  are  using,  Rekas  isn't  im.- 
pressed.  "I'm  supposed  to  get  excited 
about  that?"  he  asks. 

Gerstner-,  however,  is  excited  about 
IBM's  opportunities  for  gr-owth  in  an  in- 
creasingly digital  world.  He  says  Big 
Blue  has  two  skills  it  can  capitalize  on: 
ser-vices  and  micr-ocliip  knowhow.  Ger'st- 
ner-  is  betting  that  the  Inter-net  will  set 


off  demand  for  IBM  chip  technology  as 
well  as  services  to  manage  new  gener-a- 
tions  of  low-cost  digital  gear-.  "The  net- 
wor-k  wor-ld  is  the  ultimate  manifestation 
of  what  this  technology  is  going  to  do," 
says  Gerstner.  "It's  going  to  connect 
ever-ybody  and  ever-ything."  But  don't 
expect  IBM  to  build  toasters  with  tiny 
computers  inside  or  even  handheld  com- 
puter's. It  views  its  r'ole  strictly  as  a  com- 
ponents supplier  to  other-  companies. 

Odds  ar-e  that  Big  Blue,  already  a  big 
teclmology  sujopher-,  will  eke  a  good  busi- 
ness out  of  tliis  IBM  Inside  str-ategy.  But 
it's  too  ear-ly  to  tell  whether-  it  will  boost 
growth  substantially.  The  company  al- 
r-eady  supplies  super-fast  slivers  of  sili- 
con for-  Silicon  Gr'apliics  Inc.'s  Cr-ay  Re- 
sear-ch  Inc.  super-computer's.  Networ'king 
giants  Cisco  Systems  Inc.  and  3Com 
Corp.  use  ibm  microchips  in  their-  com- 
mimications  gear-.  And  phonemaker-  Qual- 
comm  has  adopted  IBM  chips  to  make 
digital  phones.  In  disk  drives,  rivals — 
including  Compaq,  Dell  Computer,  and 
EMC — are  lining  up  to  buy  ibm  products. 


And  thanks  to  leading-edge  technolog  in 
the  components  that  go  into  its  diijs 
IBM's  gross  profit  mar-gin  is  40%,  ne  ly 
twice  that  of  competitors'.  Concedes  ^ti 
Egan,  vice-president  for  rival  stor^e 
maker  EMC:  "Periodically,  ibm  doe:  a 
great  job  of  getting  technology  ouiot 
its  labs  and  into  products."  , 

Ther-e's  more  to  come.  Companies  sSh 
as  National  Semiconductor,  Harris,  |id 
Northern  Telecom  are  paying  justai 
the  right  to  have  early  access  to  m'i 
state-of-the-art  wor-k  with  sOicon  gea- 

The  goal:  To 
become  the 
networked 
world's 
premier 
chip  supplie 

MICROELECTRONICS 
CHIEF  ATTARDO 

nium.  With  this  technc 
gy,  IBM  can  make  t 
parts  using  little  powt 
TRUMP  CARD?  Tliat,  S  's 
Big  Blue,  will  be  a  bi 
to  communications  cti 
panies,  such  as  ceU-phdC 
makers,   especially  .? 
•liey  start  building  ne 
generation  devices  tl 
1  have  Net  access  built 
Hughes  Lluctr-orrics  Cor-p.  is  planning l 
use  IBM  chips  in  communications  sat!- 
lites  it  will  launch  next  year.  S; 
Michael  Attar'do,  general  manager 
IBM's  Micr-oelectronics  Div.:  "My  obj;- 
tive  is  to  be  the  pr-emier  [chip]  supplr 
in  the  networ-ked  wor-ld." 

By  then,  Ger-stner  hopes  to  be  the  tr< 
supplier  of  E-commerce  tools  and  s'- 
vices,  r-anging  fr'om  Web  server-s  to 
softwar-e  for  online  video  to  data-mini 
over-  the  Net.  Gerstner  is  focused  hea 
ly  on  Inter-net  security,  Web-managenK ! 
softwar'e,  even  whizzy  software  in 
labs  that  will  tr-anslate  foreign-langu;i 
Web  pages  into  English,  ibm  also  bt 
most  companies  to  mar'ket  with  netwi 
comjjuter-s  and  is  getting  ready  to  laur  i 
a  line  of  power-ful  ser-vers  that  let  co  - 
panies  pull  the  latest  programs  right  i 
the  Net. 

With  the  help  of  a  $100  million  i 
blitz,  the  company  is  gaining  mil 
share — and  business.  Gerstner  says  tht 
r-esear-ch  shows  IBM  is  considered  by  ot- 
er  companies  to  be  a  leader  in  E-coi- 
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Now  there's  a  new  way  to  carry  your  most  vital  information  with 
you  anywhere— with  Palm-size  PCs  powered  by  the  Microsoft  Windows  CE 
operating  system.  While  designed  from  the  ground  up  to  be  the  easiest 


Is  it  possible  to  put  the  familiarity 
of  Windows  in  the  palm  of  your  hand? 


r 


and  most  intuitive  palm-size  device,  Palm-size  PCs  maintain  the  power 
and  familiarity  of  Windows. 

You'll  like  the  way  Palm-size  PCs  keep  you  effortlessly  up-to-date. 
Because  of  Microsoft  ActiveSync  technology,  your  Palm-size  PC  files 
stay  continuously  and  automatically  in  synch  with  your  desktop  PC. 
Just  connect  a  Palm-size  PC  to  your  computer,  and  it  does  the 
rest,  updating  your  contacts,  calendar,  tasks,  e-mail  and  notes. 
You  can  even  download  Web  pages  for  convenient  offline  viewing. 

If  you  know  Windows,  you  can  use  a  Palm-size  PC  immedi- 
ately. And  entering  data  is  a  cinch,  whether  you  handwrite  notes, 
or  use  the  voice  recorder  or  on-screen  keyboard. 

Whether  your  Windows-based  world  includes  a  network, 
a  desktop  PC,  or  a  laptop,  you'll  want  the  palm-size  unit 
that  best  connects  with  it  all.  Look  for  the  logo  that  says 
"Powered  by  Microsoft  Windows  CE"  to  ensure  secure  access 
to  every  Windows-based  device. 

Palm-size  PCs  powered  by  Windows  CE  are  available  today  from 
multiple  hardware  vendors.  For  a  reseller  near  you  or  for  more  infor- 
mation about  the  companies  that  provide  Palm-size  PCs,  go  to 

•'h  w  vv.  en  I  c  rosof  t .  CO  in/  w  in  d  owsce/  p  pc/ . 


Powered  b 


www.niicrosoft.com/windowsce/ppc/ 


Microsoft 


998  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Windows.  ActiveSync.  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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mei-ce.  In  a  coup,  retail  giant  Wal-Mart 
Stores  Inc.  dumped  Microsoft  products  in 
favor  of  IBM  mainframe  systems  to  nm 
its  online  operations.  Tlie  Microsoft  tech- 
nology just  couldn't  handle  the  load.  IBM, 
says  Wal-Mait  Cliief  InfoiTnation  Officer 
Randy  Mott,  has  improved  the  power  of 
its  lax'ge  systems  to  handle  massive  on- 
line volumes.  "It's  a  different  company 
than  it  was  two  to  thi'ee  years 
ago,"  he  says.  ^ 
NET  SHIFT.  But  E-commerce  is  ^  J 
not  translating  into  higher  ~  jj 
product  sales  for  IBM  yet.  And  ~ 
E-commerce  is  not  as  big  a  cat 


gTowth  for  rivals.  Fearftxl  of  damaging 
what's  left  of  its  mainframe  business, 
which  produces  70%  gi'oss  profit  mar- 
gins, IBM  only  recently  started  to  ag- 
gressively push  corporate  systems  using- 
NT  or  low-cost  PC  sei-vers. 

Then  there's  sap,  the  software  of 
choice  for  most  major  corporations  to 
nm  all  facets  of  business,  from  manufac- 


~=  One  good  bet: 
=  T  =  Gerstner  plans 


alyst  as  Gerstner  expected  two  tO  take  the  COmpanV'S  StVOnO 

vears  ago,  when  he  predicted  .  . 

that  the  Net  would  set  off  de-  coMvuterservtces  business  global 

niand  for  ibm's  big  mainframe 


computers  and  huge  stoi'age  systems. 

Gei-stner  is  woiidng  on  that.  Tlie  com- 
pany is  pumping  r-esoiu-ces  into  making- 
PC  ser-vei-s  as  reliable  as  inainfi-ames.  IBM 
also  is  revniting  huge  chiuiks  of  its  main- 
fi'ame  software  for  Microsoft's  Windows 
NT  softwai'e,  a  top  seller  for  sei-vers  and 
workstations. 

But  IBM  must  stiU  fight  its  tendency  to 
move  slowly.  In  the  past,  the  company 
has  hesitated  to  jump  into  ar-eas  of  the 
industry  that  have  fueled  spectacular 


tming  to  finance  to  hiunan  resoiu'ces.  It 
has  been  one  of  the  hottest  areas  in  the 
industry's,  now,  it's  part  of  ibm's  growth 
plan.  But  Big  Blue  was  painftilly  slow 
to  get  onboai'd — turning  off  customers 
and  missing  out  on  a  booming  business. 
Eli  Lilly  Co.  decided  against  an  IBM  main- 
fi-ame  because  it  wanted  to  lun  sap  soft- 
wai'e. Now,  the  company  is  using  a  Sun 
Microsystems  computer. 

New  blood  might  help.  On  May  19, 
IBM's  top  salesman,  Ned  C.  Lautenbach, 


retii-ed  fi'om  the  computer  makei'  to 
for  a  CEO  job  elsewhere.  Lautenbat, 
quiet,  cerebi-al  executive,  will  be  i-epliefi 
by  William  A.  Etheiington,  an  enerjti( 
salesman  who  has  been  runnmg  i  |fl*,s 
sales  operations  in  Em-ope,  the  MH! 
East,  and  Afiica. 

In  hardware,  Gerstner  has  prum- 
analysts  that  IBM  will  get  its  ;ict 
gether  The  company  is  w 
ing  through  an  inventoi  y 
of  PCS  and  PC  servers.  ? 
mainframes    and  midi-a 
computers  should  help, 
revenue  is  going  to  be  ui 
pressure  from  falling  pri 
and   most   analysts  exj 
gi-ow^h  in  this  segment  U 
flat  this  year 
Still,  Gerstner  is  a  believer — as  i 
investors.  He  recently  took  advantage 
IBM's  high  stock  piice  and.  for  the  3s 
time  since  joining  the  company,  sokV*/, 
of  his  IBM  stock  foi'  a  neat  $14  mHoi 
profit.  If  Gerstner  wants  to  profit  hsiri 
somely  on  liis  remaining  shares,  he  \ 
need  to  hit  his  growth  target. 

By  Ira  Soger  in  New  York,  with  Gi . 
McWilliams  in  Houston,  Andy  Ro: 
hardt  in  San  Mateo,  Calif.,  and  bur 
reporis 


If  You  Traded  Securities  on  the  Nasdaq  h/larl^et 
Between  May  1,  1989  and  July  17,  1996 

Please  Read  This  Summary  Notice: 


THE  UNITED  STATES  DISTRICT  COURT  FOR  THE  SOUTHERN  DISTRICT  OF  NEW  YORK  ("THE  COURT")  HAS  ORDERED  THAT  NOTICE  BE  GIVEN  OF  THE  PENDENCY  OF  CIP 
ACTION  AND  OF  CERTAIN  PROPOSED  SETTLEMENTS  IN  IN  RE  NASDAQ  MARKET-MAKERS  ANTITRUST  LITIGATION.  94  CIV  3996  (RWS),  M  D,L  NO,  1023  (S.D  N  Y)  ("THE  ACTIOI 

The  Court  has  certified  the  Action  as  a  (including  the  Proposed  Settlements,  an  injunction.  The  defendants  are  37  a  waiver  of  rights  and  broad  release 

class  action  on  behalfofall  persons,  firms,  discussed  below)  and  any  favorable  or  ma|or  Nasdaq  market-makers  identified  claims,  the  terms  of  which  are  inclui 

corporations,  and  other  entities  (excluding  unfavorable  judgments  entered  in  the  in  the  Class  Notice.  The  defendants  have  in  the  full  class  notice.  The  Court  vi 

defendants  and  other  Nasdaq  market-  Action.  The  Class  is  represented  by  denied  all  of  plaintiffs'  allegations  and  conduct  a  Hearing  on  the  firl 

makers,  and  their  respective  affiliates)  Class  Counsel,  whose  efforts  are  have  asserted  numerous  affirmative  approval  of  the  Proposed  Settlemers 

who  purchased  or  sold  Class  Securities  coordinated  by  Plaintiffs' Co-Lead  defenses.    The  Court  has  not  and  any  petitions  for  attorneys' f( 

on  the  Nasdaq  National  Market,  trading  Counsel,  who  are:  Arthur  M  Kaplan,  adjudicated,  and  expresses  no  opinion  and  reimbursement  of  expenses 

directly  (or  through  agents)  with  the  Esq.,  Fine,  Kaplan  &  Black,  A  Restncted  regarding  the  merits  of,  any  claims  or  September  9,  1998  at  10  a.m.  A 

defendants  or  their  alleged  co-  Professional  Company;  Christopher  defenses.  Class  member  wishing  to  appear  ai 

conspirators,  or  with  their  respective  Lovell,  Esq.,  Lovell  &  Stewart,  LLP;    Class  Counsel  have  negotiated      heard  must  submit  a  Notice 

affiliates,  dunng  the  period  May  1,  1989  Leonard  B.  Simon,  Esq.,  Milberg  Weiss  Proposed    Settlements   with   all  Intention  to  be  Heard,  not  later  th 

through  July  17,  1996  ("Class  Period").  Bershad  Hynes  &  Lerach  LLP;  and  defendants,  subject  to  Court  approval.  J^'V       ""998,.  according  to  t 

The  Class  includes,  but  IS  not  limited  to,  Robert  A.  Skirnick,  Esq.,  Meredith  The  Proposed  Settlements  provide  for  instructions  in  the  Class  Notice.  T| 

trades  through  brokers  acting  as  agents.  Cohen  Greenfogel  &  Skirnick,  PC.  You  aggregate  payments,  which,  including  full  Class  Notice  is  being  mailed  on 

For  purposes  of  this  Class  definition,  the  may  enter  an  appearance  through  interest,  will  total  (before  deductions  for  about  May  15,  1998  to  perso 

term  "Class  Securities"  refers  to  1,659  separate  counsel,  at  your  own  expense,  fees  and  expenses  permitted  by  the  identified  by  defendants  as  potent 

secunties  traded  on  Nasdaq  dunng  the    Plaintiffs  allege  that  the  defendants  and  Court)  approximately  $1,027,000,000.00  class  members. 

Class  Period.  A  list  of  the  Class  Secunties  others  successfully  conspired  to  increase  by  the  anticipated  time  of  distnbution  in    Da'«j  Mayi5,i998aert<ofiheCourt  unitedStJ 

annoarc  in  the  riacc  Mntiro  r.„         —  1„.„».«„  1QQQ  Tht.  nrnnr^carl  enHI<:>rr,Qn(e  ^^ntain  DistTCt  Couil  for  the  Southem  DistTct  Of  New  Yor1(  ' 


appears  in  the  Class  Notice.  and  fix  the  "spreads"  paid  by  plaintiffs  and  1999.  The  proposed  settlements  contain 

•  If  you  are  and  w/ish  to  remain  in  the  the  members  of  the  Class  in  connection 
Class,  you  need  not  take  any  action  with  purchases  and  sales  of  Class 
at  this  time.  Secunties.  The  spread  is  the  difference 

•  If  you  meet  the  Class  definition,  you  between  the  bid  and  the  ask  pnce  quoted 
m\\  be  deemed  a  member  of  the  for  a  security,  and  allegedly  represents  a 
Class  unless  by  July  14,  1998  you  transaction  cost  borne  by  buyers  and 
exclude  yourself  according  to  the  sellers  of  Nasdaq  secunties.  Plaintiffs 
instructions  in  the  Class  Notice.  seek  to  recover  treble  damages  for  the 
If  you  remain  in  the  Class,  then  you  Class,  together  with  reimbursement  of 

will  be  bound  by  any  settlements  costs,  an  award  of  attorneys'  fees,  and 


TO  RECEIVE  THE  FULL  CLASS  NOTICE  (ANDFUTURE  NOTICES 

C...1-800-933-6363 

OR  WRITE:  NASDAQ  LITIGATION 
PO  BOX  866 
NEW  YORK,  NY  10019 
,  OR  WS/T:  http://www.nasdaqlitigation.com 
ORE-MAIL:  noticeignasdaqlitigation.com 

PLEASE  DO  NOT  TELEPHONE  ANY  DEFENDANT, 
CLASS  COUNSEL  OR  THE  CLERK  OF  THE  COURT. 


ich  these  Business  Week  advertisers  on  ttie  Web: 


Compuware  Corporation 

wjm.com 

www.conipuwarc.com 

na 

Continental  Airlines 

w.aetna.com 

www.nycontinental.com 

D 

Dale  Carnegie  Training 

w.aiTid.com 

www.dalc-carnegie.com 

erican  Express  Financial 

Dana  Commercial  Credit 

i-isors 

www.dana.com/dcc 

w.americanexpress.com/ 

Delta  Air  Lines 

Ivisors/ 

www.delta-air.com 

:  American  Institute 

Digital  PC 

\rciiitects 

www.windows.digital.com 

w.aiaonline.com 

Diners  Club  International 

lerican  Isuzu  Motors,  Inc. 

www.dinerscliib.com 

w.isuzu.com 

J.D.  Edwards  &  Company 

lerican  Power  Conversion 

www.jdedwards.com 

w.apcc.com 

EMC 

dersen  Consulting 

www.enic.com 

■w.ac.tom 

Energy  Cost  Savings  Council 

&T 

www.plug-in.org 

■w.att.com 

Equitable/ AXA 

A  Insurance  &  Investment 

www.equitahle.coni 

'W.axa.com 

Ericsson 

farian  Ministry  for 

www.ericsson.se 

3nomic  AfFairs 

E'TRADE 

w.bavern.de 

www.etrade.com 

1  Atlantic 

Federal  Express 

'w.hell-atl.com 

www.fedex.com 

sic 

Fidelity  Investments 

wxasioxom 

www.tidelitv.coni 

rysler 

FileNET 

w.chryslercorp.com/ 

www.hlenet.com 

CO 

Flexilntemational  Software 

"w.cisco.com 

www.flexi.com 

Tily 

Ford 

■w.clarily.com 

www.ford.com/ 

F  Transportation  Inc. 

France  Telecom 

wcnfcom 

www.trancetelecom.tr 

mdisco 

Fujitsu 

'w.comdisco.com 

www.fujitsu.com 

mpaq 

Fujitsu  PC  Corporation 

w.compaq.com 

www.  tuj  i  ts  u-  pc .  CO  m 

mputer  Associates 

Gateway  2000 

w.cai.com 

www.gatewav.cimi 

GE  Information  Services 

www.geis.coni 
General  Motors 

www.gm.com 

gte' 

www.gte.com 
Hammermill 

www.hammermillpaper.com 

Hewlett-Packard 

www.hp.com 

Hitachi 

www.hitachi.com 
Honda 

vvww.honda.com 

Hyatt  Hotels  Corporation 

www.hyatt.com 

Hyperion  Software 

www.hysoft.coni 
IBM 

www.ibm.com 
International  Paper 
www.ipapef.com 
Iomega 

www.ioniega.com 
JBA  International 
www.ibamtl.com 
Lawson  Software 
www.Lawson.com 
Lexus 

www.lexus.com 
Lincoln-Mercury 
www.lincolnniercury.com 
Lotus 

www.lotus.coni 
Lucent  Technologies 

www.lucent.coni 
MCI 

www.mci.coni 

Mercedes-Benz 

wrww.usa.mercedes-benz.com 

Merrill  Lynch 

www.ml.coni/ 

Microsoft 

www.  m  i  c  roso  ft  .com/ 
Mississippi  Power 

www.mspower.com/ecodev 
MITA 

www.mita.coni 
Mitsubishi  Electronics 
America,  Inc./Electronic 
Device  Group 

www.  niitsubishichips.com 


Mitsubishi  Motor  Sales 
of  America 

www.mitsucars.com 

MOVADO 

The  Museum  Watch 

www.niovado.coni 
NCR 

www.ncr.com 
Norfolk  Southern 

www.nscorp.com 
Nortel 

www.nortel.com 
Northwest  Airlines 
www.nwa.com 
Novartis 

www.novartis.com 
Okidata 

www.okidata.com 
OPEL 

www.opel.com 

The  Panasonic  Personal 

Computer  Company 

www  pa  n  aso  n  ic  .CO  ni/ruggedpc 
PeopleSoft 
www.peoplesoft.com 
Praxair 

www.praxair.coni 

PSINet 

www.psi.net/ 

QAD  Inc. 

www.QAn.com 

QUALCOMM 

w  w  w.  q  u  a  1  c  o  m  m .  c  1 1  m  /  c  d  m  a 

Republic  National  Bank 

www.rnb.com 

Ricoh  Corporation 

wwvv.ricoh.com 

Roberts  Express,  Inc. 

www.  roberts.com 

Royal  Insurance 

www.royal-usa.com 

SAP 

www.sap.coni 
SAS  Institute 

www.sas.com/ 
Savin 

www.salest^'savin.com 


Charles  Schwab 

www.,sch  wab.com 
Seagate 

www..seagate.com 
Sharp 

www.sharp-usa.com/ 
Siemens  Corporation 
www.siemens.com 
Siemens  Microelectronics 
vvwwsmi.sieniens.com 
Sprint 

vvww.sprmt.com 

Sun  Microsystems 

vvww.sun.com 

Symbios  Logic 

www.svnibios.com/bw.htni 

TIBCO 

www.tibco.coni 

Tivoli 

www.tivoli.com 
Toshiba  America 
Information  Systems 
coniputers.toshiba.com 
Toyota  in  America 
www.toyota.com/usa 
Toyota  Motor  Corporate 
Services 

wwwtoyota.coni/usa 
Toyota  Motors 
www.tovota.com 
T.  Rowe  Price 
vvwvv.troweprice.com 
United  Technologies 
www.utc.com 
UPS 

www.ups.com 

US  Airways 

www.  u  sai  rways .  c  0  m 

UUNET  Technologies 

www.uu.net 

Visio 

www.visio.coni 
Vizio 

www.vizio.com 
Xerox 

www.xerox.coni 


BusinessWeek 


.  b  u 


sinessweel 


he  new  mteractive  computer  shopping  guide, 
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By  Anthony  Bianco 

rhe  Dow  Jones  industrial  average  was  up  65  points 
and  seemingly  headed  for  another  record  close  when 
Wall  Street  was  convulsed  by  a  mmor  that  Abby 
Joseph  Cohen  was  about  to  alter  her  bullish  stock 
market  forecast.  Actually,  Cohen,  the  chief  strategist 
for  Goldman,  Sachs  &  Co.,  was  sequestered  along 
h  a  few  hundred  other  senior  Goldman  employees  at  a  con- 
jnce  center  an  hour's  drive  from  Manhattan.  As  Cohen  lis- 
ed  to  a  speech  by  Goldman  Chief  Executive  Jon  S. 
"zine,  someone  tapped  her  on 
shoulder  "There's  an  emer- 
ley,"  the  woman  whispered. 

)U  must  call  the  office."   

rhe  Dow  had  already  surren- 

•ed  60  points  of  its  gain  by  the  time  Cohen  I'eached  Steven 
Wagshal,  who  mans  Goldman's  research  "hotline"  and 
ves  as  the  firm's  official  conduit  of  stock  market  mmor. 
gshal  quickly  patched  Cohen  tlu'ough  to  the  intercom  sys- 
fi  that  links  Goldman  offices  throughout  the  world.  From 
seat  on  the  trading  desk  in  New  York,  Wagshal  watched 
awe  as  the  sound  of  Cohen's  voice  brought  the  cavernous 
im  to  a  standstill.  As  soon  as  it  became  clear  that  Cohen 
i  not  altered  her  views,  hundreds  of  traders 
1  brokers  noisily  hit  the  telephones  as  one. 
e  market  began  levitating  and  ended  the 
I  up  35  points.  Says  Wagshal:  "It  was  as  if 
:  world  were  falling,  and  Abby  came  in  and 
ed  it  up  again." 
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That  was  Nov.  16,  1996— some  18  months  and  2,800  Dow 
points  ago.  In  the  interim,  Cohen  has  completed  her  own  im- 
probable rise  to  full-fledged  market  gmn.  In  an  era  of  wildly 
proliferating  financial  punditiy,  Cohen's  opinions  on  America's 
latest  national  obsession — the  stock  market — now  carry  more 
weight  than  anyone's,  with  the  exception,  perhaps,  of  Wan-en 
Buffett's.  "A  yeai'  ago,  when  Abby  was  inducted  into  oui-  Hall 
of  Fame,  I  said  she  was  the  most  influential  woman  on  Wall 
Street,"  says  Louis  Rukeyser,  host  of  Wall  $treef  Week  With 
Louis  Rukeyser.  "But  now  I  would  say  that  she  is  the  most 
influential  market  forecaster,  period." 

Wliile  Cohen,  46,  is  much  in  demand  as  a  commentator  on 
PBS,  CNN,  CNBC,  and  other  net- 
works, she  has  perfonned  equally 
well  off  camera  in  her  essential 
role:  advising  Goldman  Sachs's 
high-powered  clientele  of  institu- 
tional investors.  Cohen  ranks  first  among  strategists  in  the 
prestigious  sm-veys  of  market  analysts  conducted  annually  by 
Institutional  Investor  magazine  and  by  Greenwich  Associates. 
"Abby  Cohen  is  already  recognized  as  the  best  in  her  line  of 
work,  and  [she's]  getting  better  and  better,"  says  Charles  El- 
lis, managing  partner  of  Greenwich  Associates. 

Cohen's  chief  claim  to  fame  is  that  she  has  been  bullish  on 
the  stock  market  ever  since  February,  1991,  about  three 
months  after  the  Dow  hit  bottom  at  2,365 
and  began  its  epic  advance.  One  by  one,  many 
other  pr-ominent  forecasters  have  soured  on 
stocks  diuing  the  last  two  yeai's — usually  dui"- 
ing  one  of  the  market's  short-lived  sinking 
spells.  But  Cohen  has  yet  to  flinch  in  her  be- 


ow  Abby 
[)hen  came  to 
3  one  of  the 
ost  closely 
atched 
recasters 
1  the  planet 
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lief  that  the  stubborn  strength  of  the  U.  S.  economy  gives  this 
bull  market  more  room  to  ixm.  "It's  said  that  the  five  scaliest 
words  about  the  market  ai'e  This  time  it  is  diflerent,' "  Cohen 
says.  "But  sometimes  it  really  is  different." 

Abby  Cohen  is  a  respected,  even  beloved  figure,  in  in- 
vesting circles,  but  she  practices  a  profession  in  which  esteem 
has  always  been  a  highly  perishable  commodity.  Wall  Street 
history  is  filled  with  sorry  tales  of  fleeting  preeminence,  of 
market  wizards  who  made  eveiy  right  move  until  they  went 

suddenly,  irreparably 
wrong.  Does  anyone 
out  there  remember 
Joe  Granville? 

To  secure  hei'  reputation  as  Wall  Street's  finest  pi'ognos- 
ticator,  Cohen  is  going  to  have  to  call  the  end  of  the  bull 
market  that  has  made  her  famous.  Reversing  field  after  a 
long,  triumphant  I'un  would  be  tough  for  any  forecaster, 
but  Cohen  is  under  intense  pressure.  As  America's  favorite 
bull,  she  cannot  turn  negative  now  without  disrupting  the 
market,  perhaps  severely.  "When  she  switches,  the  market 
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will  be  down  the  limit  tliree  or  fom-  days  in  a  row,"  predts 
a  leading  hedge-fund  investor,  referring  to  New  "Vrk 
Stock  Exchange  rules  that  automatically  halt  trading  aer 
sharp  drops. 

"STAIRCASE  PATTERN."  Cohen's  bullishness  rests  on  the  b(ief 
that  big  technology-driven  productivity  gains  across  Coipoite 
America  have  allowed  the  economy  to  grow  at  a  heallij 
rate  without  creating  the  inflationary  pressui-es  that  temti 
induce  recessions  and  market  sell-offs.  Price-earnings  rat« 
dividend  rates,  margin  debt  balances  and  many  other  beih- 
marks  of  stock  market  valuation  I'eached  wonisome  le^fe 
long  ago.  But  in  Cohen's  view,  these  traditional  measi*? 
have  been  of  little  use  in  gauging  the  progi'ess  of  a  mar  - 
blessed  by  the  rare  combination  of  robust  economic  gi'oi, 
and  anemic  inflation. 

The  U.S.  economy  may  have  set  a  reassuringly  ste; 
pace  in  the  1990s,  but  the  stock  mai'ket  has  traced  w»t 
Cohen  calls  a  "staircase  pattern" — a  series  of  explosive  '> 
ward  thinsts  bracketed  by  longer  periods  of  sideward  mce- 
ment.  From  mid-Januaiy  to  late  April,  the  Dow  soare( : 


It's  Lonely  at  the  Top 


Recent  Wall  Street  history  is  littered 
with  the  forecasts  of  market  wizards 
who  prematurely  called  a  downturn.  Through  it  all,  Abbey  Joseph  Cohen  has  remained 
steadfastly  bullish.  At  some  point,  though,  she'll  have  to  call  the  top  of  the  market. 


July  28,  1995 

Dow  at  4716 

As  the 

economy  slows, 
Oppenheimer's 

MICHAEL  METZ 

predicts  an  11% 
market  drop. 


Nov.  10,  1995 
Dow  at  4870 

COHEN  predicts 
that  stocks  will 
rise  again  as 
the  sluggish 
U.  S.  economy 
revives  in 
1996.  "This 
economic 
cycle  has  a 
long  way  to 
go,"  she  says. 


DOW  JONES  INDUSTRIAL  AVERAGE 


DATA  BW  AND  BLOOMBERG  FINANCIAL  SERVICES 


May  7, 1996 
Dow  at  5421 

BYRON  WfEN 

of  Morgan 
Stanley  issues 
'The  Coming 
1000  Point 
Decline." 


July  23,  1996 
Dow  at  5347 

ELAINE 
GARZARELLI 

turns  bearish, 

predicting  a 
15%  to  25% 
drop. 


Oct.  17,  1996 

Dow  at  6059 

As  the  Dow 
breaks  6000, 
COHEN  predicts 
another  1000- 
point  rise. 
"This  will  be 
a  long  bull 
market." 


^arend  1996 
Dow  at  6561 

CHARLES 
CLOUGH  of 

Merrill  Lynch 
urges  a  shift 
from  stocks  to 
bonds. 


Apr.  10, 
Dow  at  61 

After  the 
boosts  rai 

COHEN  Sc 

"it's  just 
shot  to  V- 
off  inflati 


aking  21%.  In  the  last  few 
though,  the  market  has 
ed  between  9000  and  9200. 
;  witnessing  the  formation 
lext  stair  step  in  the  mar- 
Ivance  or  the  beginning  of 
1  of  the  gi-eat  1990s  bull 
? 

m's  advice  to  investors  at 
ervous  juncture  can  be 
d  up  in  a  word:  relax.  Yes, 
nowledges,  the  engine  that 

the  stock  market — coi-po- 
ofits — has  lost  a  bit  of  momentum;  her  prediction  is  that 
ipanies  in  the  Standarxl  &  Poor's  500-stock  index  will  post 
gain  in  earnings  in  1998,  compared  with  10%  last  year, 
hat  matters  most  to  investors  right  now  is  not  the  rate  of 

from  yeai"  to  year  but  the  dui'ability  of  the  profit  cycle," 
is  Cohen,  who  sees  earnings  gi'owth  picking  up  later 
ai"  and  in  1999.  The  U.  S.  is  the  "supertanker"  of  the  glob- 


"It's  said  that  the  five  scariest 
words  about  the  market  are 


al  economy, 
may  not  be 


Cohen  says.  "It 
the  fastest  ship, 
hard  to  knock  off 


?  11 


'This  time  it  is  different, 
Cohen  says.  "But  sometimes 
it  really  is  different" 
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Dec.  4,  1997 
Dow  at  8050 

Forget  Asia, 

COHEN 

advises.  The 
U.S.  economy 
is  the  world's 
"supertanker." 


M 

Dec  31,  1997 

Dow  at  7908 

Deutsche  Mor- 
gan Grenfell's 

ED  YARDENl 

predicts  Abby's 
"supertanker" 
will  sink  in  '99. 


but  it's 
course." 

This  view  underpins  a  mod- 
erately bullish  stock  market 
outlook.  Cohen  sees  the  Dow 
rising  slightly  fi'om  cuiTent  lev- 
els to  about  9300  by  tiie  end  of 
1998  and  continuing  its  ascent 
next  yeai'.  How  high  might  the 
mai'ket  go?  Cohen  will  not  haz- 
ard a  1999  prediction  until  lat- 
er this  year,  but  does  say  that  at  this  advanced  stage  of  the 
bull  market  investors  should  expect  annual  returns  of  8%  to 
10%<  instead  of  the  20%  to  30%  to  wliich  they've  recently  be- 
come accustomed.  The  lesson  of  histoiy  is  clear,  she  says: 
Eventually  this  bull  will  tmTi  into  a  beai'.  But  Cohen  does  not 
see  this  metamoi-jshosis  happening  within  her  "forecast  hori- 
zon," which  extends  through  the  end  of  1999. 
  Not  eveiyone  buys  Cohen's  bull- 
ish case.  In  fact,  some  pundits  ar- 
gue that  she  and  other  so-called 
New  Paradigmists  are  leading  in- 
vestors up  the  garden  path  to  a 
stock  market  crash.  Even  Edward 
Yardeni,  chief  economist  of 
Deutsche  Morgan  Grenfell  and  a 
superbull  throughout  most  of  the 
1990s,  recently  has  parted  compa- 
ny with  Cohen  and  begun  fore- 
casting a  steep  decline  in  coi-po- 
rate  profits  beginning  next  year. 
"Abby  has  done  a  gi-eat  job,  but 
with  all  due  respect,  now  I  dis- 
agree," Yardeni  says.  "I  think 
Supertanker  America  becomes 
Titanic  America  in  1999." 
SENSIBLE  SHOES.  Events  may 
prove  Cohen's  upbeat  forecast 
wrong.  But  her  only  real  short- 
coming to  date  during  this  long 
bull  market  is  that  she  has  con- 
sistently underestimated — not 
overestimated — the  pace  of  its  rise. 
The  Dow  was  about  6500  in  late 
1996  when  Cohen  predicted  7050 
by  the  end  of  1997.  The  market 
actually  closed  the  year  at  7908, 
exceeding  Cohen's  target  by  a 
good  12%'.  Says  Laszlo  Birinyi  Jr., 
of  Bii-inyi  Associates,  who  has  been 
more  bullish  in  degree  than  Co- 
hen: "Abby  is  a  nice  person  and 
all,  but  her  reputation  for  walking 
on  water  is  overdone." 

Cohen  would  be  the  first  to 
agree.  From  the  demure  business 
suits  and  sensible  shoes  she  wears, 
to  the  giaieling  work  schedule  she 
keeps,  to  the  firm  but  measured 
views  she  holds,  Cohen  has  estab- 
lished a  reputation  for  profession- 
alism that  sets  her  apart  from 
many  self-styled  investment  sages 
of  the  past;  she  is  the  guru  as  anti- 
guru.  "It's  not  like  1  have  a  ci-ystal 
ball  sending  out  signals,"  says  Co- 


May  20,  1998 

Cohen  thinks 
the  bull  mar- 
ket is  pausing, 
not  ending. 
The  Dow  will 
meander  for  a 
while  but 
resume  its 
climb  later 
this  year  and 
hit  new  highs 
in  1999. 


Mar.  18,  1998 
Dow  at  8775 

COHEN  fore- 
casts 9300 
in  1998, 
citing  the  solid 
fundamentals 
of  U.S. 
companies. 
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hen,  who  holds  a  master's  degi'ee  in  economics  and  routinely 
puts  in  13-houi'  days  at  the  office  and  works  at  home  on 
Sundays. 

Aside  ii'om  her  puiushing  work  regimen,  though,  Cohen  has 
little  in  common  with  the  stereotypical  Wall  Street  big  shot. 
She  lives  with  hei-  husband,  the  director  of  employee  and  la- 
bor relations  for  Columbia  University,  and  two  teenage 
daughters  in  the  same  middle-class  Queens  neighborhood 

she  gTew  up  in  and  is 
still  active  in  the  same 
Conservative  syna- 
gogue she  began  at- 
tending as  a  girl.  She  moved  back  to  Queens  from  Balti- 
more in  1988  to  be  neai'  her  recently  widowed  father,  her  only 
sister,  and  other  i-elatives.  "We  are  not  a  Wall  Street  family," 
says  Cohen,  who  commutes  to  work  by  city  bus.  "A  Wall 
Street  career  is  not  the  end-all  and  be-all  for  us." 

Says  Gabrielle  U.  Napolitano,  a  Goldman  colleague  who  is 
also  a  close  friend:  "Abby  is  part  of  a  very  closely  knit  ex- 
tended family  that  keeps  her  gi'ounded  in  reality.  She  often 
comments,  'When  I  go  home, 
I  still  have  to  do  the  cleaning 
and  the  laundry.' "  And  she 
means  it.  "I  don't  do  it  all. 


but  I  do  quite  a  bit,"  Cohen 
says.  "I  actually  Like  doing  the 
laundiy.  It's  cathartic." 

Although  Cohen  travels  re- 
lentlessly, she  has  been 
able  to  arrange  her 
schedule  so  that  she  has 
missed  very  few  major 
school  events  over  the 
years.  When  needed,  rel- 
atives have  filled  in.  "It 
has  been  so  nice  to  be 
able  to  call  a  grandfa- 
ther or  a  gi'andmother, 
or  an  aunt  oi'  uncle,"  she  says. 
"It  has  worked  out  wonder- 
fully well  to  have  family  close 
by,  even  if  it's  just  to  have 


BORN  1952,  Queens,  N.Y. 


EDUCATION  B.A.  1973,  Cornell  University:  econom- 
ics, computer  science;  M.S.  1976,  George  Washington 
University:  economics. 

FAMILY  Married  25  years  to  David  M. 
Cohen,  director  of  labor  and  employee 
relations  at  Columbia  University.  Two 


shi-ugged  off  the  dii-e  predictions  of  many  commentatorsmd  i 
lu'ged  investors  to  boost  their  investment  in  U.S.  stik 
The  Dow  rebounded  to  post  a  334-gain  that  day  and  to  )i 
8,000  within  a  few  weeks. 

While  Cohen's  sure  gi'asp  of  economic  fundamentals  I 
her  an  advantage  over  some  other  forecasters,  Wall  Stre, 
filled  with  economists,  and  some  of  them  possess  what;! 
does  not — a  PhD,  By  most  accounts,  however,  Cohen  tenc 
dig  deeper  in  her  research  than  does  the  average  stiri 
gist,  and  she  is  ideally  positioned  to  do  so  at  Goldman,  hpe 
to  one  of  Wall  Street's  lai'gest  and  most  adept  investmenr( 
search  staffs. 

CRUCIAL  EDGE.  Assisted  by  Napohtano,  a  former  high  st 
math  teacher  turned  Wall  Street  quant,  Cohen  even  bi 
her  own  projections  of  corporate  earnings  from  scr; 
Every  quarter,  the  pair  examine  in  detail  every  quait 
earnings  I'eport  by  eveiy  company  in  the  s&p  500.  This  i 
enormously  laborious  and  time-consuming  task,  but  ( '< 
feels  it  has  given  her  a  crucial  edge  in  an  era  in  whicii 
rising  frequency  of  outsized  writeoffs  and  changes  in 

coimting  mles  have  compl 
ed  earnings  forecasting, 
never  before. 

Then,  too,  Cohen  has  h;! 
healthy  skepticism  for 
vestment  dogma  ever  s 
she  began  her  career  in 
mid-1970s  as  a  research 
sistant  at  the  Federal 
serve  Board  in  Washing 
"Parts  of  the  economic  ni' 
the  Fed  used  had  stop 
working  because  they  ha 


ABBY  JOSEPH  COHEN 


daughters,  ages  17  and  12.  ^^^^ 


adapted    to  ref 


'69  HIGH 
SCHOOL  GRAD 


WHEN  HER  ALARM  RINGS  5  a.m. 

ON  TAKING  THE  CITY  BUS  TO 
WORK  "It's  fast,  comfortable,  and 
convenient.  And  I  get  to  sit  in  the 
same  seat  every  day." 


NO.  OF  AIRLINE  MILES  SHE  LOGGED  IN  1997 

125,000 


changes  that  had  taken  p 
in  the  economy,"  Cohen  s; 
"This  was  a  fabulous  les 
to  me  to  be  flexible  in 
analysis  and  to  look  benet! 
the  usual  lules  of  thumttr 
the  underlying  dynamics. 
Applying  this  lesson  in  ■ 


them  come  over  on  a  Friday   '   mid-1990s,  Cohen  was  am 


night  and  sit  around  and 
chat."  Cohen  also  used  to 
amuse  herself  on  weekends 
with  trips  to  the  local  bowling 
alley  and  billiards  parlor  but 
has  had  to  give  up  both  pas- 
times because  of  a  neck  in- 
jury four  years  ago. 

A  prolific  speechmaker  as  well  as  television  commentator, 
Cohen  seems  to  enjoy  the  spotlight  and  has  perfected  the 
art  of  presenting  erudite  views  to  all  sorts  of  audiences 
without  condescending  to  any  of  them.  Unflappably  cheerful, 
she  spices  even  her  professional  conversations  with  words 
like  "funky,"  "crummy,"  and  "stuff"  and  with  playful,  often 
facetious  remarks.  After  recounting  how  she  met  her  hus- 
band, Cohen  said:  "We  got  married  after  graduation.  I  was 
12."  But  that's  not  legal,  came  the  reply.  "It  is  in  Arkansas," 
she  retorted. 

Cohen  is  an  accomplished  analyst  in  many  respects,  but 
what  has  set  her  definitively  apart  from  rival  market  sooth- 
sayers is  the  sheer  tenacity  of  her  belief  in  the  durability  of 
the  bull  market.  She  has  been  at  her  best  when  the  market 
has  been  at  its  worst,  often  to  dramatic  effect.  Last  Oct. 
27,  a  rout  in  the  Hong  Kong  stock  market  sent  a  jolt  of 
panic  all  the  way  to  Wall  Street,  knocking  the  Dow  down  by 
554  points,  or  7.1%,  to  7,161.  The  next  morning  Cohen 


NO.  OF  SPEECHES  SHE  GAVE  150 

OFFICE  EXERCISE  EQUIPMENT  Two  3-pound  barbells 

FAVORITE  FAST  FOOD  Yogurt  of  any  kind,  any  time. 

ON  WOMEN  AND  WORK  "Every  male  CEO  in  the 
country  should  be  required  to  have  a  working  wife." 


the  fii-st  Wall  Street  forec 
ei's  to  argue  that  what 
historical  standai'ds  were  I 
p-e  multiples  were  not  exi 
sive  once  adjusted  for  low 
flation,  surging  returns 
capital,  and  other  unusu: 
favorable  economic  trends 
Cohen's  forecasting  success  is  no  less  a  function  of  what 
does  not  do.  Wall  Street  is  crowded  with  pundits,  all 
whom  have  access  to  essentially  the  same  data.  In  their  < 
peration  to  be  heard  amid  the  din,  many  substitute  shn 
wilting  01'  radical  sliifts  of  opinion  for  solid  analysis.  Throu 
out  her  career,  Cohen  has  proven  herself  to  be  more  ini 
ested  in  getting  it  right  than  in  getting  attention.  "Al 
doesn't  change  her  mind  just  for  the  sake  of  changing 
mind,  wliich  a  lot  of  people  do  on  Wall  Street,"  says  Linchi 
Strampf,  chief  investment  officer  of  the  Ford  Foundation 
have  an  enormous  amount  of  admiration  for  her  ability 
stick  to  her  gims." 

The  higher  the  mai'ket  has  risen,  the  more  Cohen's  reso  t 
has  been  tested.  By  no  means  the  only  bull  left  on  Wl 
Street,  she  is,  however,  the  most  prominent.  Variously  lail- 
ed  as  the  stock  market's  "icon"  or  "spiritual  leader,"  CoHi 
knows  that  she  will  have  to  make  the  most  important  call  ' 
her  career  with  the  whole  world  watching.  She  allows  ti 
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Crowd  Pleaser." 


"Sprint's  Fridays  Free 
helps  us  reach  more  customers 
and  keep  them  happy." 


-Bob  and  Kitty  Boyd 

Biioihluy  Kcniiin  liiirnllouses 
Boolhhjv  Harbor,  MK 


Introducin  g 


SPRINT 


SMALL  BUSINESS 


We  pledge  to  work  with  you  to 
solve  your  business  clniltciiiics 

iisiiiii  the  lii^ht  mix  of 
products  and  proven  tools  from 
recognized  experts  to  help  you 
excel  in  critical  areas  such  as: 


Ensuring  Customer  Satisfaction 
Increasing  Your  Sales 
Improving  Employee  Effectiveness 


PERFORMANCE  PLEDGE 


With  Sprint  s 
Fntfays  Free 
Bob  and  Kitty 
B(n'd  are  serving 
tlicir  customers 
better  tlian  ever, 
and  now  their 


business  is  thriving.  Add  to  that  toll-free,  local  toll 
and  flexible  international  calling  plans  and  \'oii 


too  can  make  \our  business  blossom.  What  s  more, 
we  have  valuable  tools  and  advice  to  help  xoii  in: 

•  Measuring  customer  satisfaction 

•  Enhancing  customer  relationships 

•  Growing  your  business  internationally 
...and  a  whole  lot  more.  Because  Sprint  not  only 
delivers  reliable  business  communications,  but  can 
actually  help  groii'  your  business.  So  put  our  Small 
Business  Performance  Fledge  behind  you.  Call  today. 

1-800  •477-1406  www  sprint  ciim/iilcdjiiV 


Sprint 


We  help  your  business  do  more  business' 


"For  $50  monlhly  commilmeni  level,  minimum  of  $50  required  on  days  other  than  Fridays  Customers  who  do  not  meet  the  minimum  requirement  will  be  billed  the  difference  to  equal  the 
minimum  lylaximum  of  $200  in  free  local  toll  and  long  distance  calling  on  Fridays  per  month,  per  customer  For  $200,  $500,  $750  and  $2,000  monthly  commitment  levels  maximum  of  $1,000 
tree  usage  For  $4,000  monthly  commitment  level  maximum  of  $2,000  free  usage  Offer  good  for  up  to  1 1 0  consecutive  Fridays  total  Excludes  SprintFAX  f  and  Sprint  Conference  Line's 
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Cohen  has  been  at  her  best  when  the  market  has  been 


at  its  worst,  often  to  dramatic  effect 


she  may  well  en-  in  hei'  forecasting  as  this  bull  mai'ket  nears 
its  end  but  insists  that  it  won't  be  because  she  lost  her 
nei've  or  compromised  her  discipline.  "I  continue  to  sweat  the 
details  because  I  always  want  to  give  clients  the  right  analy- 
sis for  the  right  reasons,"  she  says.  "But  I  don't  feel  any  more 
pi-essm-e  to  be  right  than  I  ever  did." 

Without  exception,  Cohen's  friends  and  clients  say  they 
have  seen  nothing  to  indicate  that  she  is  buckling  under 
stress  or  that  success  has  gone  to  her  head.  "Abby  is  a 
coui-ageous  person,  but  it  goes  deeper  than  that.  She  has  in- 
ner peace  in  a  world  of  tumioil,"  says  Martin  L.  Liebowitz, 
chief  investment  officer  of  Teachers  Insurance  &  Annuity 
Assn.-College  Reth-ement  Equities  Fimd  (tiaa-('REF).  "It  is  an 
interesting  question  how  a  person  like  that  is  formed." 

Like  many  noteworthy 
Americans,  Cohen  is  the 
child  of  immigrants.  Al- 
though she  describes  herself 
as  "a  first-generation  Amer- 
ican," only  her  mother,  nee 
Sliii'ley  Silverstein,  was  bom 
abroad.  Silverstein  left  her 
native  Poland  with  her  par- 
ents in  the  1920s  and  reset- 
tled in  Brooklyn.  Cohen's  fa- 
ther, Raymond  Joseph,  was 
born  in  Brooklyn  in  1913,  to 
recently  arrived  Polish  im- 
migTants.  Bright  and  indus- 
trious, Joseph  earned  two 
degTees,  including  a  mastery's 
in  finance  from  New  York 
University,  while  working 
full-time.  In  1946,  he  mar- 
ried Silverstein,  who  had  gi'aduated  from  Brooklyn  College. 

The  Josephs  soon  moved  to  Queens  and  a  newly  built, 
bustling  neighborhood  of  single-family  homes  and  quality 
public  schools.  They  began  as  a  two-cai-eer  couple.  Mr.  Joseph 
worked  as  an  accountant  with  the  firm  of  J.  K.  Lasser,  now 
part  of  Deloitte  &  Touche,  and  Mrs.  Joseph  was  employed  in 
the  controller's  office  at  General  Foods  Co.  But  in  1948,  after 
the  buth  of  her  fii-st  child,  she  left  General  Foods  and  became 
a  full-time  housewife  and  mother  Not  long  after  Abby  was 

born  in  1952, '  Mrs. 
Joseph  foimded  a  sum- 
mer camp  for  the 
neighborhood  kids. 
Raymond  Joseph  soldiered  on  at  Lasser  until  the  late 
19f50s,  when  liis  career  took  an  unusual  twist.  Joseph,  who  had 
developed  a  .specialty  in  publishing-company  accounting,  took 
a  job  as  controller  with  one  of  his  best  clients,  Eaaence,  the 
Afiican-American  montWy.  Says  Cohen:  "In  oiu'  family,  we  call 
him  the  sweetest  man.'  My  father  has  the  loveliest  disposition 
and  is  extremely  open-minded.  He  was  just  so  attracted  by 
the  enthusiasm  of  the  Ea^ience  people."  Napolitano  says  that 
Abby  and  her  father  have  strikingly  similar  temperaments: 
"They  both  have  the  same  calm,  even-tempered  approach 
to  life." 

Abby  Joseph  came  of  age  duiing  the  1960s  but  was  not  de- 
fined by  that  turbulent  era.  "I  felt  no  need  to  rebel  at  all,"  she 
says.  "My  parents  were  very  aware  of  the  times  and  willing 
to  bend."  At  Martin  Van  Buren  High  School,  Abby  partici- 
pated in  a  half-dozen  extracun-icular  activities,  was  elected 
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"gii-l  leader"  of  the  honor  society,  and  ranked  12th  in  the 
gTaduating  class,  of  1,636.  Her  forte  was  the  natural  scie 
(she  won  two  Futui'e  Scientists  of  America  awards),  plai 
the  hope  in  her  parents  that  she  would  become  a  doctoj 

Young  Abby  may  have  been  a  straight  an-ow,  but 
means  was  she  docile — thanks  mostly,  she  says,  to  her 
er.  "My  mother  was  a  veiy  bright  and  opinionated  womanl 
studied  a  situation,  made  her  mind  up,  and  then  proceed 
she  says.  "Like  her,  I  am  willing  to  go  against  conventj 
wisdom.  If  I've  done  my  homework  and  I  believe  thatT 
right,  I  really  don't  care  if  people  agi-ee  with  me  or  not.| 
In  1969,  Joseph  enrolled  at  Cornell  University,  or 
the  few  Ivy  League  colleges  that  admitted  women  atl 
time.  Even  so,  women  were  in  the  minority  at  Cornell,! 

Cohen  made  herself 
more  conspicuous  by  | 
choice  of  studies.  She 
physics  major  until  she  I 
covered  economics  and! 
fledgling  field  of  comp| 
science,  a  male  bastic 
ever  there  was  one.  In| 
junior  year,  Joseph  si^ 
up  for  a  graduate 
computer  science  coiu'se 
the  end  of  the  first  cil 
the  professor  told  her| 
to  return  because  she 
not  in  engineering,  n(] 
grad  student,  and  nc 
man.  She  ignored  himl 
was  no  computer  geek,  | 
I  was  just  as  good  as 
one  else,"  she  says.  "I 
it  my  business  to  finish  that  class." 
"SIREN  CALL."  As  soon  as  she  gi-aduated  from  Cornel| 
1973,  Joseph  married  David  M.  Cohen,  a  labor  relations 
jor  she  had  met  in  freshman  economics  and  dated  tlirouglj 
college.  The  Cohens  moved  to  Washington,  where  David| 
tended  law  school  and  Abby  worked  on  a  master's  in 
nomics  at  George  Washington  University  while  working 
time  at  the  Fed  as  an  assistant  to  Ben  E.  Laden  in 
research  division.  "She  was  impressive  technically  and  ha 
very  strong  intellectual  capacity,"  Laden  recalls. 

After  getting  her  master's  degree,  Cohen  considered 
suing  a  PhD  in  economics  but  realized  that  her  buddingj 
terest  in  the  financial  mar-kets  was  more  practical  than  iY 
retical.  In  1976,  Cohen  left  the  Fed's  cloistered  halls  foil 
Rowe  Price  Associates  Inc.,  the  Baltimore-based  mutij 
fund  company.  Laden  had  joined  T.  Rowe  as  chief  ecc 
mist,  and  Cohen  was  his  fii'st  choice  as  a  second  economistj 
her  seven  yeai's  in  Baltimore,  Cohen  not  only  was  schooled 
economic  forecasting  but  also  helped  build  econometric 
els  to  help  secuiities  analysts  forecast  demand  in  the  sej 
conductor  and  othei-  high-tech  industries. 

In  1980,  Cohen  gave  biith  to  her  first  child.  She  did 
ponder  long  before  going  the  working-mom  route.  "The 
ture  had  changed  since  my  mother's  day,"  Cohen  explai] 
"She  was  content  with  her  choice,  but  I  still  wonder  how  [ 
she  could  have  gone."  (Shirley  Joseph  died  in  1982,  afte| 
long  illness.) 

In  1983,  Cohen  "answered  the  siren  call  of  Wall  Stred 
joining  Drexel  Bumham  Lambert  Inc.  as  a  portfolio  strategj 


''Mommy,  look!  It's  Abby  Joseph  Cohen!'' 


130  BUSINESS  WEEK  /  JUNE  1,  1998 


!  was  31  years  old,  and  the  first  of  the  baby-boomer  bull 
•kets  was  just  coming  into  its  strength.  "I  loved  the  strat- 
role  right  away,"  she  recalls.  "Everybody  in  this  business 
a  view  on  the  markets.  Now  I  got  to  spend  my  entire 
working  on  mine." 

5y  all  accounts,  she  thrived  at  Di-exel  BuiTiham,  which  re- 
was  two  firms  in  uneasy  combination:  Michael  R.  Milken's 
k-bond  money  machine  in  Beverly  Hills  and  a  fine,  old-line 
kerage  in  Manhattan.  Drexel  rewai'ded  Cohen  with  a  pro- 
ion  to  chief  strategist  in  mid-1987 — just  in  time  for  the  or- 
1  of  Black  Monday. 

'ohen  and  Richard  Hoey,  Drexel's  chief  economist,  had 
ti  consistently  bullish  tliroughout  the  stock  market's  ascent. 
-  in  August,  they  and  the  other  members  of  Drexel's  in- 
tment  policy  committee  began  debating  whether  stocks 
■e  overvalued.  The  consensus  view,  which  Cohen  shared, 
1  that  the  mai'ket  was  indeed  a  bit  frothy  but  that  because 
ce  was  no  thi'eat  of  recession,  any  correction  would  be  mi- 
and  short-lived.  They  got  the  short-lived  part  right.  On 
.  19,  the  Dow  fell  by  508  points,  or  22.6%,  the  biggest  one- 
drop  ever. 

5ut  if  Cohen  failed  to  alert  her  clients  to  the  downturn,  she 
ie  it  up  to  them  on  the  upswing.  By  her  analysis,  stocks 
I  were  a  good  15%  undervalued.  Hoey  concurred,  in  part 
ause  he  thought  falling  interest  rates  would  lift  bond 
:es.  Early  the  next  moming,  Drexel  advised  its  chents  to 

all  available  cash  to  buy  stocks  and  bonds  in  equal  mea- 
3.  It  was  a  gutsy,  prophetic  call  that  left  Cohen  both  ex- 
rated  and  humbled.  "The  experience  showed  that  my  kit 
I  missing  a  tool,"  she  says.  The  crash,  she  believes,  had 
n  precipitated  not  by  any  sudden  change  in  the  economic 
iamentals  but  by  stioictural  defects  in  the  financial  mar- 
3  themselves.  "This  is  an  aspect  of  risk  that  I've  paid 
'e  attention  to  ever  since,"  Cohen  says. 
Enfeebled  by  a  massive  fraud  case  brought  by  the  Justice 
)t.,  Drexel  Burnham  collapsed  into  bankruptcy  in  early 
0.  Cohen  unwisely  took  the  path  of  least  resistance,  join- 

40  of  her  colleagues  in  Drexel's  research  department 
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Napolitano  and 
Cohen  build 
forecasts  by  poring 
over  every  quarterly 
report  of  every 
S&P  500  company 


who  went  to  work  at  Barclays 
de  Zoete  Wedd  (bzt),  a  London- 
based  merchant  bank.  But  Bzw's 
push  into  U.S.  ecjuities  quickly 
foundered,  and  Cohen  put  hereelf 
back  on  the  job  market  within  a 
few  months  of  joining  the  firm. 
In  leaving  Bzw  for  Goldman 
Sachs  in  the  fall  of  1990,  she  sal- 
vaged golden  opportunity  from 
career  mishap. 

Goldman  ha.s  few  peers  ai?  a  stockbroker  to  institutions,  and 
its  market-strategist  post  arguably  was  the  most  prestigious 
on  the  Street.  Leon  Cooper-man,  who  had  created  the  position 
in  the  mid-1970s,  was  named  best  strategist  in  the  bistitu- 
tional  Investor  poll  nine  years  mnning.  He  was  succeeded  by 
Steven  G.  Einhom.  Like  Coopennan,  Einhorn  was  a  rigor- 
ously analytical  thinker  focused  on  the  economic  fundamentals 
of  investing.  Einhorn,  who  was  familiar  with  Cohen's  work  at 
Drexel,  saw  her  as  a  kindred  spirit.  "Wliether  consciously  or 
not,  you  are  attracted  to  people  who  approach  mai'kets  in  the 
same  way  you  do  yoiu'self,"  Einhom  says.  "We  thought  she 
would  be  the  best  fit." 

Even  so,  Cohen  had 
to  serve  what  amount- 
ed to  a  prolonged  ap- 
prenticeship. Einhom  had  just  been  promoted  to  global  re- 
search chief  but  continued  to  act  as  chief  U.S.  strategi.st  for 
three  to  four  years  after  hiring  Cohen  as  his  successor.  Offi- 
cially, Cohen  and  Einhom  were  co-heads  of  Goldman's  in- 
vestment committee.  But  Einhom  acknowledges  that  he  re- 
tained sole  authority  to  alter  the  fij-m's  model  portfolios  and 
also  continued  to  take  the  lead  in  publicizing  Goldman's  mar- 
ket views. 

As  a  newcomer  to  Goldman,  a  proudly  self-contained  and 
conservative  firm,  Cohen  was  expected  to  crawl  before  she 
was  allowed  to  walk.  But  she  didn't  help  her  cause  by  getting 
off  to  a  shaky  stait.  When  Cohen  joined  Goldman  in  October, 
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botli  she  and  Einhom  were  beainsh.  But  tlie  Dow  bottomed 
out  dtu'ing  Cohen's  fii-st  week  on  the  job  and  had  climbed  13% 
by  the  time  Goldman  moved  into  the  bull  camp  in  early 
Febniaiy.  Einlioni  and  Cohen  recall  that  they  were  in  agi'ee- 
ment  on  the  sliift.  But,  according  to  one  well-placed  Goldman 
sowce.  Cohen  went  along  reluctantly:  "Abby  was  still  so 
beaiish  she  cotildn't  see  straight." 

In  addition,  some  of  Goldman's  investing  chents  were  dis- 
appointed at  fii'st  by 
Cohen's  reports,  which 
were  at  once  naiTower 
in  scope  and  yet  lack- 
ing the  detail  of  Einhom's.  Cohen  did  not  even  rate  a  mention 
in  the  Iiistitidiotial  hirestor  poll  until  1993.  when  she  was  one 
of  foiu'  iiinnei's-up  to  the  five  "All  Americans,"  one  of  whom 
was  Einhorn. 

All  the  while,  though,  Cohen  was  la\ing  the  gi-otmdwork 
for  her  leap  to  prominence  in  a  series  of  prescient  reports  and 
speeches.  In  1992,  Cohen  had  an  epiphany  of  sorts  as  she 
played  with  a  wad  of  Silly  Putty  that  her  younger  daughter 
had  left  near  her  desk.  Cohen 
pressed  the  stuff  onto  a  pencil- 
drawing  of  the  standai'd  boom- 
and-bust  business  cycle,  which 
looks  like  the  letter  S  resting 
on  its  side.  The  S  was  trans- 
feired  to  the  Silly  Putty,  wlaich 
she  stretched  horizontally.  It 
stiTJck  her  that  this  elongated 
image  foretold  the  future:  a 
long,  roUing  wave  of  muted  and 
thus  sustainable  profit  gi'owth — 
and  a  gloinously  pi'otracted  bull 
market. 

In  early  1993,  Cohen  seemed 
to  suffer  her  only  bout  of  skit- 
tishness.  After  President  Chn- 
ton's  first  State  of  the  Union 
address.  Einhom  and  Cohen  is- 
sued a  dowTibeat  assessment  of 
the  economic  impact  of  Clinton's 
budget  proposals  and  tu-ged  in- 
vestoi-s  to  scale  back  theii*  stock 
market  exposure,  to  55%  fi'om 
70%.  However.  Cohen  says  now 
that  it  was  Einhorn  who 
flinched,  not  her.  "Steve  was 
veiy  concerned  at  the  time,  but  I 
was  not,"  she  says.  Einliom  says 
that  he  did  indeed  instigate  the 
change  in  the  model  portfoho. 

Cohen  kept  the  faith  through- 
out the  market's  10.7%  correc- 
tion in  the  spiing  of  1994  and  be- 
came even  more  bullish  diunng 
another  sharp  dip  in  the  fall, 

ainid  feai-s  that  inflation  would  resm*ge  and  drive  up  interest 
rates.  Convinced  that  the  stock  mai'ket  now  wa^  significant- 
ly unden^alued.  Cohen  went  to  Einhom  and  argued  that  it 
was  time  to  take  a  more  bullish  stance.  Tliis  time,  Einhom 
deferred  to  liis  co-strategist  in  what  amoimted  to  a  belated 
passing  of  the  torch. 

Cohen  tlirived  in  her  new  role  as  cliief  strategist.  By  late 
1996.  as  Steve  Wagshal  witnessed,  Cohen's  standing  was 
such  that  her  views — even  rumors  of  her  views — were 
moving  the  market.  However,  in  the  judgment  of  Goldman 
Sachs's  partners,  she  had  not  demonstrated  that  she  de- 
served admission  to  their  select  circle.  To  the  surprise 
aiid  dismay  of  many  of  Cohen's  clients,  she  was  not  among 


the  new  partners  Goldman  elected  in  the  fall  of  1)6, 
Tlie  last  of  investment  banking's  gi'eat  private  partnei-s'pe, 
Goldman  long  has  set  lofty  banners  to  ownership.  Toiv 
the  fii*m  has  11,000  employees  but  only  190  of  them  : 
thought  to  be  partners.  (The  latter  figiu-e  has  been  \\i 
pubhshed,  but  Goldman  will  neither  confimi  nor  deny 
This  select  gi"oup  receives  76%  of  the  fiiTn's  pretax  i>r^ 
which  in  1997  amounted  to  a  staggering  S3  billion,  ( 
every  two  yeai's,  the  partners  meet  to  choose  new  panri 
the  next  election  is  scheduled  for  October. 
PARTNER  PENDING?  Cohen's  star  shines  much  more  brigji 
than  it  did  two  years  ago.  Indeed.  Goldman  now  is  probl" 
best  knowTi  to  the  average  investor  as  "Abby  Cohen's  fii 
WTiile  her  celebrity  has  raised  hackles  at  a  storied  investne 
bank  that  has  produced  Ti-easuiy  Secretaiy  Robert  E.  Rt 
and  a  long  line  of  other  gi-andees,  the  firm's  senior  execut- 
seem  to  have  jumped  aboard  the  Cohen  bandwagon  \ 
both  feet.  In  recent  months,  Goldman  has  feattu'ed  he 
kejTiote  speaker  at  many  events,  fi'om  the  opening  of  a 
branch  nffice  in  Atlanta  to  a  hush-hush  conference  in 


A  prolific  speechmaker  and  commentator, 
Cohen  has  perfected  the  art  of  presenting 
erudite  views  to  all  sorts  of  audiences 


Middle  East.  Says  ceo  Coi-zine:  "Abby  is  an  incredible  ] 
fessiona!  strategist  who  enhances  otu*  position  in  the  finai.. 
mai'ketplace  and  also  gives  us  a  sense  of  confidence  inter 
ly  about  om-  strategies." 

Coi-zine  w"on't  comment  on  Cohen's  prospects  for  pait: 
sliip.  But  insidei-s  say  that  Cohen  is  a  lock  in  the  next  t 
tion — if  there  is  one,  that  is.  Says  one  of  her  senior 
leagues:  "Abby  is  so  bright  and  so  famous  now  that  the  > 
way  she  doesn't  make  partner  in  October  is  if  the  fiiTn 
pubUc  fii*st — or  the  stock  market  crashes." 

Cohen's  fiiends  and  associates  say  that  wliile  she  wc 
love  to  be  admitted  to  Goldman's  lucrative  partners: 
she  is  on  Wall  Street  more  for  the  intellectual  challe: 
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IBM  Electronic  Commerce  software  tools  can  extend  your  business  to  the  Web  to 
increase  sales  and  enhance  customer  service  -  as  they  did  for  Chelsea  Football  Club. 
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low.  Because  whether  you  manage  sporting  events  or  make  athletic  gear,  we  can  help  you  quickly 
open  your  business  on  the  Web.  IBM's  Electronic  Commerce  solutions  arc  the  jov\-cost,  low-hassle 
and  secure  way  to  reach  new  markets,  generate  new  revenue  and  serve  vour  customers  around 
the  clock.  Plus,  our  open,  packaged  solutions  scale  up  with  ease,  so  you  can  start  sim|)le.  And 
grow  fast.  Read  all  about  it  in  "Capitalizing  on  the  e-commerce  — -— ^  —  — 
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of  forecasting  the  marl^ets  than  for  the  money.  "Not 
everyone  who  is  a  media  star  in  this  business  is  who  they 
seem  to  be,  but  Abby  is  the  real  thing,"  says  former  Drex- 
el  colleague  Dick  Hoey,  now  chief  economist  at  Dreyfus 
Corp.  "What's  most  important  to  her  is  the  work  itself. 
She's  got  the  attitude  of  a  craftsman." 

Cohen's  craftsman- 
ship has  not  been  flaw- 
less. More  than  once, 
she  has  errantly  pre- 
dicted that  small-cap  stocks  would  outperform  blue  chips, 
and  she  has  made  poorly  timed  recommendations  to  put  mon- 
ey ill  commodities.  But  even  when  Cohen  has  been  wi'ong,  she 
has  made  her  case  insightfully.  "Abby  does  not  have  to  be 
right  on  the  mai'ket  to  be  of  gi'eat  value  to  me,"  says  the  Ford 
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Foundation's  Strumpf,  who  has  been  a  client  of  Cohen's 
years.  "I  can't  imagine  ever  not  wanting  to  know  what 
thinking."  And  siu'ely  investoi-s  who  have  taken  Cohen's 
and  have  remained  in  the  market  thi'ough  thick  and 
have  profited  hugely. 

In  her  spare  time,  such  as  it  is,  Cohen  has  taught  fin] 
seminars  at  Comell,  \Vharton,  Hai-vard,  Dartmouth,  and] 
er  top  business .  schools  and  found  the  classroom  mucj 
her  Uking.  After  she  delivered  a  lectui'e  at  Cornell  Univj 
ty,  the  acting  dean  of  the  business  school  in  aU  seriousnes 
fered  Cohen  a  job  on  the  spot.  Cohen  turned  him  downi^ 
but  says  that  she  can  envision  leaving  Wall  Street  one  day, 
academia.  Not  now,  though.  "I'm  having  too  much  fu 
even  think  about  it,"  she  says.  And,  besides,  there  is  a  i 

market  that  may  again  need  lifting  any  day  now.  j 




I  CANNOT  ENVISION  DOING  A 180-DEGREE  TURN' 


What  would  it  take  to  turn 
Abby  Joseph  Cohen,  Wall 
Street's  staunchest  stock  mar- 
ket bull,  into  a  bear?  Her  answer: 
"Deteriorating  fundamentals" — no- 
tably, a  "significant"  increase  in  infla- 
tion or  decrease  in  coi-porate  profits. 
She  won't  be  any  more  specific,  but 
Goldman,  Sachs  &  Co.'s  chief  market 
strategist  still  expects  the  fundamen- 
tals to  improve  before  the  inevitable 
dechne  sets  in,  even  though  many  in- 
vestors are  feeling  faint  right  now. 
"After  each  step  up  in  the  market, 
people  feel  worse  than  before  be- 
cause you're  at  a  highei-  level  and 
have  ftu-ther  to  fall,"  she  says. 

As  she  sui'veys  the  investment 
landscape,  Cohen  keeps  an  eagle  eye 
trained  on  the  U.  S.  inflation  rate.  A 
di'amatic  upturn  would  be  "especially 
troubling,"  she  says,  but  adds  that 
she  sees  no  cause  for  concern  as  of 
now — a  view  she  apparently  shares 
with  Fed  Chairman  Alan  Greenspan. 
Despite  wonies  in  some  quarters 
about  rising  labor  costs,  the  Fed's 
Open  Market  Committee  opted  on 
May  19  not  to  boost  interest  rates. 
"RIGHT  ON  TARGET."  Even  so,  Cohen 
has  factored  a  modest  rise  in  interest 
rates  into  her  second-half  outlook. 
"There  are  no  significant  inflationary 
pressures,"  she  says,  "but  the  Fed 
wants  to  send  a  signal  that  they  are 
being  careful."  She  sees  a  parallel  to 
early  1997,  when  the  stock  market 
weakened  in  anticipation  of  a  Fed 
rate  hike  but  rallied  after  it  was 
implemented. 

Cohen  is  no  less  fijxated  on  corj)o- 


rate  eaiTiings.  She  sees  a  modest  8% 
rise  in  1998  operating  earnings,  to 
$50.50  per  share  on  average  for  the 
companies  in  the  Standard  &  Poor's 
500-stock  index.  "We've  been  assum- 
ing that  the  year  would  stait  off  at  a 
modei'ate  pace  and  get  somewhat 
stronger  in  the  second  half,"  she  says 
Based  on  preliminary  data,  Goldman 
is  estimating  that  first-quarter  earn- 
ings were  up  about 
5%  to  6%.  "We  think 
we're  right  on  tar- 
get," she  says. 

Cohen  expects  the 
second-half  accelera- 
tion in  eai-nings  to 
carry  into  1999.  Her 
official  estimate  for 
S&P  500  eaiTiings 
gr-owth  in  '99  is  9%, 
but  she  concedes  this 
is  lar"gely  symbolic. 
"All  we're  r*eally  try- 
ing to  convey  at  this 
point  is  that  we  be- 
lieve 1999  will  be  an- 
other year-  of  profit 
growth." 

In  Cohen's  view,  the  added  impe- 
tus will  come  fr-om  energy,  chemicals, 
paper,  and  other-  major-  industr-ies 
that  have  been  tr-ailing  the  s&p  aver- 
age because  of  exposur-e  to  foreign 
economies  notably  weaker-  than  the 
U.  S.  economy.  But  over  the  next 
year,  Cohen  expects  demand  for  U.  S 
goods  abr-oad  to  pick  up,  even  allow- 
ing for  the  economic  disarray  now 
spreading  thi-ough  Asia. 

The  wild  card,  in  her  view,  is 


WHY  ABBY  COHEN 
IS  STILL  BULLISH 


Earnings  will  rise  8% 
in  1998  and  even  more 
next  year 

^  Japan's  foundering 
economy  will  stabilize 

♦  Revival  in  growth 
abroad  will  spur  lagging 
U.S.  mdustries 

^  Impending  Fed  rate 
hike  will  help  keep 
inflation  low 


Japan,  the  world's  second-largest 
economy.  Cohen  says  she  has  spent 
a  lot  of  time  conferring  with  Kathy 
Matsui,  Goldman's  chief  strategist  ir 
Tokyo,  and  with  Goldman  analysts 
who  follow  U.  S.  companies  doing 
business  in  Japan.  "Our  view  of 
Japan  is  not  as  gloomy  as  some," 
Cohen  says.  "We  don't  see  this  won 
derful  turnaround,  but  we  do  think 
that  conditions  vdll 
stop  getting  worse"  £ 
the  government's  re- 
cent moves  to  stimu- 
late the  economy  tab 
hold.  In  the  mean- 
time, she  adds, 
Japan's  weakest  sec- 
tors— construction,  fo 
one — are  domestic  in 
dustries  to  which 
U.S.  companies  have 
scant  exposure. 

In  Cohen's  view,  th 
bull  market  vrill  likely 
last  at  least  tbj-ough 
1999  but  must  die  one 
day.  Come  what  may, 
she  says  that  she  will 
not  be  flashing  any  "sell-all-stocks" 
commands.  "I  cannot  envision  doing  ; 
180-degr-ee  turn,  because  that's  just 
not  the  way  the  world  works,"  she 
says.  Instead,  expect  Cohen  to  reduo 
the  stock  market  weighting  in  Gold- 
man's model  portfolio  fr-om  the  cur- 
rent 65%  to  60%  to  55%  and  so  on, 
easing  into  bearishness  as  she  eased 
into  bulUshness  seven  years  and 
near-ly  6,000  Dow  points  ago. 

By  Anthony  Bianco  in  New  Yori 


Cohen  sees  no  cause  for  concern  on  the  inflation  front-a  view 
she  apparently  shares  with  Fed  Chairman  Alan  Greenspan 
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Uh-oh.  You  might  live  a  really  long  time! 
Advances  in  healthcare  deliver  wcinderful  results. 
But  where  are  the  innovative  financial  planning  and 
products  to  help  you  enjoy  a  secure,  longer  lile^ 


Self  propelled* 


Right  here,  at  The,Ec(uitable,  Our  revolutionary 
family  of  annuities  includes  unique  income  dis- 
tnbution  features  to  help  ensure  that  you  won't 
run  out  of  money,  no  matter  how  long  you  live. 
Our  Fimmiuil  Fitness  Pivjilc''  planning  process 
helps  clients  win  independence  at  each  of  lile  s 
stages.  And,  The  Equitable  is  a  member  ol  the 
Global  AXA  Group,  one  ol  the  world's  largest, 
strongest  and  most  innovative  financial  services 
organizations  —  with  over  $500  billion*  in  assets 
under  management.  To  learn  more,  call  1-800 
590-5995  or  visit  us  at  www.cqmldblcxom. 


EQUITABLE 


Member  of  the  Global  I 


I  iiroup 


Equitable  Life  Assurance  Society  of  the  U.S.  NY,  NY  10104  is  a 


m  a  I  u  I 


A/A  I- 


Tlh  t  ijiiiiable  IS  solely  responsible  for  its  own  obligations.      *As  of  6/30/97 
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INVESTIGATIONS 


TAX-HAVEN  WHIZ  OR 
ROGUE  BANKER? 

Marc  Harris'  doings  in  Panama  are  raising  eyebrows 


PsstI  Ai-e  you  an  American  citizen? 
Want  to  take  your  hard-earned 
savings  overseas,  out  of  the  reach 
of  tax  authorities,  pesky  ex-spous- 
es, or  malpractice  lawsuits?  Just  open  an 
offshore  account  with  The  Finn  of  Maix- 
M,  Harris.  You  can  do  it  all  by  fax  or 
the  Inteniet,  where  Hanis  solicits  high 
rollers  through  his  elaborate  Web 
sites  (www.marc-harris.com  and  www. 
escapeailist.com).  Or  open  yom-  account 
in  pei"son,  md  you'll  be  met  at  the  Pana- 
ma City  iiiipoit  by  a  chauffeiu'ed  JagTiai- 
and  swept  downtowii  for  a  heady  intro- 
duction to  the  exotic  world  of  offshore 
trasts,  foundations,  and  second  passpoils 
from  countries  such  as  Ai'gentina,  wliich 
Harris  will  help  you  obtain. 

Sitting  in  his  fifth-floor  offices  in  a 
Panama  City  high-rise,  Hairis,  an  im- 
maculately groomed  33-year-old  ex- 
American  citizen,  says  that  S09c  of  Ms 
"several  thousand"  clients  are  Ameri- 
cans or  Canadians.  Harris  claims  his 
finn  has  $:35  million  in  capital  and  $1  bil- 
lion under  management  in  vaiious  tnists 
and  investments.  Although  he's  a  mi- 
nor player  among  offshore  tax-service 
firnis,  Hanis  has  been  raising  Ms  profile. 
He  says  Ms  clients  want  to  protect  theu' 
assets  fi"om  America's  "litigation  night- 
mare" 01-  have  had  inn-ins  with  the  In- 
terna] Pievenue  Ser\ice.  He  insists  that 
he  is  just  helping  people  legally  avoid 
U.  S.  taxes. 

In  a  tlu'ee-hour  interview  with  BfSl- 
N'ESS  WEEK,  however,  Hanis  was  reluc- 
tant to  provide  much  infoirnation.  Asked 
for  perfonnance  data  about  Ms  vaiious 
investment  oppoitiuiities,  he  declined.  He 
considei-s  them  pri\"ate  offeiing?  that  ai'e 
not  usually  made  public.  WTiy  doesn't  he 
use  an  international  accounting  finn,  as 
most  offshore  operatoi-s  do?  He  says  he 
has  a  Panamaman  accoimtant.  And  Ms 
finn  has  accounts  with  "major  Ameiican 
intemational  financial  institutions,"  in- 
cluding one  with  Salomon  Smith  Barney. 

A  sopliisticated  mai*keteer,  Hanis  has 
positioned  himself  at  the  intersection  of 
two  major  trends.  The  huge  populaiity 
of  the  Inteniet  is  allowing  aggressive 


offshore  operators  to  reach  a  whole  new 
universe  of  gullible  U.  S.  investors.  And 
the  offshore  world  is  booming:  Philipe 
Gelin,  who  heads  Shorex  Ltd.,  a  London 
organizer  of  offshore  financial  confer- 
ences, estimates  that  offshore  holdings 
total  some  $5  trillion  and  are  growing 
20%  a  year.  Much  of  this  activity  is  le- 
gitimate. Compames  and  individuals  use 
offshore  centers  such  as  Bennuda  and 
Ireland  to  reduce  taxes  and  labor  costs. 

Yet  "offshore"  also  refers  to  a  shad- 
owy world  wiiere  geogi'apMc  boimdaiies 
and  regulations  barely  exist  and  few 
things  are  what  they  appear  to  be. 
"We've  seen  an  increase  in  the  use  of 
foreign  and  domestic  tnists  as  a  method 
to  evade  taxes,"  says  Denms  Crawford, 
IRS  du-ector  of  national  operations  for 
criminal  investigation.  "It's  more  and 
more  of  a  problem." 

In  the  past  year,  Harris  has  made 
cjuite  a  splash  in  the  offshore  world,  ap- 
pearing at  major  offshore  conferences. 
But  a  close  look  at  Hanis  raises  ques- 
tions about  Mm  and  his  companies: 

■  The  key  to  the  Hanis  Organisation, 
winch  includes  at  least  29  sepai'ate  Hai- 
ris companies,  is  its  ability  to  operate 
virtually  free  of  regulation.  Although 
Harris  fii'ms  set  up  banks  and  invest- 
ment fluids  and  provide  tnist  services 
for  American  clients,  they  are  not  reg- 
ulated by  Panamanian  officials,  nor  ai-e 
they  directly  overseen  by  U.S.  regula- 
tors. Many  of  Hanis'  financial  entities 
are  domiciled  in  such  lightly  regulated 
countries  as  Nevis,  a  Caribbean  island 
with  10,000  people. 

■  Harris  has  had  run-ins  with  some 
regulators.  On  Dec.  17,  1990,  Florida 
suspended  his  certified  public  accoun- 
tant license  for  vaiious  accounting  "vio- 
lations," according  to  a  final  order  fi-om 
the  state's  Pi'ofessional  RegTilation  Dept. 
That  same  yeai',  two  Harris  banks  in 
MontseiTat  were  shut  down  by  British 
regulatoi^s  cleaning  up  a  bank  scandal  on 
that  island,  say  regulators  from  the 
LI.  S.  and  Britain. 

■  Foi-mer  employees  ai-e  critical  of  Hai- 
ris and  are  involved  in  lawsuits  with 


The  man  who  runs 
www.escapeartist,C( 
says  his  tax-cutting } 
gambits  are  all  legit 


MARC  HARRIS  IN  HIS  PANAMA  Crl 
OFFICE 
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him.  Thi'ee  say  Hanis  made  unautho- 
rized use  of  his  chents'  funds.  "I  could 
not  get  infoi'mation  on  how  much  there 
was  in  assets  or  where  those  assets 
were  held,"  says  an  ex-employee. 

■  On  Api'.  6,  Hanis  filed  a  $.30  million  li- 
bel lawsuit  in  U.  S.  District  Court  in 
Miami  against  David  Marchant,  the  pub- 
lisher of  the  Miami-based  Offshore  Alert 
newsletter,  who  also  does  investigative 
research  for  clients.  In  the  complaint, 
Han-is  claims  Marchant's  Mar.  31  article 
falsely  stated  that  Hanis'  organization 
was  an  insolvent  Ponzi  scheme  and  that 
some  clients  are  unable  to  withdraw 
their  money. 

■  At  least  two  international  banks  in 
Panama  have  closed  a  number  of  Hanis 
company  bank  accounts,  say  Panama 
banking    and  legal 

sources.  Hariis  confii'ms 
the  accounts  were 
closed,  blaming  negative 
publicity. 

■  Harris  is  now  flouting 
U.  S.  law  that  prohibits 
U.  S.  citizens  from  mak 


HARRIS' 
RISING  PROFILE 

193'-:.  Hams  graduates 
summa  cum  laude  from 
North  Carolina  Wesleyan 


dioig  trafficking.  And  if  Americans  take 
his  advice  and  form  offshore  corpora- 
tions to  invest  in  Cuba,  that's  "entirely 
their  decision,"  he  says.  Yet  a  senior 
U.  S.  Ti'easury  Dept.  official  says  such 
moves  ai-e  illegal:  "Even  if  you  inteipose 
a  third-country  company,  it's  the  same 
as  going  into  Cuba  directly." 

Hanis  is  dismissive  of  newsletter  ed- 
itor Marchant.  "We  doubt  Mr. 
Marchant's  journalistic  credentials,"  he 
says.  Mai'chant  says  he  can  prove  every- 
thing he  reported.  "It  is  common  for 
people  I  expose  to  attack  my  creden- 
tials," says  Marchant,  who  brashes  off 
the  lawsuit.  "Being  savaged  by  Marc 
Harris  is  like  being  savaged  by  a  dead 
sheep." 

Marc  Matthew  Harris  is  one  of  the 
more  flamboyant  offshore 
operators  around.  He 
graduated  from  North 
Carolina  Wesleyan  Col- 
lege at  18,  got  his  CPA, 
then  earned  an  mba  fi-om 
Columbia  University  in 
1985.  After  a  few  months 


ing  investments  in  Cuba:     PPlL^f^.^l    at  a  Florida  accounting 


His  Cuba  Web  site  offers 
Americans  just  that. 

In  the  BUSINESS  week 
inteiview,  Hanis,  accom- 
panied by  a  lawyer,  se- 
curity  chief,  and 
spokesman,  insisted  that 
he  is  a  legitimate  off- 
shore investment  manag- 
er who  peifomis  well  for 
clients,  offering  cus- 
tomized solutions  to  pro- 


:li  . Graduates  from 
Columbia  business 
school.  Gets  CPA  license 
in  Florida. 

1985  Starts  own  busi- 
ness in  Florida. 

19B9  Harris  leaves  the 
U.S.  and  launches 
his  firm  in  Panama. 
Later  renounces  U.S. 
citizenship 


fiiTn,  he  launched  his  ciu'- 
rent  organization  in  Mia- 
mi with  a  $5,000  advance 
on  his  Visa  card  in  De- 
cember, 1985,  according 
to  a  self-published  book 
in  Spanish  titled  The  In- 
tellectual Spirit  of  Marc 
M.  Harris. 

TWO  HATS.  His  fii-st  bouts 
with  authorities  came  af- 
ter he  issued  an  account- 


tect  their  assets.  Harris     ^         .    ing  compOation,  similai- to 


denies  he  misuses  client 
funds.  He  says  he  is  the 
target  of  a  "massive 
smear  campaign"  by 
unidentified  enemies  and 


1S90  Two  banks  owned 
by  Harris  in  Montserraf 
are  shut  down  by  British 
regulators  as  part  of  a 
larger  bank  scandal. 


an  audit,  for  mmh  Equity 
Fund  Inc.  The  compila- 
tion did  not  disclose  that 
Hanis  was  an  officer  and 
dii'ector  of  the  fund,  ac- 


senior  ex-employees.  He   cording  to  the  Florida  oi- 


says  charges  of  insolven 
cy  are  "absolute  non- 
sense": Any  delays 
clients  may  have  had  in 
receiving  their  money 
are  due  not  to  a  cash 
shortfall  but  to  the  illiq- 
uid nature  of  their  in- 
vestments. Says  Colum- 
bus (Oliio)  attorney  A.C. 
Strip,  whom  Harris  just 
hu-ed:  "I  am  at  tliis  point 
relatively  comfortable 
that  he  is  not  insolvent 
based  on  the  in-house 


Florida  suspends 
Harris'  CPA  license  for 
violating  accounting 
rules. 

1995  Buys  a  Panaman- 
ian trust  company.  For- 
mer owner  of  company 
buys  It  back  due  to  con- 
cerns about  improper 
handling  of  client 
monies. 

Harris  raises  his 
profile,  speaking  at  off- 


den  Hanns  "did  not  com- 
ply with  applicable 
generally  accejited  audit- 
ing standaixls"  and  "faOed 
to  exercise  professional 
competence,"  says  a  re- 
lated complaint.  He  hasn't 
returned  to  the  U.  S. 
since  then,  so  his  CPA  li- 
cense remains  suspended, 
says  June  Carol  at  Flori- 
da's Professional  Regula- 
tion Dept.  Harris  says 
losing  his  license  "hasn't 
affected  my  career." 


financial  statements.^  I    ^hore  fund_conferences.__       ^^^.^-^  ^^^^  ^^^^-^^^ 


am  awaiting  audited 
statements." 

Harris  says  he  thor- 
oughly researches  clients 
to  ensure  they  are  not 
laundering  profits  from 


1998  Harris  sues  Miami 
newsletter  publisher  for 
stating  Harris  companies 
are  insolvent. 

DATA'  BUSINESS  WEEK 


two  bank  licenses  from 
the  government  of 
MontseiTat.  His  intenne- 
diary  was  Jerome 
Schneider,  another  off- 
shore   promoter,  who 
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helped  set  up  as  many  as  200  Montser- 
rat  banks  in  the  1980s,  say  two  regula- 
tors. The  banks  collected  deposits  from 
Americans  without  dispensing  pi-omised 
loans.  "Many  of  the  victims  were  re- 
th-ed  Americans  or  other  people  on  low 
incomes,"  says  a  U.  S.  regulator. 

British  authorities  who  oversee 
Montserrat  eventually  shut  down  the 
banks,  including  Hai'ris'  Allied  Reserve 
Bank  and  Fidelity  Overseas  Bank.  The 
U.  S.  regulator  says  Harris  "used  these 
two  bank  names  in  generating  customer 
accounts,  and  they  weren't  engaging  in 
legitimate  banldng."  But  because  of  reg- 


Hermes  ties,  says  he  pays  himself  $1 
million  a  year.  Harris'  wife  and  three 
children  live  in  Chile,  where  he  has  a 
second  home. 

Hams  has  a  knack  for  raising  money 
on  the  Internet.  For  two  years,  his  Web 
sites  have  generated  half  of  his  new  ac- 
count inquiries.  Yet  investors  seem  to 
igiiore  potential  red  flags,  such  as  Har- 
ris' links  to  other  sites  that  sell  Afiican 
passports,  fake  college  diplomas,  and  a 
book  called  Confessions  of  an  Unrepen- 
tant Con  Man.  Hanis,  who  calls  himself 
a  right-wing  libertaiian,  says  he's  mere- 
ly giving  people  choices. 


ulatory  loopholes  and  the  re  xt  ••im 

luctance  of  victims  to  come  "Being  sRvaged  Dy  Marc  Harris  is  like 

foinvard,  Hams  and  Schnei-        ,  ,  ,  i       i    i  m 

der  were  not  charged  with  beiRg  savagecl  Dy  a  deaci  sheep 

wi-ongdoing.  Harris  .says  he  

was  involved  in  the  forma-  HARRIS  IS  SUING  NEWSLETTER  EDITOR  DAVID  MARCHANT 

tion  of  vaiious  offshore  banks 
but  was  not  involved  in  theii" 
operation.  This  issue  is  part 
of  Harris'  suit  against 
Marchant.  Schneider  says  he 
only  helped  Harris  fill  out 
the  application  foiTns. 

Harris  left  the  U.S.  in 
1989  because,  he  says,  he 
was  so  disgaisted  by  what  he 
calls  IRS  "abuses"  and  "per- 
secution." He  later  renoimced 
his  U.  S.  citizenship  and  be- 
came a  natui'alized  citizen  of 
Panama,  where  he  opened 
his  business.  Eager  to  asso- 
ciate with  a  local  entity  able 
to  set  up  offshore  trusts, 
Hanis  bought  Trust  Sei-vices 
from  Briton  Robin  Baily  in  1995.  Baily, 
who  is  godfather  to  Hanis'  eldest  child, 
and  Derek  Sambrook,  a  former  British 
regulatoi',  stayed  on  to  work  for  Harris. 
SECOND  THOUGHTS.  But  in  JaJUiaiy,  1997, 
the  two  sent  Hanis  a  memo  saying  he 
had  disregarded  basic  niles  of  the  tnist 
business:  segregating  chents'  money  and 
getting  clients'  permission  before  using 
their  assets  as  collateral  for  margin 
loans.  "There  are  but  two  issues  to  be 
addressed,  namely,  commingling  of  client 
funds  and  unauthorized  use  of  client 
funds,"  the  memo  said.  "It  is  not  rec- 
ommended that  you  encourage  loans  of 
client  monies  to  The  Firm."  When  Har- 
ris disregarded  them,  they  bought  the 
company  back.  The  two  declined  to  com- 
ment for  the  record.  Says  Hanis:  "We 
100%  believe  that  we  are  in  compliance 
vrith  the  mles." 

Loss  of  the  trust  company  hasn't 
slowed  him,  though.  His  1.50  employees 
include  a  dozen  well-compensated  ex- 
patriates. Harris,  who  owns  several 
Jaguars  and  wears  gold  cuff  links  and 


Hanis  insists  he  is  not  trying  to  help 
folks  illegally  evade  taxes.  But  an  at- 
tendee of  two  Hanis  seminars.  Jay  Ad- 
kisson,  an  Oklahoma  City  tax  lawyer, 
says  Hanis  explicitly  promoted  tax  eva- 
sion. He  says  Hanis  "starts  with  the 
premise:  We're  going  to  evade  taxes. 
No.  2,  we're  going  to  make  this  so 
smooth  that  while  we're  evading  taxes, 
we  don't  get  caught."  Adkisson  sets  up 
offshore  trusts  to  protect  clients  fr'om 
future  creditors,  not  the  iRS. 

Hanis'  scheme,  says  Adkisson,  is  for 
clients  to  move  assets  offshore  to  avoid 
taxes  yet  still  retain  control  over  those 
assets.  Harris  recommends  setting  up 
what  he  refers  to  as  "the  octopus,"  says 
Adkisson.  Its  head  is  a  Panamanian 
foundation,  an  amoqjhous  legal  entity 
where  neither  the  owner  of  the  assets 
nor  his  beneficiaries'  names  need  be  dis- 
closed. The  foundation  creates  a  tangle 
of  companies — banks,  leasing  companies, 
insurance  firms — in  other  offshore 
havens  that  appear  to  be  unrelated. 
They  then  bill  the  chent  for  vaiious  ex- 


penses. The  cHent  pays  the  invdiee 
offshore  entities,  then  deducts  the  . 
ments  as  business  expenses  on 
return.  To  the  iRS,  it  appears  tliat 
client  has  been  billed  by  many  ymvv\  i 
thu'd  parties,  says  Adkisson.  Undo 
shore  secrecy  laws,  the  iRS  can't  di 
mine  whether  the  entities  the  mU, 
controls  are  really  controlled 
same  person. 

Hanis  clients,  though,  face  biu  v. . 
If  the  foundation  invests  its  mdiic 
one  of  Hanis'  investment  funds,  lliei 
no  regulatoiy  ovei'sight.  And  clients 
being  hauled  in  for  tax  evasion.  li 
law  requires  its  citizeni 
pay  taxes  on  income  wi- 
ever  it  is  earned,  inclui- 
income  ft'om  offshore  tri 
01'  foundations.  Hams  cl;i 
the   octopus  techniiiut 
"consistent  with  the 
t  techniques"  used  by  U.S., 
set-protection  profession 
Yet  Bany  S.  Engel,  an  i 
glewood  (Colo.)  tax  attoi' 
and  a  former  head  of  i 
Offshore  Institute,  a 
member  professional  org! 
zation,  says:  "The  one  tlji. 
that  stnactm'e  does  for  sri 
is  send  somebody  to  ja| 
they  get  caught." 
TIGHTER  LAW.  Panama  is  t 
beefing  up  its  regulations 
securities  law,  to  be  enat 
later  tliis  yeai;  would  reqii 
all  companies  offering  firh 
cial  investment  services; 
Panama,  including  Har 
fii-m,  to  register  and  be  rigorously  i|t 
ulated.  Finance  &  Ti'easury  Mini;^.-; 
Miguel  Heras  Castro  says  the  govt 
ment  is  detennined  to  supei-vise  clo^ 
groups  such  as  Hanis'  to  improve  P;< 
ma's  reputation  as  a  legitimate  offsh 
center.  "If  you  want  to  run  a  fly- 
night  operation,  you  can  do  that  a* 
where  in  the  world,"  says  Heras.  "bi 
it's  not  in  our  best  interest  to  be  u 
as  a  platfonn  like  this." 

Harris  says  if  i-egulation  in  Pan;i 
becomes  too  strict,  he'll  simply  movt 
another  tax  haven:  "If  I  have  to  gv 
[secmities]  license,  I  might  decide  th 
operations  shouldn't  be  in  Panama  |; 
longer]."  Goiiig  back  to  the  U.  S.  isn't . 
option:  Harris  claims  he's  no  longer  i- 
gible  for  a  U.  S.  visa.  But  he  says  t  •* 
"it's  not  my  desire  to  go  back.  PI 
every  day  I  travel  in  the  U.  S.,  I'm  t 
oretically  liable  to  pay  tax."  For  t  > 
former  j\merican,  that  would  be  outil 
the  question. 

By  Leah  Natfians  Spiro  in  New  Y<k 
and  Geri  Smith  in  Panama  City 
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With  Magnifica  Class,  Alitalia  raises  the  standard  of  flying  to  a  flne  art. 


Alitalia,  the  world's  premier  airline  to  Italy,  presents 
Magnifica  Class.  A  masterpiece  of  style  and  service  that 
reflects  the  very  best  of  Italy.  Outstanding  cuisine  and  superb 
wines  served  with  the  warmth  and  friendliness  that  could  only 
come  from  people  who  have  turned  living  into  an  art  form. 
Every  detail  in  Magnifica  is  first  class,  from  our  luxurious, 
leather-trimmed  seats  to  our  award-winning,  five-star  meals 


and  international  wine  selection.  Best  of  all,  your  Magnifica 
Class  flight  to  Italy,  including  chauffeur-driven  transfers  in 
Rome  and  Milan,  costs  the  same  as  a  business  class  ticket. 
Alitalia  offers  superior  service  to  135  cities  in  63  countries 
worldwide,  so  whatever  your  travel  plans,  call  800-223-.573()  or 
visit  our  website  at  www.magnifica.com  for  more  information. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY. 


Alitalia  participates  in  the  S  equent  fliei  programs  of  Continental  and  US  Airways.  Newark  flights  operate  in  partnership  with  Conunentai  ,\irhnes  and  feature  BusinessFirsi""  service. 
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REAL  ESTATE 


A  LUXURY  PAD 
-AND  IT  FLOATS 

Are  apartments  at  sea  an  idea  whose  time  has  come? 


HOWIE  FOR  SME: 

"SuRlES  GALORE 

the  world^Venice  Cannes  Sydney, 

langkok.  Stunning  v^^te  ^^^^^^^^  landing 
ferrlce  w/whir  pool  H  ,cjt^^^ 

pad.  Fully  ^''^''■otocKbroker  on  brd. 
'^cademy  ^/P^°;,f S  ■  $128,100- 

2  436  SF.  annual  ^-^^y,^^ 

$271  800.  Asking:  $2.y 


The  ad  is  not  I'eal,  but  the 
information  it  contains  is. 
Any  niultiniilHonaire  can 
get  a  home  with  swimming 
pool,  jogging  path,  tennis 
courts,  a  whiiipooi,  even  a  dn- 
ving  range.  But  now,  they  can 
buy  a  home  with  all  those 
amenities,  plus  one  veiy  imiciue 
feature:  It  all  floats.  Following 
the  sun,  their  three-bedroom 
home  stops  only  at  the  most 
exclusive  locales,  sampling 
events  such  as  CaiTiival  in  Rio, 
opera  season  in  Rome,  the 
Cannes  Film  Festival,  and  the 
Grand  Piix  in  Monaco. 

Armed  only  with  glossy 
brochures,  a  video,  and  a 
$10,500  brass  model  of  the  ship, 
to  be  called  The  World  of  Res- 
idenSea,  Bahamas-based  Resi- 
denSea  Ltd.  has  managed  to  sell  62  of 
286  luiits  woith  ahiiost  $120  million,  in  10 
months.  The  company  says  an  additional 
18  imits  woith  $47  million  ai'e  resei-ved 
with  a  $5,000  deposit.  "It's  amazing  that 
we've  been  able  to  sell  $120  million  worth 
in  10  months  with  something  that  was 
just  on  papei","  rnaiTels  ResidenSea's  c:E(), 
Fredy  M.  Dellis.  "It  shows  the  force  of 
the  concept."  The  fii'm  has  hired 
Chiistie's  Great  Estates  to  mai'ket  the 
ship. 

The  project  and  the  prices  may  seem 
over  the  top — what's  next,  floating  polo 
fields?  But  in  the  booming  ciiiise  indus- 


tiy,  apaitments  at  sea  may  be 
an  idea  whose  time  has  come. 
Wliile  the  ResidenSea  project 
is  "unique,  there  ai-e  other  peo- 
ple actively  contemplating  tak- 
ing a  luxmy  sliip  and  convert- 
ing it  to  condominium  and 
possibly  hotel  usage,"  says 
David  Seaman  of  Coopers  & 
Lybrand  LLP's  real  estate  ad- 
visory services  gi"oup.  As 
cnaise  lines  build  more  ca- 
pacity, he  says,  they  are  be- 


ing bmlt,  but  ResidenSea  recently  s  n 
a  contract  for  constmction  of  the  f 
million  vessel  and  plans  to  do  an  it 
pubhc  offering  for  $190  million  oit 
Oslo  stock  exchange  soon.  It  still  im- 
$100  million  debt  commitment  tu  m 
$275  million  lined  up.  If  it  doesn'lg 
its  financing  in  order  by  July  I;, 
project  may  be  delayed  or  even  tain 
If  all  goes  well,  the  ship  should  be  i. 
pleted  by  May,  2001.  ' 
BRAINCHILD.  Once  miUionaires  havefe 
from  $1.5    to  $6.6  million  for  i 
aquatic  palaces,  they  face  stiff  ma; 
nance  costs — which  start  at  $61,5|| 
year  for  a  1,105-sciuare-foot  unit  ar 
as  high  as  $271,800  for  a  2,436-sqij 
foot  home.  After  focusing  on  the 
and  Northern  Eui'opean  markets, 
denSea  is  now  marketing  in  S| 
America,  and  plans  to  reach  Asia  I 
the  Middle  East — although  Asia's  \ 
moil  may  cui'b  those  plans.  Those 
less  than  $5  million  in  net  worth  i 
not  apply,  says  ResidenSea. 


MODEL  SHIP:  The  millionaires  plunkiny  down  deposits  hope  for  a  May,  2001,  launeh 


ing  more  ci'eative  in  the  ways  they  sell 
that  capacity. 

ResidenSea  will  disclose  the  average 
age — 55 — of  the  buyers,  but  it  won't  re- 
veal much  more.  The  company's  outside 
lawyer,  William  J.  Honan,  of  the  New 
York  office  of  Haight  Gai'dner  Holland  & 
Knight,  has  handled  at  least  30  of  the 
62  sales  and  gone  over  the  escrow  ac- 
counts with  escrow  agent  Chase  Man- 
hattan Bank,  but  says  confidentiality 
agreements  preclude  I'evealing  the  names 
of  then-  well-heeled  customers. 

How  is  The  World  shaping  up"?  The 
958-foot,  86,000-ton  ship  is  not  yet  be- 


ResidenSea  is  the  brainchild  of  1\ 
Kloster  Jr.,  whose  father  founded  > 
wegian  Caiibhean  Line,  which  eventi 
ly  became  Noi-wegian  Ci-uise  Line.  Ot 
shai-eholdei"s  include  Noi-wegian  shipp 
magnates,  Norwegian  aii'line  Bi"aath 
SAFE,  and  the  biggest  operator  of  bu 
in  Noi-way.  The  name  Kloster  has 
been  associated  with  innovation  in  cn 
ing.  Kloster  Sr.  has  been  tiying  to  br 
a  ship,  now  called  America  Woiid  City 
mai'ket  for  moi"e  than  a  decade.  Diffic 
ty  lining  up  financing  for  the  "city-sh 
wliich  will  house  tlu-ee  hotel  towei-s  an 
thi-ee-level  "downtowTi,"  has  hamstn 
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8  MCI  Telecommunications  Corporation.  All  rights  reserved. 


Microsoft's  family  of  Web  sites  are  among 
the  most  popular  on  the  Internet.  And  when  that  popularity 
led  to  heavy  traffic,  Microsoft  turned  to  MCI.  We  installed  a 
groundbreaking  custom  OC-12  pipeline — the  Hrst  commercial 
connection  to  provide  high-speed  access  to  the  Internet,  at  an 
unparalleled  622  MBPS.  This  is  13  times  faster  than  the  standard 
high-speed  connection.  As  a  result,  Microsoft  now  moves  11  | 
trillion  bytes  of  data  per  week.  And  traffic  is  doubling  every  six  | 
months.  So  even  this  big  company  has  room  to  grow.  To  find  ], 
out  how  MCI  can  help  manage  your  Internet  and  data  needs,  ! 
visit  www.mci.com/data. 

data 


MCI 


rh e  f a ct  t h  at  M i  c ro s of t 


has  lightning  fast 


vternet  access  shouldn't 


surprise  you 


leither  should  tfie  fact 


that  MCI  provides  it. 


Finance 


the  project.  While  New  York-based 
World  City  Coip.  has  $100  million  in  eq- 
uity commitments  fi'om  Westin  Hotels  & 
Resorts  and  a  casino  company,  it  still 
awaits  approval  of  a  $1  billion  giiai-antee 
fi'om  a  federal  govenmient  loan  giiai'an- 
tee  progi'am  wiiich  supports  U.  S.  ship- 
building. 

Buyers  of  ResidenSea  homes  shouldn't 
expect  theii-  investment  to  appreciate, 
warns  ResidenSea.  And  they  don't  really 
own  their  homes  like  condo  owners  do. 
The  company  stinctm-ed  documents  to 
resemble  condo  agi'eements,  but  resi- 
dents ai'e  buying  a  50-year  lease.  They 
can  sell  or  sublease  units,  but  the 
shipowner  has  the  right  of  fii'st  refusal. 
"OUT  OF  WHACK."  They're  also  paying 
an  unparalleled  level  of  maintenance 
fees — for,  as  ResidenSea  notes,  an  un- 
paralleled level  of  sei-vice.  Maintenance 
eciuals  about  5%  to  6%  of  the  piu'chase 
price.  Even  one  broker  who  is  selling 
the  project  calls  the  fees  "out  of  whack." 
If  there  are  defaults,  the  others  may 
have  to  pick  up  the  shortfall. 

Residents  may  not  expect  to  profit 
from  their  new  home,  but  ResidenSea 
sure  is  planning  to.  ResidenSea  will 
rent  out  183  guest  suites  on  the  ship. 
Since  it  will  get  some  compensation  as 
a  percentage  of  the  operating  budget,  it 
has,  as  it  notes  in  its  documents,  no 
incentive  to  keep  operating  costs  down. 
Dellis  says  the  cash  flow  will  come 
from  operating  the  guest  suites  and 
the  private  club  and  restaurants  on  the 
ship.  Two  and  a  half  yeai-s  after  launch- 
ing the  ship,  he  foresees  earnings  be- 
fore interest,  taxes,  depreciation,  and 
amortization  of  $36.2  million.  The  com- 
pany hasn't  yet  completed  the  prospec- 
tus for  its  upcoming  IFO,  but  "the  kind 
of  return  we're  looking  for  is  getting 
closer  to  30%,"  says  Dellis. 

ResidenSea  is  ah'eady  planning  futiu'e 
projects.  That  could  involve  ships  with 
smaller  apartments  sold  for  usage  dming 
thi-ee  months  of  the  yeai-.  "We  have  been 
approached  and  ai-e  in  discussions  with 
potential  paitners  ft-om  the  ci-uising  and 
hotel  industries  that  could  give  us  a 
stronger  position  in  mai'keting  and  oper- 
ating OLU'  guest  suites,"  says  Dellis.  In  an 
industry  where  economies  of  scale  give 
valuable  levei'age,  ResidenSea  could  gain 
needed  hett  from  being  acquu'ed  or  pait- 
nering  with  someone. 

Coming  at  a  point  when  the  ranks  of 
new  millionaires  are  surging,  The  World 
of  ResidenSea  seems  a  well-timed  ven- 
ture. Whether  it  will  materialize  is  less 
than  certain.  But  one  thing  is  clear.  The 
project  adds  a  new  tenn  to  the  lexicon  of 
luxury:  conspicuous  ciTiising. 

By  Suzanne  Woolley  in  New  York 


COMMENTARY 


By  Susan  Jackson 

INSURERS  SHOULDN'T  BE  SO  WEB-SH 


|nsm"ers  ai'e  in  the  business  of  ad- 
dressing feai's  about  the  unknown. 
So  why  ai'e  they  so  scai'ed  of  the 
Intemet? 

A  recent  Booz- Allen  &  Hamilton 
Inc.  study  found  that  while  most  con- 
sumers are  skittish  about  buying  in- 
surance on  the  Net,  almost  70%  want 
to  be  able  to  get  quotes  online.  Yet 
fewer  than  10%>  of  insui-ers  provided 
that  service  at  the  end  of  1997,  and 
only  25%  plan  to  by  the  end  of  this 
year.  Adds  Booz-Allen,  only  16%  of 


defecting  to  other  insurers. 

Even  companies  that  don't  have  ' 
agents  woulcl  just  as  soon  wait  for 
someone  else  to  test  the  waters.  "It 
not  cleai-  there's  a  real  advantage  tc 
being  fii-st,"  says  the  vice-president  f 
a  company  that  sells  insurance  direc 
ly  to  consumers. 

Some  insiu'ers  ai'e  venturing  ontc 
the  Net  (page  162)  and  providing  qi- 
tation  sei-vices,  especially  for  term  h 
and  auto  insiu*ance.  But  it's  hai"d  to 
actually  buy  policies  online. 

What  insurers  should  really  be 
wonied  about  is  competition.  More 
than  75%'  of  banks  now  sell  annuitie 
traditionally  the  province  of  in- 
siu'ers.  Even  if  Citibank  and 
Travelers  Group  don't  teai"  dow 
the  wall  created  by  the  Glass 
Steagall  Act  that  sepai-ates 
banking  and  insurance,  tl 
lines  between  the  two 
ai"e  ah'eady  blurred.  T 


balk,  but 
consumers  want  cybersales 


industry  executives  exphcitly  linked 
the  Web  to  coi-porate  strategy  in 
1997 — up  ft'om  a  paltiy  10%  the  pre- 
vious year.  Insm^ance  analysts  Con- 
ning &  Co.  predicted  that  only  1.6%, 
or  $6  billion  worth,  of  all  individual 
life,  homeowners',  and  auto  policies 
will  be  sold  via  the  Net  by  2006. 
"BIGGEST  HURDLE."  By  contrast,  other 
financial  institutions  are  eagerly  em- 
bracing cyberspace.  Booz-Allen  re- 
poited  that  in  1997,  3.6  million  people 
did  then-  banking  online  and  2.7  mil- 
lion used  online  brokei'ages.  Yet  fewer 
than  10,000  people  were  sei"ved  online 
by  the  insurance  industry. 

The  industry's  main  problem 
can  be  summed  up  in  one  word: 
agents.  They  sell  90%  of  personal 
property  and  98%-  of  individual  life 
premiums.  "The  biggest  hurdle  in- 
surers see  to  [using  the  Internet]  is 
the  fear  of  cutting  out  agents,"  says 
Michael  E.  Gazala,  a  senior  analyst 
with  Forrester  Research  Inc. 
Whichever  company  starts  actively 
using  the  Net  first  risks  agents 


compete,  insui'ers  should  be  embrac- 
ing a  slew  of  new  sales  methods. 

The  industry  should  develop  clear 
strategies  to  take  advantage  of  the 
cost  savings  and  increased  customer 
sei"vice  the  Internet  can  provide,  pai 
ticularly  on  less  complex  policies. 
Agents  don't  necessarily  have  to  be 
cut  out  of  the  loop  by  the  Net,  but 
they  vrill  have  to  start  rethinking  ho 
they  do  business.  Fon-ester's  Gazala 
talks  about  the  agent  of  the  futui-e 
managing  250  cUents  instead  of  75, 
and  using  the  Net  to  advise  them 
about  all  aspects  of  their  financial  af- 
fau-s  rather  than  just  specific  insur- 
ance products. 

Growing  numbers  of  consumers  ai- 
going  to  be  clamoring  to  do  more  of 
their  insm-ance  business  online.  If  in- 
sm-ers  ai-en't  prepai'ed.  there  are  plei 
ty  of  competitors  who  will  be  eager  t 
pick  up  the  slack. 

Susan  Jackson  cavers  itisurance 
from  BUSINESS  week's  Connecticut 
bureau. 
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Customers: 

<j  Successful 

100%  Satisfied 


SiEBEL  Systems  IS 


THE  (JLOKAI.  MARKET  I.I:AI)I:H  IN' 
SALES,  MARKETINO.  AN  D  CUSTOMER  SERVICE  INEORM ATION'  SYSTEMS. 

We  do  WHATEVER  IT  TAKES  TO  M  AKK  C)l  TR  CUTSTOMKRS  SI  rC3CESSFT:L 


We've  become  the  world's  leading  provider  of  sales,  marketing,  and  customer  service  systems  because  we  are 
committed  to  100%  customer  satisfaction.  In  fact,  Siebel  Systems  has  become  the  fastest  growing  application 
software  company  in  history  because  our  customers  trust  us  to  make  them  successful.  As  we  expand  our 
relationships  and  global  presence,  one  principle  will  endure:  we  are  here  to  serve  our  customers.  We  will 
continue  to  do  whatever  it  takes  to  assure  our  customers  are  100%  successful,  100%  satisfied.  To  find  out  how  we 
can  make  your  organization  more  successful,  call  1-800-720-3115,  ext.  9187  or  visit  us  at  www.siebel.com. 


Sales  •  Marketing  •  Customer  Service 


<£)1998  Siebel  Systems.  Incorporated.  Siebel  is  a  trademark  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


DUPONT  AND  AMGEN: 
LAB  PARTNERS? 

When  it  comes  to  spotting  the  next 
big  takeover,  all  eyes  are  on 
DuPont.  It's  no  secret  that  the  chemical 
giant  wants  to  expand  its  life-sciences 
unit  through  an  acquisition.  On  May  19, 
DuPont  agi'eed  to  pay  $2.6  billion  for 
Merck's  50%  stake  in  a  joint  ventui-e 
the  two  companies  foiTned  in  1991  to  re- 
search drags  against  aids,  cancer,  and 
heait  disease.  The  talk  on  the  Street  is 
that  DuPont  will  go  after  Monsanto  or 
Britain's  Zeneca.  But  some  investors 
ai'e  betting  DuPont's  tai'get  is  Amgen 
(amgn),  the  world's  top  independent 
biotech  company. 

"DuPont  has  looked  into  Amgen's 
books  and  operations,"  says  one  big  in- 
vestor "Some  investment  bankers  as- 
sociated with  DuPont  have  talked  in- 
formally with  Amgen  top  executives 
about  the  prospects  of  a  buyout,"  says 
another  money  manager.  Tlie  word,  he 
says,  is  that  DuPont  will  make  a  cash 
offer  for  Amgen  of  $95  a  shai-e — for  a 
total  of  $25  billion.  Amgen  stock  now 
trades  at  61'%.,  for  a  mai'ket  capitaliza- 
tion of  just  over  $15  billion.  Based  on  a 
1999  earnings  estimate  of  $3.40  a  share, 
Amgen  has  a  price-earnings  ratio  of 
18-or  20,  if  1998  eammgs  of  $;3.04  ai-e 
taken  as  the  base. 

DuPont  CEO  Chaiies  HoUiday  Jn  has 
said  that  life  sciences  will  be  the  cor- 
nerstone of  DuPont's  futui'e.  Holhday 
expects  dings  and 
THE  CHEMISTRY      biotechnology  to 
IS  WORKING        account  for  about 

  33%  of  earnings 

in  five  years,  up 
from  18%  today. 
Amgen  has  "a 
premier  position 
in  biotech,  and 


Its  aggi'essive 
R&D  spending  au- 
gurs well  for  the 
long  teiTn,"  says 
Herman  Saftlas 
of   Standard  & 

"DEC  1. -97  MAY  19. -98  Pr,r,y'< 
A  DOLLARS  ruui  b. 

Amgen  has  12 
OA,.  BiooMBERG  FINANCIAL  «AR«os    potential  remecUes 

in  clinical  trials.  Its  Infergen,  a  treat- 
ment for  hepatitis  C,  won  recent  Food 
&  Drag  Administration  approval,  and 
its  Stemgem,  used  in  chemotherapy,  is 
expected  to  be  approved  this  year.  Am- 


gen  recently  reported  discovery  of  a 
protein  that  pi-events  the  activation  of 
osteoclasts — cells  that  absorb  bone. 
DuPont  says  it  doesn't  comment  on 
speculation  and  ramoi*s.  Amgen  did  not 
retiuTi  calls  for  comment. 


STITCHING  HIRSCH 
TOGETHER  AGAIN 

Feb.  20,  1998,  is  a  day  Hii-sch  Inter- 
national (hrsh)  stockholdei"s  will  find 
hard  to  forget:  Shares  fell  fi-om  21%  to 
IVA—a  48%  drop.  This  distributor  of 
computeiized  embroideiy  macliineiy  had 
warned  that  fis- 
TORN  UP  cal-foiuth-quaiter 
BY  BAD  NEWS       earnings  w-ould 

2j   come  in  below  ex- 

i  i      pectations.  The 

stock,  highlighted 
in  this  column  at 
18  in  May  last 
yeai;  rose  to  26  in 
August,  1997. 
Since  the  Febra- 
aiy  collapse,  how- 
ever, it  has 
slipped  below  9, 
though  it  now 
trades  at  lOM. 
Any  hope  for  a 
snapback? 
"Most  certainlj;"  says  veteran  stock- 
picker  Allan  Roness  of  .jw  Chaiies  Se- 
cuiities:  "I  see  the  stock  almost  dou- 
bling from,  here."  he  says.  That's 
because  he  believes  the  shortfall  in  sales 
and  eai'nings  was  a  temporary  bhp, 
caused  paitly  by  the  loss  of  an  order 
from  an  apparel  manufacturer  that 
moved  to  Mexico.  And  ranning  costs 
jumped  because  of  a  ramp-up  of  its 
sales  force — in  anticipation  of  increased 
demand  for  its  smaller  machines. 

Roness  expects  that  last  year's  slack 
sales  will  be  offset  tliis  yeai-  by  a  sm-ge 
in  demand  for  its  smaller  macWnes — 
the  fastest-gi-owing  segment  of  the  busi- 
ness. Made  by  Tajima  Industries  and 
Brother  Industries,  these  de\ices  sew 
logos  and  emblems  on  caps,  shirts,  and 
pants.  Hii'sch's  customers  include  Fruit 
of  the  Loom  and  OshKosh  B'Gosh. 

The  stock,  which  he  says  is  headed 
towai'd  16  in  a  yeai;  is  one  of  the  cheap- 
est aroiuid — pro\ided  that  eaniings  re- 
cover by  fiscal  1999. 

In  the  year  ending  Jan.  31,  2000, 
Roness  expects  Hirsch  to  exceed  ana- 
lysts' earnings  estimates  of  $1.10  a 
shai-e:  He  foresees  $1.50  instead.  And  in 
fiscal  1999,  he  figui-es  it  will  make  95c  a 


DEC.  1.  '97  MAY  19.  98 
A  DOLLARS 
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shai'e.  compai-ed  with  89c  in  1998  id 
$1.10  in  1997. 


THIS  SOAP  OPERA 
MAY  END  HAPPILY 

After  some  nasty  problems,  USA  e- 
tergents  (usad),  maker  of  xtra  ^i- 
tergent  and  Nice  'n  Fluffy-  fabric  sl- 
ener,  seems  headed  for  recoveiy.  ';if 
company  expects  to  be  in  the  blacker 
1998,  after  a  1997  loss  of  $21  milUor 
One  New  York  money  manager  s 
the  uptm-n  means  USA  Detergentti: 
mo\ing  closer  to  a  deal  with  an  intr- 
ested  buyer  Now  at  12'/s  L'SA  Del 
gents  is  worth  20  to  2^3  in  a  buyi 
figui'es  this  money  pro. 

A  yeai'  ago,  usA  Detergents  was  1 
tui'ed  in  ttiis  column  as  a  possible  tai' 
for  Clorox.  But  then,  unpleasant  thii 
happened:  In  August,  the  company 
mitted  mistakes  in  its  1996  financial 
ports  that  ovei-stated  eaiTiings.  In  ^ 
vember,  the  company  fii'ed  21%  of 
employees  and  closed  sLx  plants,  hal\ 
its  product  line.  And  in  Febraary, 
the  president  resigned. 

Since  then,  USA  Detergents  has  ( 
played  "solid  progi'ess  in  its  tumai'oi 
effort,"  notes  Menill  Lj^nch  anal; 
Rommel  Dionisio. 


He  expects  the 
company  to  earn 


SUDSING  UP 
NICELY 


USA 
DETERGENTS 

WEEKLY  CLOSE 


DEC.  1. '97 
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50g  a  share  in 
1998  and  70c  to 
75c  in  1999. 

WTiispers  are 
that  USA  De- 
tergents officials 
have  been  ap- 
proached by  a 
maker  of  low- 
priced  soap  and 
detergents.  Should 
it  acquire  usA 
Detergents,  "the 
combined  compa- 
ny would  domi- 
nate the  low-priced  soap  and  deterge 
mai'kets,"  says  one  money  manager.  1 
notes  that  some  key  membei*s  of  u 
Detergents'  management  and  boar 
w^ho  own  about  45%  of  the  stock,  "ha" 
significant  outside  business  interes 
and  they  may  now  be  ready  to  sell  t 
company."  A  company  spokesman  c 
cUned  comment. 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.cor 
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^Vhen  the  grass 

is  greener 
on  the  other  side 

of  the  fence, 
it  may  be  that  they 
take  better  care 
of  it  there. 

—  Cecil  Sclig 


ZURICH 


Developments  to  Watch 


I 


DISPATCHES  FROM  THE  CANCER  FRONT 

There's  a  lot  of  good  news  from  the  oncologists'  confab  in  Los  Angeles 


T]ie  results  of  some  2,000  cancer  research 
studies  were  presented  at  the  American  So- 
ciety of  Clinical  Osteology's  annual  meeting 
in  Los  A7igeles  on  May  16-19.  This  year's 
meeting  generated  unusual  excitement,  as 
many  years  of  basic  research  appear  finally 
to  he  paying  off  with  new  methods  of  cancer 
treatment  and  prevention.  More  tJian  19,000 


scientists  and  doctors  crowded  into  meeting 
rooms  and  atiditoriums  to  get  their  first 
glimpse  of  the  latest  ammunition  in  the  war 
against  cancer.  Genentech  hic.'s  new  breast 
caswer  drug,  Hercepthi,  generated  much  of  the 
buzz,  but  as  BUSINESS  WEEK  Associate  Editor 
Catherine  Arnst  reports,  other  significant 
findings  were  announced: 


LAB  SUCCESS:  Augiostatin 
curbs  the  disease  in  m.ice 


KILLING  TUMORS  BY 
STARVATION... 

PROMISING  RESULTS  FROM  THE 

first  human  trials  of  two  so- 
called  anti-angiogenesis 
drugs  received  close  scrutiny 
from  researchers  attending 
the  meeting.  These  drugs 
work  in  much  the  same  way 
as  angiostatin  and  endo- 
statin,  the  two  proteins  that 
were  widely  publicized  as  a 
potential  cure  for  cancer  a 
few  weeks  ago  after  showing 
promise  in  mice.  Genentech's 
drug,  called  anti-VE(!F,  at- 
tacks a  growth  factor  that 
fosters  blood-vessel  growth. 
It  prevented  various  can- 
cers from  spreading  in  13 
patients  10  weeks  after 
treatment,  tnp-470,  from  tap 
Pharmaceuticals,  stopped 
kidney  cancer  from  spread- 
ing in  5  of  20  patients  for  at 
least  16  weeks.  More  tests 
will  be  required  to  confirm 
the  value  of  this  new  class  of 
drugs,  researchers  cautioned. 


...AND  BY 
GERM  WARFARE 

AN  INNOVATIVE  APPROACH  FOR 
treating  prostate  cancer 
involved  inserting  a  gene 
from  the  herpes  virus  direct- 
ly into  the  tumors  of  18 
patients.  The  doctors  then 
administered  the  antiviral 
dnig  ganciclovir.  Normal  cells 
were  immune  to  the  dinag,  but 
the  cancer  cells  containing  the 
herpes  virus  were  destroyed, 
as  were  all  the  tumor  cells 
nearby.  The  early  stage  trial 
was  designed  only  to  test 
the  safety  of  the  treatment, 
but  the  researchers,  from  the 
Baylor  College  of  Medicine  in 
Houstion  say  three  patients 
showed  a  significant  decrease 
in  the  size  of  their  tumors, 
and  one  showed  no  sign  of  the 
cancer  after  biopsy. 

TWO  OUNCES  OF 
PREVENTION 

A   TWO-YEAR   TRIAL   OF  ELI 

Lilly's  Evista,  an  anti-estro- 
gen drug  approved  for  osteo- 
porosis, cut  the  incidence  of 
breast  cancer  to  58'7r  from 
66%  in  some  7,000  high-risk 
women.  It  also  slightly  re- 
duced the  I'isk  of  cancer  of 
the  endometrium,  the  lining 
of  the  uterus.  Meanwhile, 
the  National  Institutes  of 
Health  revealed  details  of  a 
study  in  which  Zeneca's 
Tamoxifen,  an  earlier  anti- 
estrogen,  cut  the  incidence  of 
breast  cancer  by  45%  but 
slightly  hiked  the  risk  of 


endometrial  cancer.  It  would 
be  misleading  to  compare 
the  results  of  the  two  differ- 
ent trials,  researchers  said. 
The  NIH  is  recruiting  for  a 
very  large  trial  to  begin  in 
the  fall,  that  will  directly 
compare  the  two  drugs. 

ANOTHER  CHEMO 
CONTENDER 

ON  THE  TREATMENT  SIDE  OF 
breast  cancer,  researchers 
reported  for  the  first  time 
that  Taxol,  a  Bristol-Myers 


Squibb  drug  for  womc 
the  late  stages  of  the  disi.- 
can  raise  siu-vival  rates 
used  with  other  chemotl: 
py  as  a  first-line  treatn 
The  usual  regimen  is  t' 
move  the  breast  and  ff 
up  with  two  convent  I 
chemotherapy  drugs, 
study  of  3,170  patients 
addition  of  Taxol  to  that 
imen  resulted  in  a  slight 
in  the  number  of  survi^ 
After  two  years  of  ti 
ment,  overall  survival  n 
percentage  points,  to  ' 
The  number  of  survi 
who  appeared  comple 
free  of  disease  rose  4  po 
to  90%.  The  gains  may  s 
small,  but  the  trial's 
investigators  say  it  is 
precedented  to  see  a  sur^ 
benefit  so  early  in  a  br 
cancer  study.  "This  new  ( 
bination  therapy  has  ■ 
potential  to  save  ten; 
thousands  of  lives  workb 
each  year,"  said  Dr.  Rid ; 
L.  Schilsky,  director  of  h 
University  of  Chicago's 
cer  Research  Center. 


TO  SCREEN  OR  NOT  TO  SCREEN 


A  STUDY  THAT  HAS  GENERATED  MUCH  CONTROVERSY 

seems  to  show  that  routine  screening  for  prostate  cai 
cer  may  significantly  reduce  deaths.  Over  eight  year^ 
in  a  group  of  46,193  men  studied  by  Dr.  Fernand 
Labrie  of  Laval  University  in  Quebec  City,  Canada, 
the  incidence  of  death  from  prostate  cancer  was  69% 
lower  in  the  group  given  prostate-specific  antigen  (Ps) 

tests  and  rectal  exams. 


CANCER  DEATHS  RISE 
AS  U.S.  POPULATION 
GROWS  AND  AGES 


BREAST  CANCER  DEATHS 


1974  32,424 
1994  44,008 


PROSTATE  CANCER  DEATHS 


1974  19,184 
1994  34,902 


ALL  CANCER  DEATHS 


1974  358,881 
1994  534,310 

DATA;  AMERICAN  CANCER  SOCIETY 


Those  results  would  mean 
27,050  lives  saved  each  yv 
in  the  U.  S.  if  routine 
screening  were  instituted 
However,  cancer  expert; 
say  they  are  reluctant  to 
call  for  routine  screening 
because  men  can  often  hvt- 
a  full  life  with  a  small  tu- 
mor. But  if  one  is  found, 
doctors  usually  feel  they 
should  treat  it.  In  those  ca 
es,  the  cure  might  be  wors 
than  the  disease — surgery 
or  chemotherapy  can  leave 
the  patient  impotent,  incon 
tinent,  and  susceptible  to 
second  tumors. 
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146  BUSINESS  WEEK/ JUNE  1.  1998 


^^^0^  Mitsubishi  opens  ME  parts  centre 


Many  of  the 
biggest  names  in  business 
are  growing  bigger 
in  Dubai. 


f  ouJenc  ^  Matsushita  sets  up  Jebel  All  joii 
f«  boosf  ature  distribution  complex 


Nissan  to  double  size 
of  Jebel  Ali  far- 'Hv  rt' 


Join  them. 
And  hit  the  headlines. 


Dubai  office  for  Hewlett  Packard 


To  find  out  how  your  company  can  profit  from  doing  business 
in  one  of  the  world's  most  dynamic  commercial  centres, 
fax  this  coupon  to  (215)  751  9551  or  (310)  752  4444. 

NAME  

TITLE  

COMPANY  

ADDRESS  

FAX 


TEL 

East  mid 
West  Con 


GOVERNMENT  OF  DUBAI 
Department  of  Tourism  and 
Commerce  Marketing  , 


VMst  imd  Central  USA:  8  Penn  Center,  Phil,idelphia  PA  10103,  USA,  Tel:  (21 5)  751  9750.  Fax:  (21 5)  751  9551 , 
WcstCoast.^m  Wilshire  Bt.iilev.ird,  S^iiita  Monica,  California,  CA  90401,  USA.  Tel:  (310)  752  44.SS.  Fax:  (310)752  4444 


let' 


Their  Award-Winning  Environmental  Efforts 
Yield  Profits  That  Are  Off  The  Charts. 


EPA  Congratulates  the  Energy  Star"  Buildings  and 
Green  Lights"  Partners  and  Allies  of  the  Year, 

American  Electric  Power  Company 

City  of  Scottsd^le,  Arizona 

Compaq  Computer  Corporation 

Davenport  Community  School  District 

Johnson  &  Johnson 

Louisville  and  Jefferson  County  Metropolitan  Sev/er  District 
McDonald's 
Mobil  Corporation 
St.  Joseph  Hospital 

The  Trane  Company,  Worldv^ide  Applied  Systems  Group 
Walt  Disney  World  Co. 


 /Green 

^Lights 


These  leaders  demonstrate  that  energy  efficiency  is  smart  business,  boosting  their  bottom  hnes  while 
peaking  environmental  performance.  By  installing  energy-efficient  technologies  in  their  buildings,  these 
organizations  annually  save  more  than  $39  million  and  prevent  the  release  of  more  than  336  million 
pounds  of  carbon  dioxide.  Their  av/ard-winning  efforts  reduce  operating  costs  and  build  more  competitive 
organizations,  as  well  as  help  prevent  global  climate  change,  acid  rain,  and  smog.  It  seems  some  companies 
share  their  profits  with  the  world. 

To  learn  more,  call  the  toll-free  Energy  Star  Hotline  at  l-888-STAR-YES  (1-888-782-7937). 


Alaska 


I§  fishing  at  Waterfall  Resort,  Alaska 

Business  or  Pleasure? 


-Newport  Beach,  CA 
Guide:  Devin  Rowe 

King  of  Kings  Tournament  Winner  -  65.7  lb.  King  Salmon 


The  decision  is  good  for  business 
and  a  pleasure  to  make. 


Ford  Dealers  Association  of  Southern  California  "For  the  last  1 4 
years,  Waterfall  Resort  has  been  our  incentive  destination  of  choice. 
Our  benefits  include  not  only  improved  sales  results,  but  the 
Waterfall  experience  itself  helps  build  a  camaraderie  unlike  any 
other  travel  destination  we  have  used. "  -  Rich  Defrank,  Manager 


Waugh  Family  of  Las  Vegas  "Since  July  of  1 985,  we  have  been 
bringing  groups  of  various  sizes  to  Waterfall  Resort.  I  believe  we  are 
somewhat  like  the  salmon.  We  return  because  of  instinct.  Our 
instincts  have  been  nurtured  and  rewarded  by  the  wonderful  staff  of 
Waterfall  and  the  beauty  that  is  southeast  Alaska. "  -  David  Waugh 


Fax  this  page  to  Waterfall  (907)  225-8530  and  receive  our  brochure  and  video. 


e-mail:  waterfal@alaska.ktn.net 
internet:  http;//www. waterfallresort.com 


Name  iPnnti . 
Company  — 
Address  


-Title 


City 


ATERFALI 


State  - 
  Fax 


Zip 


.R  E   S  O   R   T  U 

ALASKA 

"Where  Sportjishing  is  for  Kings' 


Area  &  Phone  

Interested  □  Very  Interested   U         Saltwater  J  Freshwater  J 

Business  Entertainment  J         Pleasure  U         Number  of  Guests  

Best  Season  1998  J  1999  J  2000  □  May  June  July  Aug.  Sept. 
Date  of  Business  Week  issue  


INFORMATION  /  RESERVATIONS    800-544'^5  f  25 


[JiiiMiiJJtliiitm'WMllilil-itlliliMl-MailJ 

NCER 


iFTER  25  YEARS, 
i  BIG  PAYOFF 

)noclonal  antibodies  are  generating  new  excitement 


^octors  are  usually  carefiil  not  to 
B  ovei-sell  exjieiimental  cancer  treat- 
■  ments,  but  investigators  studying 
W  a  new  breast  cancer  ch-ug  ai-e  hav- 
trouble  containing  theii*  excitement. 
May  17,  researchers  reported  that 
lentech  Inc.'s  Herceptin  di-amatically 
ved  breast  cancer  and  added 
iths — in  some  cases,  years — to  the 
s  of  patients  suffering  from  the  most 
ressive  form.  "This  is  the  biggest  dif- 
ince  I've  ever  seen"  in  a  study  of  ad- 
ced  cancer  patients,  says  Dn  Lany 
"ton,  an  oncologist  at  New  York's 
norial  Sloan-Ketteiing  Cancer  Center, 
'or  the  biotechnology  industry,  the 
couldn't  be  better.  Herceptin  and  a 
other  early  acliievers  are  i-ehabili- 
tig  the  reputation  of  a  much-maligned 
s  of  bioengineered  dings  called  mono- 
lal  antibodies.  They  ai-e  designed  to 


target  cancer  cells  vdth  pinpoint  accu- 
racy, killing  the  tumor  without  hanmng 
healthy  tissue.  For  20  yeai-s,  monoclonals 
have  shown  remarkable  results  in  mice, 
but  scientists  could  not  replicate  theii- 
effect  in  humans.  Herceptin  is  "proof  of 
principle"  that  monoclonal  antibodies 
woi'k,  says  Dr.  Deimis  J.  Slamon  of  the 
University  of  California  at  Los  Angeles, 
a  principal  investigator  of  the  drug. 
"Tliere  is  no  reason  to  think  that  they 
won't  work  against  just  about  any  dis- 
ease if  we  know  the  genetic  mechanism." 

In  fact,  another  monoclonal  antibody, 
Centocor  Inc.'s  Avakine,  is  likely  to  win 
Food  &  Ding  Administration  approval 
in  late  May  for  the  treatment  of  Crohn's 
disease,  a  chronic  and  painful  inflamma- 
tion of  the  bowels.  Scheiing-Plough  Coip. 
has  the  marketing  lights  for  Avakine. 

The  FDA  approved  the  fu-st  monoclon- 


al last  November — Rituxan,  a  treatment 
for  non-Hodgkin's  lymphoma  developed 
by  Genentech  and  I  dec;  PhaiTnaceuticals 
Corp.  Also  waiting  for  fda  approval  is 
Medlmmime  Inc.'s  MEr)l-49;i  for  the  treat- 
ment of  respu-atoiy  syncytial  viiiis  (ksv), 
the  leading  cause  of  pneumonia  in  in- 
fants. Other  monoclonals  for  the  treat- 
ment of  leukemia,  head  and  neck  can- 
cers, heait  disease,  asthma,  and  organ 
transplant  rejection  ai-e  ciurently  in  clin- 
ical tiials.  At  the  aimual  meeting  in  Los 
Angeles  of  the  American  Society  of  Clin- 
ical Oncology,  where  the  Herceptin  find- 
ings were  announced,  researchers  re- 
poited  on  almost  20  difierent  monoclonals 
for  cancer  alone.  "This  is  a  watershed 
moment,"  says  Dr  Jeffrey  V.  Ravetch,  di- 
rector of  the  molecular  genetics  and  im- 
munology lab  at  Rockefeller  University 
in  New  York.  "In  the  next  year  or  two, 
there  should  be  a  real  wave  of  new  anti- 
bodies from  a  variety  of  companies." 
MOUSE  TRAP.  Herceptin  is  on  a  fast  track 
for  FDA  approval,  and  Genentech  is  ex- 
pected to  begin  marketing  it  by  yeai-end. 
Lelmian  Brothers  Inc.  analyst  C.  Antho- 
ny Butler  predicts  the  drug  will  quickly 
reach  sales  of  $500  million  a  year  "This 
marks  the  rebirth  of  the  monoclonal 
field,"  he  says.  Genentech's  stock  hit  a  52- 
week  high  on  May  18,  closing  at  12%. 

The  rebirth  of  monoclonals  is  the  re- 
sult of  improvements  in  the  technology 
for  making  monoclonal  antibodies,  com- 
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bined  with  a  more  precise  understanding 
of  the  cellular  mechanisms  that  cause 
many  diseases.  Monoclonal  antibodies 
were  fii'st  developed  more  than  20  yeai's 
ago  by  British  biologists  Georges  J.  F. 
Koler  and  Cesar  Milstein,  who  won  a 
Nobel  piTze  in  1975  for  their  technique 
for  isolating  and  cloning  antibodies  de- 
signed to  recognize  and  bind  to  cancer- 
causing  human  antigens  that  escape  the 
notice  of  the  body's  immune  system. 
Once  injected  into  the  bloodstream,  the 
monoclonals  hunt  down  an  offending  anti- 
gen and  either  block  its  disease-causing 
action  or  kill  it  with  a  toxin  or  radioac- 
tive isotope,  all  the  while  avoiding 
healthy  tissue.  Mice  are  the  living  "fac- 
tories" that  produced  these  first  anti- 


ogy  for  making  human  antibodies  is  well 
worked  out  now,"  says  Richard  L.  Love, 
president  of  ilex  Oncology  Inc.  of  San 
Antonio,  which  just  started  studies  of  a 
monoclonal  called  Campath-iH  for 
leukemia.  The  antibody  was  developed 
jointly  with  LeukoSite  Inc.  of  Cambridge, 
Mass.  "The  field  is  only  limited  now  by 
the  ability  to  identify  tai'gets,"  says  Love. 

Many  of  these  new  drags  are  getting 
a  boost  from  the  attention  being  paid  to 
Herceptin.  It  acts  by  binding  to  a  re- 
ceptor expressed  by  the  Her2  gene, 
found  in  breast-cancer  cells.  The  receptor 
receives  signals  from  gi'owth  factors, 
triggering  the  multiphcation  of  cells.  In 
about  25%  to  30%  of  the  180,000  U.  S. 
women  diagnosed  each  yeai"  with  breast 


for  Centocor's  Avakine,  which  ne  r 
izes  an  inflammatory"- agent  in  the  b^' 
of  patients  with  Crohn's  disease,  Jbii 
that  the  drag  reduces  both  the  se\lh 
and  number  of  symptoms  for  the 
der  within  two  weeks.  "This  kind  o)- 
ical  response  in  Crohn's  disease  i:  ■ 
precedented,"  reported  Dr.  Stei. 
Targan,  director  of  the  Inflamm: 
Bowel  Disease  Center  at  Cedars-f. 
Medical  Center  in  Los  Angeles. 

The  range  of  diseases  for  monocl  - 
is  among  the  broadest  of  any  bio 
neered  agent  so  fai'.  Genentech  is  in- 
ly human  trials  of  an  antibody  that ; 
presses  allergic  responses  in  asl 
patients,  and  Immunomedics  Inc. 
identified  an  antibody  that  can  rei 


TARGET  PRACTICE  How  the  monoclonal  antibody  drug  Herceptin  slows  down  breast  cancer 


HER2  — 
RECEPTORS 


GROWTH 
FACTORS 


1  Normal  breast-tissue  cells  have 
receptors  on  the  surface  produced  by 
the  HER2  gene.  When  growth  factors 
bind  to  these  receptors,  the  cells 
divide  and  multiply. 

bodies,  but  the  human  inunune  system 
saw  them  as  foreign  invaders  and  at- 
tacked and  killed  the  monoclonals  before 
they  could  do  theii-  work. 

The  mouse  antibodies  were  used  in 
those  first  experiments  because  they 
were  easier  to  woi'k  with.  But  about  10 
years  ago,  scientists  figured  out  how  to 
overcome  the  immune-system  response 
by  replacing  most  of  the  mouse  compo- 
nents with  human  coimteiparts  to  create 
"chimeric"  antibodies.  These  work  par- 
ticularly well  against  blood-based  can- 
cers such  as  lymphoma — Rituxan  is  a 
chimeric — because  the  cancer  weakens 
the  body's  immune  response.  But 
chimeric  antibodies  are  ineffective  against 
solid  tumors  unrelated  to  the  immune 
system.  The  big  breakthrough  came  a 
few  year's  later  when  researchers  created 
fully  humanized  monoclonals,  eliminating 
mouse  components  entii'ely. 
PRICEY.  These  antibodies  aren't  easy  to 
make,  and  that  is  reflected  in  their 
price — one  course  of  treatment  with  Rit- 
uxan costs  $8,904.  Creating  a  humanized 
monoclonal  antibody  can  take  from  six 
months  to  two  years.  StOl,  "the  technol- 


(1>'?HER2-^ 


HERCEPTIN 


2  In  25%  to  30%  of  women  with 
breast  cancer,  tumor  cells  produce  too 
many  HER2  receptors.  That  produces 
an  abnormally  large  growrth  signal, 
causing  the  cells  to  multiply  rapidly. 

cancer,  a  Her2  gene  leads  to  the  pro- 
duction of  too  many  receptors.  Those 
tend  to  be  the  deadliest  cancel's.  In  their 
presentation  at  the  cancer  meeting,  doc- 
tors reported  that  Herceptin,  when 
added  to  standai'd  chemotherapy  treat- 
ment for  women  in  late  stages  of  the 
disease,  increased  the  time  before  the 
cancer  spread  by  about  three  months 


3  The  HER2  monoclonal  antibody, 
Herceptin,  binds  to  the  HER2 
receptors,  preventing  the  attachment 
of  growth  factors  and  slowing  the 
abnormal  growth.  oata: genenteci. 

fatty  deposits  ff'om  coronary  arterie^- 
ducing  the  need  for  angioplasty, 
drags  do  have  some  shortcomings,  i 
must  be  given  inti'avenously,  an( 
searchers  say  they  likely  won't  \ 
against  lung  and  panci'eatic  can( 
which  ar"e  gener-ally  not  diagnosed  i^' 
they  are  quite  advanced  and  have  se\n 
different  types  of  cancer-causing  eel 


Monoclonals  have  long  worked  on  mice, 
but  human  immune  systems  rejected  them. 
Now,  scientists  are  solving  that  problem 


and  raised  tumor  response  r^ates  by  23% 
to  32% — with  virtually  no  side  effects. 
The  average  survival  rate  for  women 
who  got  Heixeptin  was  13  months,  and 
Sloan-Kettering's  Norton  says  one  of  his 
patients  is  still  in  complete  remission  af- 
ter* five  years.  "These  are  women  who 
wer-e  destined  to  die  probably  in  six 
months,  eight  months,"  says  Norton. 

Other  monoclonals  are  showing  similar 
results.  Clinical  trials  reported  last  year 


More  important,  it  is  possible  that 
cer  ceDs  eventually  wiU  figui"e  out  hn 
outwit  the  antibodies,  just  as  they  i 
managed  to  resist  many  other  ti 
ments.  "We  cannot  lose  sight  of 
clever  cancer  cells  are,"  says  V.  ( 
Jordan,  dir-ector  of  breast  cancer  res( 
at  NorthwesterTi  University  in  Chu 
Cancer  victims  can  only  hope  that 
bioengineers  keep  pace. 

By  Catherine  Arnst  in  Los  Ang^ 
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TELECOMMUNICATIONS 


SELLING  THE  WORLD 
ON  WORLDCOM 

John  Sidgmore  is  point  man  in  its  Net  expansion  strategy 


It  was  a  hint  of  the  wild  ride  to  i: 
for  UUNET  Technologies  Inc.  le 
dent  John  W.  Sidgmore.  As 
McEntire  belted  out  country  ^ 
onstage,  WorldCom  Inc.  Chief  E 
five  Bei'nard  J.  Ebbers  danced  ii 
aisles  of  Nashville's  Opiyland  Hdtel 
the  trim  Sidgmore  on  Ms  shouldci's 
occasion?  A  celebration  last 
WorldCom's  $14  billion  acciuisiti( 
MFS  Communications  Co.  and  its  I 
net  division,  uunet.  "It  was  a 
scary,"  recalls  Sidgmore.  "Like  beii 
a  mosh  pit." 

He  has  gotten  used  to  the  fet: 
Ever  since  Sidgmore  teamed  up 
Ebbers,  he  has  found  that  he 
WorldCom  are  about  as  welcome  ir 
telecom  industry  as  slamdancers 
ballroom  waltz.  In  October,  World 
launched  a  hostile  bid  for  mc'i  Con 
nications  Corp.  and  eventually  wi't 
MCI  away  from  British  Telecommu 
tions  PLC  and  gte  Coip.  Now,  U.  S. 
Eui'opean  regulators  are  thi'eatenii 
scuttle  the  $37  bilHon  deal  becau.- 
antitrust  concerns. 

The  issue:  Regulators  fret  that  J- 
more's  UUNET  ah-eady  caiTies  so  nun 
the  Internet's  traffic  that  the  additii 
MCi's  Net  business  would  give 
enough  control  to  squeeze  out  other 
players.  The  European  Commission 
hearings  on  the  issue  in  Brussel 
mid-May  where  rivals  claimed  the 
bined  companies  would  control  n 
than  40%  of  Net  traffic.  Sidgmore, 
WorldCom's  vice-chairman,  argued 
their  share  is  closer  to  20%.  Insii 
however,  say  that  executives  alri 
are  trying  to  placate  trustbuster.- 
finding  a  buyer  for  MCi's  Net  operat 
British  Telecom  and  GTE  are  both 
terested  in  the  unit,  the  insiders  s;i 
"EVANGELIST."  It's  classic  Sidgmon 
salesman  at  heart — he  spent  the 
decade  of  his  career  selling  everytl 
from  calculators  to  time  on  ni 
frames — he  will  go  to  gi'eat  length 
close  a  deal.  The  Worldcom-MCi  mei 
is  no  exception.  Sidgmore  might  S( 
worthwhile  trade-off  in  selling  MCi's 
business  even  though  WorldCom  ci 
lose  customers  who  get  a  package 
MCI  long-distance  and  Internet  servi 
He's  done  this  kind  of  deal  bet 
Take  the  agi'eement  he  wi'angled  on 
Microsoft  Coi"p.  in  1994.  By  giving  i  : 
15%  stake  in  uunet,  he  attracted  a  r 
ical  $12  million  investment  from 
crosoft  and  got  the  software  gian' 
pony  up  $100  million  a  year  to  pay 
uunet's  netwoi-ldng  geai".  And  then  tin 
is  the  deal  he  landed  with  No.  1  onlt 
seivice  America  Online  Inc.  In  the  fao 
1997,  Sidgmore  cinched  a  contract  )J 


1     Ri  I'^iNF^'^  wFFK  /  II  INF  1   1  qqp. 


©1998  DataWorks  Corporation  BackOffice  is  a  trademark  uf  Microsoft  Corporation  TStj59XO 


WWW, dataworks.com 


Information  Technology 


engineering  a  complex  three-way 
arrangement  that  gave  aol  more  cus- 
tomers and  gave  uunet  aol's  traffic. 
"Sidgrnore  was  the  architect  and  evan- 
gehst  for  the  deal,"  says  the  online  ser- 
vice's CEO,  Stephen  M.  Case,  who  will 
now  join  WorldCom's  board.  "He  would- 
n't let  it  go." 

At  47,  Sidgmore  is  a  workaholic  who 
combines  the  cheerleading  spirit  of  a 
high  school  coach  with  a  salesman's 
determination  to  close  a  deal.  He 
sends  E-mails  to  co-workers  at  2 
a.m.  or  later  and  is  so  focused  on 
work  that  he  often  forgets  the  little 
things:  He  has  had  his  credit  cards 
and  car-phone  accounts  cancelled 
several  times,  so  now  he  pays  them 
three  months  in  advance. 
POKER  PLAYER.  Sidgmore  is  no  less 
dogged  about  keeping  his  troops- 


network  that  dominates  the  Intemet," 
he  charges.  Sources  close  to  WorldCom 
say  executives  would  balk  at  such  a 
proposal.  Sidgmore  declined  to  comment 
on  specific  antitrust  solutions. 

Wliatever  deal  he  cuts,  Sidgmore  is 
convinced  that  WorldCom's  future  de- 
pends on  its  Intemet  business.  "When 
the  traditional  voice  market  gi-ows  8% 
to  10%  a  year,  comjjared  with  the 

SIDGMORE  S  TO-DO  LIST 


CLOSE  THE  MCI  DEAL  Sidgmore  must  cut  a 
deal  with  U.S.  and  European  trustbusters  who 
are  concerned  that  the  combmation  of  World- 
Com's and  MCl's  Internet  operations,  which 
rivals  say  handle  more  than  40%  of  Net  traf- 
fic, would  lead  to  unfair  pricing.  WorldCom  is 
negotiating  to  sell  off  MCl's  internet  business; 


join  a  company  called  uunet;  it  sc 
like  Wee-Wee  Net  or  Yo-Yo  Net.'i 
pronounced  You- You  Net). 

But  Sidgmore,  who  loves  to  play| 
er,  liked  the  potential  payoff — ar 
cut  himself  a  sweet  deal,  includi] 
.$200,000  sig-ning  bonus  and  a  7% 
in  the  company.  "I  was  joining  a 
pany  that  could  blow  up,"  he  says, 
if  I  made  something  out  of  it,  I 
have  the  tiger  by  the  tail." 

Indeed,  Sidgmore  has  succ€ 
by  betting  against  conventions 
dom.  One  of  his  most  critical 
was  his  refusal  to  imitate  Aol 
pursuing  residential  customer^ 
stead,  he  followed  the  monej 
corporate  clients.  As  a  resull 
1995,  UUNET  was  the  first  Int€ 
company  to  turn  a  profit. 


^v^ftftw^.  ,.^^p...c,        w^v.p._.  .  r.      u  -r  ,  u,  was  tremendous  pressure  for 

happy  In  1994,  he  nixed  the  idea  of    GIE_and__Bn_tish  Telecom_are_ possible  bu^^^^^^  consumers,  but  we  were! 


a  security  door  to  wall  off  the  ex- 
ecutive suites  because  he  wanted 
workers  to  visit  him  anytime.  And 
when  the  company  went  public  in 
1995,  Sidgmore  insisted  that  em- 
ployees receive  the  block  of  stock 


EXPAND  THE  NETWORK  With  the  Internet 
doubling  every  four  months,  WorldCom's 
biggest  task  is  to  build  its  network  at  the  same 
pace,  whether  internally  or  through  acquisi- 
tions such  as  last  year's  purchases  of  ANS 
Communications  and  CompuServe. 


er  going  to  be  able  to  compJ 
says  Sidgmore.  Adds  John  Jq 
a  venture  capitalist  at  Menlo 
tures,  one  of  the  company's 
three  investors:  "It's  the  mostJ 
portant  call  he  ever  made." 


normally   reserved    for   special   '-   rivals  like  PSINet  Inc.  that  bel 


friends  of  the  company.  His  staff 
has  responded  with  shouts  of  geek 
approval  dming  meetings — such  as 
"John,  have  my  children." 

Sidgmore  will  need  all  his 
smarts,  charm,  and  dealmaking 
skills  in  negotiations  with  trust- 
busters. The  data  networks  of 
WorldCom,  Mfl,  Sprint,  and  GTE 
are  much  like  an  intricate  web  of 
highways.  Now,  the  carriers  typi- 
cally don't  chai'ge  each  other  fees  if 
traffic  from  one  canier  travels  over 
the  network  of  another.  If  Sidg- 
more oversees  a  dominant  share  of 
the  Internet  system,  rivals  wony 
he  could  set  up  the  equivalent  of  toll 
booths  and  start  charging  hi.s  competi- 
tors unfair  prices  to  use  his  network. 

Rubbish,  says  Sidgmore.  "The  notion 
that  we  will  hurt  them  is  preposterous. 
The  Intemet  doesn't  work  if  major  play- 
ers don't  cooperate,"  he  says. 

SidgTnore  is  mulling  over  several  op- 
tions to  satisfy  regulators,  according  to 
sources  close  to  WorldCom.  In  addition 
to  selling  off  MCi's  Net  business,  he's 
considering  a  promise  to  keep  uunet's 
network  available  to  all  rivals  at  rea- 
sonable prices.  He's  also  toying  with 
spinning  off  two  small  networks  he  got 
from  Compuserve  Inc.  and  aol. 

Rival  GTE,  however,  says  that's  not 
enough.  (;te  general  counsel  William  R 
Barr  is  pushing  for  a  more  extreme  so- 
lution: that  WorldCom  sell  UUNET  to 
get  MCI.  "Sidgmore  wants  to  build  a 


GRAB  MARKETS  OVERSEAS  As  the  Net 

catches  on  in  other  countries,  the  company 
must  continue  building  or  acquiring  networks 
abroad.  It  is  now  expanding  into  10  big  Euro- 
pean and  Asian  markets,  including  Britain, 
France,  Germany,  Japan,  and  Hong  Kong. 

CREATE  NEW  PRODUCTS  To  capture  more 
revenues  from  the  growing  data  business,  the 
company  must  offer  services  beyond  Internet 
access.  Last  year,  it  introduced  faxing  over  the 
Net  and  multicasting,  which  allows  customers 
to  send  a  single  stream  of  audio  and  video  to 
UUNET,  which  dispatches  it  to  multiple  points 
around  the  world. 


1,000%-a-year  gi'owth  on  the  Intemet," 
he  says,  "it  doesn't  take  long  for  the 
Internet  to  be  the  dominant  piece  in 
the  industry."  In  1998,  WorldCom  ex- 
pects $2  billion  in  Internet  revenue,  ac- 
counting for  more  than  20%  of  its  total 
sales  and  40%  of  its  gi-ovrth.  That's  up 
from  .$600  million  in  1997,  or  7.5%  of 
total  sales. 

Given  Sidgmore 's  roots,  it's  smprising 
that  he's  anywhere  near  the  first  big 
antitrust  debate  about  the  Internet — 
let  alone  at  the  center  of  it.  Four  years 
ago,  the  Internet  was  only  beginning 
to  gain  popularity  with  corporations, 
and  Sidgmore  had  recently  taken  the 
job  as  chief  executive  of  a  Computer 
Sciences  Corp.  subsidiary  after  a  14- 
year  career  in  sales  at  General  Electric 
Co.  When  the  call  to  recmit  him  came, 
his  fu'st  reaction  was:  "I  can't  possibly 


the  rocky  consumer  market 
switched  gears. 

SPEED  GOLF.  Sidgmore's  drivl 
succeed  started  eaiiy.  Wlien  he] 
just  VS,  he  began  earning  $1 
hour  by  helping  to  calculate  cli^ 
tax  returns  for  his  father,  a 
employed  CPA  who  went  bhnd.  I 
young  Sidgmore,  a  native  of  su| 
ban  Spring  Valley,  N.  Y,  after 
the  State  University  of  New 
in  Oneonta  to  remain  near  his 
thei-  and  graduated  with  a  ded 
in  economics.  His  first  job  ou| 
college  was  selling  Rockwell  In| 
national  Corp.  calculators. 
Today  Sidgmore  is  worth  $130 
Hon,  but  he's  not  interested  in  kid 
back  to  enjoy  his  wealth.  Even  on 
rare  days  he  takes  time  off,  he  pi 
three-hour  speed  golf  with  a  celli 
phone  glued  to  his  ear. 

Sidgmore  won't  have  much  time 
the  links  as  he  meets  with  tmstbusl 
in  the  months  ahead.  European 
U.  S.  regulators  are  expected  to  mali 
decision  on  the  merger  by  July.  Si 
more  insists  that  there's  little  cha 
the  Internet  fuss  will  upset  the  mer 
with  MCI,  primarily  because  it's  dri 
by  synergies  between  MCi's  long- 
tance  and  WorldCom's  local  phone  b 
nesses.  Still,  Sidgmore  may  have  to 
out  his  best  slamdancing  to  get 
deal  done. 

By  Catherine  Yang  in  Washingt 
with  Peter  Elstrom  in  New  York 
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INTERNET 


ILINE  SPORTS: 

BER  FANS  ARE  ROARING 

■layers  are  involved.  But  how  do  you  sell  tickets? 


obsession  that  giipped  some  top 
ecutives  at  Walt  Disney  Co.  in 
jril  had  nothing  to  do  with  the 
J  sweeps  ratings  for  its  abc  net- 
Instead,  Disney  Chairman 
el  D.  Eisner  and  espn  top  exec 

M.  Bornstein  were  scouring  the 
let  for  news  about  Dennis  Rod- 
rebounds  or  Michael 
I's  scoring.  In  their 

«UE  KICK 

1  Cup  ads 

sLine 
llion 


off-hours,  the  Disney  executives  were 
battling  in  a  10-person  company  "fan- 
tasy basketball"  championship — espn 
SportsZone's  Web  version  of  the  age- 
old  simulated  league  play.  "It's  addict- 
ing," says  Eisner,  who  finished  third, 
behind  a  couple  of  guys  who  he  jokes 
"aren't  going  to  be  working  here  much 
longer." 

Team  Disney  is  just  part  of  the 
crowd  at  a  gi'ovdng  number  of  Web 
sites  geared  toward  sports  fans, 
among  the  most  rabid  of  Internet 
users.  The  need  for  hourly  fixes  of 
scores,  statistics,  and  news  updates 
makes  sports  tailor-made  for 
the  Web,  where  material 
can  be  updated  con- 
stantly   from  any- 
where around  the 
globe.  "They  only 
need  to  hear 


about  the  nuclear  test  in  India 
once,  but  sports  scores 
keep  changing  by  the 
minute,"  says  Geoff  Reiss, 
'  fc\         #  senior  vice-president  for 
1         *f    sports  at  ESPN  Internet 
Group. 

So  far,  the  competition 
for  the  attention  of  sports 
buffs  is  as  fierce  as  any  on 
the  playing  field — but  not 
nearly  as  lucrative.  Disney  and 
media  rivals  News  Corp.,  Time 
Warner,  and  CBS  all  have  sports  sites 
that  offer  timely  stats  and  news  for  free, 
with  advertising  accounting  for  most  of 
the  revenues.  Today,  though,  none  of 
these  sites  is  generating  enough  cash  to 
be  profitable  and  they're  not  expected 
to  for  at  least  five  years,  says  analyst 
Patrick  Keane  of  market  researcher 
Jupiter  Communications.  By  then,  say 
analysts,  ad  revenues  will  rise  and 


Netizens  will  be  more  comfortable  vdth 
paying  online  subscriptions,  which  today 
range  from  $7.95  for  a  tip  sheet  to  $29.95 
for  a  fantasy  league  membershij). 

The  key  is  building  a  huge  following, 
a  strategy  already  in  play.  CBS  Sports- 
Line  saw  daily  visits  triple  in  January 
from  a  year  ago,  to  nearly  478,000. 
That  was  enough  to  send  the  stock 
price  of  SportsLine  usa  Inc.,  CBS's  Fort 
Lauderdale  partner,  to  $34  a  share, 
from  $8  when  the  company  went  public 
in  November.  And  it  helped  prompt 
Disney  to  spend  an  estimated  $250  mil- 
lion for  the  two-thirds  it  didn't  already 
own  of  Web  publisher  Starwave  Corp., 
which  has  joint  ventures  to  produce 
sites  for  partners  including  espn,  the 
National  Basketball  Assn.,  and  the  Na- 
tional Association  for  Stock  Car  Auto 
Racing  (nascar). 

The  top  sites  feature  brand-name 
backing:  espn  SportsZone,  CBS  Sports- 
Line,  and  cnn/si.  But  a  host  of  others 
ai'e  tapping  in — from  the  Sporting  News 
to  IBM's  Olympic  site.  Even  No.  1  seai'ch 
engine  Yahoo!  Inc.  has  a  sports  area 
that  gets  as  much  traffic  as  any  of  the 
top  three,  says  Tonya  Antonucci,  sports 
producer  at  Yahoo! 

The  main  players,  though,  have  the 
added  oomph  of  cross-promotions  with 
their  TV,  cable,  and  print  outlets,  espn 
can  put  hyperactive  basketball  com- 
mentator Dick  Vitale  on  its  site,  while 
cnn/si,  launched  last  July,  generates 
statistics  or  sports  tidbits  that  find  their 
way  into  cnn's  sports  shows  or  Sports 
Illustrated  magazine. 

The  real  secret  weapon  for  these 
sites  is  the  main  event.  Biggies  such 
as  the  World  Series  or  the  Super  Bowl 
increasingly  prompt  newcomers  to  look 
for  the  nearest  sports  site,  cnn/si,  for 
example,  saw  its  "page  views," 
or  number  of  pages  called 
up  on  a  Web  site,  jump  to 
160  million  in  April  from 
125  million  the  month 
earlier  because  of  inter- 
est generated  by  the  NEL 
draft,  as  well  as  the  Mas- 
ters golf  tournament  that 
month.  On  all  sites'  radar  is 
next  month's  World  Cup  soc- 
cer championsliips.  SportsLine 
already  has  signed  up  $1  mil- 
lion in  ads  for  the  games  from  eight 
major  sponsors,  including  Hewlett- 
Packard  Co.  and  Sprint  Corp. 

In  time,  sports  sites  may  yet  prove  to 
be  the  Super  Bowl  of  the  Internet.  And 
media  companies  are  at  their  chalk- 
boai'ds  tiying  to  figiu-e  out  how  to  make 
the  play  work. 

By  Rormld  Orover  in  Los  A^igeles 
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NO  PROMISES  WERE  BROKEN. 


Commitments  made,  trust  given  in  return. 
Promises  made  and  kept.  It's  basic  to  our  philosophy. 

We  are  not  simply  paper  shufflers  for  hire.  We 
ascribe  to  the  highest  standards  of  service,  perhaps 
higher  than  you've  come  to  expect  from  claims 
administrators.  We  check  every  box,  make  every 
phone  call  and  follow  every  procedure  because  we 
know  a  claim  delayed  is  suffering  prolonged. 

With  local  experts  in  670  hometowns  around  the 
world,  we  stand  ready  to  provide  exactlv  what  vou 
need,  exactly  the  way  you  need  it.  That  is  our  jjromise, 
and  we  back  it  up  with  a  money— on  the—table 
Performance  Guarantee. 

Whether  property,  liability  or  workers  compen- 
sation, every  claim  represents  individuals  in  distress. 
We  are  helping  people  reassemble  their  lives.  We  are 
acting  for  you,  keeping  your  promises. 

1-888-21 3-2S  3  3  •  www.crawfordandcompany.com 
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EDITED  BY  AMY  DUNKIN 


FAR  FROM 

THE  GAMBLING  CROWD 


You  come  to  Las  Vegas 
expecting  to  lose  mon- 
ey, right?  Don't  tell 
that  to  the  more  than  9,000 
investoi's  who  in  mid-May  de- 
scended on  Bally 's  for  the 
Money  Show,  billed  by  pro- 
motei-s  as  "America's  #1  Mar- 
ketplace for 
Actionable  In- 
vestment Ad- 
vice." It  was  four  days  un- 
der the  Big  Top  for  mostly 
serious  individuals  bent  on 
sampling  the  cornucopia  of  in- 
vestment ideas  on  display. 

Scores  of  advisers,  data 
services,  and  mutual-fund 
companies  brayed  for  atten- 
tion with  workshop  titles  like 
"Scrooge  Investing"  or  "^Miy 
Women  Make  Better  In- 
vestors." Companies  as  di- 
verse as  Intel  and  electric 
scooter  maker  zap  Power 
Systems  rented  booths  to 
promote  themselves  as  in- 
vestment possibihties.  Mean- 
while, in  the  center  ring, 
celebrity  WaW  Streeters  such 
as  media  mogul  Michael 
Bloomberg  and  newsletter 
writers  -John  Dessauer.  Al 
Frank,  and  Michael  Miu'johy 
flung  mai'ket  \iews  and  stock 
tips  to  the  crowd  at  the  be- 
hest of  the  sometime  master 
of  ceremonies.  Wall  Street 
Week  host  Louis  Rukeyser. 
SCARED.  Before  soothing  one 
luncheon  crowd  with  his 
steadfast  bullishness, 
Rukeyser  reminded  them 
that  "most  people  are  scai'ed 
to  death  about  money."  If  so. 
many  at  the  Money  Show 
were  dealing  with  their  feai" 
in  dead  earnest.  Yes.  some 
attendees  did  have  that  dazed 
look  of  half-fleeced  sheep.  One 
old  guy.  for  example,  had  bor- 
rowed S14.000  on  a  Master- 
Card to  invest  in  oil  and  gas 
wells  for  retu-ement  income. 
Tlien  there  were  the  crowds 


INVESTING 


around  the  exhibit  booth  for 
Castle  Superstore,  a  gi"oup  of 
seven  "adult  products"  out- 
lets hoping  to  raise  So  mil- 
lion to  expand.  "Half  the  peo- 
ple in  America  won't  \isit  otu* 
stores."  its  banner  pro- 
claimed. "We're  making  mil- 
lions off  the 
other  half." 
But  far 
more  popular  were  the 
dozens  of  outfits  showing  on- 
line investing  software,  sites, 
and  seraces.  And  more  typi- 
eal  were  patrons  like  John 
McBurney.  a  retired  Ford 
Motor  executive  who  stopped 
on  his  way  to  a  workshop  to 
make  a  point:  Big  stocks,  not 
small,  ai'e  the  key.  McBumey 
said  he  started  out  a  few 
yeai-s  back  with  .S700.000  and 
plowed  it  into  such  mega- 
stocks  as  Citicoip  and  AT&T. 
How  big  is  his  account  now"? 
McBurney  held  up  four*  fat 
fingers.  "Four  million,"  he 
said.  "Look  how  well  I've 
done,  and  I'm  so  stupid." 

McBurney  goes  to  these 
shows  repeatedly  to  find  new- 
ideas.  That's  common.  Mon- 
ey Show  organizers  claim 
more  than  half  the  attendees 
are  repeat  customers.  Most 
ai-e  55  or  older,  count  a  net 
worth  of  Si  milhon  or  more, 
and  manage  a  hquid  invest- 
ment portfolio  of  at  least 
S400.000.  You'd  think  most 
want  a  hot  stock  to  snap  tip. 
but  I  found  httle  evidence  of 
that.  What  impressed  me 
about  dozens  of  investors  I 
met  was  their  thoughtfulness 
and  patience. 

Take  -John  Urquliait.  A  re- 
tired electrical  distributor 
from  Scottsdale.  Aiiz..  who  is 
focused  on  estate  planning. 
Urquhait  said  he  was  mainly 
after  "good  strategies,  to  pol- 
ish up  what  I'm  doing."  And 
Xick  ^luscato.  a  42-vear-old 


software  executive 
from  Orlando,  said 
the  last  tune  he  at- 
tended   a  Money 
Show.  comments 
from  professional 
tech  investoi-s  sei-ved 
to  confirm  his  own 
industiy  research  on 
companies  like  Dell 
Computer  and  Intel. 
"A  lot  of  things  they 
were  sa\ing  really  hit 
home,"  he  said.  At 
this   show,   he  was 
seai'cliing  out  plays  on 
banks  that  might  be 
merger  candidates. 

Sandeep  \ljay,  a  Las 
Vegas  internist  who 
trades  stocks  and  op- 
tions, said  he  was 
eai-s  when  mutual-fund 
managers  at  the  show- 
talked  up  stocks  they 
had   bought.  But 
added:  "They  w-ant 
to  go  buy  stocks  they 
ready  ow-n,  so  the  v; 
of  then-  fund  goes  up, 
com-se.  they  don't  tell 
this."  He's  counting  on 
turnarounds  at  Boston 
Chicken  and  Novell.  And 
JUl  Wilson,  with  dough  to 
invest  since  she  sold  her 
real  estate  development 
company,  said  she  took  cai-efm 
notes  on  the  stocks  recom- 
mended    by  Rukeyser's 
lunchtime  panel  of  experts. 
One  such  pick  w  as  Magna  In- 
ternational, a  Canadian  auto- 
paits  maker  that  Louis  Hol- 
land   of    Holland  Capital 
Management  tliinks  wiU  bene- 
fit from  the  Cluysler-Daimler 
Benz  merger.  But  \\'Llson  was 
in  no  hmiy  to  call  her  bro- 
ker: "I'll  probably  go  back 
home  and  look  up  some  of 
these." 

The  sober  approach  of  so 
many  of  the  folks  made  me 
w-onder  w-hat  had  happened  to 


/alue 


the  prototj-pical  small  iiv 
the  odd-lotter  w-ho  is 
late,  always  WTong.  a: 
ways  the  fool.  "Much  t : 
Street  has  been  predica- 
the  m\th  of  the  dumi 
vidual   investor,"  ob.-- 
]\Iorningstar  Presiden* 
Phillips  duiing  a  panel  > ; 
sion  on  investing  \ia  ti 
temet.  But  technologj''s 
to  dehver  investment 
mation  broadly  and  che; 
destiwing  that  model,  Iv 
and  investment  fiiTns 
adapt  to  sm-vive. 

In  a  similai-  w-av,  the 
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show  itself  has  been 
id  to  evolve.  It  is  the 
ichild  of  Charles  Githler, 
looks  as  if  he  could  be 
les  Schvi^ab's  baby  broth- 
id  is  a  devotee  of  Ayn 
I's  hbertarian  philosophy, 
decades  ago,  at  age  22, 
ler  put  on  his  first  in- 
nent  seminar  in  San 
Cisco.  In  that  era's  high- 
;ion,  doomsday  atmos- 
s,  investors  were  drawn 
)nferences  on  gold  and 
•  hai-d  assets.  Githler  fig- 
there  would  be  a  mar- 
br  symposiums  not  just 
ird  assets  but  on  stocks, 


bonds,  and  mutual  fimds.  As 
these  conferences  took  off, 
they  drew  such  pricey,  high- 
visibility  acts  as  economist 
Milton  Friedman  and  another 
Rand  believer,  the  pre-Fed- 
eral  Resei-ve  Alan  Greenspan. 

Githler  charged  attendees 
accordingly —  up  to  $895  a 
head.  At  that  price,  hundreds, 
not  thousands,  turned  out. 
Then  came  the  ci'ash  of  1987, 
and  attendance  plunged.  Also 
cutting  into  registrations  was 
the  growing  savvy  of  in- 
vestoi-s,  who  found  themselves 
able  to  get  much  of  the  same 
information  more  cheaply 
through  TV,  magazines,  and, 


ultimately,  the  Internet.  'Teo- 
ple  were  not  willing  to  pay 
that  kind  of  money  anymore," 
recalled  Githler's  wife,  Kim. 

Pressed,  the  (jithlers  came 
up  with  a  different  idea.  Why 
not  make  the  shows  cheap 
and  easy  for  investors  to  at- 
tend and  ask  newsletter  pub- 
lishei-s,  advisory  fimis,  mutual- 
fu2id  houses,  and  anyone  else 
eager  to  get  a  message  across 
to  foot  most  of  the  bill?  Spon- 
sors would  then  offer  clients 
free  or  low-cost  tickets.  The 
scheme  clicked.  By  last  year, 
the  Githlers  were  staking 
their  tent  in  Orlando,  Las  Ve- 
gas, Chicago,  Seattle  (think 
Microsoft  millionaires),  and 


San  Francisco, 
where  a  record  12,000  attend- 
ed. They  offer  cmises,  plus  a 
similai;  barely  ]3rofitable  show 
on  health  topics.  Tliey  also  plan 
to  launch  a  show  for  small 
business  owners  by  2000. 

The  Githlers'  private  Sara- 
sota (Fla.)  company,  Inter- 
Show,  expects  a  net  margin 
of  15%  to  20%  on  revenue  this 
yeai-  of  .$10  million  to  $12  mil- 
hon.  "We  are  about  a  face-to- 
face  experience,  teaching  peo- 
ple to  take  control  of 
important  and  passionate  ar- 
eas of  their  Uves,"  said  Kim 
Githlei-,  who  runs  operations 
with  a  staff  of  55. 

Investors  at  the  Money 
Show  come  looking  "for  an 
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edge,"  she  said.  "They're 
looking  for  an  idea.  Their  en- 
ergy is  about  achievement 
and  getting  the  most  out  of 
what  they're  going  to  do." 
Evidence?  Her  gi'oup  tends 
to  gamble  less  than  the  stan- 
dard Vegas  crowd,  a  fact 
that  she  said  is  reflected  in 
hotel  room  rates  that  are 


20%  higher  than  average. 

But  what  of  retirees  who 
might  lose  money  in  some 
cockamamie  oil  venture  or 
electric-scooter  franchise?  Tlie 
admission  standaixls  for  exhibi- 
tors ai-e  getting  stricter,  she 
said,  but  the  process  is  mostly 
laissez-faire:  "We're  just  con- 
tinuing to  allow  the  market  to 


squeeze  out"  the  schlock, 
Charles  Githler  said.  "Some 
ai'e  riskier  than  others." 

Tony  Sagami,  president  of 
Hai-vestAdvisor^.Com,  has  at- 
tended shows  frequently 
since  1988  and  agrees  that 
exhibitor  quality  has  edged 
up.  Yet  he  thinks  the  Gith- 
lers'  business  model  still 


X 


hurts.    Because  they' 
"their  revenue  from  t)r. 
hibitors  and  not  the  tt 
dees,  they  are  inadvenr. 
attracting  the  rip-offa 
said.  As  chief  beneficiaijr 
the  show,  the  Githler 
happy  to  let  the  patron 
out  the  serious  players 
the  clown  acts.  Robert 


BOND  GAMBITS  FOR  THE  NEW 
EURO  ZONE 


The  birth  of  the  euro 
presents  a  challenge 
for  managers  of  inter- 
national bond  funds. 

When  11  European  curren- 
cies converge  into  one  on  .Jan. 
1,  managers  will  no  longer  be 
able  to  take  advantage  of  dif- 
ferences among  most  cuiTen- 
cies'  values  to  diversify  theii* 
holdings  and  boost  investor 
returns.  "That  game  is  over," 
says  Christoper  Dui'bin,  head 
of  fixed  income  for  J.  P.  Mor- 
gan in  London. 

But  managers  aren't  lim- 
ning out  of  diversification 
strategies.  They  will  still  be 
able  to  broaden  their  portfo- 
lios by  seeking  out  eiu'o-de- 
nominated  coiporate  and  gov- 
ernment bonds  with  vaiying 
credit  I'atings.  And  they'll  still 
have  a  few  currency  plays 
left:  Britain,  Greece,  and 
Sweden,  while  European 
Union  members,  aren't  em- 
bracing the  euro  for  now. 

Take  Maria  Fiorini 
Ramirez,  manager  of  Lexing- 
ton Ramirez  Global  Income 
fund  and  the  mfr  group  of 
fimds.  She  is  buying  short- 
and  long-tenn  Gi-eek  goveni- 
ment  debt,  which  is  yielding 
950  and  '-jOO  basis  points  more 
than  short  and 
long  German 
government  borrowings,  re- 
spectively. She  figui'es  Greece 
will  eventually  slash  its  debt 
enough  to  qualify  to  join  the 
European  Monetary  Union. 
When  that  happens,  the  yield 
spreads    should  collapse. 


Casting  a  Wide  Net 


These  funds  have  at  least  30%  of  their  portfolio  invested  in 
Europe  and  three-year  annualized  returns  in  the  top 
quarter  of  the  international  bond  category. 


FUND 


TOTAL  RETURN* 
YEAR-TO-DATE    3-YEAR      FAVORITE  COUNTRIES 


GLOBAL  TOTAL  RETURN  A 

3.98% 

10.86% 

Russia,  Poland 

LEXINGTON  RAMIREZ 
GLOBAL  INC. 

3.89 

12.40 

Greece,  Britain, 
Denmark 

PRUDENTIAL  INTL.  BOND 

3.92 

10.84 

Russia,  Hungary 

•Through  Apr  30 

DATA  MORNINGSTAR  INC 

SMART  MONEY 


and  Greek  bonds  will  rally. 

That's  ah-eady  happened  in 
Italy.  Ti'aders  used  to  view 
Italy  as  more  economically 
and  politically 
risky  than  Ger- 
many, so  Italian  goveniment 
bonds  paid  investors  sky-high 
yields.  Only  three  years  ago, 
these  bonds  yielded  525  basis 
points  over  their  German 
equivalents.  But  when  the 
Italians  became  committed  to 


cutting  deficits  as  the  condi- 
tion for  joining  emii,  the  yield 
differential  shrank  to  today's 
25  basis  points. 

Ramirez  also  likes  British 
government  bonds  and  Dan- 
ish mortgage  debt;  they  of- 
fer higher  yields  than  most 
other  debt  in  Europe.  And 
other  managers  are  moving 
into  Europe's  budding  corpo- 
rate bond  market.  Worth 
$325  billion  now,  it  could  ex- 


ceed the  .$2  ti-illion  U.  S. 
ket  in  five  years. 

Loomis  Sayles  Global 
Fund  manager  John  de 
expects  "the  euro  will 
up  the  market  to  many 
panies  that  never  is 
bonds  before,"  because 
ers  won't  have  to  deal 
cuirency  risk.  Picking  oi 
dervalued  bonds  will  er 
returns,  while  the 
choice  of  coiporate  issuer 
help  managers  diversify 
holdings,  de  Beer  says 
owns  the  high-yield  Deu 
mark  debt  of  Geberit 
national,  a  Swiss  mak 
bathroom  plumbing  fixti 

Until  the  corporate 
market  develops  more 
managers  are  casting  a 
net,  looking  at  coimtries 
hadn't  considered  previc 
Given  the  progTess  in 
em  Eiu'ope,  "there  is  act 
more  diversity  than  bel 
says  Gabriel  Ii-win,  co-ms 
er  of  the  Global  Total  R( 
and  Pradential  Intemat 
bond  fimds.  The  numb( 
countries  he  invests  in 
risen  h-om  14  to  30  in  th€ 
five  years.  Despite  inv( 
jitters  lately,  Ii-win  is  bb 
dollar-denominated  Rus 
government  debt  and  is 
ing  three-month,  rubl< 
nominated  paper,  which  y 
2,700  basis  points  over 
man  government  bonds, 
also  has  positions  in  local  ui 
rency  and  dollar-denomiii 
Pohsh  and  Hungaiian  go\ 
ment  debt. 

Many  expect  Easteni  1; 
rope  to  join  the  euro  ; 
But  that  remains  some 
off.  Meanwliile,  even  as 
ern  Europe  draws  toge 
under  the  banner  of  one 
rency,  the  region  still 
vides  plenty  of  way^ 
savvy  bond  investors  to  I 
their  returns.    Toddi  d 
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Customer  Relationship  i\/ianagennent 


at's  why  you  need  the  SAS  Solution 

are  your  most  profitable  customers. .  .and  why?  How  many  customers  are  you 
;. . .  and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  .or 
of  your  competitors?  Instead  of  just  storing  your  customer  data,  explore  all  the 
bilities  with  the  SAS  Solution  for  Customer  Relationship  Management. 

e  only  software  that  integrates  the  full  scope  of  managing  customer  relationships. 
:t  information  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
mer  needs.  Refine  business  strategies  around  your  most  profitable  customers, 
mine  lifetime  customer  value.  All  by  just  pointing  and  clicking. 

id  out  more,  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
\S  Solution,  visit  us  at  www.sas.com/crm 


Assess  marketing  ROI, 
analyze  churn,  and  more 

Award-winning  data 
warehousing  capabilities 

Fully  Web  enabled 

Year  2000  compliant 


/M 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  Making 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200- 


fm 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyright  ©  1998  by  SAS  Institute  Inc 


Personal  Business 


iiiii 


'LIFE 


1 


CLICK  HERE 
FOR  COVERAGE 


Scores  of  banks  and 
securities  brokers  are 
chasing  customers  in 
cyberspace.  Now, 

insm-ance  companies  are  final- 
ly joining  the  race. 

You  can  go  online  to  shop 
for — and,  some- 
times, buy— 
teiTn  life  policies  and  auto  cov- 
erage. Matthew  MoiTiingstar, 
an  analyst  with  market  re- 
searcher Datamonitor,  esti- 
mates that  60%  of  U.  S.  insur- 
ers will  be  selling  over  the 
Web  by  2001.  Fewer  than  5% 
are  now.  "We  know  there  are 
people  out  there  who  want  to 
do  this  all  online,"  says  Alan 
Bauer,  Internet  process  leader 
for  Pi'ogTessive  Coip.,  wliich  is 
selling  auto  insm'ance  in  fom- 
states  through  its  Web  site 
(table). 

Besides  marketing  policies 
thi'ough  banks,  such  as  Chase 
Manhattan,  and  brokers,  in- 
cluding Charles  Schwab,  in- 
surers are  expanding  their 
Web  presence  tluwgh  a  vari- 
ety of  quotation  services. 


INSURANCE 


QuickQuote  and  Quotesmith 
now  provide  the  same  infor- 
mation online  that  some  com- 
panies supply  via  toll-free 
phone  numbers.  They  will 
seai'ch  tlu'ough  vast  databases 
of  life  insurei's  for  the  least 
expensive  term  policies  that 
meet  yom'  requirements.  In- 
surers pay  a 
commission  for 
sales  generated  at  these  sites. 
Insm-ance  malls,  such  as  Ins- 
Web  and  Intuits  Insure- 
market,  also  give  compai'ative 
prices  but  only  featm^e  insur- 
ers that  pay  to  be  listed.  That 
limits  the  nimiber  of  carriers 
they  quote:  just  seven  life  in- 
surers at  Insuremarket,  nine 
auto  insm'ers  at  InsWeb. 

If  you're  shopping  for  in- 
surance online,  here's  what 
you  can  expect  to  find: 
LIFE  INSURANCE:  Temi  insm"- 
ance,  which  pays  yoiu'  benefi- 
ciaries a  set  sum  if  you  die, 
continues  to  be  the  dominant 
offering  on  the  Net.  It  pays 
to  check  several  sites  to  find 
the  best  deal.  If  you  search 
for  a  policy  through  Insm'e- 
mai-ket,  say,  you  must  fu-st  an- 


swer 22  questions  that 
include  your  age, 
weight,  and  family 
history  of  ill- 
W^^^  .ness.  The 
number  of 
quotes  you  get 
will  vary,  de- 
pending on  your 
answers  and 
home  state.  A 
healthy,  non- 
smoldng  45-year-old 
woman  living  in  Illinois 
looldng  for  $500,000  of  tei-m 
coverage  for  20  years  would 
receive  six  guaranteed  level- 
premium  quotes  ranging  from 
$605  a  year  fi-om  John  Han- 
cock to  $980  fi-om  Piiidential. 
The  site  also  pi'ovides  links  to 
credit  rating  agencies 
that  gauge  insurers'  fi- 
nancial strength. 
The  prices  you'll  find  on- 
line aren't  any  cheaper  than 
if  you  went  to  a  cai'rier  di- 
rectly. But  the  shopping  is 
more  convenient.  Once  you 
find  an  acceptable  price,  it 
takes  about  five  minutes  to 
apply  for  coverage.  Of  com'se, 
some  tilings  you  can't  do  over 
the  Net:  You'll  need  to  book  a 
medical  exam,  either  online  or 
over  the  phone.  Once  the  test 
results  ai'e  in,  you 
should  hear  back 
witliin  two  weeks 
on  whether  you 
were  ajjproved. 
AUTO  INSURANCE: 
Online  oj^tions  for 
this  $110  billion 
market  are  hmit- 
ed.  Sites  like 
auto-insurance, 
com  and  insure 
one.com  assem- 
ble prices  from 
information  filed 
with  state  insur- 
ance commission- 
ers. But  since 
their  initial  ques- 
tionnaires aren't 
very  detailed, 
carriers  don't  al- 
ways honor  the 
quotes.  By  con- 
trast, InsWeb 
asks  91  questions 
at  its  site,  and 
"if  you  get  a 
quote,  the  insur- 
ance company 


Where  to 

Go  for 
Insurance 
Info 

GEniNG  STARTED 

www.yahoo.com 
Lists  huge  number  of 
insurance-related 
Web  sites 

QUOTE  SERVICES 

www.quotesinith.com 
www.quickquote.coni 
Large  number  of 
quotes  for  term  and 
ivhole  life  insurance 

MALLS 

www.insweb.com 
www.insuremaiket.coni 
Information,  quotes, 
and  transaction  in 
multiple  Urns 
of  insurance 


will  honor  it,"  says  lift 
spokesman  Greg  Berali 
Corporate  Web  sites 
erally  ask  for  youi-  E-ml 
dress  to  send  back  a  \ 
Many  will  just  give  at 
number  or  names  of  4 
you  can  contact.  Progi'A 
however,  will  give  yl 
quote  along  with  compar 
prices  fi-om  competitoi-s.  i 
is  hcensed  to  sell  pohcii 
line  only  to  motorists  in 
fornia,  Virginia,  Minns 
and  Oliio.  If  you  w.Hnt  i| 
youi-  new  Lexus  on  the 
now,  Bauer  says  the  c- 
ny  can  verify  yom-  inf 
tion  and  pat  the  poli 
force  by  12:01  a.m.  the  d  ■ 
ter  you  supply  your  c: 
card  number.  The  con,, 
(www.progTessive.com) 
to  roll  out  online  transal 
in  the  43  other  states  in 
it  operates  as  quickl] 
possible. 

If  all  yom-  sui-fing  leacl 
to  deals  with  auto  insi 
you've  never  heard  of, 
in  mind  that  state  insui 
commissions  rate  compl 
by  how  well  they  semcef 
age  claims.  You  can 
cess  to  state-by-state  r^ 
from  the  Web  pages 

National  As^ 
tion  of  Insi 
Commissiol 
(www.naic.or 
Although 
and  teiTn  lifi- 
erage  are  ni 
their  way  oi 
you   still  V 
find  much  m 
Web  regai 
health  covi 
and  life  insui 
that  builds 
cash  value, 
for  details 
products  ai) 
invitation  t< 
ceive  more  i 
mation  by 
or  phone. 
that  to  cha 
As  insurer- 
the  hang  of 
keting  sini 
policies  oniM 
more  compile  f 
products 
surely      f(  >  I 
Ajidrew  Osf<  > 
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;AeSAR  -  KEEP  youR 

eye  on  brutus  - 

['LL  eHPLAIN  LATeR. 


If  your  paging  service  isn't  guaranteed, 
you  could  be  missing  some  important  messages. 


Is,  Romans,  Countrymen  -  SkyWord"  Plus  from  SkyTel'  is  the  first  nationwide  paging  service  that  guarantees  you'll  get  all  your  messages, 
if  your  pager's  heen  off,  your  batteries  have  died  or  you've  been  out  of  range,  SkyWord  Plus  stores  your  messages  and  automat- 
I  delivers  them  to  you  when  you  return  to  full  service.  And  all  ot  this  costs  less  than  most  ordinary  paging.  So  get  SkyTel. 
get  the  message,  guaranteed.  Limited-time  otter;  Call  nmv  and  eet  a  personal  800/888  number  tor  tree. 


Caller  l.D. 
ow  Available. 


Features 

SkyWi'RD  Plus  Service 

Guaranteed  Delivery 

Yes 

E-Mail  On  Your  Pager 

Yes 

Protection  .^gainst  Garbled  Messages 

Yes 

Monthly  Cost 

$24.95 

SkyWord  Plus  price  intludes  600  10-choiocter  messoges  Equipment  ond  enhanced  seiuices  availoble  ot  on  odditionol  charge  ©1998  SkyTel 


SkKTelA 

Call  1-800-815-9541 
or  visit  www.skytel.com 


Personal  Business 


MAKE  A  BID 
DON'T  PACK 


BUT 

YOUR  BAGS 


Priceline.com  is  less 
than  two  months 
old — and  is  already 
one  of  the  hottest 

consumer  sites  on  the  Inter- 
net. It  invites  travelers  to  of- 
fer what  they're  wilHng  to 
pay  for  an  airline  seat  and 
then  searches  its  database  to 
see  if  it  can  meet  the  bids. 
Someday,  such  online  auctions 
may  change  the  way  peo 
pie  travel.  But  despite 
priceline's  claim  that 
it's  "designed  for 
everyone,"  so  far. 
it  doesn't  live  up  to 
the  hype. 

Although  it's 
billed  as  the  new 
way  to  find  low  aii'- 
fares,  priceline  al- 
lows you  to  pick 
only  the  dates  you 
want  to  travel, 
not  the  time  you 
want  to  leave.  If 
youi-  bid  is  reject- 
ed, you  can't  make 
a  higher  offer  for 
the  same  ticket.  If 
it's  accepted,  your 
credit  card  is  charged 
before  you  know  what  you 
bought — meaning  you  could 
be  stuck  with  a  6:80  a.m.  de- 
parture and  a  90-minute 
stopover  taking  you  hunch'eds 
of  miles  out  of  your  way. 

The  conditions  mean  those 
most  likely  to  benefit  from 
priceline's  auction  process  ai'e 
students,  senior  citizens,  or 
other  travelers  who  can  be 
flexible  on  timing  and  don't 
put  a  premium  on  conve- 
nience. Priceline  does  guar- 
antee you'll  fly  on  one  of  the 
nine  largest  U.  S.  earners  or 
a  major  intemational  ah'line. 
But  while  Chairman  Jay 
Walker  says  "there  is  no  air- 
line in  America  that  is  not 
talking  to  us,"  American, 
Delta,  United,  and  others 
have  refused  to  work  with 


pricehne.  Industiy  executives 
say  that  only  America  West 
and  Ti'ans  World  Airlines, 
among  domestic  caiTiers,  give 
priceline  unpub- 
lished low  fares. 
So  on  many  routes,  priceline 
has  no  better  access  to  cheap 
seats  than  a  conventional 
travel  agency. 

Still,  priceline  represents 
an  important  step  forward  in 


TRAVEL 


the  development  of  buying 
tickets  online.  The  site  at- 
tracted more  than  1  million 
visitors  in  the  week  after  its 
Apr.  6  launch  and  has  sold 
more  than  10,000  tickets.  One 
went  to  Bob  Auffenberg,  a 
resident  of  St.  Louis  who 


needed  to  travel  to  Atlanta 
on  business.  Even  though  he 
was  willing  to  stay  over  on  a 
Satmtlay  night  to  get  a  cheap 
fare,  the  best  he  could  find 
was  .$600.  He  bid  $165  on 
priceline  and  the  offer  was 
accepted.  "It  was  a  great 
deal,"  says  Auffenberg. 

Before  you  sign  onto 
priceline,  call  a  few  airlines 
and  get  their  best  offers,  or 
search  the  Net. 
Travelocity 
(www.travelocity.com)  and 
other  online  travel  sites  al- 
low you  to  obtain  schedules 
and  fares  for  more  than  one 
airline.  One  helpful  site  is 
www.ltravel.com,  which  can 
tell  you  whether  you 
can  save  by  shifting 
youi'  flight  by  a  few 
hours  or  a  day. 
Also  check  the  part 
of  Expedia's  site 
(expedia.msn.com) 
listing  the  lowest 
published  fare  on  a 
given  route,  though 
this  list  has  so 
many  restrictions 
it's  hkely  to  be  use- 
ful only  for  purpos- 
es of  comparison. 
I  tried  out  price- 
line  for  a  fi'iend,  who 
IS  looking  to  travel  be- 
tween Washington  and 
Houston  this  summer.  The 
lowest  published  round-trip 
fare  is  $178,  according  to  Ex- 
pedia.  But  the  best  I  could 
obtain  was  $296  on  us  Air- 
ways via  Pittsburgh.  So  I 
went  to  priceline  and  bid 
$230  before  taxes  (up  to 
another  $20).  Priceline 
proved  easy  to  navigate  de- 
spite a  number  of  bugs  that 
left  me  looking  at  occasional 


WORTH  NOTING 


■  THE  WIDE  WORLD  OF  THE  S&P.  Just  because  most 
Standard  &  Poor's  500  companies  are  U.  S.-based,  don't 
expect  your  s&p  fund  to  insulate  you  from  swings  in  the 
global  economy.  "If  you  invest  in  the  s&p,  you  own  a 
diversified  global  portfolio,"  says  Morgan  Stanley  Dean 
Witter  analyst  Deborah  Weinswig.  She  studied  329  com- 
panies that  make  up  77%  of  the  s&p's  market  cap.  About 
23%  of  their  revenues  are  outside  North  America.  Asia 
accounts  for  7%  of  sales,  something  to  watch  as  turmoil 
sweeps  the  region.  Fortunately,  s&p  members  garner 
13%  of  sales  in  Europe,  where  the  economy  is  booming. 


How  To  V2 
Priceline 

►  Be  flexible  when  ,i 
plan  your  trip.  Price- 
doesn't  give  you  any 
over  what  time  of  dr 
you'll  be  flying. 

►  Check  fares  on  th 
Internet  or  by  callin|li 
airlines.  Then  subm;, 
bid  to  www.priceline: 
below  the  price  you  ■ 
get — but  still  above  ; 
lowest  published  farjfc 
the  route. 

►  You  should  hear  t  k 
from  priceline  in  abc 
an  hour.  But  while  y 
hunt  around,  you  mi  ■ 
v^^ant  to  make  a  con\  i- 
tional  reservation.  Yc  • 
can  always  buy  that  ' 
et  if  your  priceline  b. 
isn't  accepted. 

►  Don't  submit  unrel 
tic  bids.  Priceline  wol 
allow  you  to  submit 
ond  bid  for  the  sameri' 

error  messages  and  1 
the  "back"  button  o 
browser. 

Some  users  have  swn 
ted  bids  that  were  nev 
swered  or  had  their 
cards  rejected  for  unl 
reasons.  But  an  hoiu-  ; 
submitted  my  bid,  I  i 
E-mail  back.  The  verdi 
jection — the  same  ans 
got  on  offers  I  submit  t 
three  other  trips.  If 
rejected,  you  can  sul- 
higher  bid  only  if  you  i 
one  of  yom-  travel  date 
experience  wasn't  un 
Best  Fares  magazine, 
offers  tips  on  finding 
airline  seats,  invited  r< 
to  relate  their  pricelii 
periences.    None  rej 
their  bids  were  accept  ( 

The  bottom  line:  If  } 
more  flexible  than 
travelers,  give  pricel 
try.  Making  a  bid  take; 
about  15  minutes.  1 
turned  down,  you  lo; 
money.  Just  don't  i 
the  site  with  high  e 
tations.     David  Leoi 
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AMffilCA  ONUHb 

RATED  #1 

On  Die 

NTERNET 


53.2% 


A 

AME  ^1  CA 


Share  of  the  Online  Minutes: 

(Average  Minutes  Online) 

Source:  Media  Metrix/The  PC  Meter  Co.,  WmJIOnlme  Report  (at-home  data),  March  1 998. 

0.7%      0.7%      0.8%  1-3% 


1.8% 


2.7% 


Microsoft 


Network    "^^^^^P^*^^"^    exdte.com   CompuServe     Prodigy  yalioo.coni 


w  Today's  Online 
aders  Compare: 

imber  of  Subscribers) 


1.0 

nillion 


2.6 
million 


2.45 
million 


Internet  Online  ratings  show  that  people  choose  America  Onhne  more 
than  any  one  else  on  the  Internet.  With  an  audience  of  over  1 1  million 
members,  and  with  daily  member  usage  averaging  45  minutes, 
America  Online  is  the  clear  choice  to  connect  with  your 
custoiners.  For  more  information  about  our  broad 
nge  of  marketing  programs  in  cyberspace,  please  call  Phil  Frank,  Eastern  Regional  Sales  at 
2-206-4443  or  Randy  Dean,  Western  Regional  Sales  at  630-287-4239. 


Prodigy        CompuServe  MSN 
irce.  Jupiter  Communicalions,  February  1998  'Company  Estimate 


AM  E  R.I  C  A 


So  effective, 
no  wonder  it's  #1 


1998  America  Online,  Inc  All  trademarks  are  the  property  of  their  respective  companies. 
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BizLink 


Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fill, 
out  one  of  those  pesky  reader  service  cards?  Connect  witj 
BizLink,  Business  Week's  new  electronic  reader  service 
fulfillment  system.  You'll  get  the  information  you  need  th'^ 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  free 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink/ 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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12 
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3Com 

Adobe  Systems,  Inc. 
Air  Liquide 

American  General 
Insurance 

Charles  Schwab 

Clarify  Inc. 

Crawford  &  Co. 

Datek  Online 

Defined  Assets^'^  ' 
Premier  American 

Portfolio 

Founders  Growth  Fund 

GTE  Internetworking 
Lexus  CPO 
MCI  Data 


14  Mississippi  Department 
of  Economic  & 
Community  Development 

15  Mita  Copystar  America 

16  M.O.D.E.D.,  Missouri 
Department  of  Economic 
Development 

17  Network  Associates 

18  Praxiar 

19  QAD  Inc. 

20  Rockwell  Corporation 

21  SAS  Institute,  Inc. 

22  Savin 

23  SDRC 

24  SPT  Telecom 


25  THUNDERBIRD 

The  American  Graduate 
School  of  Internatoinal 
Management 

26  The  Timken  Compay 

27  Trend  Microsystems 

28  Vantive  Corporation 

29  UUNET  Technologies 

Internet  Only 

30  Amoco  Chemicals 

Annual  Report  Directory 

101  Agouron 
Pharmaceuticals,  Inc. 

102  Cable  Design 
Technologies 


103  Catelius  Development 
Corporation 

104  Central  and  South  West 
Corporation 

105  Cleco  Corporation 

106  Fannie  Mae 

107  Man  Sang  Holdings,  Inc. 

108  J4edCare  Technologies, 

109  Norfolk  Southern 
Corporation 

110  NOVA  Corporation 

111  Saint-Gobain 

112  Scientific-Atlanta,  Inc. 

113  Sears,  Roebuck  and  Co. 

114  Southern  Company 

115  VEBA 

116  Wang  Global 


siness  Week  Index 


DUCTION  INDEX 


:hange  from  last  week:  0  2% 
'hange  from  last  year:  5,4% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

May  9=132.6 
1992=100 


May  Sept 
1997  1997 
he  index  is  a  4-week  moving  average 


Jan 
1998 


May 
1998 


>roduction  index  rose  m  the  week  ended  May  9.  Before  calculation  of  the 

Keek  moving  index,  the  unaveraged  index  showed  a  1%  increase  to 

7,  from  132.4  in  the  previous  week.  After  seasonal  adjustment,  output  of 

and  trucks  advanced.  Electric  power  was  also  up,  by  2,8%,  with  a 
'A  jump  in  production  m  the  south  central  region.  On  the  downside, 

oil,  coal,  lumber,  and  rail-freight  traffic  showed  decreases. 

duction  index  copyright  1998  by  The  McGraw-Hill  Companies 


^ING  INDICATORS  1 

LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

<K  PRICES  (6/15)  S&P  500 

1108.73 

1108.14 

33.6 

>ORATE  BOND  YIELD.  Aaa  (5/15) 

6.74% 

6.72% 

-10.7 

EY  SUPPLY.  M2  (5/4)  biihons 

$4,161.6  3 

4,164.9r 

7.1 

AL  CLAIMS.  UNEMPLOYMENT  (5/9)  tfjous 

307 

309r 

-3.8 

TGAGE  APPLICATIONS.  PURCHASE  (5/15) 

254.8 

279.2 

32.7 

TGAGE  APPLICATIONS.  REFINANCE  (5/15)    1,138  7   1,297  0    242  5 

ces:  Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept.,  Mortgage 
irs  Assn.  (Index:  March  16,  1990=100) 


EREST  RATES  1 

RAL  FUNDS  (5/19) 

LATEST 
WEEK 

5,35% 

WEEK 
AGO 

5.54% 

YEAR 
AGO 

5,51% 

MERCIAL  PAPER  (5/19)  3-month 

5.51 

5.50 

5.69 

riFICATES  OF  DEPOSIT  (5/20)  3  month 

5.59 

5.59 

5.68 

D  MORTGAGE  (5/15)  30  year 

7.22 

7.18 

8.08 

ISTABLE  MORTGAGE  (5/15)  one  year 

5.87 

5,80 

6.08 

E  (5/15) 

8.50 

8,50 

8.50 

;es:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  f^/lAI  thniic:   nf  npt  tnnc. 

LATEST 
WEEK 

2  135 

WEEK 
AGO 

2  193# 

YEARLY 
%  CHG 

3.5 

AUTOS  f  R/1  fil  imiK 

121,413 

125,158r# 

-8.0 

TRUCKS  fS/l  fi)  units 

149,851 

151,271r# 

17.8 

ELECTRIC  POWER  (5/16)  millions  of  kilowatt-hrs 

60,832 

58,363# 

6.4 

CRUDE-OIL  REFINING  (5/16)  thous.  of  bbl./day 

15,034 

14,920# 

1.5 

COAL  (5/9)  thous.  of  net  tons 

21,487# 

21,876 

2.2 

LUMBER  (5/9)  millions  of  ft. 

459, 5# 

494.1 

-8.6 

RAIL  FREIGHT  (5/9)  billions  of  ton-miles 

27. 3# 

27.8 

4.6 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  Vi/WPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (5/20)  $/troy  oz. 

LATEST 
WEEK 

299.600 

WEEK 
AGO 

299.100 

YEARLY 
%  CHG 

-12.6 

STEEL  SCRAP  (5/19)  #1  heavy,  $/ton 

135.50 

135.50 

-2.2 

COPPER  (5/15)  e/ib. 

81.6 

85.0 

-30.1 

ALUMINUM  (5/15)  2/ib 

66.5 

68.5 

-16.7 

COTTON  (6/16)  strict  low  middling  1-1/16  in,,  e/lb,  64.73 

63.71 

-7.0 

OIL  (5/19)  $/bbl. 

12.74 

15.16 

-38.7 

CRB  FOODSTUFFS  (5/19)  1967=100 

240.35 

239.07 

1.3 

CRB  RAW  INDUSTRIALS  (5/19)  1967=100 

305.35 

304,79 

-10.1 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/20) 

LATEST 
WEEK 

135.79 

WEEK  YEAR 
AGO  AGO 

134,10  113,72 

GERMAN  MARK  (5/20) 

1.77 

1.78 

1.69 

BRITISH  POUND  (5/20) 

1,53 

1.63 

1.65 

FRENCH  FRANC  (5/20) 

5,94 

5.96 

5.70 

ITALIAN  LIRA  5/20) 

1746,0 

1754.0  1666.5 

CANADIAN  DOLLAR  (5/20) 

1,45 

1.44 

1.37 

MEXICAN  PESO  (6/20) 

8,640 

8.516 

7,861 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/20) 

111.3 

110.9 

102,2 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U-S.  dollar, 
except  for  British  pound  m  dollars    Trade-weighted  dollar  via  J  P  Morgan. 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
■nent.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=:Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


riNG  HOME  SALES 

fay,  May  26.  10  a.m.EDT>-  Sales  of 
ig  homes  probably  fell  to  ati  annual 
f  4,75  million  in  April,  from  4.89  mil- 
1  March,  according  to  the  median  fore- 
if  Standard  &  Poor's  tviMS,  a  division  of 
IcGraw-Hill  Companies.  Thanks  to  a 
winter  and  low  mortgage  rates,  resales 
rery  robust  m  the  first  quarter. 

iUMER  CONFIDENCE 

fay,  May  26.  10  a.m.EDr>  The  Confer- 
Board's  index  of  consumer  confidence 
likely  slipped  to  a  reading  of  135  in 
from  136.7  in  April.  Confidence 
ns  quite  high,  however,  supported  by 
imers'  belief  in  a  strong  job  market. 


DURABLE  GOODS  ORDERS 

Thursday,  May  28,  8:30  a.m.EOTP-  New 
orders  taken  by  durable-goods  manufactur- 
ers probably  increased  0.5%  in  April,  says 
the  median  s&p  mms  forecast.  Orders 
rose  0.4%  in  March.  New  bookings 
have  flattenecd  out  recently  as  the 
impact  from  Asia  starts  to  hit  U.  S. 
manufacturers. 

GROSS  DOMESTIC  PRODUCT 

Thursday  May  28,  8:30  a.m.edt  ►  The  s&p 
MMS  median  forecast  expects  that  the  Com- 
merce Dept.'s  first  revision  to  economic 
growth  will  show  that  real  gdp  grew  at  a 
4.6%  annual  rate,  instead  of  the  originally 
reported  4.2%.  Part  of  the  increase  will 


come  from  stronger  consumer  spending  as 
well  as  more  inventory  accumulation  than 
first  estimated.  But  a  larger  trade  gap  will 
subtract  from  growth.  Aftertax  corporate 
profits  likely  grew  just  0.5%  in  the  first 
quarter,  after  falling  2.3%  in  the  fourth. 

PERSONAL  INCOME 

Friday,  May  29,  8:30  a.m.EDT>-  Personal 
income  probably  increased  0.3%  in  April, 
the  same  gain  as  in  f\/larch.  That's  suggest- 
ed by  the  gams  in  jobs  and  weekly  pay  for 
the  month.  Consumer  spending  most  likely 
rose  0.5%  in  April,  also  the  same  increase 
as  in  March.  The  spending  gain  is  suggest- 
ed by  strong  motor  vehicle  sales  and  solid 
retail  buying. 


RllQIMFQQ  WCFk  /   IIIMF  1     1  OO^   1  R7 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


<--- 


I  Sunday 

^  Business  Week  Enterprise, 
I  the  edition  especially  for 
I  small  business  and 
^  entrepreneurs,  presents 
^    another  of  its  useful  and 
informative  chats,  as  part  of 
AOL's  Workplace  Weekend 
program.  May  24 
9  p.m.  EDT 


Thursday 

It's  the  day  to  discuss 
investments,  every  week.  This 
time,  find  out  what  Jim 
Cramer,  co-chairman  of 
online  financial  publication 
TheStreet.com  and  a  Wall 
Street  hedge  fund  manager, 
IS  buying  and  selling  these 
days-he's  an  investor  to 
watch.  May  28 
9  p.m.  EDT 


I 

I 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  eacti  event. 

A 

A  M  E  R.I^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companie;  listed  only  in  tables  are  not  included,  , 


ABNAmro  50 
Acer/Exel  74 

AIM  Capital  Development  Fund  70 
Alliance  Capital  Management  56 
Amazon  com  (AM2N)  14 
America  Online  (AOL)  14.50,152. 
170 

America  West  (AWA)  164 
American  Airlines  (AMK)  164 
Ameritech  (AIT)  42 
AMG  Data  Services  56 
Amgen(AMGN)  144 
Andersen  Consulting  48. 78 
Apex  PC  Solutions  86 
ARIS(ARSC)  78 
AT&TfO  50,158,170 

B  

BankAmenca  (BAC)  42 
BancAmerica  Robertson  Stephens 
(BAC)  116 

Bank  of  New  York  (BK)  50 
Barnes  &  Noble  (BKS)  14 
Bear  Steams  (BSC)  44,50 
Binnyi  Associates  124 
BOC  Group  (BOO  110 
Boeing  (BA)  48, 78 
Booz-Allen  &  Hamilton  142 
Boron  LePore  (BLPG)  70 
Boston  Chicken  (BOST)  158 
Bowles  Hollowell  Conner  6 
Bradford  (J  C  )  74 
Brass  Eagle  oaRM)  76 
Bnstol-Myers  Squibb  (BMY)  70, 
146 

Bntish  Telecommunications 
(BTY)  152 

Brother  Industnes  144 
Burger  King  106 
BZW  124 


Cascade  Engineering  102,106 
Caspian  Research  52 
Castle  Superstore  158 
CBS(CBS)  155 
Centocor  (CNTO)  147 
Cessna  Aircraft  (TXT)  102,104 
Champagne  Mumm  110 
Charles  River  Associates  42 
Chase  Manhattan  (CMB)  140.162 
Chase  Secunties  (CMB)  44 
China  Aerospace  51 
Christie's  Great  Estates  140 
Chrysler  (C)  42 

Cisco  Systems  (CSCO)  14,70.116 

Citicorp  (CCD  42,56,142,158 

Clorox(CLX)  144 

CNBC  124 

CNNOWX)  14,124 

Coast  Dental  Sen/ices  (CDEN)  70 

Coca-Cola  (KG)  110.170 

Compaq  Computer  (CPQ)  86.116 

Compare  net  38 

CompuServe  (CSRV)  152 

Computer  Associates  (CA)  70 

Computer  City  8 

Computer  Learning  Centers  14 

Computer  Sciences  (CSC)  152 

Comsat  110 

Conning  142 

Coopers  &  Lybrand  140 

Cray  Research  116 

CSX  (CSX)  52 


Daimler  Benz  (DAI)  42 
Dam  Rauscher  Wessels  76 
Daisy  Manufactunng  76 


Daiwa  Securities  52 
Datamonitor  162 
Dataquest  116 

Dell  Computer  (DELL)  86.116.158 
Deloitte  &  Touche  124 
Delta  Air  Lines  (DAL)  164 
Deutsche  Morgan  Grenfell  124 
Digital  Equipment  (DEC)  116 
DMG  Technology  78 
Dover  Downs  Entertainment 
(DVD)  82 
Dreyfus  124 

Dunn  Computer  (DNCC)  70 
DuPont(DD)  50,144 


Eastman  Kodak  (EK)  50 

Electronic  Data  Systems  (EDS)  78 

Eh  Lilly  (LLY)  116,146 

EMC  (EMC)  115 

Erfolg  8 

ESPN  76,155 

Excite  (XCIT)  38 


Ford(F)  50.52 

Forrester  Research  (FORR)  142 
Fruit  of  the  Loom  (FTL)  144 


Gateway  2000  (GTW)  27 
Gebent  160 

Genentech  (GNE)  146.147 
General  Electnc  (GE)  152 
General  Foods  124 
General  Instrument  (GIG)  8 
Giant  Food  (GFSA)  50 
Giga  Information  38 
Global  Business  Networtt  38 
Global  Total  Return  Fund  160 
Goldman  Sachs  124.134 
Greenwich  Associates  124 
GTE (GTE)  50.152 
Guy  Gotten  110 


Haight  Gardner  Holland  & 
Knight  140 
Hall  Kinion  (HAKl)  70 
Hams  86, 116 
Hams  Organization  136 
HarvestAdvisors  Com  158 
Heartland  Advisors  70 
Hertz  (R  104 

Hewlett-Packard  (HWP)  52. 86, 
116, 155 

Hicks  Muse  Tate  &  Furst  50 
Hilton  Hotels  (HLT)  70 
Hirsch  Intemational  (HRSH)  144 
Holland  Capital  Management  158 
Hughes  Electronics  (GMH)  48.116 

I 


IBM  (IBM)  86, 116, 155. 170 
IDEG  Pharmaceuticals  (IDPH)  147 
ILEX  Oncology  147 
Immunomedics  147 
Insweb  142 
Intel(lNTC)  50.158 
Intemational  Data  86, 116 
International  Speedway  (JSOA)  82 
InterShow  158 
Intuit  (INTU)  162 


Jardine  Fleming  60 
JDA  Software  (IDAS)  70 
John  Hancock  50, 162 
Jupiter  Communications  155 
JW  Charles  Secunties  144 


Kendle  International  (KNDL)  70. 74 
KFC(PEP)  104 
Kmart  (KIVI)  76 


LadenburgThalmann  78 
Lafayette  Industries  88 
Lehman  Brothers  (LEH)  147 
LeukoSite  147 

Lexington  Ramirez  Global  Income 

Fund  160 
LL.  Bean  154B 
Lockheed  Martin  (LMT)  42. 78 
Loomis  Sayles  Global  Bond 

Fund  160 
Loral  (LOR)  51 

Lotus  Development  (IBM)  116 
Lucent  Technologies  (LU)  70 
LXD  110 

M 


Magna  International  (MGA)  158 
Manpower  Research  102 
Mars  6 

Mayfield  Funds  38 
McGraw-Hill  (MHP)  92, 167 
MCI  Communications  (MClC)  42, 
152 

Medical  Manager  (MMGR)  70 

Medlmmune  147 

Melita  Internahonal  (MEU)  78 

Mellon  Bank  (MEL)  50 

Menio  Ventures  152 

Merck  (MRK)  50 

Memll  Lynch  (MER)  88,116,144 

MFR  160 

MFS  Communications  152 
MGM  Grand  (MGG)  70 
Micrel  Semiconductor  (MCRL)  88 
Microsoft  (MSFT)  14,27.38,40,48, 
78,  86, 170 

Mirage  Resorts  (MIR)  70 
Mitsubishi  27 
Monarch  Dental  (MDDS)  70 
Monsanto  (MTC)  1+4 
Morgan  (J  R)  (JPM)  160 
Morgan  Stanley  Dean  Witter 
(MWD)  58,164 
Momingstar  (MSTR)  158 
Motorola  (MOT)  8,48,52 
MTV  76 


Nashville  Speedway  USA  82 
National  Semiconductor  (NSM)  52, 
116 

NationsBank  (NB)  42 
NBA  155 

NetManage  (NETM)  88 
Netscape  Communications 
(NSCP)  38,40 
New  Line  Cinema  (TWX)  70 
News  Corp  (NWS)  155 
Northern  Telecom  (NT)  116 
Northern  Trust  (NTRS)  44 
Northrop  Gmmman  (NOG)  42 
Norwegian  Cruise  Lines  140 
Novell  (NOVL)  158 


Office  Depot  (ODP)  42 
Omni  Energy  Services  (OMNI)  70 
Oracle  (ORCL)  78,116 
OshKosh  B'Gosh  144 


Pacific  Crest  Secunties  78 
Parke  Davis  70 
Parlux  Fragrances  88 
Pearson  50 
Penguin  Books  50 
Penske  Motorsports  (SPWY)  82 
PepsiCo  (PEP)  170 
Phillips  Petroleun  (P)  44 
PJ  Amenca  (PJAM)  70 
PNC  Bank  104 
Prestige  Cable  8 
Pricelinecom  164 
Pnmestar  42 


Progressive  (PGR)  162 
Pmdential  162 
Prudential  Intemational  | 
PSINet  152 


Qualcomm  (QCOM)  116| 
QuickQuote  162 
Quotesmith  162 
ResidenSea  140 
RJR  Nabisco  (RN)  110 
Robertson  Stephens  Mic| 
Growth  Fund  70 
Rockwell  International  (R| 
Royal  Ahold  50 

S 


Safeskin  (SFSK)  88 
Salomon  Smith  Barney  f 
136 

SAP  116 

SBC  Commnications  (SB| 
Schering-Plough  (SGP) 
Schooner  Asset  Managei 
Schuff  Steel  (SHUF)  70 
Schwab  (Charles)  (SCH) 
Shorex  136 

Silicon  Graphics  (SGI)  1 
Simon  &  Schuster  50 
SocGen-Crasby  Securitie; 
Sony(SNE)  27 
SoundView  Financial  11£ 
Sportsline  USA  (CBS)  151 
Spnngs  Industries  (SMI) 
Sprint  (FON)  152.155 
Ssangyong  Investment  5 
Standard  &  Poor's  (MHP) 
92.144,167 
Staples  (SPLS)  42 
Starwave  155 
Strong  Capital  Managem 
Sun  Microsystems  (SUNW 


TA  Associates  86 
Taiima  Industries  144 
TAP  Pharmaceuticals  141 
Teal  Group  48 
Tele-Communications  (TC 
Teledesic  48 
3Com(COMS)  116 
Time  Wamer  (TWX)  70,15 
Tivoli  Systems  116 
Travelers  Group  aRV)  42. 
Travelocity  164 
T  Rowe  Pnce  aROW)  124 
TWAfWA)  164 
Tyson  Foods  aSN)  24 

U 


UAL  (UAL)  102 
United  Airlines  (UAL)  164 
UPS  102, 104 
USA  Detergents  (USAD) 
UUNet  Technologies  152 

V 


VIA  Technologies  50 
Volvo  110 

W 


Wal-Mart  Stores  (WMT)  76 
Walt  Disney  (DIS)  155 
WavePhore  27 
Westin  Hotels  &  Resorts 
Weyerhaeuser  (WY)  78 
Williams  Communications 
Solutions  78 
World  City  140 
WorldCom  (WCOM)  42, 15i 
Wrangler  110 

Y 


Yahoo'  (YHOO)  14,155 
Yankee  Group  8 
YTL  52 

Yurie  Systems  (YURI)  70 
Z 

ZAP  Power  Systems  (ZAPP) 
Zeneca  (ZEN)  144, 146 
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ti^estment  Figures  of  the  Week 


%  change 


>500 

Nov.    May  May  14-20 


;  1130 

:  1119.06 
■  1110 


1100 


1  -week  change 
0.0% 


MENTARY 

ow  Jones  industrials  gained 
f  117  points  on  May  20, 
ist  performance  in  nearly 
months.  But  it  wasn't 
h  to  bring  the  market  back 
he  high  of  9211.8  set  just 
veek  ago.  The  Fed'i  May 
icision  to  leave  rates  un- 
jed  made  little  impression 
uity  investors,  but  it  buoyed 
lond  market,  which  had 
worrying  about  inflation — 
.  Falling  commodity  prices 
d  dampen  inflation  fears, 
iw.  New  worry  for  the  stock 
1:  profit  problems  at  high- 
high-tech  leaders  such 
!wlett-Packard. 


IREST  RATES 


LASURY  BOND  INDEX 

Nov.    May  May  14-20 


:1619,81 


1-week  change 
+0.4% 

loomberg  Financial  Markets 


UAL  FUNDS 


S  Li  ^  Diversified  fm  All  Equity 
52-week  total  return 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9171.5 

-0.4 

25.8 

NASDAQ  Combined  Composite 

1831.8 

-1.8 

33.3 

S&P  MldCap  400 

367.0 

-1.5 

34.7 

S&P  SmallCap  600 

195.8 

-2.1 

30.3 

S&P  SuperComposite  1500 

239.0 

-0.2 

33.3 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

342.8 

-2.7 

32.4 

S&P  Financials 

135.9 

1.6 

45.6 

S&P  Utilities 

235.7 

-0.7 

23.1 

PSE  Technology 

348.0 

-3.8 

26.2 

%  change 

Latest 

Week 

Year 

London  (FT-SE  100) 

5907.4 

-1.1 

27.3 

Frankfurt  (DAX) 

5511.0 

2.5 

53.2 

Tokyo (NIKKEI  225) 

15,653.0 

2.0 

-21.1 

Hong  Kong  (Hang  Seng) 

9549.2 

0.8 

-32.9 

Toronto (TSE  300) 

7695.4 

-0.2 

22.0 

Mexico  City  (IPC) 

4607.3 

-3.1 

15.9 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.41% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  26.4 
S&P  500  P/E  Ratio  (Next  12  mos.)*  21.6 

1.40% 

28.7 

21.7 

1.77% 

21.3 

17.5 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Specialty  Appar.  Retailers  9.9 

Defense  Electronics  8.7 

Automobiles  8.5 

Savings  &  Loans  5.8 

Genl.  Merchandise  Chains  5.8 


Specialty  Appar.  Retailers  109.5 
Broadcasting  96.5 
Personal  Loans  75.4 
Homebuilding  75.3 
Defense  Electronics  73.9 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Metals 

Transportation  Services 
Oil  &  Gas  Drilling 
Oil  Exploration  &  Prod. 
Airlines 


-13.4  Metals  -39.2 

-13.2  Gold  Mining  -20.0 

-13.2  Shoes  -19.4 

-10.7  Tobacco  -18.4 

-10.3  Engineering  &  Constr.  -14.8 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-1.20%  -0.97%  -1.03% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  996.6  992.4  Positive 

Stocks  above  200-day  average       55.0%    59.0%  Neutral 

Options:  Put/call  ratio                0.59       0.58  Negative 

Insiders:  Vickers  Sell/buy  ratio       2.71       2.86  Neutral 

Data:  Bloonnberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Citicorp 

155 '72 

-2 '72 

BankAmerica 

83 'A 

-5^16 

Gateway  2000 

50  Va 

-^8 

Wells  Fargo 

372 

-10 

Texas  Instruments 

58^16 

-2 '^16 

Exxon 

72^16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

94 '%2 

24^32 

WorldCom 

44  "/32 

"/32 

Cisco  Systems 

80^64 

8^64 

Washington  Mutual 

7l'/8 

2V4 

Abbott  Laboratories 

75Vi6 

2 

Compaq  Computer 

30  Vs 

4V8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.12 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds. 

90-DAY  TREASURY  BILLS 

5.19 

5.12 

5.11 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.08 

5.09 

5.23 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.40 

5.44 

5.76 

GENERAL  OBLIGATIONS 

4.46% 

4.51% 

5.03% 

5.10% 

10-YEAR  TREASURY  NOTES 

5.61 

5.64 

6.72 

PERCENT  OF  TREASURIES 

79.47 

79.52 

85.30 

85.86 

30-YEAR  TREASURY  BONDS 

5.89 

5.95 

6.96 

TAXABLE  EQUIVALENT 

6.46 

6.54 

7.29 

7.39 

LONG-TERM  AA  INDUSTRIALS 

6.48 

6.51 

7.49 

INSURED  REVENUE  BONDS 

4.58 

4.66 

5.19 

5.27 

LONG-TERM  BBB  INDUSTRIALS  6.90 

6.94 

7.90 

PERCENT  OF  TREASURIES 

81.60 

82.17 

88.01 

88.72 

LONG-TERM  AA  TELEPHONES 

6.74 

6.78 

7.71 

TAXABLE  EQUIVALENT 

6.64 

6.75 

7.52 

7.64 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


lAI  Value 

25.3 

Lexington  Troika  Russia 

-27.3 

Europe 

-1.0 

Latin  America 

-11.2 

40 

American  Heritage 

16.7 

Steadman  Technology  Grth. 

-18.3 

Domestic  Hybrid 

-1.0 

Pacific/Asia  ex-]apan 

-11.0 

lAI  Balanced 

7.6 

Matthews  Korea  1 

-17.2 

Real  Estate 

-1.0 

Diversified  Emerging  Mkts. 

-9.8 

32 

American  Heritage  Growth 

6.7 

Invesco  Asian  Growth 

-15.9 

Health 

-1.2 

Precious  Metals 

-8.0 

Berger  Select 

4.7 

Colonial  Newport  Tiger  C 

-15.2 

Large-cap  Growth 

-1.3 

Diversified  Pacific/Asia 

-7.4 

24 

Leaders 

Laggards 

Leaders 

Laggards 

16 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Icrnlngstar,  Inc. 


FMI Focus 

Weitz  Hickory 

Munder  Micro-Cap  Equity  Y 

Texas  Capital  Val.  &  Grth. 

Safeco  Growth  No  Load 


77.5  Matthews  Korea  I  -61.5 

76.8  U.S.  Global  Investors  Gold  -55.2 

73.3  Lex.  Crosby  Sm.  Cap  Asia  -54.6 

68.1  Morgan  Stan.  Asian  Grth.  C  -52.9 

67.2  Morg.  Stan.  Inst.  Asia  Eq.  A  -52.9 


Communications  45.0  Pacific/Asia  ex-Japan  -39.8 

Financial  44.9  Diversified  Pacific/Asia  -32.9 

Large-cap  Growth  35.4  Precious  Metals  -30.2 

Europe  33.4  Japan  -22.8 

Small-cap  Blend  32.8  Diversified  Emerging  Mkts.  -15.7 


ire  as  of  market  close  Wednesday,  May  20,  1998,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  May  19.  For  a  more  detailed  explanation,  write 
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Editorials 


SETTLE  THE  MICROSOFT  CASE 


History  suggests  that  Microsoft  and  the  Justice  Dept. 
should  make  a  deal.  The  centmy  that  began  with  the 
epic  suit  by  the  govemment  against  John  D.  Rockefeller's 
Standard  Oil  trust  is  ending  with  the  Justice  Dept.'s  equally 
historic  antitrust  suit  against  Bill  Gates's  Microsoft  Corp.  In 
between,  there  have  been  mammoth  cases  against  IBM  and 
AT&T.  The  Standard  Oil  suit  lasted  about  a  decade.  IBM  took 
13  years.  They  cost  taxpayers  and  shareholders  fortunes.  In 
the  end,  the  markets  still  determined  the  fate  of  each  indus- 
try, not  the  regulators. 

Yet  antitrust  suits  do  play  a  beneficial  economic  role.  They 
are  brutal,  if  somewhat  clumsy,  reminders  to  all  players  in  the 
economic  game  that  the  template  of  capitalism  must  be  com- 
petition, however  strong  may  be  the  forces  for  monopoly. 
They  are  public  statements  that  open  markets  are  essential 
for  innovation.  And  they  reinforce  core  Jeffersonian  and 
Jacksonian  values  that  enshrine  small-business  people  as 
American  heroes.  If  dozens  of  high-tech  companies  are  to  be 
beheved,  Microsoft  needed  reminding  on  all  three  counts. 

The  goal  now  should  be  to  avoid  years  of  expensive  hti- 
gation.  The  truth  is,  Microsoft  and  Justice  are  not  that  far 
apart  on  some  basic  principles  (page  38).  Take  the  hst  of 
complaints  in  Justice's  injunction  filing.  First,  Justice  de- 
mands that  Microsoft  end  exclusionary  contracts  that  prohibit 
Internet  sei'vice  pro\idei"s  and  online  services  from  promoting 
the  rival  Netscape  browser.  Microsoft,  however,  essentially  ac- 
ceded to  this  govemment  demand  months  ago. 

The  government  also  demands  that  Microsoft  in  effect 
pay  for  its  alleged  past  sins  against  Netscape  by  giving  its  ri- 
val a  special  break.  Microsoft  can  either  add  Netscape's 
browser  to  its  new  Windows  98  software  or  offer  consumers 
two  versions  of  the  operating  system — one  vrith  the  Microsoft 
browser  and  one  without  it  at  a  lower  price.  Either  way,  Jus- 
tice Ls  tacitly  agi-eeing  to  Microsoft's  key  demand  that  it  be  al- 
lowed to  integrate  features  into  its  operating  system.  Micro- 
soft already  bundles  America  Online,  another  popular  portal 


to  the  Net,  with  Windows  95.  Standing  on  principl 
making  analogies  about  Coca-Cola  Co.  and  PepsiCo  Inc. 
worth  a  decade  in  court.  Om-  advice  to  Microsoft:  Y 
Netscape,  or  offer  two  versions  of  the  operating  sj" 
Then,  the  customer  can  choose. 

Finally,  the  govemment  demands  that  Microsoft  give 
tal  control  of  the  first  screen  that  pops  up  when  compute 
turned  on.  With  icons  and  a  new  channel  bar  on  Win98, 
soft  can  lui'e  people  to  its  own  sites  or  the  sites  of  its  pai 
This,  says  the  government,  allows  Microsoft  to  dominate 
to  the  Net  and  all  electronic  commerce.  Regulatoi's  wani 
puter  makers  to  be  able  to  put  a  "shell"  screen  on  i 
Win98  and  configui'e  their  ovm  first  page.  Microsoft  oi 
that  but  is  willing  to  include  some  icons  of  rivals.  Standi 
principle  over  shells  isn't  worth  years  in  court.  Our  ad\ 
the  regulators:  compromise  with  Microsoft  and  be  reasi  • 

Big  antitrust  cases  are  decided,  in  large  part,  by 
opinion.  Washington  and  the  state  attorneys  general  < 
have  public  support  to  bust  up  Microsoft.  It  is  not  percei' 
the  same  way  as  tobacco  companies  are  today  or  as 
dai'd  Oil  was  neai-ly  a  centmy  ago.  On  the  conti-aiy,  a  Bi  - 
WEEK/HaiTis  poll  recently  showed  that  only  32%  wanti 
govemment  to  do  anything  to  Microsoft.  It  is  also  clea 
most  consumers  are  happy  with  the  integrated  featu; 
Microsoft's  operating  system.  Joel  I.  Klein,  the  antitiusi 
at  Justice,  was  therefore  smart  not  to  tiy  and  stop  the 
ment  of  the  Win98  software.  That  move  might  have  cai 
public  uproai'.  He  was  smart  to  allow  Microsoft  to  biuii 
browser  and  ask  only  that  other  choices  be  included. 

Now  it's  Microsoft's  tiuTi  to  be  smart.  Bombast  and 
righteousness  don't  play  well  with  the  public.  The  comji; 
not  guilt-fi-ee,  and  the  government  is  not  the  devO.  Doiii 
deal  would  save  enomious  amounts  of  money  and  tii 
Microsoft  agi-ees,  the  govemment  and  state  AGs  must  pr 
not  to  hobble  its  eveiy  move,  allowing  fast-changing 
nology  and  market  forces  to  work.  A  good  deal  all  aroi 


RESCUING  ASIA  FROM  THE  BRINK 


Asia  is  in  economic  and  political  tiUTnoil,  but  don't  simply 
blame  Indonesian  riots,  Indian  nuclear  explosions,  or  Ko- 
rean labor  strikes.  Behind  the  unprecedented  collapse  of  once 
prosperous  economies  he  policy  mistakes  by  Japan,  the  Inter- 
national Monetary  Fund,  and  the  U.  S.  Treasury. 

Japan  should  be  pulling  Asia  out  of  its  recession.  Instead,  by 
faUing  to  boost  its  domestic  economy,  Tokyo  is  making  things 
much  worse.  It  is  allowing  the  yen  to  sink  to  150  and  perhaps 
even  200  to  the  dollar  to  promote  exports — a  move  that  will 
lead  to  a  new  round  of  competitive  devaluations.  Already,  Chi- 
na is  struggling  not  to  devalue  the  yuan. 

The  IMF  and  the  U.  S.  Ti-easury  team  led  by  Deputy  Secre- 


tary Lawrence  H.  Summei-s  must  take  major  responsibUii 
the  tragedy.  Asia's  overvalued  currencies  were  caused  li 
much  cheap  capital  flowing  into  the  private  sector.  Their 
emment  sectors  were  in  good  shape,  with  budget  suiT' 
But  the  IMF  applied  prescriptions  that  came  out  of 
America,  where  govemment  deficits  triggered  cuiTency  ' 
The  result  in  Asia?  Confidence  was  not  restored,  capital 
up  or  fled,  millions  were  fired,  and  prices  for  food  soai'e(  I 
Asia  Ls  on  the  brink  of  depression.  Its  deadly  defiationai-..'- 
ral  must  be  reversed.  Economies  must  be  reliquefiedAi 
companies  must  be  recapitalized.  People  in  the  U.  S.,  Jai>; 
Europe  who  think  they  can  dodge  this  bullet  are  dreami 


umAA 


Giving  kids  a  chance  to  live  out  their  dreams  is  just  one 
of  the  commitments  Little  League  Baseball®  makes. 

CNA  not  only  provides  Little  League  Baseball  with  general  liability  insurance,  but  also  covers  the  players, 
coaches  and  volunteers  with  accident  medical  expense  insurance.  CNA  can  help  you  keep  your  commitments 
by  offering  a  broad  array  of  insurance  products  and  services  for  your  business,  home,  auto  and  life.  What  CNA 
brings  to  the  game  is  over  a  century  of  experience  and  more  than  $60  billion  in  assets.  http://www.  cna.  com 


For  All  the  Commitments  You  Make 
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CNA  IS  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation 
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Of  all  the  hats  you  wear  as  a  small  business 
owner,  the  accounting  fedora  itches  the  most 


There's  software  for  people  who  didn't  start  a  business 
to  be  an  accountant.  Small  Business  Financial  Manager 
is  part  of  the  Microsoft  Office  family  and  works  with 
leading  accounting  software  to  help  you  get  the  most  out 
of  the  accounting  information  you  already  have.  Freeing 
you  up  to  focus  on  the  big  picture. 

Like,  how  would  a  10%  price  increase  affect  your  cash  flow? 
What  if  you  took  out  a  loan  to  pay  off  that  other  loan? 
What  if  you  hired  a  new  employee?  You  can  find  the  answers 
in  the  What-lf  Wizard. 

We'll  send  you  our  small  business  information  packet 
when  you  call  1-800-60SOURCE.  It's  full  of  relevant,  pertinent 
advice  to  help  you  succeed. 

We  make  software  to  meet  your  small  business  needs. 
And  it  all  starts  with  Windows  .  Everything  fits  seamlessly 
together  to  form  a  digital  nervous  system  so  your 
business  is  ready,  willing  and  able  to  deal  with  what's 
around  the  corner. 

More  sales.  More  money.  Less  math. 
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www.microsoft.com/smalSbiz/ 
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up  Front 


EDITED  BY  ROBERT  McNATT 
MICROSOFT  BUSTERS 

IT  WAS  JUST  A  JOKE, 
MS.  RENO,  A  JOKE 

THE     JUSTICE     DEPT.  HAS 

unearthed  what  it  considers 
potentially  damning  evidence 
in  its  antitrust  case  against 
software  giant  Microsoft.  A 
document,  so 
sealed  by  the 
court,  fea- 
tures Jeffrey 
Raikes,  Mi- 
crosoft's group 
vice-president 
for  sales  and 
marketing,  de- 
claring the 
company's  "Win- 
dows Paradise" 
under  siege  and 
adding  that  "Netscape  pollu- 
tion must  be  eradicated." 

The  folks  at  Microsoft  say 
all  it  proves  is  that  Justice 
lawyers  are  terminally  un- 
hip.  Raikes  claims  it's  a 
script  for  a  video  he  made 
two  years  ago  that  parodies 


competing,' 


COOLIO,  RAIKES:  Sm  ile 

when  you  say  "eradicate 


hip-hop  star  Coolie's  Gangs- 
ta's  Paradise,  the  rap  made 
popular  in  the  movie  Da^i- 
gerous  Minds.  Turns  out 
Raikes  makes  a  gag  video 
just  about  every  year,  and 
this  was  only  one  among 
many.  "Pumping  up  the  sales 
force  isn't  only  essential  to 
says  Raikes,  "it's 
fun." 

Well,  an 
ultraserious 
Justice  official 
examined  the 
document  for 

BUSINESS 

WEEK  and  did 
not  once  men- 
tion the  word 
"fun."  Said  he: 
"It  does  not  ap- 
pear  on  its  face 
to  be  a  joke."  So  there. 

The  antitioist  tiial  is  sched- 
uled to  start  in  September, 
at  which  point  a  federal 
judge  may  decide  whether 
Raikes  is  a  rapacious  com- 
petitor or  merely  a  lousy 
rapper.  Steve  Hamm. 


TELECOM  WARS 

SPRINT  LAUNCHES 
OPERATION  LOCAL 

THE    nation's    no.  3  LONO- 

distance  phone  company. 
Sprint,  is  expanding  its  local 
telephone  service  in  several 
key  domestic  markets.  Insid- 
ers say  that  on  June  2,  Spiint 
is  likely  to  announce  New 
York  City,  Los  Angeles,  and 
Chicago,  among  others,  as  ai- 
eas  where  it  hopes  to  gi'ab 
business  from  the  Baby  Bells. 


Sprint 


How?  The  betting  is  that 
Sprint  will  use  its  existing 
fiber  network  to  lure  busi- 
ness customers  and  snare 
residential  business  through 
alHances  with  smaller  telcos 
such  as  K'G  or  Intermedia. 


The  most  interesting  pos- 
sibility, say  sources,  is  that 
Sprint  will  attack  local  mar- 
kets with  wireless  teclinolog>', 
an  approach  used  in  emerging 
markets  overseas.  With  com- 
petition for  local  calls  still 
dominated  by  the  Baby  Bells, 
the  long-distance  carriers  are 
ripe  for  new  approaches. 

On  May  26,  Sprint  said 
that  it  had  acquired  53%  of 
Sprint  PCS,  a  wireless  joint 
venture  with  Tele-Communi- 
cations, Comcast,  and  Cox 
Communications  that  it  hopes 
to  take  public  soon.  Sprint 
could  use  this  infrastruc- 
ture as  a  less  expensive 
^    alternative    to  building 
costly  wire-line  networks. 
"Outside  of  the  U.S.,  the 
local  exchange  play  is  a  vrii'e- 
less  play,"  says  James  An- 
drew, an  analyst  at  Renais- 
sance Worldwide.   It  may 
soon  be  that  way  inside  the 
U.S.,  too.  Roger  0.  Crockett 


TALK  SHOW  UI  said,  'Here,  I'll  throw  in  five  bucks,  why 
not?'?5 

— Frank  Capaci,  winner  of  the  $195  million  Powerball  lottery 


TURNAROUNDS 


AT&T  LOSES  A  FEW  GOOD  MEN 


ADD  ANOTHER  NAME  TO  THE 

hst  of  AT&T  executives  leav- 
ing the  long-distance  giant.  In 
a  move  not  yet  announced, 
John  Legere,  the  No.  2  at 
AT&T  Solutions,  is  moving  to 
Dell  Computer  to  head  its 
Asian  operations,  at&t  Solu- 
tions helps  customers  manage 
computer  and  telecom  sys- 
tems. Legere  is  the  fourth 
AT&T  exec  to  leave  in  May. 

So  are  at&t  managers  los- 
ing faith  in  ceo  C.  Michael 
Armstrong's  efforts  to  reju- 
venate the  company?  Al- 
though he  has  helped  at&t's 
stock  price,  he  still  has  to  cut 
costs,  protect  its  long-distance 
business,  oi'  enter  local  phone 
markets,  say  insiders. 

But  behind  the  flight  of  top 
brass  is  another  factor:  Ex- 
perienced telecom  managers 
are  extremely  hot  commodi- 
ties. With  capital  pouring  into 
the  industry,  telecom  compa- 


ARMSTRONG:  Work  cut  out 


nies  are  fighting  for  taler 
says  a  headhunter  who  h 
raided  at&t. 

Says  Rolla  Huff,  who  ju 
left  AT&T  to  become  chief 
nancial  officer  of  telecom  o 
erator  Frontier:  "at&t  is 
ten'ific  company.  I  just  thii 
there's  tremendous  opport 
nity  here."  at&t  acknov 
edges  that  losing  promisii 
executives  hurts — but  t 
company  also  says  that 
plans  to  cut  25%  of  its  t- 
130  officers  over  the  ne 
two  years.      Peter  Elstn, 


INVESTORS 

HAS  BUFFEHLOST 
HIS  SILVER  TOUCH 

there  were  a  lot  OF  THINGS 

spooking  the  silver  market  in 
late  May  as  it  plunged  about 
40%.  from  recent  highs  to  just 
over  .$5  an  oimce.  But  trarlers 
and  analysts  don't 
believe  Warren 
Buffett  has  decid- 
ed to  unload  his 
130  million-ounce 
stash.  In  fact,  giv- 
en prices  when  he 
began  buying  the 
metal  last  July, 
the  betting  is  that 
the  Oracle  of  Om- 
aha is  about  even 
despite  the  price 
plunge. 

Wlien  Buffett  disclosed  his 
holdings  in  February,  the 
market  pushed  up  the  price 
to  more  than  .$7  per  ounce. 
Buffett  said  he  was  taking 
the  long  view:  Over  the  past 


BUFFETT:  Silent  sage 


nine  years,  worldwide  d 
mand  for  silver  has  exceed 
supply,  and  he  expects  tli 
situation  to  continue  for  se 
eral  more  years. 

Short-term,  however,  t  ■ 
pictiu'e  is  glimmer  On  top 
the  ongoing  slide  of  Asi 
currencies,  the  markets  ha 
been  shaken  by  the  thi'eat 
sanctions  agaii . 
India — the  woi'l' 
second-large 
consumer  of 
ver — after  its  r  - 
clear  tests. 

Prices  could  ( 
below     $5  1 
ounce,  say  soi' 
analysts.  Alrea(. 
says  Ted  Kempt  i 
senior  resean 
analyst  with  C 
Group,  traders  intent  on  lo( 
ing  in  profits  are  selling 
the  price  drops.  So  this  is 
downswing  that  could 
nerve-wracking — except  i 
investors  taking  the  lo 
view.        Andrew  Osterla 
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No  tracking 
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No  overnight  commitment 


No  on-call pick-up 
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Up  Front 


FOODSTUFF 


LET  THEM  EAT  HAWAIIAN  GOBIA! 


it's  a  mattkr  of  bread  and 
circuses.  As  business  booms 
in  the  trading  rooms  of  Wall 
Street,  life  is  good  in  execu- 
tive lunchrooms. 

One  of  the  hottest  menu 
items  is  bread.  A  few  years 
ago,  who  cared?  But  now. 
Masters  of  the  Universe  care 
a  lot,  says  Nick  Valenti,  CEO 
of  Restaurant  Associates, 
which  provides  food  service 
to  Morgan  Stanley  Dean  Wit- 
ter; Donaldson,  LuiMn  &  Jen- 
rette;  Bear  Stearns;  and  No- 
mura Securities,  among 
others.  Ciabatta,  ficelles,  and 
foccacias  ai-e  in — also  seafood, 
such  as  Copper  River*  salmon. 
Prince  Edward  Island  mus- 
sels, and  Hawaiian  cobia. 

MeanwMle,  it's  a  cu'cus — or 
at  least  a  performance — in 
the  corporate  cafeteria.  One 
big  trend  is  having  the  chef 
serve  special  dishes  in  the 
middle  of  the  employee  cafe- 
teria, whipping  up,  say,  a  fine 


YUM:  (hill/  the  best  for  execs 

risotto  for  the  workers  at 
Donaldson,  Lufkin  &  Jen- 
rette.  But  they  may  pass  that 
up  for  vegetable  waps,  an- 
other trendy  item. 

Corporate  business  is 
about  one-third  of  RA's  $250 
million  annual  revenue,  says 
Valenti:  "As  the  businesses 
have  gi"own,  we  have  grovm." 
Amid  the  culinary  class  con- 
sciousness, he  adds,  there  is 
one  common  denominator: 
chocolate.  Everybody,  it 
seems,  loves  this  popular 
dessert  choice.  □ 


TAXES  AT  WORK 

THIS  DRUG  HUNTER 
BRUISES  THE  FRUIT 

FOOD      IMPORTERS  ARE 

steamed  that  the  war  on 
drugs  is  damaging  produce 
trucked  across  the  Mexican 
border.  They  say  new  X-ray 
machines  can't  find  dings  but 
cost  them  plenty  in  bruised 
fruit.  The  room-size,  drive- 
thi'ough,  $:i2  mUlion  machines 
don't  work  right,  they  charge, 
forcing  trucks  to  unload  and 
reload  produce  for  inspection. 


Even  with  refilgerated  hold- 
ing areas,  that  damages  the 
goods.  Says  customs  broker 
John  Cain:  "It's  just  another 
one  of  those  $75,000  toilet 
seats." 

There  are  five  such  ma- 
chines at  border  crossings, 
with  three  more  on  order. 
Yet  produce  trucks  entering 
the  U.  S.  continue  to  be  in- 
spected manually.  Wliy?  "My 
understanding  is  that  they 
can't  X-ray  produce  because 
it  gives  a  false  reading,"  con- 
fusing veggies  and  marijuana, 
says  Frank  Schuster,  presi- 
dent of  Val  Verde  Vegetable 
in  McAllen,  Tex.  Manufactur- 
er American  Science  &  En- 
gineering of  Cambridge, 
Mass.,  says  discussing  the 
machine's  flaws  "would  jeop- 
ardize the  effectiveness  of 
the  equipment."  Drug  sei- 
zures at  the  border  are  up, 
say  the  feds.  But  importers 
say  the  feds  would  be  wiser 
to  invest  in  drug-sniffing 
dogs.  Dennis  Blank 


DRAWN  &  QUARTERED 


PRODUCT  PEEK 

SPAYING 

WITHOUT  CUniNG 

can't   face   putting  YOUR 

faithful  foOT-legged  fiiend  un- 
der the  knife  for  spaying? 
Dog  lovers  may  soon 
have  a  choice.  A  re- 
searcher at  the  Uni- 
versity of  Georgia  has 
developed  injections — 
no  surgery  involved — 
to  ensure  a  puppyless 
pooch  in  just  three  vis- 
its to  the  vet. 

A  company  licensed 
by  the  university 
plans  to  mai'ket  its  in- 
jectable contracep- 
tive, now  named  ' 
Spay-Safe,  once 
Food  &  Drug  Ad- 
ministration trials  are  over  in 
1999.  The  prediction  is  that 
Spay-Safe  will  grow  into  a 
$100  million  business  within 


five  years.  The  ding  is  a 
ural  extract  fi'om  pig  ovai 
says  an  outside  expert.  Gi 
gia  B-school  professor  Cha 
Hofer  says  Spay-Safe 
worked  well  in  initial  test 
The  drawback  some  se 
not  how  the  dogs  react 
how  their  masters  wil 
think  vets  would 
come  something 
traumatic  and  possl 
safer  [than  surgery]! 
their  patients,"  saysf 
Leslie  Sinclair  of 
Humane  Society  ofl 
U.  S.  But  she  woi| 
that    dog  owJ 
won't  bother  mal 
the  tliree  trips  to| 

KINDER,  GENTLEF 

Three  shots  will 


vet.  It's  "the  human  nal 
factor,"  she  says.  And  thJ 
no  shot  available  yet  td 
that.  Jocm  Cl 


THE  BIG  PICTURE 


MOTHER  WAS  RIGHT  The  premium  for  extra 
has  consistently  risen  for  the  past  two  decades 
because  of  the  demand  for  information  tech- 
nology workers.  Those  skills  are  still  in 
short  supply,  so  the  gap  should  grow. 

THE  INCREASE  IN  AVERAGE  HOURLY  EARNINGS 
PER  EXTRA  YEAR  OF  EDUCATION 


educatj 
largely! 


10     ■  MALES  ■  FEMALES  ^ 

mil 
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▲  PERCENT  DATA  THE  CONFERENCE  BOARD/ 

ECONOMIC  POLICY  INSTITUTE 


FOOTNOTES  Employees  usually  feeling  emotionally  drained  at  work  26%;  claiming  daily  exhaustion,  36% 
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Editor's  Memo 


AND  THE  WINNER  IS . . . 


Over  the  past  two  years  or  so, 
BUSINESS  WEEK  has  run  a  series 
of  seminal  stories  about  what 
we  called  the  New  Economy.  We 
described  how  information  technolo- 
gy and  the  globalization  of  business 


BusinessWeek  iBusinessWeeki  BusinessWeek 


THE  NEW  ECONOMY: 


were  spuri-ing  investment  and  pro- 
ductivity. We  argued  that  these 
trends  were  creating  a  new  business 
cycle  that  would  permit  faster  eco- 
nomic growth  without  renewed 
inflation.  This  line  of  reasoning 
drew  blood.  We  debated  it  end- 
lessly among  ourselves,  and  we 
were  criticized  by  some  tradi- 
tional economists,  who  kept 
warning  that  an  overheated 
economy  would  generate  infla- 
tion long  before  now. 

We  are  thus  especially  gi'ati- 
fied  to  learn  that  we  have  re- 
ceived the  1998  Gerald  Loeb 
Award  for  distinguished  business 
journalism  in  the  magazine  cate-  ~ 
gory  for  our  coverage  of  the  New 
Economy.  The  Loeb  prize,  adminis- 
tered by  the  John  E.  Anderson 
Graduate  School  of  Management  of 
the  University  of  California  at  Los 
Angeles,  is  the  most  important 
award  in  business  journalism — and 
we  have  now  won  it  foi"  two  years  in 
a  row.  Kudos  to  Mike  Mandel  and 
Dean  Foust  for  their  bnlliant  work. 
The  Loeb  judges  also  honored  us  as 
a  finalist  for  our  coverage  of  World- 


Com Inc.'s  dramatic  takeover  bid  f( 
MCI  Communications  Coi-p. 

BUSINESS  WEEK  has  garnered  a 
number  of  other  editorial  prizes  th 
year  Among  them:  the  Overseas 
Press  Club  (opc)  Award  for  best 
business  re 
porting  froi 
abroad  (in 
magazines) 
for  our  cov( 
age  of  the 
Asian  crisis 
an  OPC  cita- 
tion for  en\ 
ronmental 
porting,  a 
National  M; 
azine  Awar( 
nomination  for  business  week  On- 
line, three  Deadline  Club  fii"st-plac 
prizes,  and  several  awards  for  our 
coverage  of  abuses  on  Wall  Sti'eet. 
These  awards  demonstrate  agaii 

AL  REPOR 


HOW 

Strong  Growth 

LONG 

litde  Inflation 

CAN  THIS 

Low  LriempkAUifiant 

LAST? 

Fast  growth  without  igniting  inflation 


ASIAN  CRISIS:  Before  and  after  the  fa 


why  business  week  is  by  far  the 
world's  No.  1  business  magazine — 
fii'st  in  circulation,  first  in  total  re; 
ership,  first  in  revenue,  and  first 
editorial  honors.  We  are  determini 
to  continue  bringing  you,  our  loya 
readers,  the  best  possible  publicat 
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ING  THE  SUN 
AGAIN  ON  JAPAN 


ipan's  real  crisis"  (Cover  Stoiy,  May 
[plains  that  the  problems  ai-e  caused 
dden  debt  and  that  the  prescrip- 
from  the  U.  S.  of  lowering  taxes 
make  the  debt  problem  worse.  On 
alance  sheet,  however,  Japan  com- 
favorably  with  the  U.  S.  Although 
1  has  high  debt,  it  also  has  the 
it  rate  of  personal  savings  in  the 
1.  The  U.  S.,  with  relatively  small 
has  virtually  no  private  savings. 
Japan  can  find  a  way  to  use  its 
te  savings  to  liquidate  its  public 
then  it  could  again  enjoy  the  liigh 
th  rates  of  the  four  prioi-  decades. 

Biuce  Dailey 
San  Jose,  Calif. 

reigners  with  a  superficial  undei- 
ing  of  the  country  routinely  place 
3  on  either  Japan's  politicians  or 
lucrats.  For  what  it's  worth,  Japan 
iemocracy.  Its  policies  are  the  re- 
)f  elected  politicians.  Three  cheers 
lobert  Neff  who  pointed  out  that 
apanese  people  are  also  to  blame. 

Kenji  Yuhaku 
Edgewater,  N.J. 

u  suggest  that  Japan's  closed  mar- 
md  its  unwillingness  to  change  are 
\g  to  ruin.  Yet  Japanese  products 
lue  to  drive  U.  S.  competitors  to 
rink.  Fuji  Photo  Film  Co.'s  preda- 
practices  have  forced  Eastman  Ko- 
]o.  to  take  drastic  measm'es  in  the 
of  a  flood  of  low-priced  photo- 
lic  products  that  have  unlimited 
3  to  oui"  mai'ket.  The  Japanese  auto 
ifacturers  now  have  a  large  share 
3  U.  S.  retail  car  mai'ket,  and  they 
iireatening  to  take  even  more, 
seems  that  Japan  Inc.  is  doing  well 
continues  to  export  its  problems, 
iraged  by  the  weak  yen.  From  my 
)ective,  the  Japanese  are  winning 
fade  war,  and  America's  selfish  de- 
l  for  low  prices  today  and  "to  hell 
tomorrow"  is  terrifying. 

Steve  Wagg 
Rochester  Hills,  Mich. 

IRTS  OF  GANGER'S  IMMINENT 
m  WERE  AN  EXAGGERATION 

f  Mice,  Men,  and  Cancer  Cures" 
i-s:  Analysis  &  Commentary,  May 
oints  to  the  gap  between  hy|De  and 
rtainty  in  modern  drug  clevelop- 
For  a  therapeutic  protein  that 
s  in  the  animal-disease  model,  there 
is  than  a  10%  chance  of  it  getting 
arket.  It  also  takes  at  least  six  to 
years  to  complete  the  human  test- 
equired  for  regulatory  filing  before 
n  be  approved.  And  the  candidate 


could  drop  out  during  any  of  the  three 
phases  of  clinical  tiials  for  reasons  rang- 
ing from  lack  of  efficacy  to  liigh  toxicity. 

The  hype  of  this  miracle  cure  has 
generated  speculation  in  the  biotech 
company  that  owns  its  development 
rights  and  has  created  false  hope  for 
patients  desperate  for  a  ciu-e.  The  fail- 
ure will  not  only  affect  the  stock  price 
but  will  also  undermine  confidence  in 
the  biotech  industry.  While  the  media 
are  eager  to  publish  stories  that  attract 
attention,  it  also  is  then-  I'esponsibUity  to 


caution  the  reader.  A  claiification  of  the 
risks  and  realistic  expectations  might 
aid  the  commercialization  process  of  fu- 
ture biotech  products  by  building  con- 
sumer and  investor  confidence. 

Peter  Tfeao 
Tokyo 

TRW  IS  DOING 

JUST  FINE.  THANKS  

In  "Air  bags  are  deflating  trw"  (The 
Corporation,  May  18),  you  stated  that 


'Who  told  you  life  was  fair,  Bob?  If  you  need  fairness, 
you  can  either  run  to  your  mommy  or  to  that 
client-coddling  Williams  network. " 


that  Williams  network- 


Visit  www.willtales.com  or  call  1-800-WILLIAMS,  for  outstanding  telecom  solutions- 


The  Williams  Companies,  Inc. 


Readers  Report 


CORRECTIONS  &  CURIFICATIONS 

In  the  table  accompanying  "Online  Brokers: 
Do  you  get  what  you  pay  tor?"  (Personal 
Business,  May  25),  Salomon  Smith  Barney 
was  incorrectly  included  among  the  under- 
writers that  provide  initial  public  offerings 
to  customers  of  Charles  Schwab  &  Co. 

In  the  Corporate  Scoreboard  (May  18),  the 
correct  net  income  for  NationsBank  Corp.  is 
$497.0  million,  a  change  of  -42%.  This 
results  in  a  first-quarter  1998  profit  mar- 
gin of  7.1%,  return  on  equity  of  11.4%,  a 
price-earnings  ratio  of  21,  and  12  months' 
earnings  per  share  of  $3.73. 


oui'  share  of  the  air-bag  market  peaked 
in  1996.  Not  so.  TRW's  share  gi'ew  in 
1997.  Also,  you  reported  that  one  of  our 
competitors  "picked  off  some  of  our 
market  share.  Not  so.  trw  took  mar- 
ket share  from  it.  Air  bags  represent 
about  17%  of  TRw's  revenues,  not  30%. 
And  the  slight  decline  in  au--bag  mar- 
gins reduced  net  earnings  by  $9  mil- 
lion, not  $19  million. 

More  important  is  the  omission  of 
any  reference  to  the  record  revenues 
and  earnings  and  our  long-term  goal  to 
double  the  size  of  the  company  in  seven 
yeai's.  We're  on  track  to  do  that,  and  we 
don't  wony  excessively  about  quarter- 
to-quarter  comparisons. 

Most  recently,  we  accjuired  bdm  In- 
ternational Inc.  for  close  to  $1  bUlion,  as 
you  mentioned.  But  that's  all  you  said 
about  one  of  the  most  significant  acqui- 
sitions in  the  company's  history.  Overall, 
our  company  is  doing  just  fine. 

Joseph  T.  Gorman 
Chief  Executive 
TRW  Inc. 
Cleveland 

Editors'  note:  A  TRW  official  told 
BUSINESS  WEEK  that  air-bag  problems 
reduced  net  earnings  by  $18.6  million 
in  the  first  quarter.  The  article  should 
have  stated  that  air  bags  and  related 
restraints,  not  air  bags  alone,  repre- 
sent about  .iO%  of  total  revenues. 

THE  FUTURE  SHOCK 

OF  LOW-PAYIHG  JOBS  

Thank  you  for  "Gen-X  gets  short- 
changed" (Economic  Tr-ends,  May  11). 
The  Schrammel  study  also  mentioned 
the  employment  shift  from  goods-pro- 
ducing to  service-producing  industries 
(which  typically  pay  less)  and  the  jobs 
lost  in  occupations  vulnerable  to  au- 
tomation. With  these  trends  projected  to 
continue  to  2005 — when  the  Bureau  of 


Labor  Statistics  estimates  that  70%  of 
all  new  jobs  created  will  be  in  the  low- 
er-paying trade  and  services  sector — 
where  is  the  concern  about  faUing  com- 
pensation for  a  majority  of  workers? 

David  Heslington 
Chatham,  N.  J. 

WE  CANT  BE  SURE  ADOPTION 
STORIES  HAVE  HAPPY  ENDINGS 

"From  Russia  with  red  tape,"  (Per- 
sonal Business,  May  18)  says  that,  for 
most  adoptions  from  Russia  and  Eastern 
European  countries,  "a  happy  outcome 
is  more  typical"  than  the  usual  nega- 
tive media  reports. 

In  reality,  there  is  no  consistent  re- 
search on  the  outcome  of  such  adop- 
tions. Chikh'en  ai"e  dispersed  tlu'oughout 
the  U.  S.  and  other  countries,  and 
there's  no  mechanism  for  follow-up.  The 
survey  by  the  Cradle  of  Hope  Adop- 
tion Center  lacks  objectivity  because 
the  agency  is  following  up  on  its  own 
adoptions. 

Louise  K.  Eckman 
Pittsburgh 

HAVE  AIRFARES 

REALLY  SOARED?  

In  "The  power  to  raise  prices"  (News: 
Analysis  &  Commentary,  May  4),  you 
contend  that,  according  to  the  Bureau  of 
Labor  Statistics,  "ticket  prices  soared 
at  a  36.9%'  annual  rate  in  the  first  quar- 
ter." Tlie  problem  with  this  calculation  is 
that  the  index  does  not  do  a  good  job  of 
tracking  the  volatile  airfare  market. 
While  it  may  be  reasonable  over  time,  it 
undergoes  significant  month-to-month 
statistical  variation. 

Comparing  the  fu'st  quarter  of  1998 
with  the  same  quarter  of  1997  smooths 
out  some  of  the  statistical  noise  and 
eliminates  seasonal  effects.  This  com- 
painson  shows  a  more  realistic  annual  in- 
crease of  4%.  Even  tiiis  calculation,  how- 
ever, overstates  the  true  increase. 
Domestic  fares  in  the  first  quarter  of 
1998,  as  reported  by  the  Air  Ti-ansport 
Assn.,  were  only  1.5%  higher  than  in 
the  same  period  a  year  earlier 

Gregory  T.  Taylor 
Vice-President  for 
Revenue  Management 
United  Airlines  Inc. 

Chicago 

QUARK  STANDS  BY 

ITS  MAC  PLATFORM  

Quark  is  continuing  to  expand  the 
platforms  that  it  supports — most  re- 
cently, to  include  Digital  Equipment 


Corp.'s  Alpha  NT-based  workstatics 
("Microsoft  gives  the  Mac  a  han" 
Technology  &  You,  Apr.  20).  This  i- 
pansion,  however,  should  by  no  me;? 
imply  that  Quark  is  lessening  its  - 
volvement  with  the  Macintosh  en- 
ronment.  In  fact,  our  two  most  recit 
offerings.  Quark  Publishing  System 
and  Quark  Digital  Media  System, 
ei'ate  on  both  the  Mac  and  Windi 
platforms. 

Although  the  Windows  platform 
fers  us  new  opportunities,  the  majoi 
of  QuarkXPress  users  in  the  deski 
publishing  industry  remain  commit 
to  the  Mac.  Quaik  will  remain  a  < 
tomer-driven  company.  As  long  as 
customers  are  committed  to  the  ^ 
we'll  support  their  platform  of  choi 
Chuck  Bl 
Cliief  Operating  Off 
Quark 
Den 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  ttie  Business  Wei 
Daily  Briefing,  and  seven  years  of  BW  arcfiives  a 
available  on  the  World  Wide  Web  at: 
www.businessweek.coin 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641  -4848 
and  mention  Business  Week. 


wiaVen 

Shopping  for  computer  equipment?  Visit  Maven, 
online  Computer  Buying  Guide,  for  continuouslj 
updated  ratings  and  price  information. 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

PALM-TO-PALM 
COMBAT 


Microsoft  enters  the 
market  for  handhelds, 
but  its  software  could 
still  use  some  work 

Simplicity,  of  all  things,  is 
the  hardest  to  be  copied. 

— Sir  Richard  Steele 


Ml 


Iicrosoft  is  the  master-  of 
bringing  others'  ideas  to 
a  mass  market,  some- 
times improving  them  in  the 
process.  Simplicity,  however, 
has  never  been  highly  es- 
teemed in  Redmond,  Wash. 
The  latest  palmtop  com- 
puters are  a  ease  in  point. 

Inspired  by  the  suc- 
cess of  oCom's  Palm  line 
of  handheld  computers,  , 
Microsoft  has  provided 
the  software  and  a  ba- 
sic design  that  lets 
various  companies 
produce  their  own 
Palm  clones.  After 
a    legal  wrangle 
with  oCom  over 
ownership  of  the 
word  "palm," 
Microsoft  has 
dubbed  the  ri- 
vals "Palm-size 
PCs."  Superfi- 
cially, the  de- 
vices  bear  a 
strong  resemblance 
to  Palm  products.  I  tried 
Casio's  Cassiopeia  E-10;  oth- 
ers will  be  made  by  Everex 
Systems,  Pliilips  Electronics, 
and  Palmax  Technology. 

The  Cassiopeia,  due  in 
stoi'es  in  June,  is  a  bit  bigger 
than  oCom's  new  Palm  III  in 
each  dimension,  and  outweighs 
it  by  an  ounce  at  7.2  oz.  It 
has  a  240x320-pixel  mono- 
chrome display,  compared 
with  the  Palm's"  160x160.  Put 
both  devices  provide  the  same 


core  fimctions  of  organizing 
contacts,  a  calendar,  and  to- 
do  lists.  Information  can  be 
swapped  with  a  desktop  com- 
puter by  setting  the  Cas- 
siopeia in  a  cradle. 
CREATIVE  DIFFERENCES.  Be- 
hind these  similar  designs  lie 
different  philosophies.  Palm 
has  always  focused  on  doing  a 
few  tilings  well.  Although  in- 
dependent software  develop- 
ers have  added  capabilities 
ranging  from 


complete  with  icons,  menus, 
toolbars,  and,  yes,  a  Start 
menu.  Even  with  tliree  times 
as  many  pixels,  I  found  the 
overall  effect  cluttered  and 
confusing.  The  icons  are  tiny 
and,  vrithout  color,  difficult  to 
differentiate.  The  menus  work 
much  better  than  Palm's,  al- 
though they  sometimes  offer 
too  many  choices. 

The  Windows  CE  software 
offers  an  Internet  E-mail 
program  and  limited  Web 
browser.  The  mail  program 
can  synchronize  with  the  In- 
box on  a  desktop  computer, 
but  only  if  you  use  Microsoft 
Outlook  or  Exchange  for  yom- 
mail.  It  also  can  handle  mail 
remotely  through  a  dial-up 
connection,  but  I  couldn't  test 
this  featiu'e  because  the  $100 
Cassiopeia  modem  is  not  yet 
available. 


Cassiopeia 
offers  E-mail 
a 

browser. 
But  the 
screen, 
replete 
with  icons, 
is  hard  to  read 


Internet  E-mail 
to  Web  browsing  to  cai'  navi- 
gation, the  limited  display  has 
forced  programmers  to  keep 
their  designs  extremely  sim- 
ple. Most  Palm  softwai'e  is  in- 
tuitively easy  to  use. 

The  Palm-size  vc,  on  the 
other  hand,  is  the  latest  in- 
caiTiation  of  Microsoft's  Win- 
dows CK  operating  system  and 
shows  it.  The  sci'een  comes 


When  hooked 
to  a  desktop  com- 
puter, the  Web 
browser  can  down- 
load content  from  spe- 
cific sites  or  "channels" 
designed  for  the  small 
display.  Tests  worked  fbie 
using  the  only  available 
channel,  MSNBC  The  real 
power  of  this  feature  will  be 
in  downloading  specialized 
content,  such  as  daily  price 
lists  or  inventory  reports, 
from  an  internal  corporate 
Web  site. 

The  complexity  of  the  Mi- 
crosoft progi'ams  is  tough  on 
resources.    Although  Cas- 


siopeia's NEC  VR4111  prOC5- 
sor  is  fai-  more  poweiful  tin 
Palm's  Motorola  DragonBl, 
the  E-10  often  responds  sick- 
ly to  commands.  And  I  in 
thi'ough  a  pan-  of  AAA  batt 
ies  in  a  week,  vs.  at  leas 
month  in  my  Palm  III. 

The  Cassiopeia  has  con.- 
erable  strengths.  As  on  ■ 
Palm,  you  enter  informal 
either  by  tapping  a  stylus 
a  minuscule  on-screen  k 
board  or,  far  more  easily, 
writing  a  kind  of  shoith; 
in  one  area  of  the  screen.  ^ 
have  a  further  choice 
tween  a  natural  chai'acter  : 
which  amounts  to  standM 
printed  letters,  and  a  "s ; 
plified  uppercase  alphabf 
which  is  a  dead  ringer 
Palm's  Graffiti.  Both  worl' 
well.  In  a  neat  feature, 
Jot  Character  Recogni 
software  gues; 
at   the  WO' 
you're  trying 
write,  and  \ 
can  accept 
and  a    suggestion  wit 
tap  of  the  sty 
A  built-in  soi 
system  enal 
you  to  record  i 
minutes  of  V( 
messages. 

C  a  s  s  i  0  p  I 
fares  less  v 
with  ergononi: 
Microsoft  1 
made  much  u 
design  that  all( 
two  buttons 
a  rocker  swi 
for  scrolling,  to  be  mou 
on  the  side  for  one-han 
operation.  But  you  need  r 
ly  big  hands  to  use  the  E 
vice  comfortably.  And  if 
are  right-handed,  you'll  h 
to  work  the  buttons 
rocker  with  your  left  thui 
The  Palm-size  PC  is  in 
Microsoft  tradition  of 
very-good  fu'st  versions, 
the  company  also  has  a  hi; 
ry  of  improving  prodi 
quickly.  Microsoft  and 
partners  already  have  bel 
designs  in  the  works — anc 
does  Palm.  This  is  one  o 
petition  where  consumers 
the  sure  winners. 
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PRIVACY  ON  THE  LINE 

By  Whitfield  Diffie  and  Susan  Landau 
MIT  Press  •  342pp  •  $25 


VERYONE  IS  LIVING 
V  A  FISHBOWL 


ver  feel  as  if  you're  being 
I  watched?  You  are.  Video  cameras 
J!  track  you  in  stores.  Electronic 
;  are  also  cropping  up  in  parks  and 
r  public  places.  Credit  cards  generate 
rds  of  what  you  buy,  and  credit-rat- 
agencies  know  if  payments  are  late. 
I  sites  record  your  browsing  prefer- 
!S.  Insurance  companies  store  youi- 
ical  data  on  computers,  which  can 
lacked.  And  don'c  touch  that  phone, 
^tapping,  legal  and  othei-wise,  is  on 
rise. 

^any  people  find  this  trend  alaiTning, 
they  should.  In  its  benign  form,  pri- 

■  abuse  simply  means  a  flood  of  junk 
.  But  there  are  also  sinister  ruses 

as  "identity  theft,"  in  wliich  tech- 
y  criminals  aiTned  with  notliing  but 

address  and  Social  Secuiity  niuiiber 
ire  ci'edit  cai'ds,  bank  loans,  and  even 
;gages  in  your  name. 
)werful  digital  enciyption  can  bol- 
privacy — but  that,  too,  is  controver- 
Law-enforcement  agencies  have  la- 
d  to  suppress  ciyptogi-aphy  foi-  the 
;es,  feaiing  a  loss  of  abihty  to  moni- 
riminals. 

iree  new  books,  taking 
tically  different  ap- 
:hes,  highlight  how  oiu- 
,  to  privacy  has  been 
)romised  by  the  on- 
fht  of  advanced  tech- 
?y.  And  vdth  varying 
3es  of  success,  all  tlu'ee 
;o  tell  us  what  to  do 
t  it.  The  Transparent 
ty,  by  physicist  and  sci- 
■fiction  writer  David 

argues  that  in  a  more 
ct  world,  privacy  might 
;r  less  than  we  think.  Privacy  on  tlie 

by  computer  scientists  Whitfield 

■  and  Susan  Landau,  asserts  exactly 
pposite:  that  privacy  is  critical  to  our 
jf  life.  And  Protecthig  Yourself  (hi- 
by  Internet  activists  Robert  B.  Gel- 
Stanton  McCandHsh,  and  assorted 


David  Hi- in 


members  of  the  Electronic  Frontier 
Foundation,  takes  a  nuts-and-bolts  ap- 
pi'oach,  helping  general  readers  under- 
stand privacy-related  threats  and  nui- 
sances so  they  can  take  measui'es  against 
them. 

Of  the  three  books,  Erin's 
is  the  most  optimistic  and 
most  entertaining.  In  an  ex- 
ubei-ant  romp  across  the  dig- 
ital landscape,  Biin  convinces 
himself — and  almost  con- 
vinced me — that  openness  is 
the  antidote  to  threats 
against  privacy. 

The  setup  for  this  argu- 
ment is  a  parable  of  two 
possible  Wgh-tech  futui-es.  In 
one,  glim  citizens  of  a  fas- 
cist-soimding  state  ai'e  mon- 
itored by  Police  Central.  In 
the  alternative  future,  there's  just  as 
much  monitoring.  But  it  goes  in  both  di- 
rections— by  the  police  and  of  the  po- 
lice— without  oppression  or  rancor  Both 
future  societies  are  crime-free.  Which 
one  would  you  choose? 

Brin's  thesis,  amphfied  in  long,  unhm- 
ried  chaptere,  is  that  'ti^ans- 
pai'ency"  and  accountabihty 
are  our  best  defenses 
against  abuses.  Cryptogi-a- 
phy,  beloved  by  spooks,  cy- 
beipunlcs,  and  civil  libertai'- 
ians  alike,  is  a  useful  tool,  in 
Brin's  eyes.  But  in  an  en- 
ciyption aiTTis  race,  the  rich 
and  powerful — meaning 
governments  and  big  busi- 
ness— will  always  outgun 
ordinary  citizens.  In  any 
case,  Biin  claims,  snooping 
technology  will  advance  more  quickly 
than  the  tools  to  thwait  it.  You  can  digi- 
tally scramble  a  message.  But  how  will 
you  conceal  yom-  keystrokes  fi'om  mi- 
nuscule, insect-Uke,  remote  sensing  de- 
vices that  fly  thi'ough  yom-  window  and 
fix  themselves  to  the  ceiling? 


.Til 


PROTECTING  YOURSELF  ONLINE 

By  Robert  B.  Gelman  with  Stanton  McCand- 
lish  and  Members  of  the  Electronic  Frontier 
Foundation 

HarperEdge  •  199pp  •  $15 

New  laws  are  no  solution,  Brin  ar- 
gues. Regulations  will  only  create  new 
layers  of  bureaucracy — and  ultimately, 
such  laws  are  unenforceable.  Simplified  to 
an  extreme,  his  argument  says  that  the 
authorities  should  be  pennitted  to  snoop, 
if  that  will  help  them  fight  criminal  ele- 
ments. But  in  return,  he  wiites:  "We 
should  make  government  come  begging 
deferentially,  and  extract  sometliing  in 
retm-n  each  time.  New  kinds  of  supervi- 
sion. New  guarantees  of 
openness.  Snap  inspections 
by  teams  of  randomly  cho- 
sen citizens." 

Brin's  gift  is  his  ability, 
honed  by  fiction-writing,  to 
think  through  whole  scenar- 
ios. He  uses  the  Rodney 
King  beating  in  Los  Angeles 
to  show  how  "snooping"  fos- 
tei's  accountabihty — provid- 
ed the  cameras  face  both  di- 
ii'ctions.  Then,  he 
extrapolates  to  a  whole  soci- 
ety based  on  such  recipi'oci- 
ty.  Sure,  we  lose  some  privacy.  "Anyone 
will  be  able  to  fijid  out  how  much  you 
paid  for  your  nose  job,  or  what  salad 
dressing  you  buy,"  he  concedes.  "And 
yom-  reaction  will  be,  'Who  cares?'  It  will 
be  like  having  people  Imow  what  color* 
sweater  you  are  weaiing." 

Sadly,  there  are  many  janing  digi-es- 
sions,  and  Biin's  prose  is  peppered  with 
New  Age-sounding  homilies.  What's 
more,  while  it  is  nice  to  know  whose 
shoulders  a  writer  stands  on,  Brin 
overquotes  cybemiavens  such  as  Esther 
Dyson  and  Howard  Rheingold,  not  to 
mention  the  Great  Minds  of  times  past. 
In  chapter  five,  there  ai"e  cameo  appear- 
ances by  Freud,  philosopher  Kaii  Popper, 
Plato,  Karl  Marx,  Ayn  Rand,  and 
Hegel — all  on  the  same  page. 

Diffie  and  Landau  take  a  completely 
differ^ent  tack  in  Privacy  on  the  Line. 
They  argue  that  privacy  has  been  the 
iTile  tlu'oughout  most  of  histoiy.  Prior  to 
the  20th  centmy,  all  face-to-face  conver- 
sations were  secure,  as  long  as  others 
were  out  of  eai'shot.  Modern  communi- 
cations changed  all  that,  along  with  om* 
core  relationships.  Now,  our  most  inti- 


WHAT  DO  WE  DO  WHEN  ELECTRONIC  SNOOPING 


ADVANCES  FASTER  THAN  TOOLS  TO  THV  ART  IT? 
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mate  Mends  may  be  on  the  other  side  of 
the  world — and  anyone  coiild  be  listening 
in  on  our  conversations.  "If  people  ai"e  to 
enjoy  the  same  effortless  pnvacy  that 
they  enjoyed  in  the  past,  the  means  to 
protect  that  privacy  must  be  built  into 
their  communications  systems,"  they 
■write. 

The  authors'  solution  is 
digital  enciyiDtion.  That's  no 
surprise.  In  1974,  while  at 
Stanford  University,  Dif- 
fie — now  at  Sun  Microsys- 
tems Inc. — and  two  col- 
leagues invented  "public 
key"  encryption,  which  is 
now  widespread.  In  a  nut- 
shell, a  person  seeking  pri- 
vacy makes  use  of  two 
separate  mathematical  for- 
mulas, or  keys — one  of 
them  public  and  one  pri- 
vate. The  public  key,  avail- 
able to  anybody,  is  used  only  for  scram- 
bling messages,  and  the  private  one  only 
for  decryption.  To  receive  private  mes- 
sages ft'om  friends,  you  have  them  en- 
ciyi3t  then-  files  with  the  public  key  that 
you  supply  them.  Then  you  unscramble 
the  message  using  your  private  key. 
Hackers  can  gain  access  to  the  public 
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key,  but  that  won't  help  them  decrypt 
messages. 

Mysteriously,  Diffie  and  co-writer  Su- 
san Landau,  a  computer  scientist  at  the 
Univei"sity  of  Massachusetts  at  Amheret, 
come  up  short  when  addressing  cryj)- 
togTaphy  head-on.  Early  chapters  en- 
gulf the  reader  in  technical  discussions 
that  are  less  engrossing 
than  what  foUows.  My  g-uess 
is  that  those  who  hang  on 
tlirough  all  the  talk  of  "mul- 
tiple Vigenere  systems"  and 
"nonlinear  shift  registers" 
may  already  know  what 
these  are. 

Chapters  on  public  poli- 
cy and  national  secuiity  also 
drag.  On  the  other  hand, 
the  authors  give  clear  and 
authoritative  ti-eatments  of 
wii-etapping  and  digital  tele- 
phony, the  flap  over  the 
govemment's  famed  "Clipper"  chip,  and 
the  legal  fi-amework  for  privacy  protec- 
tion, which  is  nowhere  directly  guaran- 
teed in  the  Constitution.  Tlus  book  could 
use  a  few  vivid,  imaginative  leaps  of  the 
sort  David  Brin  offers  in  spades.  But  in 
the  end,  the  authors  prove  their  case 
that  "the  presei-vation  of  privacy  is  crit- 


ical  to  a  democratic  political  proce 
Protecthig  Yourself  Onlbie  is  a  brt 
how-to  book  giving  user-fiiendly  e.x 
nations  of  where  the  Internet  came  fi 
how  patents  and  trademai-ks  work,  1 
smfei"s  should  behave  on  the  Net,  an< 
forth.  It  has  tips  on  spotting  forged 
mail,  coping  with  junk  E-mail  ca 
"spam,"  and  dealing  with  programs  ca 
"cookies"  that  catalog  your  preferei 
on  a  Web  site.  Tlie  discussion  never  1 
down,  and  there  ai'e  lots  of  Web  li 
for  fiuther  research. 

These  tliree  books  make  a  nice  col 
tion.  Diffie  and  Landau  provide  a  g> 
reference  work,  and  Protecting  Yonm 
Online  is  well  worth  the  horn*  it  will  tke 
to  I'ead.  But  Brin  will  transport  yoi;c 
the  most  exotic  intellectual  locales.  I  s- 
pecially  enjoyed  his  depiction  of  "flannf 
and  other  short-fused  critics  on  the  ^^t 
as  "human  T-cells"  canying  out  a  critBi 
role  of  eiTor-con-ection  in  cyberspace,  ts 
long  as  there  is  fi-ee  speech,  he  ai'gf. 
we  can  rely  on  the  Net's  immune  sys  fn 
to  seek  out  evil  and  correct  it.  It  a 
sweet  notion.  If  only  the  world  reh' 
worked  that  way. 

BY  NEIL  GR(iS 
Oross  writes  abotit  technology — dig  i 
biological,  and  othenmse. 
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Never  be  without 
your  PC  organizer 
information. 

Now,  a  credit-card-size  way,to  carry  youi 
organizer  information.  REX  gives  yoL 
access  to  up  to  3,000  entries  with  the  pres! 
of  just  a  few  keys.  Simply  enter  data  on  you 
PC,  download  through  a  PC-Card  slot  o 
with  the  REX  Serial  Docking  Station  -  thei 
go!  REX  comes  with  its  own  easy-to-use  P( 
organizer  software.  This  program  als( 
imports  data  from  most  popular  organizers 
including:  Sidekick  98,  Lotus  Organizer  97 
Microsoft  Schedule+  7.0  and  Outiook  97 
and  Symantec  ACT!  3.O.*  REX  gives  yoi 
unlimited  access  to  the  information  yoi 
need  most  —  Starting  at  $149. 

*Some  import  limitations  may  apply. 

For  more  information,  call  toll-free  1-888-REX-6 : 
or  visitcur  website  at:  www.franklm.com/re) 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


DONT  TINKER  WITH 

SOCIAL  SECURITY,  REINVENT  IT 


PRIVATIZE: 

The  present 
setup  causes 
distortions  of 
work  decisions 
and  savings 
plans.  We  need 
to  shift  as 
rapidly  as 
possible  to  a 
private  system 


Robert  J.  Barro  Is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  tfie  Hoover  Institution. 


If  one  takes  a  fi-esh  perspective,  then  the 
U.  S.  Social  Security  retii'ement  progTam 
is  a  really  strange  idea.  We  presently 
raise  tax  revenues  equal  to  6%  to  7%  of  the 
gi'oss  domestic  product  just  to  make  transfers 
from  young  people  to  old  people.  The  pro- 
gi'am  produces  notliing,  and  most  of  the  trans- 
fers are  not  fi"om  the  nch  to  the  poor  (which 
is  one  reason  the  progi-am  is  so  popular). 
Many  of  the  transfers  are  between  members 
of  the  same  extended  family;  for  example, 
my  mother  receives  about  $7,600  pei'  year, 
and  my  brother  and  I  together  pay  in  around 
$16,000  per  year.  It's  not  a  gi'eat  deal,  even 
for  my  mother.  She  would  probably  get  more 
if  it  came  directly  from  her  sons. 

The  Social  Security  program  requires  a 
vast  amount  of  public  finance — neai'ly  equal  in 
magnitude  to  that  of  the  individual  income 
tax — and  thereby  causes  distortions  of  work 
decisions  and  savings  plans.  Of  course,  the 
U.  S.  is  not  alone  in  these  problems. 

World  Bank  data  (from  Averting  the  Old 
Age  Crisis,  Oxford  University  Press,  1994) 
can  be  used  to  compare  the  U.  S.  public  pen- 
sion program  to  those  of  other  nations.  U.  S. 
outlays  of  6.5%  of  gi-oss  domestic  product  are 
well  above  the  median  for  92  countries  of 
1.5%,  but  below  the  median  of  9.8%  for  24  Or- 
ganization for  Economic  Cooperation  &  De- 
velopment countries.  The  U.  S.  ratio  of  public 
pension  spending  to  GDP  is  very  close  to  the 
value  predicted  by  its  old-age  population  and 
its  levels  of  per  capita  gdp  and  schooling. 
Thus,  we  can  take  a  bit  of  comfort  in  knowing 
that  U.  S.  political  decisions  on  Social  Secuin- 
ty  are  similar  to  the  world's  decisions. 
DEFAULTS?  Some  European  countries  that 
have  much  more  generous  public  pensions 
than  would  be  predicted  are  Italy,  Austria, 
Greece,  Poland,  and  France.  These  countries, 
even  more  than  the  U.  S.,  ai-e  headed  for  i-eal 
disasters,  including  either  a  default  on  pi'omis- 
es  or  payroll  tax  rates  above  30%  to  pay  the 
overly  generous  public  pensions. 

Many  economists  think  that  pay-as-you-go 
social  security  (in  which  pension  benefits  to 
the  old  are  paid  by  current  taxes  on  the 
young)  lowers  national  savings.  This  argu- 
ment is,  however,  ambiguous  in  theoiy  and 
isn't  well  supported  empirically.  In  any  case, 
this  problem  likely  cannot  be  fixed  by  a  shift 
to  a  fundi  d  public  system  (in  which  pension 
benefits  are  paid  fi-om  the  earnings  and  prin- 
cipal of  accumulated  reserves).  Such  a  pro- 


gi-am  implies  massive  accumulations  of 
serves  with  a  consequent  extreme  polii 
temptation  to  raise  cuirent  benefits  by  sp 
ing  the  reserves.  That  is,  unless  a  coi 
has  the  discipline  of  Singapore,  it  is  li 
that  a  "left-winger"  like  Franklin  D.  1 
sevelt  01'  Richai'd  M.  Nixon  will  raise  ben 
for  elderly  people  who  did  not  make  con 
rable  prior  contributions. 

The  best  reason  to  have  a  Social  Secu 
retirement  system  is  that  it  can  provide 
income  floor  for  old  people.  In  this  resp 
Social  Security  is  similar  to  other  wel: 
progi'ams.  One  special  featm-e  of  Social  S 
rity  is  that  the  private  resources  that 
viduals  have  available  during  I'etirement 
pend  largely  on  past  saving  choices 
people  may  save  too  little  if  they  antici] 
that  the  government  will  bail  them 
Hence,  there  is  some  justification  for  the 
ernment  to  mandate,  as  the  Chilean  gov 
ment  does  in  its  privatized  system,  suffic 
saving  during  working  years  so  that  n 
people  will  have  a  privately  provided  old- 
income  that  exceeds  the  designated  ine 
floor  The  size  of  the  mandate  should  be  se 
that  the  ty])ical  individual  would  not  requi 
public  bailout  during  i'etirement. 
LIMITED  RISKS.  Individual  incentives  to  w 
save,  and  incur  risks  are  least  distorte 
the  mandated  saving  flows  into  privately  r 
aged  accoimts.  That  is,  the  pr-ogi-am  shoul( 
private  and  fimded  as  much  as  possible.  Tl 
is,  however,  some  basis  for  limiting  the  r 
that  an  individual  can  incur  In  pension 
counts  in  order  to  reduce  the  chance  that 
individual  will  end  up  on  the  dole. 

A  change  to  a  private,  funded  prog 
does  not  escape  the  problem  of  honoring 
isting  commitments  on  pension  payment 
the  current  elderly.  These  promises  ough 
be  kept,  although  there  are  questions  al 
quantifying  the  degree  of  commitment 
people  who  are  currently  below  retiren 
age.  Tliis  honoring  of  past  promises  inevit; 
recjuires  taxes  of  some  sort  on  cuirent  anc 
ture  generations.  These  levies  should 
viewed  as  costs  created  by  the  past  mists 
in  giving  old  people  retirement  benefits 
gi'eatly  overmatched  their  payroll  taxes, 
these  costs  are  basically  sunk  and  ought 
to  influence  decisions  about  a  desirable  f 
of  Social  Secmity  for  the  futui'e.  In  partici 
we  should  start  now  on  a  transition  to  a 
tem  that  is  mainly  private  and  funded. 


end 
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Economic  Trends 


BY  GENE  KORETZ 

BIG  TEST  AHEAD 
FOR  PRODUCTIMH 

It  could  be  ripe  for  a  fall 

With  ftrst-quarter  gi'oss  domestic 
product  bui-sting  out  of  the  stall- 
ing gate  at  an  estimated  4.2'7(  annual 
pace — and  with  price  pressm-es  still  sub- 
dued— the  thesis  that  the  U.  S.  economy 
ha^  entered  a  new  era  of  strong,  steady, 
inflation-ft-ee  giwrth  has  never  seemed 
more  solid.  Indeed,  many  forecasters 
believe  that  the  expansion,  which  is  al- 
ready seven  years  old  and  counting, 

AN  OMINOUS  DIP 
IN  PRODUGTIVin  GAINS? 
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could  well  stu-pass  the  nine-yeai"  record 
chalked  up  in  the  1960s. 

One  critical  element  in  such  a  sce- 
nario, however — the  belief  that  U.  S. 
producti\ity  gi'o\rth  has  moved  to  high- 
er ground — is  about  to  be  tested.  "Tine 
believers  in  a  productivity  revival  may 
feel  a  lot  less  confident  a  year  from 
now,"  predicts  economist  Paul  Kasriel 
of  Chicago's  Northern  Trust  Co. 

Kasriel  notes  that  productivity 
gi-owth  plunged  from  a  3.69c  annual 
pace  in  the  third  quarter  of  last  year  to 
just  0.2%  in  the  first  quaiter  of  1998 
(chart).  Further,  this  occurred  while 
gi'owth  in  business  output  stu'ged  fi-om 
a  3.7%  rate  to  5.3%.  "Waning  produc- 
tivity gains  in  the  face  of  rising  out- 
put," says  Kasriel,  "suggest  that  a  more 
protracted  slowdown  in  productivity 
gi-ovvth  lies  ahead." 

Such  a  development  wotild  put  a  lai-ge 
dent  in  the  new  economy  paradigm. 
That's  because  America's  vaunted  pro- 
ductivity renaissance  of  2%^  gi'ovvth  is 
just  two  yeai"s  old.  As  economist  Stephen 
Roach  of  Morg-an  Stanley  Dean  Witter  & 
Co.  observes:  "Pi'oductivity  growth  fi'om 
1993  thi'ough  1995  was  unusually  low  In 
fact,  annual  productivity  gains  over  the 


past  five  yeai's  as  a  vviiole  have  actually 
averaged  a  mere  0.8%." 

Roach  and  other  economists  wony 
that  productivity  will  revert  back  close 
to  the  1%  pace  recorded  in  the  latter 
half  of  the  1980s,  setting  off  an  infla- 
tionaiy  wage-price  spu-al.  At  the  veiy 
least,  says  David  Hale  of  Ztuich  Group, 
productivity  faces  a  nimiber  of  foiTni- 
dable  hm*dles  in  the  year  ahead. 

One  is  that  business  has  exhausted 
the  supply  of  skilled  labor  and  is  now 
drawing  on  new  workers  with  less  im- 
mediate productive  potential.  Another 
is  the  likelihood  that  the  economy  wiU 
slow  sharjDly  fi'om  its  3.8%  pace  in  re- 
cent yeai's,  exerting  dowTiwai'd  cycUcal 
pressm-e  on  productivity. 

Still  a  third  problem  is  a  shift  in  the 
economy's  gi'owth  engine  fi'om  manu- 
facttuing,  which  has  enjoyed  record  pro- 
ductivity gains  but  is  now  being  hiut  by 
the  Asian  crisis  and  a  strong  doUai;  to 
sectoi-s  wiiere  productivity  has  been  less 
vibrant.  Finally,  heavy  business  spend- 
ing on  Year  2000  computer  software 
problems  promises  to  eat  into  outlays 
for  gentiine  capital  investment. 

Among  those  who  think  productivity 
may  be  on  a  new  roll  is  Federal  Resei-ve 
ChaiiTnan  Alan  Greenspan,  who  has  dted 
this  possibility  as  a  reason  to  forgo  mon- 
etaiy  tightening.  If  productivity  stays 
robust  despite  the  hurdles  ahead,  busi- 
ness should  be  able  to  offset  rising  wage 
costs,  and  the  Fed  can  stay  on  the  side- 
lines. But  if  it  flattens,  talk  of  a  produc- 
tivity renaissance  will  fade,  and  Fed  for- 
beai-ance  will  end.  Stav  timed. 


SCANT  PAIN  FROM 
L4B0R  SH0RT4GES 

Few  states  seem  to  be  hurting 

One  popular  idea  these  days  is  that 
the  ciurent  boom  may  end  not  with 
a  bang — an  infiationaiy  outbreak  fol- 
lowed by  shai-p  Fed  resti-aint — but  with 
a  whimper,  as  growing  labor  shortages 
constrain  growth.  Indeed,  there's  talk 
that  a  lack  of  qualified  workers  is  al- 
ready hiuting  some  states,  notably  in 
the  Mitlwest. 

Economist  Peter  D'Antonio  of 
Citibank  disagi-ees.  If  labor  shortages 
in  a  state  were  preventing  companies 
from  expanding,  he  notes,  then  you 
would  expect  states  with  low  unem- 
plovTnent  also  to  have  sluggish  labor 
force  gi'owth — indicating  that  the  supply 
of  potential  workere  was  iimning  chy.  In 
fact,  however,  his  analysis  of  jobless 
rates  and  labor  force  growth  rates  in  all 


50  states  last  yeai'  tm-ned  up  no  co:is- 
tent  relationship  between  the  two. 

In  other  vvoi-ds,  states  with  low 
emplovTnent  were  just  as  likely  to  ^ 
a  fast-gi'owing  labor  force  as  a 
gi'owing  one,  and  the  same  was  tn 
states  with  midrange  and  high  ui. 
ployment.  At  least  so  far,  D'Ant 
concludes,  "there's  no  consistent 
dence  to  suggest  that  economic  gi'c 
is  being  hobbled  in  states  with  low 
employment  because  employers  i 
find  enough  workers." 


WOMEN'S  401  (k) 
FINESSE 

They're  often  sa\'\ier  than  men 

The  conventional  notion  that  wc 
ai-e  less  aggi-essive  savers  am 
vestors  than  men  is  appai*ently  wif 
the  mark — at  least  as  fai-  as  emplci 
of  companies  with  401(k)  savings  j 
are  concerned.  In  a  recent  study, 
son  Wyatt  Worldwide  analyzed 
records  of  some  150,000  coi-porate 
ployees  eligible  to  participate  in 
plans.  To  its  sm-prise.  the  managei 
consulting  fiiTn  tiuTied  up  a  gendei' 
in  financial  behavior,  with  women 
erally  ahead  of  the  game. 

Except  for  vvorkei-s  in  the  youii 
age  group  (imder  33)  and  those  eai 
less  than  815.000,  women  were  1 
likely  to  participate  in  401(k)  plan> 
deed,  at  the  875,000  eainings  level 
female  participation  rate  was  12 
centage  points  higher  (87%  vs.  75*^ 
WTiat's  more,  aside  fi*om  yoimgei 
lower-paid  workers,  women  gene 
sock  away  more  of  their  pay  in  4i 
accounts  than  then-  male  colleagut 
(chart).  And  they  tend  to  hold  a  hii 
proportion  of  their 
pay  in  equities,  as 
opposed  to  less 
riskj-  fixed-income 
secmities. 

Because  women 
genei^aUy  earn  less 
than  men  and 
have  shorter  job 
tenures,  female 
workers  on  aver- 
age still  have  low- 
er 401(k)  balances 
than  male  work- 
ers. But  at  equiv- 
alent levels  of  pay 
and  job  tenure, 
the  Watson  Wyatt  analysis  indic.6 
they  ai-e  Mkely  to  put  more  aside  an  n 
vest  more  aggressively. 
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Bill  and  Linda  had  cabin  fever. 


Bad. 


Bill  said,  "I  wish  spring  would  get  here."  Linda  said,  "I  wish  we'd  get  to  spring." 


Twelve  hours  later  they  were  in  their  Ford  Taurus, 


putting  all  200  horses  out  to  graze  below  swaying  palms. 


Was  it  impulse  or  instinct?  Either  way,  Taurus  has 


proven  itself  over  100  billion  real-world  miles  with  over  3  million  drivers.  It's  a  24-valve  force  of  nature. 


And  every  bit 


as  reliable  as  birds  flying  south. 


SECOND  GENERATION  DUAL  AIRBAGS* 


%m  Taurus 


SAFETY  CELL  CONSTRUCTION 


SPEED-SENSITIVE  POWER  STEERING 


t?  Last 


1-800-258-FORDor 
www.ford.com 


'Under  normal  driving  conditions  with  routine  fluid  and  filter  changes. 
"Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 
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The  GII  Awards  honor  the  people 
in  all   areas  of  society  and 
industry    who    use  the 
Internet  &  network  technology 
to   produce   amazing  results, 


from  making  money  to  making  a 
difference.  See  how  the  GII 
Winners  do  it  by  vi si  tine 
our  Web  site  at  www.gii.con 

or  call  888.282.0809. 


Thanks  to  these  leaders  who  made  the  Third  Annual  GII  Awards  possible; 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


VASHINGTON'S  NEW  CHALLENGE: 
LACK  INK 

ig  tax  cuts  may  be  popular,  but  they  could  backfire  later  on 


us.  ECONOMY 


NCLE  SAM  IS  HEADING 
FOR  A  BIG  SURPLUS 

FEDERAL  BUDGET 

BALANCE  I 


It  is  often  said  that  a  rising 
tide  lifts  all  boats.  Well,  the 
of  this  rip-roaring  economy  has  accomplished  the 
nomic  equivalent  of  raising  the  Titanic.  It  has  lifted 
federal  budget  into  a  significant  surplus. 
Tianks  to  a  record  percentage  of  the  population  now 
vork  and  earning  incomes,  along  with  a  soaring  stock 
'ket  generating  huge  capital  gains  and  slower  grow- 
but  still-high  corpoi'ate  profits,  the  April  budget 
ted  a  record  surplus  for  the  month  of  $124.6  billion, 
performance  exceeded  even  the  optimistic  forecasts 
lost  analysts,  and  it  was  far  above  the  year-ago  sui*- 
;  of  $93.9  billion,  the  previous  April  record. 

The  numbers  all  but  assure 
a  surplus  for  the  1998  fiscal 
year,  which  ends  on  Sept.  30, 
of  at  least  $50  billion,  and  pos- 

nl  ■  ~  sibly  greater  (chait).  If  the  ex- 
I  pected  deficit  in  the  five  re- 
maining months  is  less  than 
  that  of  1997,  a  very  likely  pos- 
sibility, some  forecasters,  in- 
-'--'--'-^-,gg  eluding  the  Congressional 
Budget  Office,  think  the  black 
ink  could  reach  as  high  as  $63 
)n.  Moreover,  revenue  gi'owth  would  have  to  slow 
'eciably  to  prevent  the  1999  sm-plus  from  topping 
bilHon,  as  well. 

le  key  to  the  budget  outlook  in  coming  months 
into  1999  will  be  the  strength  of  the  economy.  So 
n  the  second  quaiter,  economic  growth  shows  signs 
owing  from  the  powerful  4%  pace  of  the  past  six 
ters.  The  question  is:  Will  a  cooler  second  quarter 
nd  into  the  second  half?  Based  on  the  latest  read- 
for  consumer  confidence,  home  sales,  and  hiring 
3,  the  jury  is  still  out  on  that. 

DND  1999,  the  budget  outlook  is  a  lot  miu-kier  for 
main  reasons:  the  economy  and  politics.  Much  of 
swing  into  surplus  has  occurred  because  of  the 
amy's  incredible  showing  in  the  past  year  and  a 
That  means  much  of  the  budget  improvement  has 
cycHcal  and  thus  subject  to  the  whims  of  the 
less  cycle. 

be  sure,  some  of  the  movement  towai*d  smplus  re- 
!  true  structural  change,  particularly  on  outlays. 

greater  spending  restraint  has  been  built  into 
budget  law.  Also,  the  long  unwinding  of  the  de- 
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fense  industry  and  the  shift  toward  managed  care 
within  the  Medicare  system  are  other  developments 
that  have  occurred  independent  of  economic  activity. 

But  on  the  revenue  side  of  the  ledger,  much  of  the 
surge  in  tax  revenues  simply  reflects  an  unusually 
strong  economy.  April  revenues  rose  14.2%  from  a 
year*  ago,  to  a  record  $261  billion,  and  receipts  as  a  per- 
centage of  GDP  have  risen  to  21.5%,  a  postwai*  record.  If 
the  economy  tui'ns  som*  in  coming  years,  revenues  will 
tank,  cutting  the  surplus  or  even  eliminating  it  alto- 
gether. In  addition,  one  of  the  biggest  federal  outlays, 
interest  on  the  public  debt,  has  been  whittled  down  be- 
cause lower  inflation  expectations  have  brought  down 
interest  rates. 

The  cycHcal  component  of  the  surplus  makes  the 
budget  outlook  particularly  sensitive  to  the  current  po- 
litical debate  over  what  to  do  with  the  windfall.  The 
House  Budget  Committee  on  May  20  approved  a 
five-year  plan  that  cuts  taxes  by  $100  billion  now, 
but  which  is  paid  for  with  $100  billion  in  spending 
cuts  over  five  years.  The  plan  is  expected  to  re- 
ceive a  close  vote  in  the  full  House. 

Cutting  taxes  in  an  already 
strong  economy  would  not  go 
over  well  on  Wall  Street,  es- 
pecially in  the  bond  market. 
That's  because  the  cuts  would 
complicate  the  Federal  Re- 
serve's efforts  to  keep  infla- 
tion bottled  up,  especially 
since  extra  cash  would  gener- 
ate more  demand  in  an  econo- 
my where  the  unemployment 
rate  has  ali'eady  fallen  to  4.3%. 

Tax  cuts  would  also  mean  that  any  downturn  in  the 
economy  in  later  years  will  sharply  trim  revenue 
growth.  For  now,  the  financial  markets  are  betting 
that  President  Clinton's  desire  to  use  the  sm-plus  to 
shore  up  Social  Security  will  prevail,  although  midterm 
elections  could  escalate  the  debate. 

THE  GOOD  NEWS,  at  least  for  now  and  into  next 
year,  is  that  the  economy  wiU  keep  the  budget  fii-mly  in 
the  black.  Whatever  slowdown  is  shaping  up  does  not 
appear  deep  and  it  may  not  be  lasting.  Clearly,  manu- 
factming  has  pulled  back  a  great  deal  from  its  late-1997 
pace.  Also,  a  swing  in  inventory  growth,  from  rapid  ac- 
cumulation in  the  first  quarter  to  less  stockbuilding 
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this  quarter,  appears  set  to  slow  overall  growth  in 
gi'oss  domestic  product. 

But  despite  the  Asian-led  drag  on  foreigTi  demand, 
the  outlook  for  U.  S.  spending,  especially  by  consumers, 
is  still  upbeat  (chart,  page  31).  The  latest  readings  on 
confidence  and  home  buying  show  little  change  in 
households'  willingness  and  ability  to  spend. 

Moreover,  third-cjuarter  hiiing  plans  remain  highly 
aggressive.  U.  S.  companies  are  planning  to  expand 
their  pa\Tolls  next  quarter  by  the  most  in  20  years, 
based  on  the  quarterly  survey  of  15,600  businesses  by 
the  employment  agency  Manpower  Inc.  The  survey 
says  that  32%  of  the  companies  expect  to  hire  new 
workei-s,  while  only  o'7c  plan  layoffs.  The  increase  in  hir- 
ing plans  was  not  large,  but  it  implies  a  continuing 
trend  of  strong  job  gro\\i:h.  The  projected  demand  for 
new  workers  was  the  strongest  in  constiuction,  fol- 
lowed by  retailers  and  wholesalers. 

THE  EVER  INCREASING  DEMAND  for  labor  is  keeping 
consumers  euphoric.  The  Conference  Board  reported 
consumer  confidence  fell  slightly  in  May,  to  135.2,  from 
137.2  in  Apnl.  Both  readings  ai'e  near  a  30-year  high  of 
137.4  set  in  February.  The  index  covering  expecta- 
tions slipped  to  112,  from  115.8  in  Apiil,  but  households' 
assessment  of  the  cuirent  state  of  the  economy  rose  to 
170,  from  169.3.  Consumers  continue  to  think  jobs  are 
plentiful,  fueling  their  expectations  for  rising  incomes. 


CHILE 


EVEN  WITH  APRIL'S  DIF 
HOME  SALES  STAY  HIGI 


Greater  confidence  in  the  future  also  continuesxi 
buoy  the  housing  market.  Although  sales  of  exist^ 
homes  fell  2.5%  in  April,  to  an  annual  rate  of  4.77  ij- 
lion,  the  March,  sales  rate  of  4.9  milKon  was  a  reccd 
Resales  over  the  past  three  months  are  far  hig 
than  any  readings  in  the  previous  year  (chart). 

Robust  demand,  in  turn,  is 
pumping  up  home  prices.  Both 
the  average  and  the  median 
price  of  existing  homes  sold 
in  April  were  6.2%  higher 
than  houses  sold  a  year  ago. 
Home  buyers  are  willing  to 
shoulder  the  higher  price  be- 
cause low  mortgage  rates  are 
keeping  monthly  payments  af- 
fordable. And  a  big  pail  of  the 
current  climate  of  low  long- 
term  interest  rates  reflects  the  dwindling  need 
government  borrowing. 

The  new  wave  of  black  ink  also  changes  econora 
view  of  government  economic  policy.  For  yeai-s,  masi 
deficits  meant  that  the  only  policy  ship  worth  sai 
was  piloted  by  the  Federal  Reserve.  But  now 
gress  and  the  White  House  get  to  man  their  own  a 
What  course  they  wall  set  is  still  uncleai',  but  their 
cal  decisions  will  go  a  long  way  towaixl  deteiTnining 
du'ection  of  the  economv  for  vears  to  come. 
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THE  UPSIDE  TO  THE  SLOWDOWN:  RATES  MAY  FALL 


Public  and  private  forecasters 
are  scaling  back  their  outlooks 
for  Chile  as  a  result  of  the  trou- 
bles in  Asia,  high  interest  rates, 
and  falling  copper  prices.  But  the 
slowdown  will  keep  downiward 
pressure  on  inflation 
and  pave  the  way  for 
rate  cuts  later  on. 

On  May  25.  the  gov- 
ernment reported  that 
domestic  spending  in 
the  fii'st  quarter  in- 
creased 14.6%  fi'om  a 
year  ago.  The  burst  of 
demand  offset  a  plunge 
in  exports  and  pushed 
up  real  gi'oss  domestic 
product  by  7.2%  from  a  year  ago. 
The  fii'st-quarter  performance 
means  the  1998  economy  is  on 
track  to  grow  within  the  4.5%-to- 
5.5%  range  expected  by  private 
forecasters  and  the  government  of 
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President  Eduardo  Frei.  But  in 
late  1997.  the  1998  outlook  had 
been  for  real  GDP  growih  between 
6.5%)  and  1%.  Chile's  real  GDP 
grew  about  7%  in  1997. 

A  deteriorating  trade  position  is 
weighing  heavily  on 
the  economy.  A  drop 
in  demand  fi'om  Asia 
and  a  30%  plunge  in 
copper  prices  over  the 
past  year  have  hurt 
exports  w^hile  solid 
domestic  demand  has 
kept  imports  gTowing 
at  a  double-digit  rate 
(chart).  As  a  result, 
Chile's  merchandise 
trade  position  for  the  first  four 
months  of  1998  showed  a  deficit  of 
$577  million,  compared  with  a  sur- 
plus of  $811  million  in  the  same 
period  of  1997.  The  faUing  price  of 
copper — Cliile's  major  export — has 


also  caused  some  businesses  to 
cut  back  on  capital  outlays. 

Another  restraint  on  growih 
has  been  high  interest  rates.  Th 
Central  Bank  of  Chile  has  kept 
overnight  lending  rate  at  8.5  pe: 
centage  points  above  inflation  in 
order  to  slow  demand  and  rein  i 
price  pressures.  The  very  restri 
tive  monetary  policy  is  producin 
results.  Consumer  prices  were 
just  5.4%  in  the  12  months  that 
ended  in  April,  despite  the  10% 
devaluation  of  the  peso  since  laf 
September. 

Inflation  is  set  to  end  1998  at 
5%.  That  stellar  perfoiTnance — 
a  countiy  where  prices  rose  by 
average  of  20%  annually  in  the 
1980s — will  give  the  central  ban 
some  room  for  rate  cuts  later  oi 
And  lower  boiTowing  costs  will 
keep  domestic  demand  gi-owing 
into  1999. 
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WASHINGTON 


CLINTONS 
TRADE 
CRUSADE 


The  Prez  issues  a 
bold  call  for  freer 
markets  and 
stiffer  standards 


it  coiild  tiun  out  to  be  Pi-esident  Clin- 
ton's best  and  brightest  economic 
move  since  his  1993  budget-balanc- 
ing deal — even  if  few  people  noticed 
it.  In  May,  while  Americans  moumed 
Frank  Sinatra,  caught  the  last  Seinfeld, 
and  watched  tiustbusters  wTestle  with 
BUI  Gates,  the  WTiite  House  unveiled  a 
bold  agenda  for  trade  expansion  that — if 
it  succeeds — cotild  pro\ide  a  gi-owth  path 
for  U.  S.  exports  and  the  economy  into 
the  next  centtuy. 

In  a  whirlwind  swing  through  Eu- 
rope. Clinton  called  for  a  new  rotmd  of 
global  trade  talks  that  he  would  host 
next  year.  He  renew'ed  negotiations 
aimed  at  knocking  dowTi  baniers  to 
trade  between  the  U.  S.  and  the  Eu- 
ropean Union.  At  the  World  Trade  Or- 
ganization headcjuai-ters  in  Geneva,  Clin- 
ton chided  bureaucrats   to  be  less 
secretive  and  more  accommodating 
of  labor  and  en\ii-onmental  stan- 
dards in  negotiations.  And  fi- 
nally, he  hinted  he'd  launch  a 
new  legislative  fight  in  1999  to 
renew  his  fast-track  trade  nego- 
tiating authority  from  a  reluc- 
tant Congress. 

After  thi-ee  years  of  get- 
ting almost  nowhere  on 
trade  issues,  Clinton  is 
ready  to  risk  some  political 
capital  to  go  down  in  the 
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ory  books  as  the  President  who 
sided  over  the  longest  economic  ex- 
sion  since  the  end  of  World  Wai'  II — 
forged  the  deals  to  make  sure  it  con- 
ies after  he  goes  off  to  build  his 
iidential  library.  The  initiatives  are 
he  more  striking  given  the  timing:  As 
ton  rolls  out  his  plans,  the  Asian  eco- 
ic  meltdown  is  worsening — illustrat- 
the  potential  volatility  of  the  new 
al  economy.  Ah-eady,  exports  to  Asia 
down  10%  compai'ed  with,  a  yeai*  ago. 
nee  again,  investors  are  worrying 
U.S.  companies  won't  ride  out  the 
m  but  will  see  eaiTiings  suffer  as  a 
It  of  the  Asian  mess.  As  container 
s  cairy  ever  lai'ger  cargoes  of  cheap 
n  goods  to  U.S.  shores  but  return 
ty,  and  the  dollai"  continues  its  re- 
ess  cHmb,  free  trade  looks  increas- 
-  like  a  one-way  street — and  the  the- 
of  a  never-ending,  trade-driven 
nsion  seems  more  questionable. 
>(LASH.  Especially  in  Washington, 
fall,  labor-aligned  Democrats  blocked 
en's  push  for  fast-track  trade  nego- 
ig  authority  because  they  say  deals 
as  NAFTA  harm  U.  S.  workers  and 
environment.  Now,  there's  backlash 
ist  free  trade  among  Republicans, 
ered  by  religious  persecution  and 
rism  in  nations  that  rely  on  exports 
le  U.S.,  they  ai"e  turning  increas- 
to  trade  sanctions  to  punish  trans- 
>ors.  Example:  On  May  20,  the 
e  voted  to  bai'  high-tech  exports  to 
d  because  of  allegations  that  Clin- 
■t  a  top  campaign  donor  export 
:e  knowhow  to  Beijing, 
the  President  can  pull  off  even  half 
new  agenda,  he  might  be  remem- 
1  as  the  strongest  Democratic  ad- 
:e  of  free  trade  since  John  F. 
edy.  If  not,  he  stands  to  be  blamed 
tting  slip  the  greatest  opportunity  in 
to  create  truly  open  global  markets. 
?  now  contributes  nearly  $1  trillion 
s  U.  S.  economy  and  has  accounted 
third  of  its  gi-owth  since  1992.  With 
I  mai'kets  diying  up,  the  key  to  con- 
tg  export  gi'owth  wiU  be  hammemg 
igreements  to  ensure  that  U.  S. 


goods  can  sell  easily  in  Europe  and  Latin 
America. 

But  Clinton  has  his  work  cut  out  for 
him.  His  first  challenge  is  convincing  the 
public  that  America  has  more  to  gain 
than  to  lose  from  cracking  open  foreign 
mai'kets.  The  gi"owing  tiwle  gap — headed 
for  a  record  $155  billion  this  yeai" — won't 
ease  public  anxiety.  The  fear:  An  ever 
larger  cuiTent-account  deficit  will  even- 
tually reduce  the  value  of  the  dollai'.  That 
could  fuel  inflation  and 
drive  up  interest  rates. 

For  now,  there's  ht- 
tle  cause  to  wony.  On 
May  26,  the  dollar  hit 
its  highest  level  in  sev- 
en years — above  137 
yen — thanks  in  part  to 
the  surge  of  money 
from  Asian  investors 
seeking  safety.  And,  in 
the  short  run,  the 
strong  dollar  is  slash- 
ing the  cost  of  import- 
ed goods  and  keeping 
inflation  at  bay. 

But  over  time,  the 
dollar  could  suffer  whiplash.  "A  trade 
deficit  that  continues  this  path  could 
eventually  cause  the  dollar  to  turn 
around  and  come  back  down,  and  then 
the  Goldilocks  economy  could  come  apart 
with  it,"  warns  C.  Fred  Bergsten,  di- 
rector of  the  Institute  for  International 
Economics. 

Clinton's  trade  agenda  is  designed  to 
halt  that  process  by  boosting  exports. 
On  his  Eiu-opean  trip,  the  Pi-esident  won 
agi'eement  from  the  EU  for  a  new  round 
of  bilateral  talks,  dubbed  the  "Ti-ansat- 
lantic  Economic  Partnership."  It  is  in- 
tended to  speed  up  talks  on  a  vride  vari- 
ety of  old  issues — agricultui'e,  intellectual 
property  rights,  insui'ance,  and  telecom- 
munications— and  some  new  ones,  such  as 
electronic  commerce.  To  get  the  Euro- 
peans to  agi'ee  to  the  regional  trade 
talks,  Clinton  pledged  to  water  down 
sanctions  in  the  Helms-Burton  law  that 
punish  Eui'opean  companies  doing  busi- 
ness in  Iran  and  Cuba. 
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In  calling  for  a  new  round  of  global 
talks  in  Geneva,  Clinton  warned  that 
trade  negotiators  must  make  their  deal- 
making  more  public  and  include  consid- 
erations other  than  commerce.  "We  must 
do  more  to  ensui'e  that  spirited  econom- 
ic competition  among  nations  never  be- 
comes a  i"ace  to  the  bottom  in  envii'on- 
mental  protections,  consimier  protections, 
or  labor  standards,"  he  said. 

WTO  Director-Genei"al  Renato  Ruggiero 
lauded  Clinton's  pro- 
posals as  "historic."  But 
the  U.  S.  Congi'ess  will 
be  a  hai'der  sell.  After 
Clinton  naiTowly  failed 
last  November  to  se- 
cure fast-track  trade 
negotiating  authority 
from  the  House,  he 
shelved  the  matter  as 
too  hot  for  tliis  election 
yeai".  In  the  meantime, 
however,  Clinton  can't 
expect  progress  in  new 
trade  talks:  Negotiatoi-s 
in  Latin  America  and 
Europe  won't  put  their 
best  offers  on  the  table  imless  the  Pres- 
ident has  fast-track  authority,  which 
keeps  Congi'ess  from  undoing  his  deals. 

This  time,  Clinton  is  going  back  to  tiy 
to  pick  up  the  Democrats  he  couldn't 
convince — in  part  by  reviving  environ- 
mental and  labor  safeguai'ds  in  fast-track 
bills  that  were  approved  for  Presidents 
Reagan  and  Bush.  One  of  last  yeai''s  anti- 
fast  track  Democrats,  Representative 
Nita  M.  Lowey  of  New  York,  applauded 
Clinton's  pro-environment  approach  in 
Geneva  and,  according  to  her  staff, 
"would  be  veiy  supportive"  if  the  green 
portions  of  the  bill  were  restored. 

Some  CEOS  like  Clinton's  plan.  "We  al- 
ready have  high  environmental  standards 
in  the  U.  S.,"  says  W.  Douglas  Ellis  Jr., 
CEO  of  Southern  Mills  Inc.  in  Union  City, 
Ga.  'We  want  an  even  playing  field."  Yet, 
business  is  waiy  of  burdening  trade  with 
too  much  regulation.  "Penalizing  coun- 
tries that  don't  confoirn  to  oui"  paiticulai' 
standards  or  ways  of  life,  to  use  trade  as 


TO  RESTART  INITIATIVES  ON  TRADE,  CLINTON  IS... 


NTING  at  a  new 

igy  to  secure 
rack  trade  nego- 
g  authority  from 
/Ongress  so  the 
President  can 
cut  market- 
opening  deals 
again. 


►  INVITING  all 

members  of  the 
World  Trade  Organi- 
zation to  Washington 
in  1999  to  begin  a 
new  round  of  global 
talks  aimed  at  elimi- 
nating remaining  bar- 
riers to  free  trade. 


►  PROPOSING 

reform  to  the  secre- 
tive WTO  to  allow 
more  public  partici- 
pation and  greater 
attention  to  environ- 
mental and  labor 
issues  in  future  trade 
treaties. 


►  REVIVING  trade 
talks  between  the 
U.S.  and  the  Euro- 
pean Union.  The  goal 
a  new  North  Atlantic 
trade  partnership 
involving  agriculture, 
electronic  commerce, 
and  other  areas. 


►  WAIVING  penalties 
against  France's  Total 
and  two  partners  that 
violated  U.S.  prohibi- 
tions on  investments 
in  Iran  by  putting  $2 
billion  in  that 
country's  energy 
development. 
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a  means  of  changing  social  policies — we 
think  that's  a  bad  policy,"  says  Maytag 
Coip.  international  affairs  Vice-President 
Douglas  C.  Horstman. 

Will  labor  go  along?  Tlie  apl-cio  won't 
reveal  under  what  ciix-umstances  it  will 
back  more  free-trade  deals.  But  it  is  like- 
ly that  the  cost  of  seeming  labor's  sup- 
port— guarantees  on  foreign  minimum 
wages,  for  example — will  be  more  than 


the  Administration  wants  to  pay.  And 
U.  S.  unions  ai'e  still  unliappy  with  what 
they  see  in  Mexico,  where,  despite  nafta, 
maquiladora  factories  have  kept  most 
unions  out.  "Globalization  is  being  tlu'eat- 
ened  by  a  public  attitude  of  feai;  so  Clin- 
ton's got  to  find  ways  of  accommodating 
these  issues,"  says  Daniel  C.  Esty,  a  law 
pi'ofessor  at  Yale  University  who  was  a 
Bush  Administration  trade  negotiator. 


Awai'e  of  the  pitfalls,  the  White  Hou 
will  go  slow  on  its  fast-track  campai; 
imtU  after  election  day.  But  Clinton  ca 
wait  veiy  long.  If  he  wants  to  go  do\, 
as  the  Democrat  who  knew  how  to  t; 
cai'e  of  business,  he'll  have  to  keep  ha^ 
ing  America's  exports.  i 

By  Paul  Magnusson  in  Washingfi 
with  De'Ann  Weimer  in  Chicago  a 
Nicole  Harris  in  Atlanta 


A  MEXICAN  STANDOFF  JOLTS  CAPITOL  HILL 

There's  a  nasty  fight  going  on  in  Ti- 
juana, and  it's  the  last  thing  free- 
trade  advocates  in  Washington 
need.  A  yeaiiong  struggle  by  120 
welders  at  the  Han  Young  maquilado- 
ra to  foiTO  then-  own  union  tm-ned 
into  a  full-fledged  strike  May  22,  when 
workers  shut  down  the  plant  after  a 
scuffle,  demanding  new  contract  talks 
and  a  35%  pay  hike. 

The  Han  Young  stiike  is  sui"e  to 
alai-m  labor  advocates  and  sympathet- 
ic Democrats  in  Washington  as  the 
Administration  once  again  tries  to 
build  support  for  fast-track  trade  ne- 
gotiating authority.  During  the  1993 
debate  over  the  North  American  Free 
Trade  Agi'eement,  U.  S.  labor  leaders 
argued  the  pact  would  speed  the  exo- 
dus of  manufactuiing  jobs  to  low- 
wage  plants  with  lax  labor-law  en- 
forcement. Last  year,  citing  jobs  lost 
to  maqviladaras,  labor  helped  defeat 
President  Clinton's  bid  for  fast-track 
negotiating  authority.  "WTiat  happens 
at  Han  Young  is  not  simply  a  state- 
ment about  whether  or  not  NAFTA  is 
working,"  says  Harley  Shaiken,  a  pro- 
fessor of  international  labor  issues  at 
the  University  of  California  at  Berke- 
ley. "It  will  be  an  issue  in  any  new 
fast  track  the  President  proposes." 

The  inaquiladora  industiy,  wliich 
employs  moi-e  than  one  million  Mexi- 
cans and  last  year  exported  $41  bilhon 
in  goods,  remains  fiercely  resistant  to 
independent  unions.  Julio  Madrigal,  a 
lawyer  for  Han  Young,  says  the  com- 
pany vrill  work  with  whichever  union 
shows  it  has  a  majority,  but  he  ques- 
tions how  much  support  the  indepen- 
dent imion  tiTily  canies.  MeanwWle,  a 
union  linked  to  the  Mexican  govern- 
ment has  been  organizing  and  opposes 
the  strike.  A  recount  of  the  stiike  vote 
was  taking  place  on  May  27  and  a 
new  vote  on  union  registration  is  slat- 
ed for  May  29.  Mexican  federal  offi- 
cials argue  that  labor  law  was  proper- 


The  Han  Young 
strike  is  roiling  the 
maquiladoras — 


ly  enforced  at  Han  Young. 

Han  Young  workers, 
who  assemble  tractor- 
trailer  chassis  for  a 
Hyimdai  Coip.  subsidiary, 
began  organizing  in  1997. 
They  were  blocked  by  the  and  highligilting 
Baja  Cahfomia  state  labor  ]S[AFTA's  weakness 
board,  which  invalidated 
their  fii'st  pro-union  vote.  But  the 
stiaiggle  caught  the  attention  of  con- 
gressional Democrats.  When  Mexican 
President  Ernesto  Zedillo  Ponce  de 
Leon  visited  Wasliington  last  Novem- 
ber, Clinton  brought  up  the  Han 
Young  case  at  the  suggestion  of  Rep- 
resentative David  Bonior  (D-Mich.). 
NO  CONTRACT.  The  Mexican  federal 
government  intervened,  and  the  union 
won  i-ecognition  in  January  after  a 
second  vote.  But  Han  Young  has  not 
negotiated  a  new  contract.  The 
welders  ciuTently  make  about  $70  a 
week  with  benefits. 

The  Han  Young  case  illustrates  the 
weakness  of  NAFTA 's  side-accord  on  la- 


bor law  enforcement.  In 
April,  the  U.  S.  Labor 
Dept.  published  a  I'eport 
on  Han  Young,  chai'ging 
that  the  local  labor  board 
had  not  enforced  Mexican 
workplace  law.  Labor  Sec 
retaiy  Alexis  M.  Hennan 
asked  for  talks  with  her 
Mexican  countei"pait — the  futthest  thL 
U.  S.  can  go  under  nafta — but  Mexi- 
co is  waiting  for  a  second  report  on 
health  and  safety  issues  at  Han  Younj 
befoi-e  responding,  says  Rafael  Aran- 
da,  du-ector  of  the  Mexican  federal  of- 
fice overseeing  the  nafta  labor  side- 
agi'eement.  He  says  the  law  was 
enforced.  "The  workers  have  the 
union  they  voted  for." 

The  clamor  over  Han  Young  is 
loudest  noith  of  the  border.  But  the 
decision  on  whether  to  keep  opposing 
the  imion  must  come  fi'om  the  south. 
Whatever-  happens,  the  echoes  will  be 
strongest  in  Washington. 

By  Elisabeth  Malkin  in  Mexico  Citi, 
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COMMENTARY 


By  Joseph  Weber 

DOES  CANADIAN  CULTURE  NEED  THIS  MUCH  PROTECTION? 


Canada's  cultural  claims  to  fame 
go  well  beyond  hockey  and  Ti- 
tanic director  James  Cameron. 
lUthors  Margaret  Atwood  and 
lordecai  Richler  and  singers  Celine 
>ion  and  Neil  Young,  among  many 
thers.  prove  that  Canadian  stars 
m  shine  brightly  worldwide.  But  to 
)me  nervous  Northerners,  Canadi- 
n  culture  is  too  fragile  to  survive 
'ithout  government  protection.  The 
ig  threat:  American  cul- 
u"al  imperialism. 
To  keep  the  Yanks  at 
ay,  Canada  has  long  main- 
lined some  curbs  on  sales 
I  American  publications 
Imd  textbooks  and  on  the 
jach  of  American  radio, 
tit  Canada  lately  has  been 
ashing  the  envelope  of 
iltural  protectionism.  One 
'  the  most  blatant  exam- 
.es:  a  1994  law  that  levied 
1  80%  tax  on  Canadian 
is  in  Canadian  editions  of 
.  S.  magazines — in  effect, 
1  effort  to  kill  off  the  in- 
■uders.  After  the  U.  S. 
iccessfully  protested  to 
le  World  Trade  Organiza- 
m,  Canada  now  is  trying 
develop  rules  that  will 
iss  muster  with  the  wro 
id  still  maintain  the  level 
■  Canadian  content  the 
)vemment  seeks. 
Without  protections  for 
anadian  media,  the  cul- 
ral  nationalists  fear, 
merican  magazine  inter- 
pers — such  as  Tiyyie, 
oorts  Illustrated,  and 
!s.  even  business 
EEK— could  soon  deprive  Canadi- 
is  of  the  ability  to  read  about 
emselves  in  Maclean's,  Saturday 
ight,  Canadian  Business,  and  oth- 
favorites.  American  music  and 
de  Yanks  such  as  shock  jock 
oward  Stern  will  dominate  the  air- 
aves.  And  Americans  will  sell  the 
xtbooks  shaping  young  Canadian 
mds,  possibly  sans  Canadian 
ntent. 

i  UD  ON  RADIO.  The  nationahsts 
i  anaged  to  exempt  these  areas 
im  the  North  American  Free 
ade  Agreement,  but  their  battle 
ainst  free  trade  in  culture  contin- 
s.  This  time  the  Canadian  cultural 


police  struck  radio  first.  Federal 
regulators  on  Apr.  30  handed  down 
a  requirement  that  at  least  35%  of 
music  played  on  local  radio  stations 
after  January  must  be  Canadian,  up 
from  25%  to  30%  today— and  offi- 
cials aim  to  hike  the  Canadian  share 
to  40%  in  five  years.  This  rule  was 
helped  along  by  public  reaction  to 
Stern,  who  has  been  a  huge  hit  on 
Toronto  and  Montreal  stations  for 


content — is  meeting  with  fierce  op- 
position in  the  legislature.  Ottawa 
must  assure  "a  dynamic  forum  for 
the  expression  of  Canadian  ideas 
and  interests,"  says  Canadian  Her- 
itage Minister  Sheila  Copps. 

Encouraging  Canadian  content  is 
fine.  And  it's  0.  K.  to  provide  sup- 
port, such  as  tax  incentives  or  even 
gi'ants,  to  industries  that  a  govern- 
ment wants  to  promote.  It's  another 
thing,  however,  to  ham- 
string foreign  companies 
so  they  cannot  even  try  to 
compete.  If  the  public 
wants  Canadian  content, 
I  ■  %L  1   they'll  show  that  in  their 
f      I  f  purchasing  and  listening 
'       habits.  Artificial  restraints 
can  only  deny  consumers 
choices. 

BIG  LEAD.  The  worries  of 
the  cultural  nationalists, 
moreover,  seem  over- 
wrought. Despite  the  pop- 
ularity of  Time  Canada, 
Maclean's  outsells  its  rival 
nearly  2  to  1.  And  while 
Wo7nan's  Day  has  been  ap- 
pearing on  Canadian  news- 
stands for  over  a  quarter 
century,  for  years  it  has 
lost  readers  in  Canada  to 
Cayiadian  Lioing. 

Canadians  have  no  rea- 
son  to  be  so  insecure. 


ON  GUARD 


Fear  of  U.S.  cultural  imperialism  has 
led  to  proposals  to  ban  Canadian  ads  in  publications 
with  less  than,  say,  60%  Canadian  content 


the  past  10  months  or  so  and  whose 
foul-mouthed  ventings  have  prompt- 
ed calls  for  censorship  and  the  re- 
scinding of  radio  licenses. 

Then,  in  early  May,  ideas  for  new 
magazine  restrictions  were  leaked  to 
Toronto  newspapers.  The  proposals 
include  a  stiff  new  magazine  tax  to 
replace  the  1994  levy,  this  time  with 
a  subsidy  for  Canada-based  prod- 
ucts, or  a  ban  on  Canadian  ads  in 
publications  with  less  than,  say,  60% 
Canadian  content.  Meanwhile,  a  plan 
that  could  permit  American  text- 
book pubHshers  to  provide  books  for 
grades  1  to  8  in  the  province  of  On- 
tario— with  appropriate  Canadian 


Their  fellow  citizens  are  thirsty  for 
domestic  news,  as  proved  by  the 
popularity  of  such  newspapers  as 
The  Globe  &  Mail  and  the  promise 
of  a  forthcoming  national  daily  from 
publisher  Conrad  M.  Black.  The 
New  York  Times  and  The  Wall 
Street  Journal  remain  mere  curiosi- 
ties north  of  the  border.  If  Canadi- 
ans prefer  Canadian  goods,  let  them 
make  that  choice  on  their  own.  Af- 
ter all,  open  competition  for  their 
attention  will  spawn  the  best 
products. 

Weber  is  business  week's  Toronto 
biireau  chief. 
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WORKPLACE 


OOPS,  THAT'S  TOO  MUCH 
DOWNSIZING 

Bell  Atlantic  North  faces  a  monstrous  labor  crunch 

With  unemployment 
at  4.3%,  companies 
everywhere  are 
scrambling  for  help.  But  if 
you  want  to  heai"  about  a 
real  labor  cnonch,  ask  the 
former  Nynex  Coip.,  now 
pait  of  Bell  Atlantic  Coip. 

Bell  Atlantic  North- 
as  the  Nynex  unit  is  now 
called — got  caught  in  an 
increasingly  familiar  trap: 
Having  launched  a  reengi- 
neering  and  cost-cutting 
progi'am,  it  now  discovers 
that  it  has  gone  too  far. 
If  it  can't  reverse  the 
reengineering  machine,  it 
could  lose  as  many  as 
14,000  line  installers  and 
clerical  staffers — almost  a 
third   of  its  unionized 
workforce — by  August. 
That's  how  many  workers 
say  they're  interested  in  a 
juicy  buyout  that  Bell  At- 
lantic North  must  offer  to 
members  of  the  Commu- 
nications Workers  of  America  (cwa)  be- 
fore their  contract  expires  Aug.  8. 
WRONG  FORECAST.  Back  in  1994,  when 
the  deal  was  being  cut,  the  company 
thought  it  would  need  that  many  fewer 
workers.  It  had  an  ambitious  plan  to 
reengineer  work  assignments,  and  it  an- 
ticipated a  slowdown  in  demand  for  new 
lines.  Instead  of  layoffs,  Nynex  offered 
the  buyout.  But  the  productivity  gains 
necessary  to  make  the  plan  a  success 
were  never  achieved.  And  the  plan's 
forecast  of  phone-line  demand  was  woe- 
fully low.  In  fact,  as  James  J.  Dowdall, 
Bell  Atlantic  North's  labor  relations 
vice-president,  points  out,  since  1994 
the  company  has  added  about  1,000 
workers.  "We're  not  only  not  shedding 
people,  we're  adding  them,"  he  says. 

The  Baby  Bell's  predicament  speaks 
volumes  about  today's  labor-short  econ- 
omy— as  well  as  the  failures  of  reengi- 
neering. Pushed  to  tr-im  costs  because  of 
mergers,  competition,  and  profit-hungry 
investors,  companies  spent  the  mid- 
1990s  redesigning  work  routines.  But 
the  reengineering  often  has  been  diffi- 
cult to  pull  off,  experts  say.  And  when 


BUSY:  Workers  are  being  offered  fatter  pensions  if  they 

the  economic  expansion  kept  going, 
many  employers  were  unprepared  for 
new  business. 

For  example,  Boeing  Co.  stnaggled 
unsuccessfully  to  handle  a  flood  of  or- 
ders in  the  midst  of  an  overhaul  of  its 
manufacturing  process.  At  first,  Boeing 
put  off  adding  workers,  hoping  reengi- 
neering would  compensate.  Then,  when 
it  tried  to  hire,  it  found  that  the  avail- 
able labor  pool  was  diy. 

Aetna  Inc.  is  another  victim  of 
overzealous  downsizing.  After  merging 
with  U.  S.  Healthcare  in  1996,  it  slashed 
5,000  workers  in  an  effort  to  make 

"  Most  big  firms  have 
tried  some  version  of 
reengineering,  but  many 
got  burned  and  won't 
do  it  again  " 

EDWARD  E.LAWLER  ill 

Management  professor,  USC 


claims  processing  more  efficient.  Instei. 
customers  and  providers  faced  lengi 
delays.  "Most  big  firms  have  tried  so 
version  of  reengineering,  but  many 
burned  and  won't  do  it  again,"  says  1 
ward  E.  Lawler  III,  a  management  \ 
fessor  at  the  University  of  South< 
Cahfornia. 

Usually,  Lawler  says,  these  overh;i 
fail  because  they  are  "top-down"  o 
orchestrated  by  con;- 
tants  or  executives  not 
operations.  They  demo; 
ize  the  remaining  work 
and  hurt  productivity. 
UNION  POWER.  Certaii 
that  is  the  case  with  I 
Atlantic    North.  ¥u 
years  ago,  Nynex  exptt 
ed  the  demand  for  cop 
wiring  to  taper  off. 
stead  orders  surged 
consumers  added  sec( 
lines  for  faxes  and  i) 
dems  and  new  technoL" 
made  it  possible  to 
high-speed  data  over  c 
per.    Installers  couk 
keep  up.  Nynex  execs 
thought  that  many  opca- 
tions — such  as  repair 
could  be  done  with  fe^; 
workers.  The  consultat* 
said:  Let  the  field  teclii- 
cian,  who  fixes  probkis 
at  a  site,  run  back  to  le 
stay  on         central  office  to  test  is 
work,   thus  eliminatig 
central  office  jobs.  The  plan  workecir 
rural  areas — but  not  in  the  traic 
choked  New  York  metro  area. 

To  avert  the  impending  August  n:tt- 
down,  the  cwA  says  Bell  Atlantic  N(th 
is  offeiing  a  25%  hike  in  its  already  ^- 
erous  pension  and  immediate  union  reig- 
nition  when  new  workers  sign  union  n- 
thorization  cards.  But  the  cwa  say  it 
won't  sign  off  on  the  deal  until  Bell  At- 
lantic South  0.  K.'s  a  new  pact,  too. 

The  CWA  has  plenty  of  leverage,  "re 
already  got  my  resume  in  at  two  oler 
companies,"  says  Tom  Porcelli,  a  48-yir- 
old  line  installer  in  New  York  City  ho 
has  been  at  the  company  for  29  ye^ 
Even  though  a  new  employer  is  likel  t 
pay  him  less,  Porcelli  explains  that 
buyout  money  and  his  pension  will  nj 
than  make  up  the  difference,  and 
work  shorter  weeks  than  he  does  njv 
No  doubt  companies  have  virung  |t 
siderable  savings  from  revamping.  Bi; 
the  economy  keeps  expanding  at  its  |u 
rent  rate,  employers  may  have  tofi 
think  reengineering — perhaps  as  scie 
thing  other  than  reducing  the  payrl 
By  Aaron  Bernstein  in  Washinl^ 
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WORT-HAULER  FLY? 
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5troJet  insists  that  it  can  profitably  coexist  with  Southwest 


Imployees  at  Southwest  Aiflines  Co. 
I  know  the  drill  by  now.  When  us 
lAirways  Group  Inc.  launches  its 
V  low-fare,  no-frills  MetroJet  opera- 
1  on  June  1,  it  will  be  the  fourth 
le  in  five  years  that  a  major  carrier 
.  started  an  "airline  within  an  air- 
i"  to  counter  low-cost  Southwest. 
Southwest  execs  say  they're  ready 
battle,  but  they're  hardly  quaking, 
ot  very  many  facsimiles  of  South- 
st  Airlines  have  been  successful  since 
I'egulation  of  the  industiy,"  notes  CEO 
rbert  D.  Kelleher.  Certainly,  Delta 
press,  Shuttle  by  United,  and  now 
unct  Continental  Lite  have  done  little 
dent  Southv/est's  gi-owth  and  prof- 
)ility.  The  discount  brands  "are  de- 
sive  in  natiu'e,  and  Southwest  is  of- 
sive,"  says  analyst  Samuel  C. 
ttrick  of  Paine  Webber  Inc. 
J'erhaps  that's  why  Metro,Jet  claims 
not  aiming  to  blow  Southwest  out  of 
sky.  us  Airways  Inc.  Chief  Executive 
icesh  Gangwal  insists  the  two  can  co- 
st—profitably: "We  do  not  view  Metro- 


Jet  as  an  assault  on  Southwest  Ah'lines." 

Maybe  not.  But  MetroJet  is  cleai'ly  an 
effort  to  slow  Southwest's  attack  on  the 
East  Coast.  Starting  with  Baltimore  in 
1993,  Dallas-based  Southwest  has  spread 
to  Florida,  Providence,  and  soon,  Man- 
chester, N.  H.  For  Southwest,  which 
doubled  in  size  in  the  past  five  yeai's,  to 
$3.8  billion  in  annual  revenues,  most 
gi-owth  opportunities  are  in  the  east. 

That  makes  Southwest  a  dangerous 
challenger  to  us  Airways,  a  mostly  short- 
haul  East  Coast  earner  with  costs  69% 
above  Southwest's.  To  compete,  us  Air- 
ways has  negotiated  a  new  pilot  con- 
tract for  MetroJet,  which  cuts  wage  rates 
by  23%,  and  a  new  operating  strategy 
that  will  increase  the  use  of  its  aux-raft. 
This,  us  Ail-ways  believes,  will  dramati- 
cally slash  Southwest's  cost  advantage. 

MetroJet  hopes  to  erase  the  losses 
that  us  Airways  suffers  in  markets 
where  Southwest  and  other  low-fare  ri- 
vals have  brought  dovm  fares.  A  key 
focus  is  on  flights  fi'om  the  Northeast 
and  Midwest  to  Florida,  where  us  Air- 


NEW  ENTRY:  Banking  on  reserved 
seating  and  frequent-flier  tie-ins  ■■ 

ways  loses  about  $100  million  a  year. 

Gangwal,  an  architect  of  Shuttle  by 
United,  takes  both  comfort  and  caution 
from  prior  airline-within-an-airline  ef- 
forts. Shuttle,  created  in  1994,  provides 
lucrative  feeds  to  United's  longer  flights 
from  San  Francisco  and  Los  Angeles. 
The  subsidiaiy  line  "slowed  or  stopped 
Southwest's  growth  on  the  West  Coast, 
and  they  moved  elsewhere,"  boasts 
Shuttle  President  Amos  S.  Kazzaz. 

Indeed,  Southwest  says  its  intra-Cali- 
fornia  market  share  was  49.5%  in  the 
thii-d  ciuaiter  of  last  year,  the  latest  data 
avaOable,  vs.  52.6%  before  Shuttle  start- 
ed. StUl,  Chief  Financial  Officer  Gary  C. 
Kelly  notes  that  Shuttle  pulled  out  of 
four  routes  where  it  competed  with 
Southwest  and  most  of  its  growth  has 
come  at  the  expense  of  other  earners. 
LEISURE  TRADE.  Delta  Express,  a  lower- 
cost  unit  of  Delta  Air  Lines  Inc.,  took  a 
less  confrontational  approach  to  South- 
west. The  earner's  flights  are  generally 
longer  than  Southwest's  and  focus  main- 
ly on  low-paying  leism-e  travelers  flying 
from  the  Northeast  and  Midwest  to 
Florida.  Both  Delta  Express  and  South- 
west claim  to  be  thriving  in  the  mai'kets 
where  they  overlap. 

us  Airways,  going  head-to-head  with 
Southwest  on  many  routes  at  the  same 
airports,  may  have  it  harder.  "I  don't 
think  they  have  any  chance.  I  think  it's  a 
doomed  enterprise,"  says  Michael  Roach, 
president  of  consultants  Roberts,  Roach 
&  Associates  in  Haywai-d,  Calif.  Kelleher 
figiu-es  he  has  a  30%-  to  40%  cost  advan- 
tage over  MetraJet.  Gangwal  denies  the 
gap  is  that  lai'ge  and  says  he'll  offset  it 
by  atti'acting  business  travelers  with  us 
Airways'  frequent-fliei"  progTam — soon  to 
be  linked  with  American's — and  such 
amenities  as  reserved  seating. 

Southwest  promises  to  fight  back  if 
need  be.  But  mostly,  it's  banking  on  the 
basics — on-time  fiights  and  friendly  cus- 
tomer service — that  have  ftieled  its  suc- 
cess. "At  this  point,  we're  not  treating 
this  as  some  kind  of  all-out  war.  But 
we'll  be  prepared  for  that  if  that's  what 
it  leads  to,"  vows  Southwest's  Kelley. 
However  this  showdown  shapes  up,  it's 
already  looking  good  for  consumers. 

By  Wendy  Zellner  in  Dallas 
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METROJET  (US  AIRWAYS) 

Starts  June  1  with  service 
between  Baltimore  and 
Cleveland,  Providence,  Fort 
Lauderdale,  and,  soon,  Man- 
chester, N.H.  Matching 
Southwest  fares  and  one-class 
service  but  its  costs  are  high- 
er than  Southwest's. 


DELTA  EXPRESS 

Launched  October  '96.  Now 
29  jets  serving  19  cities,  from 
Northeast  and  Midwest  to 
Florida.  Offers  reserved  seat- 
ing but  no  first  class.  Longer- 
haul  flights  than  Southwest's, 
and  overlaps  less  than  3%  of 
Southwest's  system. 


SHUTTLE  BY  UNITED 

Pulled  out  of  several  South- 
west routes  since  its  '94  start- 
up. Mainly  feeds  United  hubs 
in  Los  Angeles  and  San  Fran- 
cisco. Serves  20  cities  with 
first-class  and  reserved  seating. 
Covers  about  5%  of  South- 
west's  system,  vs.  13%  in  '94. 


COiVllVIENTARY 

By  Howard  Gleckman 

WE  DON'T  NEED  ANOTHER  PIGGY  BANK 


Deductible  individual  retirement 
accounts.  Nondeductible  iRAs. 
Spousal  IRAS,  Roth  iras,  educa- 
tion IRAS,  401(k)s,  403(b)s,  seps,  sim- 
ples, Keoghs,  annuities,  and  medical 
savings  accounts.  What  a  mess.  ^ 

Congress  has  littered 
the  tax  code  with  a  j 
dozen  such  plans,  each 
with  its  own  ai'cane  rales 
about  who  may  invest, 
how  much  they  can 
save,  and  how  much  and 
how  soon  they  can  with- 
draw. And  it  is  looking  to 
create  more.  One  recent 
candidate:  tax  breaks  for 
folks  who  save  for  their  kids' 
private  schooling.  "You've  got  gratu- 
itous complexity,"  grumps  Tulane  Uni- 
versity law  professor  Daniel  Q.  Posin. 

Enough  already.  Instead  of  hand- 
ing out  new  savings  plans  like  candy 
for  taxpayers.  Congress  ought  to  re- 
peal the  $100  bilhon  in  annual  tax 
breaks  now  on  the  books  and  lower 
tax  rates  instead.  Why?  Because 
these  plans,  which  started  blooming 
in  1981,  have  never  achieved  theii' 
goal  of  boosting  the  savings  rate.  In- 
deed, since  then  the  savings  I'ate  has 
plummeted,  from  more  than  9%  to 
4%.  Sure,  investors  are  earning  great 
retm-ns  in  the  stock  market — pushing 
up  the  overall  value  of  savings — but 
they  are  putting  away  less  of  their 
paychecks. 

If  they  can't  stomach  repeal,  law- 
makers should  at  least  think  about 
creating  a  single  plan  that  works  for 
everyone — simply.  The  backbone  of 


such  an  approach  could  be  an  em- 
ployer-based program,  similar  to  a 
401(k)  but  with  a  single  set  of  rales. 
For  the  self-employed  or  those  with- 
out a  job-based  plan,  the  account 
could  simply  be  administered  by  the 
individual. 

Into  this  account,  workers  could 
put  away  each  year  a  chunk  of 
their  income  tax-free — say,  up  to 
$10,000,  or  whatever  the  budget 
will  bear.  And  employers  could 
still  match  a  portion.  When  in- 
dividuals withdraw  money,  for 


Tax-advantaged 
savings  plans  are 
already  too  numerous 
-and  too  confusing 


any  reason,  they  would  be  taxed  at 
their  regular  income  rate.  On  May 
19,  the  National  Commission  on  Re- 
tirement Policy,  a  bipartisan  panel  of 
lawmakers,  academics,  and  execu- 
tives recommended  such  an  idea — 
merging  all  employer-based  savings 
plans  into  one  that  might  be  simple 
enough  to  make  people  save  again. 
Their  hope:  Strong  private  savings 
would  take  the  pressure  off  the  trou- 
bled Social  Secvuity  system. 

Up  till  now,  Congress  has  had  lit- 
tle incentive  to  consolidate.  The 
biggest  beneficiaries  of  these  savings 
incentives — brokers,  insurance  com- 
panies, and  banks,  which  use  each 


new  scheme  to  sell  a  hot  investment 
product — are  also  among  the  most 
generous  campaign  contributors. 
Moreover,  individual  tax  breaks  sucl 
as  these  provide  Congress  the  oppo: 
tunity  to  address  specific  problems, 
such  as  the  rising  costs  of  health 
care  or  education,  without  wasting 
political  capital  on  sometimes  contro 
versial  spending  plans. 
IRS  BASHING.  Yet  even  Wall  Street 
becoming  disenchanted — because  in- 
vestors are  so  unsure  which  product 
to  choose.  "They  put  off  decisions  b( 
cause  they  ai"e  confused,"  says 
PaineWebber  Group  Inc.  Chairman 
Donald  B.  Marron.  In  the  end,  the 
multitude  of  highly  publicized  break 
such  as  the  new  Roth  ira,  seems 
only  to  be  encouraging  savers  to 
shuffle  funds  fi'om  one  tax-advan- 
taged plan  to  another. 

Now,  the  politics  may  be  changin 
as  Congress  considers  privatizing  a 
portion  of  Social  Security — a  move 
that  could  further  complicate  an  al- 
ready complex  savings  system  (pag< 
51).  Creating  a  single  tax-deferred 
account  could  provide  a  convenient 
vehicle  for  individuals  to  use  if  Con 
gress  approves  privatization. 

Yet  despite  all  the  talk  about 
"simphfying"  the  tax  code,  this  Con- 
gress has  done  little  more  than  basl 
the  Internal  Revenue  Service.  Law- 
makers would  be  doing  voters  a  big 
ger  favor  if  they  began  in  earnest  t 
streamline  the  tax  code — starting 
with  savings  incentives. 

Gleckman  covers  tax  policy  in 
Washington. 


Two  for  the  road. 

Introducing  the  Intel  Pentium  II  processor  for  mobile  PCs. 

The  Peiilium'  II  processor  is  now  available  in  mobile  PCs.  Which 
means  you  can  have  the  best  of  both  worlds:  the  performance  of  a 
desktop  PC  and  the  ability  to  take  it  anywhere.  So  go  test  drive  a 
P^.nt.'H'Tl'n  new  mobile  PC  with  an  Intel'  Pentium  II  processor  and  pull  into  the 


fast  lane.  For  more  information,  visit  our  Web  site.  I  ►  www.intei.com/mobiie/Pentiumii  j 
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FORD  BORROWS 
A  BEHER  IDEA 

It  plans  to  roll  out  new-car 
superstores  nationwide 

H Wayne  Huizenga  should  be  flattered 
by  what  the  folks  at  Ford  Motor 
Co.  ai'e  engineeiing  these  days.  P^ord 
is  imitating  the  automotive  supennarket 
concept  Huizenga  launched  two  years 
ago  with  his  AutoNation  usA  chain  of 
used-car  superstores.  Ford's  twist  on  a 
better  idea:  It's  putting  all  its  new  cai"s — 
eveiytliing  from  a  $10,000  Ford  Escort  to 
a  $70,000  Jaguar — under  one  roof.  To 
pull  it  off,  the  auto  maker  is  spending 
hundreds  of  millions  to  buy  stakes  in  ex- 
isting dealers  and  merge  them  into  su- 
perstores. Says  Robeit  L.  Rewey,  Ford's 
group  vice-president  of  marketing  and 
sales:  "We're  paranoid  we're  not  ahead." 

Ford  ought  to  be.  Huizenga's  Auto- 
Nation is  well  on  its  way  to  revolutioniz- 
ing the  way  cars  are  sold  in  America. 
In  two  years,  he  has  built  the  largest 
dealer-  conglomerate,  and  he  has  recently 
proclaimed  his  plan  to  build  a  $60  bil- 
lion automotive  empire  witliin  five  yeai's. 
IPO  AHEAD?  While  General  Motors 
Corp.  and  Chrysler  Corp.  have  experi- 
mented with  superstore  selling,  Ford  is 
launching  a  major  effort.  Rewey  just 
gave  the  new  job  of  dealer  consolidation 
and  superstore  creation  to  long-time 
Ford  Div.  Vice-President  Ross  Roberts, 
a  straight-talking  Texan  who  is  popular 
vdth  dealers.  And  on  May  19,  Ford  fi- 
nally persuaded  reluctant  dealers  in  Salt 
Lake  City  to  cash  in  a  dozen  dealer- 


ships and  plunge  into  the 
!    superstore  business  vdth 
the  auto  maker.  Ford  is 
establishing  the  same 
setup,  dubbed  the  Ford 
Jetail  Network,  in  T\il- 
sa  and  San  Diego. 
Ford  executives 
have  told  dealers 
that  they  plan 
to   convert  10 
markets  to  the 
new  concept  by 
year's  end. 

Rewey  ac- 
knowledges he 
ripped  a  page 
W  from  Huizenga's 
handbook.  In  the 
Ford  superstores,  car  buy- 
ers have  their  pick  of  the  auto 
maker's  brands:  Ford,  Lincoln,  Mercuiy, 
Mazda,  and  Jaguar.  They  can  browse 
inventory  on  touch-screen  computers 
and  call  on  salaried  sales  staff,  who  are 
supposed  to  stop  arm-twisting.  Piices 
will  be  non-negotiable,  but  substantially 
below  sticker  prices  since  consolidation 
is  expected  to  yield  big  cost  savings. 
And  for  buyers  who  only  want  to  pick 
up  their  car  at  the  store.  Ford  has  be- 
gTui  selling  on  the  Internet. 

None  of  this  was  an  easy  sell  with 
dealers — despite  Huizenga's  inroads. 
When  Ford  made  its  fii'st  approach  to 
dealers  in  Salt  Lake  City  and  Indi- 
anapolis, the  caiTnaker  was  sent  packing 
because  dealers  felt  the  buyout  offers 
were  too  meager.  What's  more,  dealers 
consider  the  suits  in  headquarters  more 
adept  in  the  boardroom  than  the  show- 
room. "The  manufacturers  don't  have  a 
good  retailing  history  and  probably  nev- 
er will,"  says  James  Mulvaney,  among 
21  Indianapolis  dealers  who  still  reject 
Ford's  idea. 

Ford  sweetened  the  pot  in  Salt  Lake 
City  by  suggesting  an  initial  public  of- 
fering of  the  Ford  Retail  Network  is 
possible  down  the  road.  Suddenly,  Ford's 
buyout  price  didn't  seem  so  bad.  It 
would  have  been  better  two  yeai-s  ago — 
before  Wall  Street  cooled  to  dealer  ipos 
after  seeing  how  hard  it  is  to  cut  dealer 
costs.  Now,  most  dealer  stocks  are  trad- 
ing near  52-week  lows. 

Even  if  IPO  riches  remain  a  distant 
prospect,  however,  dealers  and  auto 
makers  are  realizing  the  worst  strategy 
now  is  to  do  nothing.  "If  we  don't  re- 
main flexible,"  says  Salt  Lake  City  Ford 
dealer  Duff  Willey,  "we'll  all  be  histoiy." 
That's  why  more  and  more  Ford  dealers 
are  vrilling  to  sell  their  showi'ooms  to 
the  company  store. 

By  Keith  Naugliton  m  Detroit 


PHARMACEUTICALS 


HOT  WAR  OVER 
HERBAL  REMEDIES 

Dietary  supplements  are  ir 
drugmakers'  crosshairs 

When  the  Food  &  Dinig  Adn- 
tration  ruled  on  May  20  that 
dietary  supplement  Cholt 
should  be  reclassified  as  a  dmg,  thi 
cision  was  a  major  blow  to  its  m, 
Pharmanex  Inc.  Booming  sales  ol 
cholesterol-lowei-ing  diet  supplement 
been  a  big  part  of  the  Simi  V: 
(Calif.)  company's  gi-owth.  The  re 
sification  means  Pharmanex  will  e 
have  to  stop  selling  the  product 
gether  or  go  through  the  lengthy  . 
cess  of  getting  it  approved  by  the  h 
But  3,000  miles  away,  executivJf 
Merck  &  Co.  in  Whitehouse  Stapi 


CHOLESTIN  AND  EVOLVE:  Such  pil, 
doit't  require  prescriptions  ■ 

N.J.,  were  celebrating.  Indeed,  IVn 
lobbied  heavily  for  Cholestin  to  bfr 
classified,  but  the  fda  says  that  wa;'"t 
factor.  "Our  decision  was  based  oijtl 
law,"  says  William  B.  Schultz,  T 
deputy  commissioner  of  policy. 

Why  did  Merck,  a  $24  billion  jfb 
giant,  lash  out  at  a  company  withe 
than  $50  million  in  sales  that  sells  f!o 
coction  made  from  red  yeast  gi'OM;  ( 
rice  in  China?  Cholestin  contains  i4a 
nolin,  a  compound  itlentical  to  lovas^ti 
the  key  ingredient  in  Merck's  cljte 
terol-reducing  drug,  Mevacor.  IVrt 
says  Pharmanex  was  simply  sellg 
slightly  different  version  of  its  h 
without  going  through  the  goverrje 
approval  process.  And  the  FDA  agM' 
Under  the  fda  decision,  Pharnlne 
can't  import  the  raw  material  usl 


YOUR  MONEY? 
OR     YOUR  HEALTH? 


Since  day  one.  the  measure  of  good  health  care  in  America  has  been  held  hostage  by  a  faulty 
equation:  The  most  money  buys  the  best  care.  The  unfortunate  legacy  of  the  old  fee-for-service 
system  is  it  did  a  better  job  of  raising  costs  than  quality.  ■  Can  any  system  raise  the  quality 

of  health  care  for  Americans  while  controlling  its  costs? 
We  believe  the  answer  is  an  uiK|ualiHed  yes.  ■  First  off. 
the  best  care  cannot  be  defined  as  the  most  expensive  or  the 
least  expensive.  It  is  the  right  care  delivered  at  the  right  lime. 


Ideally,  it  s  a  measure  taken  to  prevent  an  illness  before  it 
ever  occurs.  Like  an  immunization,  for  instance.  Or  one 
that  catches  a  disease  early  enough  that  soinclhing  can  be 
done  aljout  it.  ■  I  hat  s  why  our  women's  program  was  llic  first  to 
cover  annual  manmiograms  for  all  women  over  40.  We  know  what  it  costs,  but  by  tieating  breast 
cancer  in  its  earliest  stages,  we  also  know  what  it  can  save.  ■  The  best  care  can  even  halt  the 
progression  of  chronic  disease.  Our  congestive  heart  failure  program  provides  a  cardiac  nurse  to 
educate  at-risk  members  on  the  importance  of  taking  prescribed  medications,  and  to  help  them  make 
lifestyle  adjustments.  The  result  has  been  a  significant  decline  in  hospitalization  rates  and  an  overall 
improvement  in  patient  well-being.  ■  Not  coincidentally.  our  model  of  |>revention.  early  detection 
and  chronic  disease  management  promotes  better  health.  v\ith  the  added  value  of  lowering  health 
care  costs.  Which  in  turn  enables  companies  such  as  ours  to  provide  more  people  than  ever  the 
best  choices  modern  medicine  can  offer.  And  do  so  without  offering  the  one 
choice  no  one  should  ever  again  have  to  make:  Their  money?  Or  their  health? 

US  Healthcare 

Vou  I]  leel  Ix'tter  witli  us.*^ 
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the  product.  Pharmanex  is  fighting  the 
move  in  a  federal  district  court  in  Utah. 

PhaiTnanex  co-founder  William  E.  Mc- 
Glashan  Jr.  doesn't  dispute  that 
Cholestin  has  mevinolin.  But  he  says  it 
is  just  one  of  many  natiu'al  compounds 
in  the  product — and  he  contends  that 
Merck's  real  concern  about  Cholestin  is 
that  it  would  compete  directly  with  an 
over-the-counter  vei-sion  of  Mevacor  that 
Merck  has  been  considering.  Such  a 
product  would  be  a  clear  rival  to 
Cholestin.  "It's  a  commercial  move  to 
protect  theu'  turf,"  he  says.  A  Merck 
spokesman  says  the  company  has  done 
some  preliminaiy  research  on  creating 
an  over-the-counter  version  of  Mevacor, 
but  no  decision  has  been  made. 
"BLOODY  WAR."  Certainly,  Merck  is  on 
the  defensive  in  the  $4  billion  market 
for  cholesterol-reducing  drugs.  Since 
Warner-Lambert  Co.'s  Lipitor  hit  15 
months  ago.  Merck's  Zocor  and  Mevacor 
have  lost  market  share:  Lipitor  lowers 
cholesterol  more  than  competing  prod- 
ucts at  the  same  dose.  Merck  is  fighting 
back  with  aggressive  sales  pitches, 
pointing  out  that  studies  show  Zocor 
prevents  heart  attacks  and  saves  lives 
in  patients  with  high  cholesterol  and 
heart  disease.  "It's  a  bloody  war,"  says 
Myron  Holubiak,  general  manager  of 
the  Pl.\Tnouth  Group,  the  consulting  aiTn 
of  health  research  firm  i.Ms  Health  Inc. 

And  it  could  soon  gi-ow  more  intense. 
On  May  27,  a  Merck  study  was  pub- 
lished showing  that  lovastatin  reduced 
the  risk  of  heart  attacks  in  patients 
with  average  cholesterol  levels. 

Merck  wants  to  make  sure  consumers 
will  buy  a  di"ug  rather  than  an  herbal 
remedy.  But  such  nostrams  are  soaring 
as  baby  boomers  seek  preventive  treat- 
ments. According  to  market-research 
firm  Packaged  Facts,  sales  of  vitamins, 
supplements,  anfl  minerals  in  the  U.  S. 
should  nccU'ly  double,  from  $(i..5  biUion  in 
1996  to  $12.3  billion  in  2001. 

While  Merck  fights,  some  rivals  are 
jumping  in.  Swiss  giant  Novartis  test- 
marketed  its  own  natural  product  for 
reducing  cholesterol  in  1997  and  this 
year  invested  .$3  million  in  Bionutrics 
Inc.,  wliich  makes  evolvE,  a  cholesterol- 
lowering  supplement.  .lohnson  &  .John- 
son hopes  to  hit  the  market  by  early 
1999  with  products  based  on  a  choles- 
terol-reducing ingi'edient  called  stanol 
ester,  which  it  licensed  from  Raisio 
Group  PLC  of  Finland. 

Whatever  the  fate  of  Cholestin,  diet 
supplements  will  remain  hot  commodi- 
ties. That  means  Merck  and  other  big 
players  will  have  to  decide  whether  to 
tiy  to  beat  them  or  join  them. 

By  Amy  Barrett  in  Philadelphia 


ENTREPRENEURS 

NO  LAUGHING  GAS 
MAHER 

A  dental-tech  startup  may 
have  hyped  its  numbers 

Last  year,  Colette  Cozean,  the  40- 
yeai'-old  chief  executive  of  tiny  Pre- 
mier Laser  Systems  Inc.,  was  tak- 
ing bows  all  over  the  media,  from  abc 
News  Good  Morning  America  to  BUSI- 
NESS WEEK,  for  a  new  laser  device  that 
her  company  promised  would  make 
"drilling"  cavities  painless. 

Now,  Cozean  is  reaching  for  the  novo- 
caine.  On  May  26,  xa.sdaq  halted  trad- 
ing in  Premier  after  shares  fell  to  4'/ — 
73%  off  their  high  on  May  9.  The 
company  faces  multiple  shai'eholder  law- 


bility  of  components  of  the  laser- 
interruption  that  hurt  sales.  But 
claims  the  problems  have  now  \ 
resolved. 

There's  another  issue  that  Cozean 
easily  dismiss.  Hemy  Schein  Inc., 
$1.5  billion  powerhouse  distributor  ii 
dental  business,  is  cuiTently  refusir 
pay  for  $2.5  million  in  lasers  that  Pre 
shipped  to  it  in  December.  Schein  cljSr 
in  a  press  release  that  it  never  se 
purchase  order  for  the  product  and 
er  received  an  invoice.  Premier  daii 
had  a  sales  agi-eement  with  Schein 
allowed  the  distributor  to  return 
product  only  if  there  were  quality  i 
lems.  But  with  no  piu'chase  order  o 
voice  to  back  up  this  assertion,  Pre 
says  that  it  may  have  to  write  of 
Schein  sales,  which  had  been  book( 
third-cjuailer  revenue.  "As  soon  as  w 
alized  theii-  undei-standing  and  ours 
different,  we  announced  the  possil 
of  a  wiite-off.  But  no  product^;  have 


LASER  LAG:  Were  market  and  manufacturing  potential  exaggerated 


suits  and  a  nasdaq  review.  Ernst  & 
Young,  its  wincing  audit  fii'm,  suddenly 
resigned,  just  weeks  before  the  compa- 
ny had  to  release  its  results  for  the  fis- 
cal year  ended  Mai'.  31.  Tlie  accountants 
also  rescinded  approval  of  the  Irvine 
( Calif. )-based  company's  1997  numbers. 

It  has  been  quite  a  reversal  of  for- 
tune for  Premier  Laser  since  last  May, 
when  the  U.  S.  Food  &  Ding  Adminis- 
tration enthusiastically  approved  its 
technology'  as  the  fii"st  laser  for  treating 
cavities.  Since  then,  the  lawsuits  allege, 
Cozean  has  inflated  the  stock  by  exag- 
gerating the  market  potential  of  her 
$39,000  product  and  her  company's  abil- 
ity to  produce  it.  Cozean  admits  ship- 
ments were  delayed,  because  of  initial 
complaints  from  dentists  about  the  dura- 


returned,  and  we  ai"e  trying  to  reif' 
payment  terms,"  says  Cozean.  ]k 

Can  Cozean  pull  the  company  (  c 
its  dive?  A  research  scientist  wh  a 
headed  Premier  since  it  was  spun  (  o 
Pfizer  Inc.  in  a  $10  milUon  manage  n 
buyout  in  1991,  she  is  dedicated  tq|e 
ing  the  company  through  its  tro 
She  took  it  public  in  1995  on  the 
of  patents  and  other  FDA-approved 
technology.  In  fiscal  1997,  sales  re^' 
$5.5  million.  But  the  company  has 
been  profitable:  Five-year  losses 
at  $21  milhon.  Tliis  year,  Cozean  d 
know  if  she  can  get  paid  for  $2.5  n 
of  lasers  and  has  no  auditors  tof^'! 
off  on  Premier's  results.  That's  a  civ 
no  dentist  can  fill. 

By  Kathleen  Morris  in  Los  A 


A  notepad  with  a  memory  chip? 

(LOOKS  LIKE  YOUR  NOTES  JUST  GOT  A  LOT  MORE  POWERFUL 
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BOOTING  UP 
AN  INTEL  SUIT 


THE   FEDERAL  TRADE  COM- 

mission  staff  may  be  ready 
as  early  as  June  3  to  recom- 
mend that  the  agency  bring 
antitrust  charges  against 
Intel.  According  to  sources 
familiar  with  the  ft("  probe, 
the  staff  may  ask  the  five- 
member  commission  to 
charge  Intel  with  using  its 
dominance  in  microproces- 
sors to  hurt  rivals.  The  staff 
is  likely  to  present  evidence 
that  Intel  withheld  chip  sup- 
plies and  technical  informa- 
tion from  Digital  Equipment 
and  Intergraph  after  the 
two  sued  Intel  for  violating 
their  patents.  Additionally, 
an  FTC  action  could  charge 
Intel  with  withholding  chips 
from  computer  manufactur- 


CLOSING  BELL 


BANK  HOLDUP 

The  wave  of  bank  megamerg- 
ers  should  be  a  boon  for  Die- 
bold,  a  top  maker  of  auto- 
mated teller  machines.  In 
theory,  banks  that  merge  and 
close  branches  will  order  new 
ATMs.  But  on  May  22,  Diebold 
said  second-quarter  earnings 
would  fall  short  of  analysts' 
projections  of  49?  to  50?  per 
share.  By  May  27,  its  stock 
was  at  30K,  down  23%.  Die- 
bold  says  merging  banks  are 
adding  ATMs  slowly  while 
they  sort  out  their  holdings. 
And  they're  spending  tech 
dollars  fixing  Year  2000 
glitches  instead  of  on  ATMs. 


MAY  27 
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ers  that  also  bought  chips 
from  Intel  rivals. 


BANKBOSTON 
PICKS  A  PLUM 

HOT  property:  BANKBOSTON  is 

about  to  announce  its  winning 
bid  to  buy  Robertson 
Stephens  for  about  $800  mil- 
lion, nearly  double  what 
BankAmerica  paid  for  the 
investment  bank  a  year  ago, 
soui'ces  say.  The  fu'm  went  on 
the  block  in  April  after  BofA 
said  it  would  merge  with 
NationsBank.  BankBoston 
edged  out  Credit  Suisse  Fu'st 
Boston,  PaineWebber,  and 
Dresdner  Bank,  sources  say. 
The  deal  would  furthei-  enrich 
Robertson  Stephens'  top 
execs,  who  got  a  $70  million 
retention  pool  when  they  sold 
out  to  BofA.  Now  BofA  may 
have  to  pay  up — and  Bank- 
Boston  may  have  to  pay  even 
more  incentives.  Robertson 
Stephens  and  BankBoston 
decline  comment. 


THE  WIND  BLOWING 
BOEING  OFF  COURSE 

ASIAN  ECONOMK'  WOES  ARE 

taking  their  toll  on  orders  for 
Boeing  747s,  the  company's 
most  lucrative  model.  Two 
Asian  carriers  have  backed 
out  of  1998  deliveries,  and 
more  may  follow,  so  Boeing 
executives  warned  analysts 
on  May  27  that  the  company 
may  downshift  747  produc- 
tion in  mid-1999.  "When  you 
talk  about  taking  out  12  of 
those  a  year,  it's  going  to 
have  an  impact  on  earnings," 
says  Merrill  Lynch  analyst 
Byron  Callan.  Asian  orders 
for  the  777  are  also  being 
deferred,  but  domestic  and 
European  airlines  are  picking 
up  the  slack  for  that  model. 

GATEWAY:  BUY  NOW, 
UPGRADE  LATER 

WHAT    ARE    THE  BIGGEST 

barriers  to  buying  a  person- 


HEADLINER:  DENNIS  KOZLOWSK 


GIMME,  GIMME,  GIMME 


Doesn't  Dennis  Kozlowski 
ever  relax?  On  Memorial 
Day,  Tyco  International's 
CEO  unveiled  a  deal  to 
buy  U.S.  Surgical 
for  some  $3.3  bil- 
lion in  stock. 
Tyco  has  swal- 
lowed some  20 
companies  in 
the  past  year 
and  about  100 
since  Kozlowski 
got  there  in  1992.  * 

It  may  seem  a  severe 
case  of  merger  mania.  But 
Kozlowski  only  chases  tar- 
gets that  will  strengthen 
Tyco  in  one  of  a  few  nich- 
es— from  security  alarms 
to  medical  supplies — and 
immediately  add  to  earn- 
ings. U.  S.  Surgical,  for 
instance,  will  make  Tyco  a 
$4.5  billion  player  in  med- 


ical supplies,  up  from  $100 
million  in  1993,  and  Koz- 
lowski says  he  can  cut  the 
company's  costs  by  $160 
million  in  three 
years. 

Thanks  to  all 
the  deals,  Tyco 
should  earn 
$1.8  billion  on 
sales  of  $15.8 
billion  in  the  fis- 
cal year  ending 
Sept.  30,  1999,  says 
Credit  Suisse  First  Bostor- 
analyst  Brian  Langenberg 
up  from  earnings  of  $419 
million  on  sales  of  $6.6  bil- 
lion last  year.  And  its  mar 
ket  value  now  tops  $31  bil 
lion,  up  from  $1.6  billion 
when  Kozlowski  took  ovei 
With  that  record,  he  can 
afford  to  take  July  4th  off 
By  William  Symom 


al  computer?  Consumers 
overwhelmingly  say  high 
cost  and  rapid  obsolescence. 
So  on  May  27,  Gateway  2000 
proposed  a  solution:  Con- 
sumers can  buy  its  PCs  on 
time  with  an  option  to 
upgrade  when  the  contract 
ends — like  leasing  a  car.  Dell 
and  Micron  have  programs 
for  consumers  to  lease  PCs. 
Compaq  and  IBM  have  them 
for  the  business  market.  But 
Gateway  aims  to  challenge 
Compaq  as  the  leading  home 
brand.  It's  a  battle  that  Gate- 
way wants  to  win  badly: 
Compaq  shipped  more  than 
twice  as  many  pes  as  Gate- 
way in  the  first  quarter  of 
1998,  says  Dataquest. 


A  LYME  VACCINE 
CLEARS  A  HURDLE 

GOOD  NEWS  FOR  SMITHKLINE 

Beecham:  On  May  26,  an 
advisory  panel  of  the  Food  & 
Drug  Administration  recom- 
mended that  the  agency 


approve  SmithKline's  v: 
cine  for  Lyme  disease.  I 
the  committee  urged  Smi 
Kline  to  continue  testi; 
raising  concerns  about  1 
extent  of  the  study  as  well 
the  possibility  that  diagn 
ing  the  disease  would 
more  difficult  in  patie 
who  had  received  the  v 
cine.  The  vaccine,  desig] 
using  new  gene  technolc 
must  now  be  approved 
the  FDA,  which  usually 
lows  the  recommendati 
of  its  panels. 

ETCETERA... 


■  Applied  Materials  will 
1,000  workers  due  to  Af] 
weakness  and  slow  ordei 

■  Entergy  CEO  Edwin  L| 
berger  is  leaving  in  the  wj 
of  poor  earnings. 

■  Former  Studio  54  owa 
Ian  Schrager  bought  twoii 
Manhattan  hotels  May  2  . 

■  May  Department  Strt 
hired  former  Caldor  CEO 
Clarke  to  run  Lord  &  Ta 
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lies  At  Hyatt 
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Stay  Just  Two  Times  To  Qualify 


TO  EARN  TRIPLE  MILES  ON  EACH  STAY 


•  Present  your  Gold  Passport  card/jccouiit  number  and  airluie 
frequent  tlyer  membership  card/account  number  at  check-in 

1,111  iviH  mi-nr  ihc  ^utihlanl  SOO  „nlc^  plu,  IJIIIII  boiiiis  iinlii  for  ,i  lohil  ,'l 


TO  EARN  QUADRUPLE  MILES  ON  EACH  STAY 


■  Present  your  Gold  Passport  card/account  number  and  airline 
frequent  flyer  membership  card/account  number  at  check-in 
•  Charge  your  stay  with  the  American  Express 
Card  and  request  the  American  Express  Card 
"bonus"  at  check-in 

Vmi  mil  mavc  ihc  sl,i,ul,ir,t  ilHI  imki  plus  1,51)11  Ihiiuis  miles  lot  ,i  total  of  JJHIII 


ith  Maximum  Miles  from  Hyatt,  you  can  earn  triple  miles  with 
participating  airline  partners  on  every  stay'  from  lune  1  through  August  31, 199S. 
Or  when  you  charge  your  stays  with  the  American  Express'  Card,  you  can  earn 
quadruple  miles  -  that's  2,000  miles  per  stay!  To  qualify,  simply  enroll  in 
Gold  Passport,  Hyatt's  worldwide  frequent  guest  program,  and  stay  two  times  at 
any  of  over  180  Hyatt  Hotels  and  Resorts  worldwide.  The  more  you  stay,  the  mor 
you  can  earn' 

Participating  Is  Easy 

■  Enroll'  in  Gold  Passport  and  receive  your  membership  account  number  to 
participate  in  Maximum  Miles  from  Hyatt 

■  Qualify  by  staying  just  two  times  |une  1  through  August31, 1998-you  willbe 
credited  for  all  your  stays  during  the  promotion,  beginning  with  your  first 
qualifying  stay 

■  Ask  for  the  American  Express  Card  "bonus"  each  time  you  charge  your  stay  with  the  American  Express  Card 

■  Hyatt  will  automatically  track  your  Maximum  Mili  s  bonuses  and  send  you  the  award  for  which  you  quality  after  October 

Gold  Passport  Membership 

Your  membership  will  begin  with  special  privileges  and  complimentary  benefits  designed  to  enhance  your  Hyatt  experience.  Enroll  now  to  see  how 
membership  makes  a  difference. 

Here's  Another  Great  Deal  From  Hyatt 

Save  up  to  50%  oft  the  published  room  rates  at  select  Hyatt  Hotels  in  Asia  from  |une  1  through  September  15, 1998,  and  receive  special  discounted 
rates  at  other  select  Hyatt  Hotels  and  Resorts  worldwide.  For  information  and  reservations,  please  call  1-800-233-1234. 

To  enroll  in  Gold  Passport 
visit  www.goldpassport.com  or  call  1-800-51  HYATT 


1998 


'  If  you  are  already  a  Gold  Passport  member,  you 
must  register  to  participate  in  the  promotion  via 
www.goldpassport.com  or  by  eaUmg  1-800-51  HYATT. 


For  reservations:  1-800-233-1234 


H  YATT 

GOIO  PASSPORT 


AMERICCUM 


Cards 


Urlines  participating  in  the  MAXIMUM  MiLES  from  Hyatt  promotion:  Aeromexico',  Alaska  Airlines,  American  Airlines'.  British  Airways,  Continental  Airlines,  Delta  Air  Lines.  Korean  Air.  Midwest  Express  Airlines, 
'Jorthwest  Airlines.  Passages  (Calhay  Pacific  Airways.  Malaysia  Airhnes  and  Singapore  Airlines).  South  Afiican  Airways.  Thai  Ainvays  International  TXVA^  United  Airlines  and  VSAinvays.  Aeromexico  Club  Premier' 
md  Passages  members  choosing  kilometers  for  their  stays  will  receive  ]  .000  kilometers  for  every  500  nnles/ciedm  awarded.  British  Airways  Exeaitive  Club'  U.K.  members  choosing  Air  Miles  for  their  sun  s  will  receive  50 
Mr  Miles  for  every  500  miles/credits  awarded.  Tlie  American  Express  Card  "botittses"  are  valid  on  all  participating  airlines  except-  American  Airlines'.  British  Airways  and  Northwest  Airlines. 


^0  qualijy,  you  must  enroll  in  Gold  P(is<port  and  record  a  nmiimimi  of  two  ijimlifying  stays  betv,-cen  June  I  and  August  M.  1^98.  You  must  also  provide  your  Gold  Passport  account  number  at  time  of  rcservatuui  and  chcck-m. 
'Oy  an  Eligible  rate  and  provide  your  airluic  frctjucnt  flyer  mmiber  at  check-in  when  choosing  miles/credits.  *Eligible  rate  is  any  hotel  published  room  rate  except:  airluie  employee,  travel  a^eiii  uhlusrrv.  mtaompany  or  Hyatt 
mployee  discount,  permanent  contract  and  hotel  contract  room  rates.  To  receive  the  American  Express  Card  "bonus",  you  must  also  charge  your  stay  with  the  American  Express  Card  and  mjiie^!  ihc  American  Lxprcss  Card 
bonus"  at  check-in.  Gold  Passport  members  must  choose  to  receive  only  one  of  the  following  benefils  for  each  stay:  Gold  Passport  points  or  airline  frequent  flyer  miles/credits  in  one  of  the  pari  lapatuii^  airline  progiams. 
fyou  choose  base  miles/credits  for  your  stays:  Tlie  bonits  miles/credits  earned  in  this  promotion  include  the  500  base  nules/credils  normally  earned  for  each  tjualih'W).;  Hyan  stay  m  which  nules/acdih  arc  chosen.  All  base 
'  liles/credits  earned  dunng  this  promotion  will  be  posted  to  your  airline  account  as  you  record  eligible  stays,  subject  to  normal  mileage  posting  procedures.  In  addition  to  the  biise  i nilesf credits  received,  afiei  October  15.  1998. 
ou  will  receive  your  M.mMVM  Mn.ES  award  certificate  for  the  promotional  bonus  miles/credits  for  which  you  qualify.  A  stay  is  defined  as  one  or  more  conseaitivc  nights  ul  Hyatt  Hotels  and  Resorts  worldwide:  back-todnick 
'  'ays  at  a  single  Hyatt  property  qualify  as  one  stay  Members  paying  for  multiple  rooms  will  earn  credit  for  one  room  only,  hi  cases  of  double  ocaipancy.  only  one  member  occupying  the  room  may  receive  aedil  toward  this 
romotion.  Award  stays  do  not  qualify'.  Eligibility  for  miles/credits  is  subject  to  the  terms  and  condiliom  of  the  chosen  airline program.  Award  Certificate:  A  single  award  lertificate  indicating  the  total  bonus  miles/credits  for 
'  'hichyou  qualify  will  be  sent  after  October  15,  1998.  Complete  award  terms  and  conditions  will  appear  on  the  award  certificate.  Hyatt  reserves  the  right  to  alter  or  withdraw  this  program  at  any  time.  77(is  promotion  15  •■ubicci 
Uhe  terms  and  conditions  of  the  Gold  Passport  program.  Tins  promotion  is  void  if  prohibited  by  local  law.  Other  restrictions  mav  apply  Hyan  Hotels  and  Resori.^  nuoinp.h^r.^  hoich  nuA  loorts  managed,  franchi^cd  01  opchiial 
y  two  separate  groups  of  companies  -  Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ©  1998  Hvan  Corp.  Aniencan  Anhtto  ;>  0  i:\;i>k'Yd  i',hl..>niiik  ofAmcricari.Airlines.  hi 
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Things  wo  ve  noticed  about  the  American  workplace: 

The  price  sure  as 
heck  better  be  risht. 


Bulk  anything 
Yon  get  a  lot 
for  a  better  price 


CASE  IN  POINT: 


Chevy  Malibu. 
You  get  a  lot  for 
a  better  price.  (Really 


Up  to  100  ()()()  miles  hefoi  e  its  first  tinieup;  -  More  rooni  for  five 
tlian  Ccimry,  Stratus  or  Contoin-.  -A  bigger  trunk  than  Taiu  tis. 
•  Lubed  for  lile  chassis  -The  bottom  line?  Trust  iis,  yoiill  love  it. 
•  1-800  FITET-OPerat ions  •  vvwva/. clicvroIet.com/i-nalibti 


Malibu. 


7  he  Car  You  Knew  America  Could  Build.  ^3fer  Genuine  Chevrolet 


1 


^Washington  Outlook 


)ITED  BY  OWEN  ULLMANN 


lOGIAL  SEGURin 
lEADS  FOR  WALL  STREET 


Vhen  "privatization"  smfaced  18  months  ago  as  a  way  to 
fix  Social  Security,  skeptics  dismissed  it  as  a  Mnge  no- 
tion peddled  by  right-wingers  out  to  dismantle  the 
!W  Deal's  gi'eatest  legacy.  But  no  one  is  shiiigging  off  the 
!a  anymore.  President  Clinton  and  Congi'ess  are  sched- 
'A  to  negotiate  a  long-term  funding  solution  for  Social  Se- 
ity  eai'ly  next  year,  and  then-  overhaul  almost  certainly  will 
;lude  private  savings  accounts  that  working  Americans 
1  invest  in  stocks  and  bonds. 

Pols  across  the  spectnam  are  climbing  on  board.  House 
eaker  Newt  Gingi'ich  (R-Ga.)  has  made 
vate  accounts  a  top  budget  priority.  A  bi- 
rtisan  commission  endorsed  them  on  May 
And  they  will  probably  be  a  hot  topic 
len  Vice-President  Al  Gore  chairs  a  Social 
curity  town  meeting  in  July. 
ULD  GAP.  What  has  shot  pei-sonal  accounts 
the  list  of  reform  options?  Two  things: 
;  bulging  budget  sur"plus  and  the  stark 
itrast  between  double-digit  stock-market 
ins  and  the  retirement  system's  puny 
%  return.  With  the  Treasury  expecting 
5  trillion  in  surpluses  over  the  next 
;ade,  Washington  sees  a  painless  way  to 
ince  private  accounts,  which  would  let 
rkers  control  a  portion  of  the  tax  money 
-hheld  from  paychecks  for  retirement. 
'I  see  lots  of  $6-  and  $8-an-hour  workers  managing  their 
n  retirement  funds,"  says  Senator  Bob  Ken-ey  (D-Neb.). 
rivate  accounts]  ai-e  what  the  American  people  ai-e  coming 
expect."  Kerrey  is  eyeing  a  2000  Presidential  bid  built 
und  the  idea  of  using  private  accounts  to  generate  wealth 
low-income  Americans. 

The  momentum  behind  privatization  womes  some  Clin- 
lites.  The  President,  who  is  hosting  a  June  4-5  White 
use  summit  on  retirement,  is  open  to  individual  accounts, 
t  Ti-easury  Secretary  Robert  E.  Rubin,  concerned  about 


KERREY:  An  issue  to  ride? 


the  effect  of  a  market  downturn,  is  still  cool  to  the  idea. 

Other  Clinton  advisers  fret  that  privatization's  rise  could 
trigger  a  liberal  counterattack.  Clintonites  are  anxiously 
awaiting  reform  plans  from  Senator  Edward  M.  Kennedy 
(D-Mass.)  and  House  Minority  Leader  Richard  A.  Gephardt 
(D-Mo.).  If  they  embrace  the  traditional  solution  of  shoiing  up 
Social  Secm-ity  vrith  payi-oll-tax  hikes,  they  could  tiuTi  reforni 
into  a  partisan  issue  in  the  fall  elections  and  sink  Clinton's 
hopes  of  cutting  a  deal.  The  White  House  is  also  watching 
whether  Democrats  will  rally  behind  the  option  of  letting  the 
government  invest  the  Social  Secuiity  tmst 
fund  in  stocks. 

While  the  opposition  has  been  ciuiet,  pri- 
vatizers  have  been  fleshing  out  their  plans. 
The  bipartisan  commission  of  pols,  business 
execs,  and  policy  wonks  proposed  divert- 
ing two  percentage  points  of  the  12.4%  pay- 
roll tax  to  individual  savings  accounts  for 
Americans  bom  after  1944.  Social  Security's 
basic  pension  would  gi'adually  be  tiimmed 
as  these  accoimts  take  over  a  growing  shai'e 
of  retirement  funding. 

The  plan's  weak  link:  a  steep  hike  in  re- 
tirement ages  to  help  close  Social  Security's 
funding  gap.  The  commission  would  raise 
early-retirement  age  from  62  to  65  by  2017. 
Full-benefit  retii'ement  age,  now  set  to  rise 
fi-om  65  to  67,  would  be  70  by  2029.  That's  "more  than  the 
public  will  stand  for,"  says  a  Clinton  strategist. 

Fights  over  details  won't  stall  privatization,  though.  Even 
the  American  Association  of  Retired  Persons  agrees  that  it  is 
likely  to  be  a  major  part  of  a  Social  Security  solution.  Of 
course,  reform  could  be  derailed  if  the  gop  pushes  for  too 
much  or  if  Democrats  resort  to  scare  tactics.  But  with  the 
head  of  political  steam  that  privatization  has  now,  it  is  likely 
to  be  the  engine  pulling  Social  Security  into  the  21st  century. 

By  Mike  McNmnee 


CAPITAL  WRAPUP 


GENTLER  CHECCHI 


I  Since  his  attack  ads  backfu'ed  and 
!^t  him  tumbling  in  the  polls,  former 
iprthwest  Airlines  Corp.  boss  Alfred 
,|  Checchi  is  going  positive  in  a  final 
I'l  bhtz  before  California's  June  2 
sjemocratic  primary  for  governor. 
]|iecchi  fell  from  first  place  to  third, 
:|cording  to  a  Los  Angeles  Times  sur- 
ety, after  he  aired  negative  commer- 
iBJs  targeting  opponents  Lieutenant 
overnor  Gray  Davis  and  Representa- 
ve  Jane  Harman.  So  Checchi,  who 
tay  vrind  up  spending  $40  million  of 


his  $700  million  fortune,  is  nmning  new 
ads  featuring  a  smiling  Al  eager  to 
hire  cops,  fix  schools,  and  create  jobs. 

AFREniNCFAiRCLOTH? 

►  First-termer  Lauch  Fau-cloth  of 
North  Carolina  has  replaced  New 
York's  Alfonse  M.  D'Ajnato  as  the 
most  vulnerable  Senate  Republican  in- 
cumbent of  '98,  say  GOP  insiders.  Party 
strategists  say  Faircloth  faces  a  formi- 
dable challenge  from  Democratic  nomi- 
nee John  Edwards,  a  wealthy  and  tele- 
genic trial  lawyer  who's  pumping  lots 
of  his  own  cash  into  the  campaign. 


A  BIG  BUNDLE  FOR  BUSH 

►  Texas  Governor  George  W.  Bush 
has  more  than  $13  million  on  hand  for 
an  expected  reelection  romp  against 
cash-strapped  Land  Commissioner 
Gany  Mauro.  But  that's  not  stopping 
Washington  lobbyists  from  throwing 
money  at  the  potential  Presidential 
candidate.  Bush  had  planned  a  June  18 
fund-raiser  at  a  private  Washington 
home  for  40  couples.  But  demand  for 
the  $5,000-a-plate  dinner  has  been  so 
great  that  it  has  been  moved  to  a  450- 
seat  hotel  ballroom. 
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SOUTH  KOREA 


CAN  KIM 
CUT  IT? 

The  hardest  reforms  remain  undone 


He  has  been  in  power  less  than  100 
days.  And  so  far,  President  Kim 
Dae  Jung  has  won  unadulterated 
praise  from  the  International 
Monetaiy  Fund  and  other  Westem  lead- 
ers for  preventing  a  total  collapse  of 
the  South  Korean  economy.  The  won 
has  stabilized  against  the  dollai'.  Thanks 
to  the  IMF's  $60  billion  bailout,  a  suc- 
cessful $4  billion  global  bond  offering, 
and  improved  export  performance,  the 
countiy  has  rebuilt  its  foreign  exchange 
reserves  to  $31  billion,  ft-om  $3.8  biUion 
in  December.  "Tliis  government  is  firm- 
ly determined  and  committed  to  re- 
forms," Kim  told  BUSINESS  week  in  a 
May  22  interview. 

The  question  is  whether  Kim  can 
push  those  refonns  thi-ough  before  an- 
other financial  crisis  enipts.  As  of  May 
27,  the  Korean  stock  market  had  lost 
12%  of  its  value  in  just  three  days  of 
trading.  Investors  know  Kim  is  trying, 
but  they  also  know  what  he's  up 
against.  The  Japanese  ai"e  signahng  that 
a  major  slide  in  the  yen  is  on  the  way. 
That  means  cheaper  competition  that 


could  stop  the  Korean  export  recovery 
in  its  tracks.  Meanwhile,  the  banks  are 
holding  $85  billion  in  problem  loans, 
credit  is  getting  scaix-e,  and  many  small 
companies  are  folding.  Joblessness  is  al- 
ready at  6.7%.  Suicides  have  reached 
an  alarming  average  of  about  25  per 
day — up  36%'  fi'om  a  year  ago. 
"TRICKY  GAME."  In  this  season  of  de- 
spaii;  any  politician  would  be  tempted  to 
loosen  credit,  prop  up  companies,  and 
backpedal  on  reforms.  Critics  already 
see  signs  that  Kim  is  feeling  the  pres- 
siu'e.  Especially  worrisome  is  the  gov- 
ernment's tacit  approval  to  save  Dong 
Ah  Group,  Korea's  lOth-biggest  chae- 
bol. Dong  Ah's  flagship  construction 
company  is  straggling  to  sei^vice  debts 
of  $3.5  billion — equal  to  its  entire  annu- 
al revenue.  A  ft-ee-market  purist  would 
let  Dong  Ah  go  under  But  on  May  21, 
its  creditors  agi'eed  to  $430  million  in 
emergency  financing.  Lee  Hun  Jai, 
chairman  of  the  financial  supervisory 
commission  overseeing  finance  reform, 
said  Dong  Ah's  failure  would  "cause  the 
collapse  of  the  financial  system." 


II  CO 

Tile  pievious  government  of 
Young  Sam  used  similar  logic  to  ? 
painful  measures  when  the  econ| 
started  to  slide  last  year.  One  re; 
says  Sogang  University  economics 
fessor  Kim  Pyung  Joo,  is  that  Jsn 
economic  policy  team  is  full  of  advii 
who  actually  designed  the  nation's  •n 
mand-and-control  economy  under 
military  regimes  of  Park  Chung 


OUR  ECONOMY  WILL  GATHER  FORGE' 


Kim  Dae  Jung,  the  76-year-old  Presi- 
dent of  Soiith  Korea,  faces  the  task  of 
trying  to  restructure  the  economy  fol- 
lowing the  Asian  financial  crisis  of 
1997.  The  challenges  are  enormous: 
Carporate  bankruptcies  are  soaring,  the 
jobless  rate  is  the  highest  in  16  years, 
atid  militant  unions  are  calling  for 
strikes.  But  the  longtime  political  re- 
former is  drawing  on  his  lifetime  of 
hardship — threats  to  hi^  life,  six  years 
in  prison,  aiul  10  more  either  uyider 
house  arrest  ar  in  exile — to  urge  his 
people  to  endure  the  pain  of  reform. 


Kim,  who  is  to  meet  vnth  Pret 
Clinton  during  a  June  6  state 
the  U.  S.,  spoke  with  Tokyo  Bi 
Chief  Brian  Bremner  and  Sec 
spondent  Moon  Ihlwan  at  the 
House.  Excerpts  follow: 

Q:  You  have  said  that  the  wai 
crisis  unll  be  over  by  the  end 
Are  you  sure? 

A:  The  big  pain  will  be  unem] 
as  banking  and  coi-porate  sect 
stractuiing  will  naturally  incr 
offs.  The  number  of  jobless  w 


Chun  Doo  Hwan.  "I  doubt  their 
:aKty  will  change  easily,"  he  figui'es. 

had  better.  A  dozen  banks  cannot 
;  international  standards  for  capi- 
idequacy  ratios.  That's  a  major 
ling  sign.  The  government  hopes  to 

a  wave  of  bank  mergers,  shore  up 
;urvivors'  capital  bases  with  bond  fl- 
ing, and  place  the  bad  loans  into  a 
ic  workout  fund.  That's  0.  K. — but 


only  if  the  chaebol  restiiictui-e  cU-amati- 
cally.  Othei-wise  they  still  won't  be  able 
to  pay  off  their  debts  to  the  banks,  the 
banks'  bad  loans  will  keep  mounting, 
and  sound  companies  will  be  stai-ved  of 
desperately  needed  credit.  If  the  bank- 
ing crisis  and  credit  cranch  are  not  re- 
solved soon,  the  economy  could  be 
pushed  into  a  "severe  depression,"  says 
Na  Dong  Min,  a  fellow  at  the  Korea 


CAPITAL  CRUNCH 
Seoul  plans  to  have  shaky 
banks  merge,  then  shore 
up  the  survdvors 

Development  Institute,  a  gov- 
ernment think  tank. 

To  be  fair,  the  government 
needs  to  move  gingerly.  "This 
is  a  tricky  game,"  says  one  se- 
nior Kim  adviser.  Push  too 
hard  to  restnicture  the  banks, 
and  the  resulting  upheaval 
could  trigger  a  massive  mn  on 
deposits.  And  Kim's  advisers 
insist  that  banks  getting  pubhc 
money  will  be  requii'ed  to  sack 
top  management,  cut  costs  ch'a- 
matically,  and  revalue  their 
loan  portfohos.  The  decision  on 
which  banks  will  merge  is  ex- 
pected in  July. 

HISTORIC  CHANCE.  PuUing  off 
such  major  change  in  an  order- 
ly way  is  going  to  take  plenty 
of  nei^ve  by  Kim's  government. 
The  outbreak  of  violence  dur- 
ing labor  demonstrations  on 
May  1  suggests  that  the  unions 
won't  yield  to  layoffs  without  a 
fight.  Yet  Kim,  a  survivor  of 
decades  of  conflict  with  the  Ko- 
rean Establishment,  is  some- 
thing of  a  fighter,  too.  This  set 
of  challenges  is  different  from  Kim's  po- 
litical struggles  in  the  past,  but  they 
will  require  the  same  kind  of  intensity 
that  has  sei'ved  him  so  well.  Hanging  in 
the  balance  is  his  legacy  as  the  man 
who  saved  Korea  from  economic  min — 
or  who  lost  a  historic  chance  to  change 
his  country. 

By  Brian  Bremner  and  Moon 
Ihlivan  in  Seoul 


niillion  to  1.6  million.  Unless 
wift  measures,  a  large  number 
nd  medium-sized  companies 
ipse.  As  reforms  take  on 
;  unemployment  rate  [now 
corporate  failures  will  in- 
le  government  will  make  ef- 
5al  with  unemployment  and 
nail  and  medium-sized  compa- 
I  will  also  explain  to  the  peo- 
:ey  vdll  have  to  endure  in- 
imporary  pains  for  the  sake  of 
future. 

the  economic  outlook  going 

look  at  the  situation,  not 
?  is  bad.  When  I  was  elected 


in  December,  foreign  exchange  holdings 
stood  at  $3.87  billion.  But  resei"ves  have 
now  reached  $31.4  billion.  We  could 
comfortably  increase  the  level  to  $40 
billion,  which  is  targeted  by  the  IMF. 
The  won's  exchange  rate  once  reached 
1,800  [to  the  dollar]  but  is  now  stabiliz- 
ing at  just  below  1,400.  Interest  rates 
once  soared  to  30%  but  have  since  fall- 
en to  17%.  If  we  pursue  restructuring 
with  strong  determination,  we  will  see 
more  globally  competitive  Korean  en- 
terprises. Oiu"  economy  will  gather 
force  from  next  year  and  could  achieve 
3%  to  4%  economic  growth  in  the  latter 
half  of  next  year. 

Q:  Are  you  satisfied  that  the  big  indus- 


trial groups,  the  chaebol,  are  moving 
quickly  enough  to  restructure? 
A:  I  believe  the  chaebol  have  begun 
pursuing  refomns  actively.  And  I  am 
confident  I  can  make  them  do  so.  Ini- 
tially, the  chaebol  were  unhappy  and 
uncooperative  with  the  government's 
pohcies.  But  now,  the  chaebol  are  con- 
vinced that  they  have  no  alternative. 
We  have  ah'eady  enacted  five  key  re- 
form issues  agreed  to  by  the  cliaebol. 
They  include  more  transparency,  an  end 
to  cross-loan  guarantees  among  cfmebol 
subsidiaries,  safeguards  to  improve  cor- 
porate financial  structures  by  strength- 
ening creditors'  monitoring  roles,  re- 
quirements to  specialize  in  profitable 
core  businesses,  and  making  business 


Intemation^tl  Business 


"  I  faced  death  five  times,  and  I  was  in  prison  for  six 
years ....  Overcoming  stress  has  been  my  life  story  " 


owners  legally  responsible  for  their 
management  decisions. 

The  chaebol  will  face  difficulties  in 
raising  funds  ovei'seas  and  in  finding 
joint-venture  partner's  unless  their 
business  activities  are  transparent 
and  their  financial  structui"es  are 
sound.  The  chaebol  have  started  sell- 
ing profitable  businesses  and  ai"e  ac- 
tively seeking  foreign  capital.  The 
tempo  of  corporate  sector  reform  has 
been  a  little  bit  slow,  though  not  too 
much.  It  will  accelerate. 


Q:  How  tough  are  you  prepared  to 
get  if  the  unions  increase  labor  un- 
rest and  resort  to  violence? 
A:  That's  a  difficult  one  to  answer. 
On  May  Day,  there  were  violent 
demonstrations,  but  they  were  not 
supported  by  the  people.  I  don't 
think  we  will  have  any  major  social 
unrest  so  that  everything  collapses. 
The  people  won't  allow  destractive, 
violent,  or  unreasonable  demands. 
Also,  I  think  the  unions  realize  that 
they  are  being  treated  differently  by 
this  government  than  previous  ones. 
We  allow  legal  demonstrations  in  an 
orderly  mannei".  While  we  don't  want 
strikes,  if  they  are  done  in  a  legal 
manner,  we  don't  object.  If  anything 


is  done  illegally  or  involves  violence 
and  threatens  law  and  order,  we  will 
act. 

Q:  You  have  just  announced  plans 
to  extend  $36  billion  to  lenders  to 
shore  2ip  their  capital  base  and  buy 
some  of  their  $85  billion  in  bad 
loans.  Is  that  enough? 
A:  By  freeing  banks  from  bad  loans, 
the  banks'  financial  structure  will  im- 
prove and  therefore  theii'  lending  ca- 
pabihty  will  strengthen.  Secondly,  to 


stop  small  and  medium-sized  compa- 
nies from  totally  failing,  we  plan  to 
increase  lending  to  them  by  either 
increasing  the  money  supply  or  ac- 
cepting a  fiscal  deficit.  Financial  insti- 
tutions can  no  longer  be  extending 
loans  recklessly.  The  people  and  the 
govei-nment  will  not  allow  banks  to 
behave  as  in  the  past. 

Q:  Jajxtn  is  entering  a  recession  a^id  tJie 
yen  is  iveakening.  Will  that  proloyig 
the  regional  contraction  and  pressure 
China  to  devalue  its  currency? 
A:  I  think  Japan  has  to  take  more 
drastic  measures.  I  think  they  will 
need  more  pressure  from  the  U.  S. 
There  is  also  the  possibility  that  the 


Chinese  currency  might  be  devalued 
That  is  something  we  can't  solve  by 
ourselves.  The  U.  S.,  as  the  world's 
strongest  economic  power,  has  the 
responsibility  to  solve  this  problem. 

Q:  What  are  your  expectations  for 
the  upcoming  state  visit  to  tfie  U.S., 
A:  For  the  first  time  in  50  years,  w( 
have  a  philosophy  of  pursuing 
democracy  and  a  fi"ee-market  econo- 
my. We  are  now  truly  allies  with  th< 
U.  S.  I  will  take  this  opportunity  to 
explain  what  we  are  doing  to  refora 
and  restructure  the  economy.  I  will 
explain  to  global  investors . . .  that 
they  can  now  aggressively  invest  in 
our  country. 

Q:  In  North  Korea,  it  looks  as  if 
Kim  Jong  II  will  finally  take  over  a 
President  after  leaving  the  post  va- 
cant since  his  father  died  in  199^.  L 
you  expect  any  cJiaicges  in  relations 
A:  Because  we  are  taking  a  veiy  ra 
tional  and  sincere  attitude.  North 
Korea  no  longer  needs  to  have  susp 
cions  about  us.  His  confirmation  as  ; 
the  President  will  help  stabilize  -j 
North  Korea's  system  and  have  a 
positive  impact  on  dialogue  betweer 
the  two  sides.  I  would  rather  seek 
steady,  step-by-step  improvement  ii 
our  relations  with  the  North  instead 
of  a  major  breakthrough. 

Q:  Fow'ye  been  through  a  lot  in  you 
life.  How  are  you  handling  the  stret 
of  running  a  counti'y  in  crisis? 
A:  As  you  probably  know,  I  faced 
death  five  times,  and  I  was  in  priso: 
for  six  years.  I  was  in  exile  or  hous 
arrest  for  10  years.  Overcoming 
stress  has  been  my  life  story.  How- 
ever, there  are  difficulties.  When  yc 
are  sentenced  to  death,  if  you  belie^ 
in  your  cause,  you  don't  feel  stress. 
Living  with  this  kind  of  economic  ci 
sis  is  difficult.  It's  something  you 
constantly  think  about. 

One  of  the  reasons  we  have  this 
crisis  is  that  we  didn't  practice 
democracy  and  the  free-market  sys- 
tem together.  If  we  had,  we  wouldr 
have  had  collusive  interests  betwee 
business  and  politics.  We  wouldn't 
have  had  a  government-directed 
economy  or  the  cuirent  crisis.  I  be- 
lieve that  I  was  right  all  along. 
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HABIBIE'S  FIRST  HURDLE: 
HOW  TO  FEED  THE  COUNTRY 

He  must  rebuild  a  distribution  system  wrecked  in  the  riots 


all  waiy  of  thi'owing  money  into  an  un- 
stable situation. 

The  magnitude  of  the  problem  is  im- 
mense. Across  the  countiy,  some  1,600 
public  mai'kets,  20  shoppmg  malls,  2,480 
small  stores,  and  thousands  of  tnacks 
used  to  move  the  goods  between  them, 
were  destroyed.  Jakaita's  main  Mangga 
Dua  distribution  center  covering  sever- 
al city  blocks  is  now  a  deserted,  bumed- 
out  shell.  All  the  consumer  goods,  food, 
and  clotliing  going  in  and  out  of  Jakaita 


Indonesia's  interim  President  B.J. 
Habibie  is  desperate  to  restore  confi- 
dence in  his  riot-tom  countiy.  In  his 
fii'st  week  in  ofBce,  his  son  Ilham  Akbai' 
and  brother  Jusuf  Effendi  resigned  from 
state-iwi  enteipiises  to  avoid  chai'ges  of 
nepotism.  Tlie  President  released  promi- 
nent dissidents  to  meet  demands  for 
political  refomi,  and  visited  ai'eas  rocked 
by  rioting.  Then  he  pledged  economic 
reforms,  meeting  senior  International 
Monetary  Fund  official  Hubert  Neiss 
to  renegotiate  a  suspended 
$43  billion  bailout. 

But  Habibie  is  only  just 
starting  to  scratch  the 
surface  of  a  more  funda- 
mental problem:  how  to 
feed  Indonesia's  200  mil- 
lion people  and  stave  off  a 
replay  of  the  food  and  fuel 
riots  that  forced  the  res- 
ignation of  President 
Suharto  on  May  20.  Many 
of  the  countiys  wai'ehouse 
districts,  tmck  depots,  and 
shopping  areas  were  de- 


1,600  public 
markets,  20 
shopping 
malls,  2,480 
small  stores,  and  thousands  of  trucks  were 
destroyed.  Food  prices  are  now  up  20% 

HABIBIE  VIEWING  THE  DAMAGE:  RECONSTRUCTION  MAY  COST  $1  BILLION 


stroyed  by  the  rampaging  mobs.  As  a 
result,  food  is  now  difficult  to  deliver 
and  in  short  supply,  and  what  is  avail- 
able costs  20%  more  than  before  mid- 
May's  riots. 

The  government  has  annoimced  plans 
to  rebuild  the  destroyed  ai'eas.  Tlie  proj- 
ect vrill  cost  at  least  $1  billion,  according 
to  the  State  Logistics  Agency  (Bulog), 
but  the  government  has  yet  to  figure 
out  how  to  pay  for  it.  Most  likely,  In- 
donesia vrill  have  to  try  to  find  interna- 
tional donors.  The  trouble  is  that  they're 


moved  through  Mangga  Dua,  so  the  dis- 
inption  is  huge.  Many  warehouses  at 
ports  and  in  Indonesia's  secondarv  cities 
suffered  the  same  fate.  Throughout  the 
ai'clupelago,  merchants  ai'e  on  theii'  own 
in  trying  to  get  their  products  to  cus- 
tomers. And  retailere  don't  know  who  to 
call  to  get  deliveries.  "The  truck  dri- 
vers are  afi-aid  their  tnacks  vrill  be  at- 
tacked . . .  [by]  people  who  steal  food," 
says  an  Indonesian  economist. 

Ironically,  Indonesia's  refusal  to  dis- 
mantle monopolies  despite  International 


Monetary  Fund  directives  is  proviii 
unlikely  benefit.  The  country's  foo(: 
tribution  monopolies  are  controlle' 
Suharto  buddy  Liem  Sioe  Liong's  I 
food  and  by  the  govemment-nm  B 
Previous  IMF  bailout  packages  had 
ulated  that  these  monopolies  be  opi 
to  competition.  In  the  current  c: 
however,  the  central  food  distrib' 
seem  to  have  the  best  chance  of  ri 
eiing  fi-om  the  disaster  and  getting 
to  Indonesia's  people.  That  means  t| 
cronyist  structures  could  well  ri 
their  clout. 

COAXING  THE  MERCHANTS.  Mul 

tional  coii^orations  that  do  not  wa: 
abandon  investments  in  Indonesi 
also  prepared  to  help  resume  food 
tribution.  Last  year,  Coca-Cola 
Indonesia  donated  potable  water 
its  10  bottUng  plants  to  drought-st: 
en  towns  in  central  Java.  Now, 
John  E.  Brady  says 
prepared  to  resume 
free  service  in  ord 
help  stabilize  price; 
bottled  water,  which 
skyrocketed. 

As  the  Jakaita  go 
ment's  reserves  dvd: 
the  role  of  internat 
donors  will  be  critical 
ficially.  the  govern: 
claims  net  reservei 
$14.7  billion,  but 
economists  think 
number  is  too  opti: 
Asian  Development 
and  World  Bank  o 
who  fled  the  countiy 
ing  the  rioting  ai-e  no' 
tiuTiing  and  just  be 
to  consider  how  to  rei 
lending. 

But  even  if  the 
warehouses,  and  m; 
are  rebuilt,  the  government  will 
the  return  of  ethnic  Chinese  merch 
who  have  long  managed  the  floi 
goods  to  markets  in  Indonesia.  B 
of  them  fled  to  Singapore  after  thej_ 
came  scapegoats  for  high  prices, 
the  government  wants  to  coax 
back. 

Those  who  see  Habibie  as  a  sto 
President  until  elections  can  be 
wonder  whether  he  can  muster 
credibility  required  to  get  funds  co 
in.  In  order  to  do  it,  he  will  net 
name  a  reputable  technocrat  to  co'^ 
nate  the  aid  effoit  fi'om  vai-ious  doff- 
But  he  doesn't  have  time  to  wast(iA 
food  continues  to  be  in  short  sujl 
the  cost  of  delaying  may  be  the  f'jsi 
dency  itself. 

By  Midmel  Sfian  in  Jaljfli 
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International  Business 


BRITAIN 


FOR  TONY  BLAIR.  IRELAND 
WILL  BE  A  HARD  ACT  TO  FOLLOW 

A  cooling  economy  and  EMU  pose  thornier  problems 


The  71%.  "yes"  vote  in  favor  of  the 
Northern  Ireland  peace  deal  on 
May  23  was  in  many  respects  a 
triumph  for  British  Prime  Minister 
Tony  Blaii".  Participants  in  the  peace 
talks  say  that  Blair's  role  was  decisive 
in  obtaining  the  agi-eement  in  the  fii'st 
place.  And  the  Prime  Minister's  per- 
sonal appeals  for  the  trust  of  the 
province's  Protestants  were  crucial  in 
shoring  up  sagging  support  for  the 
pact.  His  approval  rating,  in  the  70% 
range,  is  near  a  record  high.  Says 
Robert  M.  Worcester,  chairman  of  the 
London-based  mori  polling  organiza- 
tion: "Blair  walks  on  water." 

Well,  not  quite — although  Blair's  fii'st 
year  in  office  has  been  remarkably  suc- 
cessful. The  cautious  Blair  would  be  the 
fii'st  to  wam  his  troops  that  the  next 
couple  of  years  may  be  considerably 
tougher.  While  he  deserves  credit  for 
prudent  fiscal  moves  and  for  the 
progress  he  has  helped  achieve  on 
Northern  Ireland,  the  rest  of  Blair's 
agenda  is  not  so  far  along. 

Since  taking  office  last  May,  Blaii'  has 
staked  out  ambitious  goals.  He  wants  to 
help  the  chronically  unemployed,  decen- 
tralize power  to  Britain's  regions,  and 


restore  liis  countiy  to  leadership  in  Eu- 
rope. But  first  Blau'  will  have  to  weath- 
er an  economic  slowdow^^.  The  govern- 
ment's hope  is  that  Britain  will  get  a 
soft  landing.  Indeed,  the  consensus 
among  private  economists  is  that 
gi'owth  will  slow  from  last  year's  3.1% 
to  around  2%  this  year  and  1.5%  next. 

Still,  the  next  few  months  will  be 
nail-biters.  If  the  Bank  of  England,  in- 
dependent for  only  a  year,  doesn't  get 
monetary  policy  right,  Britain  could 
slip  into  recession,  raising  the  odds 
against  welfare-to-work  and  other  Blaii" 
initiatives.  And  lower  tax  receipts 
would  present  Blair  with  much  starker 
choices  between  fiscal  responsibility 
and  pledges  to  improve  education  and 
health  care. 

BUYING  TIME.  Economists  are  divided 
on  whether  short-term  rates,  now  at 
7.2.5%',  are  high  enough.  Hawks  such  as 
the  central  bank's  chief  economist, 
Mei'vyn  King,  wony  about  record-low 
4.8%  unemployment  and  February's 
4.9%.  wage  hikes.  But  Alison  Cottrell, 
chief  economist  at  PaineWebber  in  Lon- 
don, says  that  with  underlying  pince  in- 
creases nmning  at  only  2.2%.,  the  infla- 
tion dragon  may  be  dead.  "The  bank 


WORRIES:  A  recession  would  under 
mine  Blair's  ivelfare-to-ivork  plan 

may  be  fighting  the  last  war,"  she  s's 

Managing  Britain's  relations  with  u 
rope  could  be  even  trickier  than  o' 
seeing  the  domestic  economy.  It  is  i 
assumed  that  Britain  has  no  choice 
to  join  European  Monetary  Union, 
Blair  doesn't  seem  rushed.  He  w; 
the  Continental  powers  to  cut  taxes 
bring  their  labor  policies  more  in 
with  Britain's.  Otherwise,  he  won 
membership  in  emu  could  be  disasti 
for  British  competitiveness. 

Blair  also  wants  to  avoid  a  bittei- 
litical  fight.  According  to  polls,  Brit 
antagonism  to  emu  seems  to  be  sof 
ing.  But  it  is  still  haixl  to  imagine  th^ 
land  nation  giving  up  sterling  wtho 
stioiggle.  Another  wony  is  that  alig' 
Britain  so  closely  with  the  Confine 
agenda  could  put  the  country's  exten 
ties  outside  Eiu'ope,  including  those 
the  U.  S.  and  the  Commonwealth 
risk.  "Joining  emu  is  a  bigger 
for  us  than  for  others,"  says  Mic 
Hughes,  a  director  at  Baring  A 
Management  in  London. 

So  Blair  may  have  to  play  for  1r 
until  he  sees  the  right  opportunit; 
join.  In  the  interim,  he  must  con\ 
his  Continental  pailners  and  for^ 
corporations  that  Britain  is  still  pai 
the  European  mainstream.  Other' 
investment  in  Britain  could  diy  up, 
the  City  of  London's  preeminence  i 
nance  could  drift  aci'oss  the  Chai 
He  must  also  cooperate  with  the  cei 
bank  to  manage  the  increasingly  vol 
pound.  Too  low  an  exchange  rate  aga- 
the  new  eui'o  could  produce  a  pn 
tionist  backlash  on  the  Continent,  \' 
if  the  pound  moves  too  high,  it 
pressm"e  on  British  exporters.  The 
rent  rate  of  2.90  Deutschemarks 
poiuid  has  ah-eady  sent  the  British  i 
ufactui'ing  sector  into  recession. 

None  of  this  is  beyond  Blair, 
message  from  his  performance 
Northern  Ireland  is  that  he  can  l. 
big  risks  when  the  timing  is  right. 

But  the  stakes  are  liigher  in  Eun 
Blair  wiW  ultimately  gamble  his  pol 
career  on  the  hope  that  an  emei- 
generation  of  European  lea(k  i  > 
eventually  push  the  European  U  Ji 
more  in  Britain's  direction.  Ajid  he  Ji 
tiy  to  water  down  the  long-tenn  C  i- 
nental  goal  of  political  union  for  all  )• 
rope.  Some  supporters  envision  I  r. 
10  or  15  years  fi-om  now,  as  the  G  id 
Old  Man  of  a  vastly  changed  Eui-o  m 
Union.  In  the  meantime,  he  has  pi  .y 
to  do  on  his  own  turf. 

By  Stanley  Reed  in,  Loi  •n 


is  comfortable  in  the  conference  room, 
is  at  home  in  the  board  room, 
is  in  heaven  in  her  hotel  room. 


who  is  she  sleeping  with? 
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IS  HONG  KONG  HEADED 

FOR  A  SHOWDOWN  OVER  DEMOCRACY? 


1 


M 


I  aitin  Lee  is  in  no  mood  to  forgive.  The  chaiiTnan  of 
Hong  Kong's  Democratic  Paity  scored  a  huge  \ictoiy  in 
I  the  May  24  elections.  His  party  and  its  aUies  won  609^ 
of  the  popular  vote  for  the  Legislative  Council.  But  because 
populai'ly  elected  seats  comprise  only  a  thii-d  of  the  Council, 
Lee  will  remain  in  opposition.  And  he  has  no  intention  of 
helping  Chief  Executive  Tung  Chee-hwa  and  his  pro-China 
goveiTiment  as  they  face  a  moimting  sea  of  economic  prob- 
lems. "They  run  the  place,  we  don't,"  snaps  Lee. 

After  the  election,  Timg  is  weaker  than  ever 
His  nattu-al  allies,  the  pi-o-business  Libei-al  Pai*- 
ty,  failed  to  secui'e  a  single  one  of  the  20  di- 
rectly elected  seats.  The  party  remains  in  the 
Council  only  because  it  took  9  of  the  other  40 
seats  mostly  resented  for  business  and  pro- 
fessional organizations.  "This  [vote]  was  a  back- 
lash against  business."  says  economist  Michael 
E.  DeGolyer  at  Hong  Kong  Baptist  Univei-sity. 

Lee  and  his  supportei-s  claim  theii'  landsUde 
is  a  mandate  for  change.  They  want  all  60 
Council  seats  and  the  Chief  Executive  to  be  di- 
rectly elected  in  2000.  Tensions  \^"ill  rise,  as 
Htng  is  loath  to  act  quickly.  He  was  chosen  for 
his  job  by  a  small  coterie  of  pro-Beijing  appa- 
ratchiks, so  his  own  democratic  legitimacy  is 
weak.  He  has  spent  months  defending  clumsy 
moves  to  protect  Chinese  interests,  such  as 
exempting  Xinhua.  Beijing's  news  agency,  fi'om 
Hong  Kong  laws.  Besides.  Tung  is  stinggUng  to  deliver  on  his 
imphcit  contract  with  Hong  Kong's  citizens:  prosperity  in 
exchange  for  Umited  political  rights. 

ANGRY  VOTERS.  Indeed,  ordinaiy  votei*s  ai'e  getting  madder 
by  the  minute  as  Hong  Kong  is  sucked  into  the  vortex  of 
Asia's  imploding  economy.  UnemplojTnent  has  shot  up  to 
3.9%.  fi-om  just  2.49f  before  China's  takeover  last  July — a 
painful  level  in  a  city  with  few  benefits.  The  stock  market 
has  lost  all  its  gains  since  the  stai"t  of  the  year.  And  real 


LEE:  Opposition  landslide 


estate  prices  have  fallen  steeply,  between  '30'7c  and 
since  July. 

Woi-se  is  yet  to  come.  On  May  26.  Tung  warned  that  I| 
Kong  is  headed  towai'd  a  recession.  Local  businesses! 
now  gi-iping  that  stingj'  banks  ai-e  creating  a  credit  squl 
by  refusing  to  gi-ant  loans  because  of  soaiing  bad  di 
That  \\tI1  send  unemplo\Tnent  up.  Ah'eady,  about  2%  of  ■wj 
ei-s  still  with  jobs  ai"e  rated  as  imderemployed  and  likely 
on  the  streets  soon,  say  economists.  Hong  Kong  is  Id 
competitiveness  to  lower-cost  rivals  ai'ounq 
region.  Meanwhile,  the  labor  force  keeps  gj 
ing  as  Chinese  immigi-ants  pom*  in.  "We 
have  to  live  with  higher  tmemplo\Tnent  1 
long  time,"  says  Ian  Perkin,  Hong  Kong  i 
eral  Chamber  of  Commerce  economist. 

Tung  may  try  to  salvage  the  situgj 
through  economic  meastu'es.  He  may,  foi 
stance,  offer  retraining  progi'ams,  infrastf 
ture  spending,  or  industrial  developq 
schemes.  But  unless  he  implements  a 
vincing  progi'am,  says  economist  Joseph 
Cheng  of  the  City  University  of  Hong  K 
^1^^^  "he  will  come  under  tremendous  critid 
^^^^1  People  now  expect  the  government  tq 
^^^H  something." 

Tung  has  rigged  Hong  Kong's  political  I 
tem  so  that  opponents  such  as  Lee  can  nl 
have  real  power.  But  that  is  no  guard 
that  Ttmg  can  govern  effectively.  Even  with  a  iubber-stj 
legislatm'e  duiing  his  fu-st  year  in  office,  he  made  a  serij 
missteps.  He  is  flailing  as  the  local  economy  gets  singa 
Asia's  meltdown.  New  Legco  elections  in  two  yeai*s  give  f 
ics  eveiy  incentive  to  rail  against  Tung's  autocratic  pohj 
More  Hong  Kong  people  may  join  Lee's  demand  for  geiJ 
democracy  in  Hong  Kong  as  Tung  fails  to  deUver  oi| 
promises  of  prosperity  and  stabihty. 

By  Brvce  Einhom  in  Hong 


GLOBAL  WRAPUP 


RUSSIA'S  MESS  GETS  MESSIER 

►  Russia  plunged  deeper  into  econom- 
ic crisis  on  May  27  as  a  series  of  finan- 
cial blows  rocked  markets.  The  Cen- 
tral Bank  tripled  interest  rates,  to 
150%,  in  a  bid  to  reassure  investors 
and  head  off  a  run  on  the  nible.  Presi- 
dent Boris  N.  Yeltsin's  increasingly 
desperate  administration  ordered  oil 
companies  to  cough  up  millions  of  dol- 
lars in  back  taxes.  But  as  analysts 
called  for  an  inteniational  rescue 
package  to  stop  the  rot,  the  Interna- 
tional Monetaiw  Fund  was  holding  up 


a  S670  million  payment  due  to  Russia 
under  a  S9.4  billion  loan. 

Near  panic  reigned  in  Moscow  finan- 
cial mai'kets  as  the  government's  fund- 
ing W'oes  worsened.  In  one  shock,  the 
auction  of  a  75%  stake  in  state-owned 
oil  company  Rosneft  failed  to  di-aw  a 
single  bid  at  the  S2.1  biUion  minimima. 
Moscow  set  a  25%  premitun  over  the 
S1.6  billion  to  $1.7  billion  valuation 
made  by  Dresdner  Kleinwort  Benson. 
Later,  it  said  it  w^ould  be  ready  to  ac- 
cept a  lower  price  at  another  auction  to 
close  in  mid-July. 

But  the  government  is  struggling  to 


raise  cash  and  senice  domestic  deb* 
a  regular  basis.  For  the  thii-d  straig' 
week,  its  Treasury-biU  auction  failed 
i"aise  enough  to  roll  over  about  .S75Ci 
million  of  matming  debt.  The  Finani 
Alinistiy  said  it  had  to  buy  two-thu-i 
of  the  km  million  of  bills' sold. 

Russia's  pubHc  finances  ai-e  now  i 
\icious  downward  circle.  The  goven 
ment  can't  collect  enough  taxes  or  c 
spending  fast  enough  to  meet  condi 
tions  on  its  existing  niF  package.  Tl 
holds  up  loan  installments  that  couI< 
steady  the  situation  and  creates  an 
even  wider  financing  gulf  to  bridge, 
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VIVENDI.  COMMITTED  TO  MEETING  YOUR  LIFE'S  EVER-CHANGING  NEEE 

Vivendi  is  the  new  nanne  for  Compagnie  Generale  des  Eaux.  Its  role  has  grown  from  simply  providing  people  v\h 


Ei  'er  water,  to  providing  energy,  transport  systems,  waste  managennent,  construction  and  property,  commun- 
:ions  and  telecommunications.  In  other  words,  simply  to  improve  your  everyday  life,  today  and  tomorrow. 


World  leader  in  Envirn 
mental  Services  and  one  »f 
the  major  European  leadc: 
in  Communication  ai. 
Construction,  Viveni 
employs  220,000  people  - 
90  countries.  Its  turnoveris 
close  to  $35bn  and  its  n 


income  is  expected  to  exceed  $l.lbn  in  I  998.  Vivendi's  market  capitalisatiin 
is  close  to  30bn  (mid  I  998).  Vivendi  is  part  of  the  DJ  Euro  Stoxx  50. 

In  the  United  States  too,  Vivendi's  activities  are  every  day  helping  to  improve  i 
quality  of  life  for  millions  of  people  and  the  company  has  annual  sales  here  of  $2 

Air  &  Water  Technologies,  a  Vivendi  subsidiary,  builds  and  operates  water  ac 
waste-water  facilities  for  8  million  people  in  35  states,  including  Puerto  Rico.  Its  Mete 
&  Eddy  subsidiary  has  designed  and  implemented  the  Boston  Bay  depollution  program^ 

In  energy,  Vivendi  is  one  of  the  main  independent  electricity  suppliers  in  the  U 
Its  Sithe  Energies  subsidiary  operates  35  plants  in  several  states,  representing  a  gloa 
capacity  of  4,000  MW.  These  include  Boston  Edison's  plants  and  the  1,000 
Independence  plant  which  plays  a  part  in  the  lighting  of  Manhattan. 

In  the  Waste  Management  field,  Montenay  Onyx,  a  subsidiary  of  Vivendi,  operass 

i 

5  major  "waste-to-energy"  plants  in  North  America,  including  Dade  County  in  Florll 
the  most  important  one  in  the  US.  f 


Developments  to  Watch 
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SHEDDING  LIGHT  ON  DAMAGED  DNA 


ASSAULTED  BY 
radiation  or 
toxins,  pairs  of 
nucleotides  that 
form  the  nmgs 
of  ladder-like 
DNA  molecules 
can  bi'eak  (illus- 
tration). Some- 
times, the 
assault  is  delib- 
erate, as  when 
doctors  attack 
a  tumor  with 
radiation  or 
drugs.  Or  the 
harm  might  be  environ- 
mental and  lead  to  cancer 
or  birth  defects. 

To  better  measure  such 
damage,  scientists  at  the 
University  of  Alberta  and 
the  University  of  North 
Carolina  say  they  have  a 
new  assay  that  is  up  to 
100,000  times  more  sensi- 
tive than  existing  tests. 
They  mix  samples  of  dna 


BROKEN:  Fl 

cent  "tags" 


with  a  genetical- 
ly engineered 
antibody  that  at- 
taches itself  to 
radiation-dam- 
aged DNA.  Then 
a  second  anti- 
body is  intro- 
duced that  bears 
a  fluorescent 
tag.  This  mole- 
cule binds  to  the 
fu'st  antibody 
and  marks  the 
damaged  site. 
The  mixtui'e  is 
then  passed  through  fine 
glass  tubes  and  excited  by 
a  laser.  The  gi-eater  the 
damage,  the  more  light  is- 
sues from  the  illuminated 
samples.  By  using  differ- 
ent antibodies,  reseai'chers 
say  they  can  tailor  the  test 
to  recognize  gene  damage 
from  cigarette  smoke  and 
other  pollutants  as  well  as 
radiation.  □ 


uores- 
ivill  help 


FINGERPRINTS  FOR 
ONLINE  SECURITY 

DOUBLK-TIEKED  SECURITY 
technology  known  as  "public 
key  enciy]3tion"  can  keep  E- 
mail  messages  and  other  files 
safe  fi'om  most  prying  eyes. 
Based  on  complex  mathemat- 
ics, these  systems  enable 
message  senders  to  scramble 
messages  using  a  key  made 
public  by  the  intended  recip- 
ient. When  the  message  ar- 
rives, the  recipient  unlocks  it 
with  a  second,  private  key. 
But  there's  a  basic  problem 
with  this  method.  The  pri- 
vate key  is  generally  a  long 
string  of  numbers  that  is  not 
easily  memorized.  So  it  is  of- 
ten stored  somewhere  on  a 
computer  hard  drive,  where 
it  is  vulnerable  to  hackers. 

How  can  a  user's  private 
key  be  kept  both  handy  and 
secure?  Mytec  Technologies 


Inc.  in  Toronto  has  patented 
a  method  for  linking  the 
user's  private  key  to  his  or 
her  fingerprint.  A  scrambled 
image  of  the  user's  finger- 
print is  tied  to  the  code  that 
forms  the  private  key.  The 
results  are  stored  on  the 
user's  desktop  Vi\  portable 
computer,  or  palmtop.  To  ac- 
tivate the  key,  the  user  sim- 
ply places  one  finger  on  a 
small,  detachable  scanner. 
Only  a  coirect  match  will  un- 
scramble the  key. 

A  fingerprint,  by  itself, 
doesn't  contain  enough  data 
to  fimction  as  a  private  key, 
says  Colin  Soutar,  director  of 
research  and  development  at 
Mytec.  But  used  in  combina- 
tion with  existing  schemes,  it 
could  provide  secure  access 
to  the  office  network  or  pri- 
vate Internet  accounts.  It 
could  also  help  safeguard 
credit-card  purchases  on  the 
Web.  Paid  Judge 


irS  NOT  THERE, 
BUT  IT'S  NO  MIRAGE 

FOR    CLOSE    TO    ONE  YEAR, 

Seattle's  tiny  Micro  vision  Inc. 
has  been  shipping  an  unusual 
breed  of  head-mounted  dis- 
play to  high-paying  militaiy 
customers.  Known  as  a  vrd, 
for  virtual  retinal  display,  the 
gizmo  uses  a  laser,  special 
lenses,  and  a  liigh-speed  scan- 
ning mechanism  to  "paint" 
moving  images  directly  onto 
the  eye's  retina. 

Used  in  flight  simulations, 
the  VRD  enables  a  pilot  to 
study  maps,  pictures,  and 
computer-generated  images 
while  manning  the  plane's 
controls.  The  pilot  can  see  liis 
or  her  whole  environment 
through  a  clear 
viewing  lens  in  fi'ont 
of  one  or  both  eyes. 
At  the  same  time, 
the  pilot  can  study 
superimposed  digital 
images  that  appear 
to  float  several  feet 
in  front  of  the  vrd. 

Today,  the  light 
soiu'ce  for  a  fiill-color 
vrd  takes  up  most 
of  a  midsize  suitcase. 
The  scanners  and  DOUBLE 
optics  are  also  bulky,  may  soo 


But  Micro  vision  ceo  Ricli 
F.  Rutkowski  says  tht 
shrink  drastically  over 
coming  year  and  a  half, 
the  end  of  September,  - 
unveil  a  prototype  in  \\  \ 
the  scanning  assembly  wil 
etched  onto  a  sliver  of  sili 
measuring  0.5  cubic  ce 
meters — ^just  one-hundrc 
its  current  size. 

In  12  to  18  months,  I 
kowski  predicts,  today's  bi 
light  source  will  be  repla 
by  tiny  laser  diodes  or  li| 
emitting  diodes,  which  cc 
be  fabricated  along  with 
scanner  on  a  single  slie( 
silicon.  That  would  open 
consumer  applications,  s 
as  a  pop-up  lens  on  a  cell 
phone  for  videoconferenc 
on  the  fly. 


VISION:  Sleek  VRDs  like  1^ 
It  project  images  in  space 


A  NEW  WEAPON  AGAINST  CYSTIC  FIBROSI 

IN  1989,  WHEN  THE  GENE  THAT  IS  DEFECTIVE  IN  CYSTIC 

fibrosis  was  discovered,  scientists  hoped  to  treat  the  d 
ease  by  giving  patients  coirect  copies  of  the  gene.  Thii 
proved  difficult.  But  now,  there  may  be  a  promising  al 
ternative.  The  idea  is  to  coiTect  the  defective  protein 
made  by  the  gene  rather  than  the  gene  itself. 

The  faulty  protein  appeal's  in  about  1  in  3,300  Cau- 
casian biiths.  The  result  is  deadly.  Mucus  in  the  lungs 
thickens  and  becomes  a  breeding  gi'ound  for  bacteria.  B 
when  a  synthetic  compound  known  as  (T'X  binds  to  the 
protein,  the  protein  changes  shape  and  does  its  job  betti 

CPX's  benefits  were  spotted  in  the  early  1990s  by  cell 
biologist  Dr.  Harvey  Pollard,  then  at  the  National  Insti- 
tutes of  Health.  SciClone  Phannaceuticals  Inc.  in  San 
Mateo,  Calif,  licensed  the  drug  fi-om  the  nih  in  1996.  Ir 
tial  human  tests  show  that  CPX  is  safe,  and  more  trials 
are  planned.  "This  dnig  treats  the  basic  defect,  making 
a  veiy  exciting  candidate,"  says  Robert  Beall,  president 
of  the  Cystic  Fibrosis  Foundation.  John  Car 
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when  you're  looking  for  the  most 

outstanding 

^  solutions 

to  your 

outsourcin 

needs, 


there  are  only  two  companies 

to  consider... 

and  they've  just 

become 


one. 


The  leading  food  and 
facilities  management 
services  provider  to 
corporations,  health  care 
institutions,  higher  education 
and  school  systems  in  the 
United  States  and  Canada. 

mm 

1-800-763-3946  ext.  85445 


Sodexho  Marriott 


SERVICES 


xhomarriott.( 


"Marriott"  is  a  registered  trademark  of  Marriott  International,  Inc ,  used  pursuant  to  license  In  Match  1998,  Marriott  Management  Sewices,  a  former 
division  of  Marriott  International,  Inc ,  combined  its  operations  with  Sodexho  Alliances  in  North  America  ©  1 998,  Sodexho  Marriott  Services,  Inc 


PU  MIGHT  BUY  THE  IDEA 
IHAT  A  LOT  OF  SERVERS 
jiAN  DO  THE  JOB 
F  THE  NEW  S/390  G5  SERVER. 


I  BUT  THEN  YOU'D 

HAVE  TO  BUY 
A  LOT  OF  SERVERS. 


i 

(  IBM  S/390  PARALLEL  ENTERPRISE  SERVER  -  GEN ERATION  5" 

1  twice  the  power  of  its  high-end  predecessors,  the  new  CMOS-based  S/390  G5  enterprise  server  easily 
iies  the  largest  workloads.  It  supports  UNIX®  Java  and  hot  new  apps  like  SAP  R/3.  Baan*  PeopleSoft,  Oracle 
'  lications  and  Lotus®  Domino'  It  even  helps  reduce  cost  by  enabling  server  consolidation  And  all  this  can  be 
i  as  a  single  enterprise  system.  Looking  to  do  business  on  the  Net?  The  S/390  server  offers  Parallel  Sysplex" 
'  nology  with  unsurpassed  99.999%  availability  and  bulletproof  security  To  put  a  lot  more  server  behind 

enterprise,  visit  wvwvsS 90  ibm  com/g 5  IBM  S/390:  The  defining  standard  in  enterprise  computing. 

(  

(e-business  tools 

Inform^-tion  Technology 


SOFTWARE 


WHEN  THE  DEVIL  IS 
IN  THE  E-MAILS 

Casual  messages  can  come  back  to  haunt  you-in  court 


Bill  Gates  has  discovered  what 
CEOS  around  the  globe  are  just 
starting  to  gi'asp  about  E-mail: 
It  can — and  will — bite.  E-mail 
messages  dashed  off  years  ago  by  the 
Microsoft  Corp.  chairman  and  his  top 
lieutenants  now  figui'e  prominently  as 
digital  "smoking  guns"  in  the  Justice 
Dept.'s  landmark  antitioist  case  against 
the  software  giant.  Ti'ustbusters  say 
electronic  messages,  perhaps  more  than 
any  paper  document,  could  help  them 
prove  that  Microsoft  sought  to  crush 
competitors  and  monopolize  access  to 
the  InteiTiet.  "E-mail  discoveiy  has  got 
e\^eiybody  really  sci-ambhng,"  says  Nina 


Bondarook,  a  Microsoft  spokesperson. 

And  not  just  at  Microsoft.  As  more 
and  more  businesses  use  E-mail  to  rev- 
olutionize their  links  to  clients,  suppli- 
ers, and  customers,  they're  facing  a 
whole  new  Information  Age  challenge: 
how  to  take  advantage  of  vast  new 
levels  of  communications  without  get- 
ting flipped  up  by  the  informal,  candid, 
and  sometimes  inflammatoiy  missives  it 
can  foster.  Just  last  March,  for  exam- 
ple, Morgan  Stanley  Dean  Witter 
&  Co.  agreed  to  settle  a  discrimina- 
tion suit  brought  by  two  of  its  employ- 
ees. The  smoking  gun:  an  E-mailed 
joke,  playing  on  stereotypes  about 


African-American  speech  patterns,  at 
a  colleague  had  zapped  around  le 
office. 

This  could  be  just  the  beginnin; 
what  businesses  can  expect.  In  the  i 
two  years,  the  growing  use  of  E-m 
has  made  it  easier  for  workers,  clif 
disgiTuitled  business  partners,  and 
ulators  to  file  lawsuits  in  cases  alle; 
everything  from  sexual  discrimina 
to  stolen  trade  secrets.  Already, 
66  million  people  use  E-mail  in  I 
corporations,  and  that's  expected  to 
plode  to  100  million  by  2000,  accon 
to  International  Data  Corp. 

Combine  this  with  data  that  s 
many  companies  have  yet  to  recog 
their  E-mail  vulnerability,  and  it 
recipe  for  a  sui'ge  in  litigation,  exp 
say.  A  November,  1997,  survey  of 
corporate  human  resource  manaj 
found  that  barely  half,  or  52%  of 
companies  polled,  had  -wTitten 
cies  governing  E-mail  use — an< 
these,  only  a  quaiter  actually  \ 
enforcing  them.  Just  ol9( 
training  workers  in  appropi 
use  of  E-mail.  And  fewer 
»     roughly  15%,  are  treatingE- 
mail  the  same  way  they  do-  ' 
i|     per  documents  when  it  co 
to  saving  and  retrieving  ii 
mation.  Says  Bany  LawTt 
a  spokesman  for  the  Soc 
for  Human  Resource  Man 
ment,  a  trade  gi'oup  in  Ar 
ton,  Va.:  "We've  got  to  inst 
people,  fi"om  the  boardrooi 
the  mailroom.  but  I'm  not 
we're  there  yet." 
PURGES.  Indeed,  there  art;, 
rules  of  the  road  for  handlinjE- 
mail — yet.  Experts  say,  howf- 
that  until  guidelines  are  establi- 
the  best  advice  is  for  companie 
deal  with  E-mail  the  same  way  the 
paper — keep  important  material 
piu-ge  the  rest.  "About  the  best  yovi 
say  is  that  courts  don't  want 
E-mail  about  where  you  want  to  mt 
co-worker  for  lunch  today,"  says  Irjr- 
net  law  expert  Leo  L.  Clai'ke,  a  paiie 
at  the  Seattle  office  of  Gordon  &  Poie 
LLP.  "But  E-mail  that  helps  to  des(' 
new  product  development  or  an.' 
how  something  was  designed  mighb 
what  you  want  to  keep." 

But  how  long  must  you  keepit 
There  is  no  surefire  answer  there  e: 
ther.  Some  fli'ms  are  dumping  E-* 
every  30,  60,  or  90  days,  while  otir 
are  stashing  ever^ihing.  Some  coiJa 
nies  are  instead  printing  out  E-rlil- 
they  think  might  be  important.  ?u. 
even  paper  copies  may  not  be  adeq^f 
as  a  legal  record:  Printouts  don't  rc- 
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Zlaste  if  Smell 
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Speec/2 


X)afue 


Those  who  fly  First  Class  for 
the  price  of  Coach  share  a  very 
highly  developed  characteristic. 


It's  been  said  that  we  use  a  mere  10% 
of  our  brain  capacity.  Well,  not  if  you  fly 
ConnectFinst^"  from  Northwest  Airlines. 
With  ConnectFirst,  you  can  fly  First  Class 
for  the  price  of  Coach.  Pretty  smart.  Just 
purchase  a  full-fare  Ccjach  ticket  on  a 
qualifying  connecting  tlight,  and  receive 
an  automatic  upgrade  tcj  Fii'st  Class  upon 
making  your  reservation.  Plus,  an  jicldition- 
al  1.000  WorldPerks'  Bonus 
Miles  roundtrip.  So  call 
Northwest  Airlines  today 
at  1-800-225-2525.  book 
online  at  nwa.com,  or  caf 
your  travel  agent  and  ask 
about  a  ConnectFirst  fare. 
ConnectFirst.  First  Class.  Coach  Fare. 
And  1,000  WorldPerks  Bonus  Miles. 


NORTHWEST 
AIRLINES 


Travel  in  First  Class  using  -UP  fare  is  valid  in  most  but  not  all  domestic  markets  Reservations  m  First  Class  are  required 
Passenger  must  travel  in  First  Class  if  seats  are  available.  Offer  excludes  Airlmk.  Seats  are  hmited  Some  restrictions  apply. 
©1998  Northwest  Airlines.  Inc.  Northvi/est  recycles  enough  paper  products  m  one  year  to  save  over  6,87-^,000  gallons  of  water  O 


ConnectFirst" 


1-800-225-2525  /  www.nwa.com 


Information  Technology 


vide  enough  tracking  information  and 
can  be  taken  out  of  context. 

Deleting  E-mail  is  no  solution,  either. 
Backup  tapes  are  often  kept  that  con- 
tain infonnation  that's  been  sent  to  your 
electronic  trash  bin.  Moreover,  judges 
are  increasingly  ready  to  penalize  com- 
panies they  think  haven't  done  enough 
to  save  or  uncover  E-mail.  In  a  patent 
lawsuit  against  Sprint  Corp.,  the  com- 
pany was  penalized  for  "spoliation  of 
evidence" — for  not  keeping  E-mail  and 
other  documents  that  were  relevant  to 
its  business  practices. 

The  result:  Many  companies,  in- 
cluding Microsoft,  keep  much  of 
their  E-mail — with  no  way  to 


mine  computerized  data  in  litigation. 

Part  of  the  problem  may  be  that 
companies  simply  don't  know  where  or 
how  to  begin.  "What  E-mail  is  appro- 
priate? Wliat  isn't?  How  long  do  you 
keep  it?"  asks  Mary  Hodges,  a  spokes- 
woman for  the  Association  of  Records 
Managers  &  Administrators  Inc.,  a 
gTOup  of  more  than  8,000  industiy  and 
government  data  experts. 

Hodges'  gi'oup  is  scrambling  to  devise 


manage   it   all    Says   Bob  KEEPING  YOUR  E-MAIL  TROUBLE-FREE 

Williams,  president  of  Co-     _  .,,„        .^.^o  c  w     i-  •  i-  -.^ 

hasset  Associates  Inc   a      E-MAIL  POLICIES  Strict  policies  can  limit  a  company  s  expo- 
Chicago  consulting  firm:     ^ure  to  lawsuits.  The  Prudential  Insurance  Company  of  America, 
"Mv  clients  clescribe  the     fo^'  example,  tells  workers  their  E-mail  is  monitored  and  bars  trans- 
management  of  theii-  E-     mission  of  jokes,  pornographic  material,  and  other  nonbusiness 
mail   to   me  in   one  messages, 
word:  chaos.  Managing 
E-mail  is  just  not  hap- 
pening at  most  &'ms 
today,  and  it's  creat- 
ing enormous  risks." 

So  what's  keeping 
companies  fi"om  tack- 
ling the  E-mail  mon- 
ster? Part  of  the  prob- 
lem may  be  cultural. 
Companies  worry  that 
monitoring    E-mail  will 


STORAGE  GUIDELINES  Companies  should  develop  ways  to  sort  and 
store  important  messages  and  purge  the  rest.  With  the  volume  of  E-mails 
running  into  the  millions  per  month,  such  policies  are  critical  to  responsi- 


hosts  informal  meetings  with  emjoA 
ees  to  go  over  basic  use  guidelines 
tended  to  counteract  people's  na.x 
tendency  to  think  theu'  E-mail  is  en. 
dential.  "Despite  years  of  telling  vr 
ers  then-  E-mail  isn't  private,  we're.: 
seeing  the  kind  of  conversation 
used  to  take  place  by  the  water  c 
and  in  the  bathi'oom  and  over  lunci 
in  the  elevator  or  inside  someoneV 
vate  executive  office  now  taking 
via  E-mail,"  says  Howai'd  A.  Besst 
information  management  profess( 
the  University  of  California  at  Berl 
Other  companies  are  turnin 
software  for  help.  Citibank,  I 
heed  Martin,  and  General 
trie  have  installed  Ci 
Logics  Coi-p.'s  Secui'eD 
electronic  shredding 
gi-am  on  thousands  o 
top  computers  in 
field.  Others  ust 
shredders  with 
names  as  Secure 
Burn-It,  and  Ten 
tor     to  oblit< 
E-mail    that  t 


ble  record-keeping.  ^^^^^^ 

IN-HOUSE  TRAINING  Employee  training  on  proper  E-mail  use  can 
help  companies  prove  good  faith  in  court  contests.  Cohasset  is  devel- 
oping an  interactive  E-mail  education  program,  for  example,  that's 
modeled  after  software  used  to  train  Air  Force  fighter  pilots  how  to 
spot  trouble. 

MONITORING  SOFTWARE  New  programs  can  help  flag  inap 


them 


trigger  employee  complaints     propriate  E-mail,  such  as  offensive  jokes.  Hughes  Hubbard  & 
of  Big  Brother  in  the  work-      Reed,  a  New  York  law  firm,  is  developing  MailCop,  a 
place.  Tech  companies  especially       program  that  alerts  workers  with  flashing  on-screen 


Hughes  Hubbai 
Reed    LLP,   a  i 
York  law  firm,  i^ 
veloping  softwai'e  ( 
MailCop  that  uses  ; 
—    cial  intelligence  to 
warnings  over  wor 
computer  screens,  ale 
them  when  they  have 
ten  or  received  E-mail 


tend  to  view  their  open  E-mail 
environments  as  critical  to  theii-  ere 
ativity  and  are  loath  to  regulate  it  in 
any  way.  "E-mail  is  fundamental  to  the 
way  we  do  business,"  says  -Jeffi'ey  S. 
Raikes,  a  Microsoft  vice-president.  "I 
don't  think  twice  when  I'm  wiiting  E- 
mail.  In  fact,  if  I  start  looking  over  my 
shoulder  every  time  I  think  about 
putting  new  stuff  into  the  softwai'e,  then 
we'll  fail." 

The  cost  of  managing  E-mail  may 
also  be  an  obstacle.  Large  firms  can 
spend  months,  and  hundreds  of  thou- 
sands of  dollars,  setting  up  whole  new 
records  management  systems,  policies, 
and  organizational  structures  to  handle 
then"  gi'owing  E-mail  influx,  says  Inter- 
net law  expert  Clarke.  As  expensive  as 
that  is,  though,  it  may  be  cheap  com- 
pared with  the  alternative.  Some  ill- 
prepai'ed  companies  have  spent  upwards 
of  $1  million  or  more  to  comply  with  E- 
mail  discovery  requests,  according 
to  Joan  Feldman,  president  of  Comput- 
er Forensics  Inc.  in  Seattle,  a  five- 
year-old  company  that  helps  attorneys 


warnings  when  their  incoming  and  outgoing 
E-mail  may  be  in  violation  of 
company  policy 


national  standards.  Due  this  fall,  the 
guidelines  will  offer  ways  to  cope.  In- 
eluded  in  a  draft  copy  is  a  suggestion 
that  companies  might  "wish  to  destroy 
magnetic  media  on  which  E-mail  is 
stored,  in  order  to  preclude  the  reeoveiy 
of  highly  sensitive  deleted  messages" 
and  a  waiTiing:  "E-mail  systems  ai'e  sub- 
ject to  the  same  requu'ements  as  any  of 
the  other  records  of  an  organization." 
DIGITAL  GOSSIP.  In  the  meantime,  some 
corporations  are  turning  to  employee 
training  programs  and  drafting  their 
own  strict  E-mail  pohcies.  At  Piudential 
Insiu'ance  Co.,  for  example,  workers  ai'e 
prohibited  from  using  company  E-mail 
systems  to  share  jokes,  photographs, 
and  nonbusiness  infonnation  of  any  kind. 
The  company  enforces  the  policy  by  au- 
diting message  traffic.  Merrill  Lynch  & 
Co.  requires  each  employee  to  sign  off 
on  the  company's  E-mail  policy  and 


could  violate  company  mles. 
Carol  Basri,  executive  directo 
the  American  Coiporate  Counsel  . 
in  New  York:  "MailCop  is  like  h; 
your  mom  with  you,  right  there,  t< 
you  not  to  say  bad  words." 

There  is  an  added  incentive  ti 
stroy  supei-fluous  E-mail:  Without 
tine  message-purging,  some  comji 
find  their  computer  systems  clogg 
the  point  of  disraption.  A  Gallup  F. 
May  found  that  a  typical  office  w(i 
sends  and  receives  an  average  > 
E-mails  a  day.  "Multiply  that  by  ' 
workers,  and  factor  in  that  Idnd  o  - 
ume  for  a  month,  and  you're  ta 
about  a  majoi'  glut  here,"  says  Pan  - 
fo  of  the  Institute  for  the  Future 
Menlo  Park  (Calif.)  technology 
tank  that  commissioned  the  study. 

The  print  message  here:  If  co 
nies  fail  to  manage  theii-  electronic 
sages,  today's  digital  headaches  wi 
come  tomorrow's  migraines.  Jusu 
Bill  Gates. 

By  Marcia  Stepanek  )7i  Nc/''  " 
with  Steve  Hamm  in  San  Matm,  . 
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FHEY'RE  LINING  UP 
FOR  FLICKS  IN  THE  HOOD 

ew  theater  chains  are  building  in  the  inner  city-and  finding  plenty  of  business 


ompi 


t's  Saturday  night, 

and  the  new  theater 

is  jumping.  Movie 

patrons  mingle  in 
g  spacious  All  Deco 
)by.  The  concession 
ind  does  a  brisk  busi- 
ss  in  popcorn,  spicy 
t  dogs,  and  fruit  juice, 
istomers  duck  inside 
of  the  14  auditori- 
is.  Sinking  into  extra- 
ie  stadium  seats,  they 
;en  to  rhythm-and- 
les  jams  as  they  wait 
■  first-run  flicks  to 
rt. 

A  suburban  multi- 
X?  Trj'  again.  This  is 
viegoing  inner-city 
le,  on  Chicago's  South 
e.  Theater  companies 
:  heading  into  the 
Dd  to  build  giant  mul- 
lexes  targeting  the 
■ican-American  com.- 
nity.  Sony  Corp.  al- 
dy  has  a  deal  with 
iketball  great  Magic 
mson,  running  the- 
rs  in  Atlanta,  Hous- 
,  and  Los  Angeles, 
tional  Amusements 

is  building  a  big  cin-  DoR  Starks.  "No  ifs,  ands,  or  buts" 


AMBITION 


"I  want  to  be  the  first  black- 
owned  theater  chain,"  says  ICE  Theaters 


a  in  Brooklyn.  And 
of  the  most  ambi- 
s  effoits  so  far  is  ice 
iaters,  a  venture  of  Inner  City  En- 
ainment  Inc.  and  Toronto's  Cineplex 
son  Coip.  Last  fall,  ice  opened  tliree 
aters  in  Chicago  alone,  with  plans  to 
ti  in  foui"  more  cities  in  1999.  "I  want 
be  the  first  black-owned  theater 
in,"  says  Donzell  Stai-ks,  Inner  City's 
'.  "No  ifs,  ands,  or  buts." 
lis  timing  may  just  be  light.  Ai-eas 
ti  as  Chicago's  South  Side  haven't 
ti  a  major  movie  theater  built  in 
-ides:  Theater  developers  seeking  to 
and  followed  the  boom  of  subm"ban 
I  aping  malls.  But  with  little  room  for 
screens  in  that  crowded  market, 


ALISA  AND  DONZELL  STARKS 


chains  are  looking  elsewhere  for  growth. 
And  what  they  have  foimd  is  a  sm'ge  in 
moviegoing  by  Afiican  Americans.  Since 
1993,  blacks'  movie-ticket  sales  have 
leaped  49%,  to  $575  million  a  year,  re- 
ports Target  Market  News.  Ticket  sales 
overall  duiing  that  time  gi-ew  just  20%, 
to  $5.8  biUion. 

"DEAL  JUNKIE."  Those  numbers  have  the 
big  chains  revisiting  ui-ban  sites.  Cineplex 
Odeon,  whose  310-theater  chain  is  No.  3 
in  North  America,  started  researching 
neighborhoods  in  CMcago  two  yeai-s  ago. 
But  to  plimge  into  the  new  project,  CEO 
AUen  Kai-p  wanted  a  paitner.  "We're  not 


trodding  upon  someone 
else's  pattern  that's 
proven,"  he  says. 

Enter  Donzell  and 
Alisa  Stai'ks,  a  husband- 
and-wife  team  hoping  to 
parlay  their  back- 
grounds in  investment 
banking  and  marketing 
into  building  their  own 
business.  Donzell,  a  self- 
described  "deal  junlde," 
had  spent  several  years 
managing  the  Bank  of 
Montreal's  Southem  Cal- 
ifornia office.  Alisa,  a 
marketing  veteran, 
headed  the  African- 
American  division  of  bds 
Marketing,  creating 
black-oriented  promo- 
tions for  companies  such 
as  McDonald's  Coip.  and 
RJR  Nabisco.  Inspired 
by  the  success  of  Los 
Angeles'  Baldwin  The- 
ater, a  one-screen  house, 
they  focused  on  the  the- 
ater business.  And  re- 
calling theii'  own  experi- 
ences watcliing  theaters 
in  black  neighborhoods 
close,  they  targeted  the 
inner  city.  "We  want  to 
see  Fomst  Gump,  too," 
says  Don  Starks. 

The  Starkses  pro- 
posed teaming  with  Cineplex.  They 
would  develop  the  $45  million  project, 
overseeing  the  financing,  construction, 
and  marketing  of  tliree  giant  theaters, 
while  Cineplex  Odeon  would  operate 
their  34  screens.  Cash  was  raised  from 
GE  Capital  Corp.  and  Chicago's  South 
Shore  Bank,  vrith  help  from  D.  H.  Bi-ush 
&  Associates,  a  Cliicago  investment  bank 
where  Don  Starks  once  worked.  New 
sites  are  in  the  works.  Next  year,  ice 
plans  theaters  in  Baltimore;  Charlotte, 
N.  C;  Dallas;  and  Gan',  Ind. 

It  is  ciTicial,  say  the  Stai'kses,  not  only 
to  build  in  the  right  neighborhoods  but 
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also  to  mai'ket  to  the  local  African-Amer- 
ican community.  The  Stai'kses  pereuaded 
Cineplex  to  give  the  ICE  logo  prominence 
on  theater  marquees,  for  example, 
telegi'aphing  to  moviegoers  that  their 
theaters  are  special.  Other  details  in- 
clude using  urban  radio  stations  to  pro- 
mote films  and  featuring  Southern  fa- 
vorites such  as  Louisiana  hot  links  at 
concession  stands. 

But  the  most  high-profile  marketing 
effoi'ts  ar-e  the  ones  ice  has  arranged 
with  prominent  African-Americans  in 
Hollywood.  For  the  gi'and  opening  of 
one  ICE  theater  last  November,  the 
Starkses  and  Cineplex  officials  wanted 
to  give  a  special  screening  of  Amistad, 
Steven  Spielberg's  film  about  a  gi'oup  of 
slaves'  fight  foi-  freedom.  To  get  a  com- 
mitment from  DreamWorks  skg,  the 
movie's  studio,  Alisa  Stai'ks  sent  a  letter 


hoops  drama.  He  Got  Game,  Nike  li. 
came  to  an  ice  theater  and  set  upa 
panel  discussion  including  Lee  anda 
gi-oup  of  Chicago  basketball  legends,  t 
was  "a  match  made  in  heaven,"  s; 
Mai-va  Mack,  Nike's  regional  brand  m;- 
agen  "We  could've  had  it  anywhere.  It 
we  were  trying  to  be  more  a  part  of  t- 
community." 

The  question  is,  how  many  comn 
nities  can  black-owned  theaters  ser^ 
Competitor  Magic  Johnson  Theat< 
(MJT)  has  shown  the  expansion  road 
not  always  smooth.  The  rollout  of  ii 
theaters  has  not  gone  as  quickly 
planned.  m.jt  officials  cite  difficulties 
finding  real  estate  that  fits  the  cost 
rameters  set  with  partner  Sony  Coi 
which  controls  50%  of  the  venture, 
hopes  to  avoid  similai'  blocks  by  own 
its  land  and  equipment;  it  sim 


Packing  the  House 

What  black-owned  movie  theaters  are  doing  to  attract  a  crowd 


HOLLYWOOD  HELP 


Moguls  such  as  Spike  Lee  and  Amistad  producer 
Debbie  Allen  attend  premieres  and  panel  discussions  with  moviegoers 


SOUL  FOOD 


I  Concession  stands  stock  more  than  standard  popcorn  and 
sodas,  adding  Southern  favorites  such  as  hot  links  sausage  and  popcorn 
shrimp 


SCREEN  SAVERS 


Alongside  first-run  movies,  films  targeted  to  African- 
American  audiences,  such  as  Soul  Food  and  Follow  Me  Home,  get  longer  rur 
and  special  promotions 


explaining  that  the  black-owned  theaters 
wei'e  seizing  the  Afiican-Amencan  com- 
munity. "As  soon  as  I  saw  the  letter,  I 
knew  that  it  was  the  right  thing  to  do," 
says  Debbie  Allen,  the  film's  executive 
l^roducer.  "I  said  'Cliild,  when  is  it?  I'U  be 
there.' "  The  film  played  to  a  packed 
house. 

HOOP  HOOPLA.  Such  star  power  has 
helped  the  Starkses  hit  pay  diit.  Their 
biggest  site,  a  14-screen  theater  in  Chica- 
go's Chatham  neighborhood,  is  among 
the  top  three  highest-gi'ossing  locations 
of  Cineplex'  47  Chicago  outlets.  ICE  offi- 
cials say  theu'  theaters  rank  in  the  top 
25%  of"  ticket  sales  for  Cineplex'  1,600 
U.  S.  screens. 

Success  is  also  attracting  a  level  of 
attention  ft"om  national  marketers  that 
few  theaters  can  boast.  Big-name  cor- 
porations are  clamoring  to  sponsor 
events.  For  a  screening  of  Spike  Lee's 


contracts  out  the  operating  rights 
Cineplex. 

Another  potential  obstacle  is  brewij. 
in  the  headquarters  of  the  corpoite 
partners  of  both  ventures.  Cineple: 
in  the  midst  of  a  merger  with  So 
Loews  theaters.  Would  the  merged  cIji 
support  both  ICE  and  mjt?  Neither  cMr 
will  say  for  sm"e.  But  the  Starkses  Ym 
prepai'ed  for  the  possibility:  They  havifi 
nancirig  to  build  the  next  four  sites  wfli- 
out  Cineplex  if  necessary,  althoug'  it 
would  mean  seciu-ing  a  new  partneltc 
operate  the  sci'eens.  : 

Industry  watchers  say  if  they  b|Bi! 
it,  movie  fans  wiD  come.  "The  urban  ilnr- 
kets  ar-e  under-screened,"  says  AlajS. 
Gould,  an  analyst  at  Gerai'd  Klauer  lat- 
tison  &  Co.  Meanwhile,  the  handfuhu 
there  will  continue  sei-ving  up  fii-stu 
movies.  With  a  touch  of  soul. 

By  Roger  0.  Crockett  in  Chiifgo 


Since  1993,  blacks'  movie-ticket  saI(S 
are  up  49%,  vs.  20%  overall 


Iports  Business 


OCCER 


fHE  REAL  MATCH 
WON'T  BE  ON  THE  FIELD 

ith  the  World  Cup  about 
I  begin,  two  powerful 
rces  are  struggling  to 
mtrol  professional  soccer 


11  h 


he  16th  World  Cup  opens  in  Paris 
on  June  10,  and  France  will  be 
throwing  a  monthlong  party.  It 
has  spent  $1.5  billion  to  rebuild 
diums  and  construct  new  train  lines 
the  more  than  2.5  million  fans  ex- 
ited to  attend.  And  with  a  projected 
billion  TV  viewers  (cumulative), 
st  of  the  planet  will  be  watching. 
3ut  perhaps  the  most  impor- 
t  match  for  professional  soc- 
will  take  place  two  days 
ore  the  games  begin,  at 
Dnference  center  on  the 
ft  Bank.  The  players 

0  will  square  off  are 
dly  lithe  20-year-olds.  Joseph  Sepp 
,tter  and  Lennart  Johansson  are 
ff-footed,  round-bellied  sixtysome- 
igs  vying  for  the  presidency  of  the 
leration  Internationale  de  Football 

iw^i  ;n.  (FIFA),  the  powerful  organization 
t  controls  global  soccer. 
'IFA  sets  the  game's  mles  and  owns 
World  Cup.  Nearly  broke  two 
ades  ago,  it  has  parlayed  World  Cup 
and  marketing  rights  into  an  annual 

1  flow  exceeding  $1  billion.  Brazil- 
Joao  Havelange,  fifa's  cuirent  pres- 
it,  jets  around  the  world  like  a  head 
itate,  bragging  that  global  football 
erates  annual  sales  of  $250  billion, 
till,  this  gigantic  and  fast-gi'owing 
Jrprise  is  under  increasing  pressure, 
auctions  of  broadcasting 
its  are  controversial.  Bit- 
competition  between  the 
nch  hosts  and  fifa  plague 
1998  Worid  Cup  market- 

'  progi-am.  And  the  method 
Clii|ielling  Woi-ld  Cup  tickets 

left  milhons  of  fans  bitter  and  dis- 
sfied.  "We're  at  a  turning  point," 
;edes  Alasdair  Bell,  a  lawyer  who 
'esents  Johansson.  "Either  soccer 
irms  itself  as  the  world's  No.  1 
"t — the  only  example  of  mass  popu- 


SPECIAL   ADVERTISING  SECTION 


Making  the  Claiins 
Process  Less  Traumatic 


GAB  ROBINS  USES  A  COMBINATION  OF  HOT  NEW 
TECHNOLOGIES   AND   OLD-FASHIONED  HUMANITY 
TO  IMPROVE  CLAIMS  PROCESSING  FOR  CLIENTS 


A vicious  storm  decimates  a  cit}'  in  the  Southeast.  Hundreds 
of  people  are  injured,  thousands  are  homeless.  On  televi- 
sion broadcasts,  announcers  intone  damage  estimates  in 
the  tens  of  millions.  People  are  tired,  disoriented  and 
frightened.  Many  companies  and  indi\-iduals  know  that  the\-  ha\e 
excellent  insurance  policies  that  will  enable  them  to  rebuild  their 

li\cs.  What  scares  them  is  the  claims  damaged  propert)-  or  meet  with  injured 
process  —  filling  out  forms,  working    people,  our  professionals  use  technical 


whh  adjusters,  tn'ing  to  put  a  value  on 
\\  hat  they  have  lost. 

"We  are  in  business  to  make  it  as  easy 
as  possible  for  individuals  and  compa- 
nies who  have  been  through  an  unfortu- 
nate event  to  get  on  with  their  lives, 
says  David  McGirr,  President  and  Chief 
Executive  Officer  of  GAB  Robins  North 
America,  Inc.,  a  Parsippany,  New  Jersey- 
based  leader  in  claims  adjusting,  inspec- 
tion, health-care  management,  and  risk 
management  ser\'ices  for  insurers  and  self- 
insured  companies.  "When  they  inspect 


expertise  acquired  from  years  of  experi- 
ence and  training.  But  they  are  also  empa- 
thetic  —  they  understand  the  personal 
trauma  in\'ol\'ed  and  are  sensitive  to  it." 

Cutting  Edge  Technologies 
To  enhance  the  human  touch,  GAB 
Robins  is  deploying  cutting-edge  claims 
management  techniques  that  use  a  vari- 
ety of  technological  innovations  to 
reduce  claims  processing  time  and 
speed  payments.  For  example,  one  solu- 
tion developed  for  insurance  carrier 


EDI-enabled  customers  can  get  claim  assignments  routed  to  the 
closest  CAB  Robins  claims  office  in  as  little  as  five  minutes 


BEFORE  EDI 


Carrier  claims  office  person  references 
31-inted  directory  to  locate  CAB  Robins 
office  closest  to  location  of  claim 


Carrier  claims  person 
phones  or  faxes  claim 
assignment  to  that  office 


At  GAB  Robins  claims  office, 
clerical  person  inputs  information  - 
into  CAB  Robins'  Automated  Claims 
Information  System  (ACIS'") 


Manager  assigns 
claims  adjuster 


AFTER  EDI 


Carrier  claims  office  person  inputs  claim  assignment  Manager 

information  at  PC.  —  this  is  automatically  routed  via   ►   ^  assigns 

EDI  connection  to  GAB  Robins' ACIS  system;  assign-  claims 
ment  is  automatically  routed  to  closest  claims  office  adjuster 


clients  uses  Electronic  Data  Interchan 
(EDI)  to  automatically  route  clair 
assignment  information  to  the  ge 
graphically  closest  claims  office.  "Tl 
system  dramatically  shortens  the  peric 
of  time  it  takes  to  get  an  adjuster  to 
scene,  '  says  Barbara  de  Simone,  ci 
romer  interface  analyst  at  GAB  Robir 
"An  important  side  benefit  is  that 
eliminates  the  kind  of  data  degradati' 
that  occurs  when  inform.ation  is  enter 
multiple  times. 

Technology  has  also  been  used 
shorten  claims  processing  time  once 
justers  are  in  the  field.  Estimating  softwj 
helps  to  determine  repair  or  replaceme 
cosrs.  Digital  ph 
tographs  of  dai 
aged  properties 
be  e-mailed  to 
claims  processi 
center  in  minut 
Damage  asse; 
ments  are  dictat 
directly  into  sor 
insurers'  reporti 
systems.  McG 
says  GAB  Robi 
is  already  expe 
menting  with  using  voice  recognit 
sofuvare  that  could  speed  up  the  clai 
process  even  further. 

"People"  Technology 

But  GAB  Robins  innovates  in  "peop 
technology  too.  The  organization 
developed  a  rent-an-adjuster  progr; 
that  allows  a  carrier  to  "plug  in"  a  skil 
group  of  adjusters  when  their  in-hoi 
claims  organization  becomes  sh« 
handed.  "Our  adjusters  are  constan 
undergoing  technical  training,  and 
specialists  in  evaluating  a  wide  variety 
injuries  or  losses,"  says  McGirr.  "Tl 
have  tremendous  deprh  of  experience 
draw  from.  But  above  all  they  value 
human  relationships  that  they  bui 
They  form  a  parrnership  with  insurai 
carriers  and  self-insureds  that  they  w( 
for,  and  they  are  sensitive  to  the  needs 
those  who  have  suffered." 

Clara  Van  Hast,  a  New  York-based  wri 
reports  frequently  on  insurance  and  r 
mayiaoement. 


David  McGirr, 
President  and  CEO 
of  GAB  Robins 
North  America,  Inc. 
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EMERGENCY  PROCEDURE 


V/HEM  A 
rORMADO 
HITS: 


FUND  SHELTER.  HOLD  OM. 
PROCESS  CLAIMS  OUICKLY. 


When  disaster  strikes,  GAB  Robins  is  ready  to  serve  your  need 
for  rapid  response.  By  customizing  communication  links  for  your 
claims  process  and  technology  environment,  we  can  route  a  claim 
assignment  electronically  to  one  of  more  than  600  local  GAB 
Robins  offices  -  even  to  our  mobile  Catastrophe  unit.  So  when 
disasters  do  strike,  we  can  get  a  skilled  adjuster  on-site  and 
get  you  the  information  you  need  to  resolve  a  claim  quickly. 
Questions?  answers@gabrobins.com  or  call  888.888.4242 


GAB 

Robiiis. 
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Sports  Business 


lar  entertainment  not  dominated  by  the 
U.  S. — or  it  self-destincts." 

The  Blatter-Johansson  election,  con- 
sidered too  close  to  call,  will  do  much  to 
determine  soccer's  commercial  future. 
Blatter  is  largely  seen  as  a  proxy  for 
the  Old  Guai'd  that  wants  to  hang  on  to 
soccer's  traditional  stiucture,  while  Jo- 
hansson represents  the  forces  of  com- 
mercialization, eager  to  capitalize  on  the 
sport's  popularity  more  efficiently. 
AUTHORITARIAN?  Any  responsible  busi- 
nessman would  understand  the  prob- 
lems at  FIFA:  Like  most  other  longtime 
amateur  sports,  soccer  lacks  effective 
corporate  governance,  fifa,  based  in 
Zurich,  remains  a  nonprofit  organiza- 
tion that  juiblishes  vague  financial  ac- 
counts. Founded  in  1904,  it  now  includes 
198  national  football  associations,  most 
with  one  vote  in  the  upcoming  presi- 
dential election.  Eui"opeans  initially  dom- 
inated the  organization.  But  in  1974,  the 
Brazilian  Havelange  won  power  by  gar- 
neiing  support  fi'om  disaffected  Afincan 
and  Asian  nations. 

Critics  complain  that  the  82 -year-old 
Havelange  has  wielded  authoritarian 
power.  This  year's  presidential  election  is 
the  fii'st  contested  since  he  took  over. 
"When  I  met  Havelange,  it  was  like 


meeting  the  Godfather,"  recalls  John  P. 
Sugden,  a  University  of  Brighton  pro- 
fessor and  author  of  the  just-published 
FIFA  and  the  Contest  for  World  Football. 
"Two  chaps  with  machine  guns  stood 
outside  his  hotel  room,  and  this  gi'ay-' 
haired  man  with  piercing  blue  eyes 
gi'eeted  us." 

Havelange  is  known  to  stifle  dissent 
and  cmtail  debate.  At  fifa's  1994  exec- 
utive committee  meeting  in  New  York, 
just  after  the  U.S.  World  Cup,  dele- 
gates were  ready  to  elect  members  to 
FIFA  committees.  "These  committees 
ai'en't  silly  things . . .  they  control  broad- 
casting and  marketing  rights,"  says  An- 
drew Jennings,  a  specialist  on  interna- 
tional athletic  organizations  and  author 
of  a  book  on  the  Olympic  movement. 
The  Lord  of  the  Rings.  When  Have- 
lange arrived,  he  didn't  call  for  a  vote. 
Instead,  he  handed  out  a  list  of  person- 
ally chosen  committee  members — giv- 
ing key  positions  to  his  son-in-law,  Ri- 
cardo  Teixeira. 

"For  many  delegates,  the  1994  com- 
mittee choices  signaled  Havelange's  final 
unacceptable  diktat,"  recalls  Sugden. 
"They  vowed  to  get  him  out."  Have- 
lange's opponents  include  Brazilian  soc- 
cer legend  and  former  Sports  Minister 


Pele.  After  Pele  pushed  thi-ough  les 
lation  last  year  to  refonn  Brazilian  > 
cer,  Havelange  threatened  to  disqua^, 
Brazil  from  the  World  Cup.  "It  was 
reaction  of  a  dictator — precipitate 
aiTogant,"  Pele  has  said.  After  a  popij 
outcry,  Havelange  withdrew  liis  thrd 
The  anti-Havelange  camp  has  rail 


'MW  HeKletf-PMlurd  Conrtpanij. 


For  40  years,  Frederic  Goudy  worked  to  create  one  oF  the  world's  most 
beautiFul  typeFaces.  Then,  in  a  single  day,  4  decades  oF  work  was  destroyed 
by  Fire.  So  he  started  over  again,  recreating  his  typeFace  letter  by  letter. 

The  least  we  could  do  is  keep  it  looking  the  way  he  wanted. 


ind  Johansson,  president  of  the 
jn  of  European  Football  Assns. 
\).  The  68-year-old  Swede,  who 
as  chairman  of  flooring  company 
)o-Forshaga,  is  lainning  on  a  cam- 
ti  to  increase  "openness  and  trans- 
ncy"  within  fifa. 

Tien  it  comes  to  selling  soccer,  Jo- 


hansson is  considered  a 
.  .  modernizer.  He  has  pi'omot- 
j  j  I'd  Champions  League,  an 
aimual  contest  among  Eu- 
rope's biggest  and  best 
teams.  "Without  commer- 
cialization, football  would 
stop  gi'owing,"  he  says.  Jo- 
hansson also  has  encouraged 
teams  such  as  Britain's 
Manchester  United  and  the 
Netherlands'  Ajax  to  raise 
money  on  the  London  and 
Amsterdam  Stock  Ex- 
changes. "Johansson  pre- 
sents fomard-looldng  ideas," 
says  Ajax's  David  Endt. 

Blatter,  62,  once  served 
as  marketing  director  of 
Longines-Wittnauer  Watch 
Co.  but  has  spent  most  of 
his  career  as  a  sports  bu- 
reaucrat. He  stresses  "tra- 
dition." Swiss-boni  Blatter  joined  fip'A  in 
1975  and  became  Havelange's  general 
secretary  in  1981.  He  opposes  soccer 
clubs  going  public.  To  keep  a  "balance" 
between  rich  soccer  clubs  in  big  cities 
and  poorer  ones  in  small  towns,  he 
wants  to  limit  player  salaiies  and  spread 
TV  revenues  ecjually  among  all  teams. 


While  Johansson  has  been  campaigTi- 
ing  for  tliree  years,  Blatter  resigTied  his 
post  at  FIFA  and  threw  his  hat  into  the 
ring  only  three  months  ago.  "If  Johans- 
son wins,  the  fii"st  thing  he  is  going  to 
do  is  send  in  the  auditors  and  find  out 
what  happened  over  the  past  two 
decades,"  says  Thomas  Kistener,  author 
of  the  recently  released  German  book 
Tlie  Billion  Dollar  Game.  "Havelange 
has  put  Blatter  in  the  race  in  a  des- 
perate effort  to  keep  the  lid  on  all  the 
dirty  dealings." 

"DIRECT  CONFLICT."  Any  investigation 
into  "dirty  dealings"  would  probably 
stait  with  World  Cup  TV  auctions.  Be- 
fore the  1986  Cup  in  Mexico  City,  Have- 
lange sold  the  rights  to  Mexico's  Televisa 
for  $33  million.  But  Televisa  chief 
Guillermo  Canedo  also  served  as  fifa's 
senior  vice-president.  "Canedo  was  sit- 
ting on  both  sides  of  the  table  at  the 
negotiations,"  says  Kistener.  "It  was  a 
direct  conflict  of  interest."  fifa 
spokesperson  Anch'eas  Hen'en  says  Tele- 
visa was  pail  of  a  lai'ger  Latin  American 
TV  consoitiiun  and  is  Mexico's  top  broad- 
caster. "We  need  a  host  broadcaster,  and 
we  usually  go  with  the  biggest  station  in 
the  host  country,"  he  says. 

Havelange's  judgment  has  been  called 
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into  question  in  other  TV  deals  as  well. 
In  1988,  he  sold  this  year's  Woi-ld  Cup 
rights  for  $90  million.  "It  doesn't  make 
sense  to  sell  off  the  rights  to  the  biggest 
show  on  earth  10  years  in  advance  for 
such  a  paltry  sum,"  says  Bell,  Johans- 
son's lawyer.  Counters  fifa's  Herren: 
"The  deal  allowed  us  to  plan  ahead." 
But  when  FIFA  negotiated  the  liglits  for 
the  2002  World  Cup,  German  commer- 
cial broadcaster  Kirch  and  Swiss  sports 
agency  ISL  Marketing  coughed  up  about 
$1  billion. 

STRAIGHT  TALK.  Others  question  why 
Havelange  awarded  global  World  Cup 
rights  to  privately  held  isl,  which  has 
long  been  fifa's  exclusive  agent  and 
whose  chaimnan,  Jean-Marie  Weber,  is  a 
Havelange  confidant.  "An  inteniiediary 
risks  pusliing  the  envelope  too  hard  and 
hurting  your  image,"  says  Michael 
Payne,  director  of  marketing  at  the  In- 
ternational Olympic  Committee,  which 
sells  its  own  rights.  "The  trend  in  this 
industry  is  to  talk  directly  with  broad- 
casters in  each  market."  While  the 
Olympics  hands  over  about  50%  of 
broadcasting  fees  to  local  organizers, 
FIFA  takes  nearly  eveiything. 

fifa's  World  Cup  marketing  seems 
similarly  one-sided.  The  International 
Olympic  Committee  deals  directly  with 
sponsors  and  gives  local  organizing  com- 
mittees a  cut.  But  until  now,  fifa  has 
delegated  negotiating  rights  to  isl  and 
taken  almost  all  of  the  receipts  from 
global  sponsors  such  as  Coca-Cola  Co. 
and  McDonald's  Corp. 

France's  World  Cup  organizers  have 
reacted  by  aggi'essively  selling  $100  mil- 
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lion  in  "supplier"  contracts  to 
eight  companies,  including  Hew- 
lett-Packard, France  Telecom,  and 
Danone.  "I  can  understand  why 
the  games  need  a  computer  and 
telephone  suppHer,"  says  Glen  Kii'- 
ton,  isl's  du'ector  of  football.  "But 
for  the  life  of  me,  I  can't  under- 
stand why  they  need  a  yogurt 
supplier."  Worse,  he  fears  that 
Danone,  which  also  has  beverage 
interests,  is  promoting  its  World 
Cup  connection  outside  of  France, 
creating  global  conflicts  of  interest 
with  Coke,  one  of  isl's  most  im- 
portant supporters. 

The  French  are  defiant. 
"There's  no  equilibrium  in  the  fi- 
nancing," complains  Jacques  Lam- 
bert, the  World  Cup  Organizing 
Committee's  general  director.  All 
told,  he  says  France  will  run  a 
deficit  from  the  games  of  morr 
than  $1  billion,  largely  because  it 
had  to  build  an  80,000-seat  stadi- 
lun  just  outside  Paris.  "Future  or- 
ganizing committees  should  be- 
ware," he  warns. 

Japan  and  Korea  are  scheduled 
to  co-host  the  2002  World  Cup. 
That  unwieldy  arrangement 
threatens  duplication  and  balloon- 
ing costs.  Korea  is  budgeting  $1.1 
billion.  Japan  must 
spend  $4.5  billion 
to  build  eight  new 
stadiums.  With 
pressing  economic 
conditions  in  both 
coimtries,  they  ai'e 
demanding  a  big- 
ger cut  of  the  pie. 
"There  is  no  sys- 
tem for  how  to 
divide  up  the  money."  says  Ryo 
Nishimura  of  the  Japanese  Organizing 
Committee.  "It's  very  hard  to  under- 
stand what  will  happen." 
ANGRY  FANS.  Potential  World  Cup  or- 
ganizers face  another  headache — too 
inuch  popularity.  More  than  25  million 
requests  were  made  for  tickets  this 
year,  with  only  2.5  million  available. 
When  France  put  its  own  residents  at 
the  front  of  the  queue,  the  Belgian, 
British,  and  Dutch  governments  all 
protested.  In  Belgium  and  Britain,  an- 
gi-y  fans  are  suing. 

And  fifa's  problems  extend  well  be- 
yond the  World  Cup  held  every  four 
yeai's.  Costs  at  the  local  level,  primarily 
players'  salaries,  are  soaring  faster  than 
revenues.  In  1995,  European  players 
won  the  right  to  fi'ee  agency,  sparking 
an  American-style  bidding  wai'.  So  while 
revenues  of  Britain's  Premiere  League 


grew  :!2''<  last  year,  wages  grew  ^ 
31%.  "European  clubs  are  spend 
money  as  quick  as  they  earn  it,"  s,: 
Robert  Elstone,  an  author  of  Deloitt 
Touche's  annual  soccer  sm-vey.  Most 
ian  and  Spanish  clubs  are  deep  in  d 
Outside  of  Europe,  the  sport's 
nances  look  even  worse.  In  Brazil,  cl^s 
trade  players  to  generate  i-evenues,  id 
as  top  players  leave  for  Europe,  iiis 
are  losing  interest.  In  Japan,  the  px 
quality  of  play  in  the  professionaJ. 
League  has  fans  fleeing.  From  an  air- 
age  of  almost  18,000  in  1993,  attend^' 
fell  last  yeai"  to  just  over  10,000  a  g; 

Merchandising  revenues  from  n 
shiits  and  other  items  have  also  plur 
—from  $270  million  in  1993  to  a  <• 
dieted  $2.4  million  this  year.  And 
America,  Major  League  Soccer  lias 
$40  million  in  its  fu-st  two  seasons.  . 
soccer's  increasing  popularity  mean  ^ 
revenues  in  many  markets  are  gro\ . 
by  as  much  as  50%-  a  year. 

And  marketing  opportimities  aboid 


SOCCER  KING:  VYING 
TO  REPLACE  RETIRING 
HAVELANGE  (CENTER) 
ARE  THE  OLD  GUARD'S 
BLATTER  (LOWER  LEFT) 
AND  JOHANSSON,  SEEN 
AS  A  MODERNIZER 


Eai"lier  tliis  year,  the  Premiere 
League  hired  its  first  market- 
ing director,  Stephen  Pearson. 
"I  plan  to  take  the  Premiere 
brand  around  the  globe,"  he 
says.  Targets  include  the  U.  S. 
and  China.  "We  tliink  they  will 
love  Arsenal  and  Manchester 
United,"  adds  Pearson.  His 
strategy  is  to  sell  television 
rights  cheap,  build  an  audi- 
ence, and  leverage  the  view- 
ership  into  deals  with  Coke, 
McDonald's,  and  other  big 
names. 

PROMISES,    PROMISES.  The 

pace  of  Pearson's  plans,  and 
those  of  other  aggi'essive  soc- 
cer marketers,  will  depend  to 
a  large  degree  on  the  outcome 
of  fifa's  presidential  election. 
Pro-business  candidate  Jo- 
hansson started  off  with  solid 
support  in  Eui'ope,  where  soc- 
is  most  developed  com- 
mercially. But 
Blatter  is  said  to 
have   won  over 
Britain  by  promis- 
ing Prime  Minis- 
ter   Tony  Blair 
that  his  country 
can  host  the  2006 
World   Cup.  Jo- 
hansson suppoits 
Germany. 
^  Blatter  has  picked  up  momentum, 
rhosts  could  come  back  to  haunt 
li  isson.  In  an  intemew  se verbal  yeai's 
a;  the  Swede  made  racist  comments 
al  :  Africans.  Since  then,  he  has  at- 
ted  to  repaii'  the  damage  by  having 
make  generous  donations  to 
an  federations.  Their  votes  could 
icisive. 

he  game  is  dominated  by  a  gi"oup 
Jdieval  fiefdoms  who  play  by  their 
rules  and  aren't  accountable  about 
membership  or  finances,"  com- 
3  sports  professor  Sugden.  That's 
ibly  true,  but  whoever  becomes 
lew  King  of  Soccer  will  have  to 
with  the  fact  that  the  game  is 
ling  headlong  into  the  modern  era 
j-money  sports. 

William  Echikson  in  Paris,  with 
'iatz  in  Sao  Paulo  and  Sebastian 
i'^tt  in  Tokyo 


are  steps  from  world-class  shopping, 
are  minutes  from  famed  museums, 
are  about  to  duck  out  of  your  meeting. 


who  are  you  sleeping  with? 
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AUTO  SAFETY 


WHEN  AIR  BAGS 
AREN'T  ENOUGH 


Detroit  has  to  address  new  safety  issues  raised  by  the  success  of  light  trucks 


It  could  have  been  the  sort  of  acci- 
dent that  too  often  shows  up  in  giim 
highway  fatality  statistics.  On  Jan. 
17,  a  Ford  F-150  piclvup  truck  trav- 
ehng  at  50  mph  broadsided  Linda  Ras- 
mussen's  1998  BMW  74(M1  in  Piano,  Texas. 
The  impact  crumpled  the  BMW  but 
caused  only  minor  injuries  to  Ras- 
mussen,  her  12-year-old  daughter  Jen- 
nifer, and  their  dog  Miko.  Their  salva- 
tion: side  air  bags.  "It  scares  me  to 
think  what  would  have  happened  with- 
out them,"  Rasmussen  says. 

Ti-ouble  is,  most  Americans  don't  own 
$66,000  luxury  sedans  packed  with  the 
latest  in  safety  innovations.  The  tyi^ieal 
subcompact,  by  comparison,  is  no  match 
in  a  collision  for  the  pickups  and  sport- 
utility  vehicles  (suvs)  that  now  account 
for  more  than  a  third  of  all  vehicles  on 
U.  S.  roads.  It's  an  increasingly  urgent 
dilemma  for  Detroit:  The  Big  Three 
must  make  theii'  cai's  more  ci'ashworthy, 
like  BMW's — but  theii-  highly  profitable 
tnicks  may  need  a  safety  overhaul,  too. 
"We're  looking  more  closely  than  we 
did  in  the  past  at  the  compatibility  of 
different  vehicles,"  says  Jacques  A. 
Nasser,  president  of  Ford  Motor  Co.'s 
automotive  operations. 
CANADA  CONFAB.  On  Jime  1,  when  high- 
level  officials  from  auto  makers,  federal 
regulatory  agencies,  and  consumer 
gi-oups  meet  in  Windsor,  Ont.,  to  thrash 
out  auto-safety  issues,  the  car-truck 
problem  will  be  at  center  stage.  Auto 


makers  say  they  are  adcb-essing  the  mis- 
match by  adding  side  air  bags  and  beef- 
ing up  the  passenger  cars'  structure. 
Government  officials  and  safety  advo- 
cates say  Detroit  must  do  more — name- 
ly, make  tnicks  lightei',  lower,  and  less 
menacing.  "They  have  to  retool  these 
vehicles,  and  that's  going  to  cost  mon- 
ey," says  Clarence  M.  Ditlow  III,  exec- 
utive director  of  the  Center  for  Auto 
Safety  in  Washington  and  a  persistent 
critic  of  Big  Three  trucks. 

Big  Three  execs  admit  they  are  un- 
der attack.  "Do  we  have  the  trust  of 
the  public  on  safety  that  we'd  like?" 
asks  Cliiysler  Coip.  Chairman  Robert  J. 
Eaton.  "Definitely  not."  The  nib:  Light 
tiiicks  and  big  suvs  such  as  Ford's  Lin- 
coln Navigator  and  Chrysler's  Dodge 
Diu-ango  accoimted  for  most  of  Detroit's 
combined  record  $16.4  billion  profit  last 
year.  High-riding  sport-utes  can't  be 
lowered  ovei'night  without  dramatic  re- 
designs costing  billions — and  denting 
the  appeal  of  such  vehicles  to  buyers 
who  crave  heft  and  height. 

Certainly,  U.  S.  highways  are  safer 
than  ever,  with  traffic  fatalities  down 
24%,  to  41,660,  last  yeai-  fi-om  theii-  1972 
peak.  The  improvement  came  from  a 
combination  of  regulation  and  societal 
changes — increased  seat-belt  usage, 
stiffer  drunk-driving  laws,  better  dri- 
ver-education programs — but  also  from 
more  solid,  better-engineered  cars. 

In  the  l!>90s,  though,  highway  deaths 


have  stopped  their  de- 
cline, in  part  because  of 
the  growth  of  light 
trucks,  which  account 
for  47%  of  all  vehicles 
sold  in  the  U.  S.  so  far 
this  year,  up  from  33%' 
in  1990.  Car  fatalities 
attributable  to  collisions 
with  pickups,  vans,  and 
sport-utilities  averaged 
18%  of  all  highway 
deaths  from  1991  to 
1996— but  the  toll  was 
decidedly  lopsided.  In 
1996,  car  occupants  ac- 
counted for  81%'  of  the 
5,259  killed  in  ti-uck-car  collisions,  gj 
ernment  statistics  show. 

That's  one  reason  safety  has  becoj 
a  big  selling  point.  Indeed,  93%  off 
spondents    in    a    recent  BUSiNi 
WEEK/Harris  Poll  called  vehicle  safl 
an  important  factor  in  car-buying  dl 
sions.  More  than  half  indicated  tlf 
would  pay  extra  for  new  safety  featuj 
like  side  air  bags,  and  26%'  said  tl| 
would  spend  $1,000  or  more.  "As 
as  new  safety  features  are  on  the 
ket,  the  appetite  is  there,"  says  Jacq 
daCosta,  product  research  manageij 
consulting  fu-m  J.  D.  Power  &  Ass 
ates  Inc.  in  Agoura  Hills,  Calif. 

So  Detroit  is  looking  for  safety  si 
tions — many  of  which  are  coming  fij 
Eiu'ope.  The  design  of  Mercedes  Bel 


LOWER  FRAME:  Mercedes  M-cla&S 
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Car-truck  collisions 
lead  to  an  outsized  | 
number  of  fatalities,  i 
Auto  makers  are  i 
scrambling  to 
address  the  issue,  bull 
most  solutions  are 
problematic: 
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SOLUTION    Lower  the  frames  of  pick-  ;  Beef  up  passengel 

■  ups  and  sport-utility  :  side-impact  safetj 

;  vefiicles  and  add  "crumple  ;  air  bags  and  struij 

zones,"  as  Mercedes  has  ■  supports,  such  asj 

done,  to  reduce  damage  used  in  Volkswagf| 

;  caused  to  smaller  cars  :  new  Beetle 
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OBSTACLE  '\  Some  SUVs  are  designed  '  Air  bags  and  supi 

■  on  pickup  platforms,  so  in  cars  don't  solvil 

;  lowering  frames  would  re-  bigger  problem:  T| 

quire  total  reengineering  still  are  bigger 


1    fast-selling  M-class  suv,  for  one, 
:  /s  what  a  top-to-bottom  redesign 
■  |)roduce.  Mercedes  engineers  "ad- 
1  ^ed  compatibility  [with  smaller  cars] 
i    the  get-go,"  says  National  High- 
/   &  Transportation  Safety  Adminis- 
.!  )n  chief  Ricardo  Martinez.  As  a  re- 
the  M-class's  ft-ame  and  bumper  is 
i  t  19  inches  off  the  ground,  up  to 
1   inches  lower  than  Detroit's  suvs 
a  closer  to  the  height  of  a  typical 
5t  1.  In  a  head-on  collision,  then,  its 
k  r  frame  will  more  often  hit  the 
li  '  of  a  passenger  sedan,  rather  than 
!i])rotected  body  steel  above.  Mer- 
~  also  built  in  a  softer  "crumple 
'  in  the  frame  to  absorb  crash  en- 
?i   that,  in  a  stiffer  frame,  would  be 
it  bed  by  the  lighter  cai'  in  a  collision. 


weight  difference,"  she  says,  suvs  aver- 
age 2,000  pounds  heavier  than  tyjMcal 
compact  sedans. 

In  any  case,  the  Big  Thi'ee  can't  repli- 
cate Mercedes'  feat  any  time  soon  be- 
cause their  biggest  suvs  are  built  on 
existing  pickup  tnick  frames — wliich  re- 
quire clearance  for  a  drive-shifting 
mechanism  and  heavy  off-road  use.  A 
lower  frame  won't  happen  before  the 
next  generation  of  tincks  anives  several 
years  from  now.  Until  then,  Ford  is 
studying  a  giille-like  mechanism  on  the 
front  of  its  suvs  that  would  lower  when 
a  sensor  detects  an  imminent  crash. 
Toyota's  Lexus  division  is  introducing 
a  height-control  system  on  its  new  LX 
470  suv  that  lowers  the  vehicle  by  fom* 
inches  when  driven  at  highway  speeds. 
But  the  Lexus  sells  for  $55,000,  and 
Ford's  proposal  is  unproven  and  could 
end  up  costing  thousands. 

That's  why,  in  the  near  term,  Detroit 
will  focus  more  resom'ces  on  cars,  seek- 
ing to  lessen  the  damage  in  accidents 
with  tnicks.  "We  need  to  address  the 


High-riding  trucks  can't 
be  lowered  overnight- 
not  without  a  massive  redesign  that  would 
seriously  dent  Detroit's  record  profits 

THIS  ACCIDENT  IN  ALABAMA  PROVED  FATAL  FOR  THE  DRIVER  OF  THE  CAR 


Such  engineering  doesn't  necessarily 
cost  consumers  huge  bucks:  M-class 
models  start  at  around  $34,000,  close  to 
the  price  of  a  high-end  Ford  Explorer. 
But  Big  Three  safety  experts  contend 
that  softer  cnmiple  zones  could  lessen 
the  protection  of  suv  occupants.  And 
Chrysler's  safety  chief,  Susan  M.  Cis- 
chke,  is  skeptical  that  a  lower  frame 
and  bumper  would  gi'eatly  reduce  how  a 
heavy  suv  damages  a  lighter  car  in  a 
crash.  "The  bottom  line  is  still  the 


ION 

NEW  CAR  CLASS 

y  restrict  by  law 
and  weight  of 
id  sport-utility 
r  impose  heavy 
leir  purchase 

Create  a  station-wagon- 
like  compromise  vehicle 
that  combines  all-wheel 
drive  and  cargo  space 
with  less  weight  ana  a 
lower  center 

Moderate 

5  would  revolt, 
(s  are  too 
consider  such 
Nation 

Perhaps  none,  except  the 
design  and  engineering 
takes  years.  Such 
vehicles  are  in  the  works 

STRUCTURAL  SUPPORT:  VW's  new  Beetle 


entire  vehicle  population,"  rather  than 
just  tnicks,  says  Robert  C.  Lange,  en- 
gineering director  for  General  Motors 
Coi*p.'s  North  American  oj^erations.  Safe- 
ty advocates  say  the  Big  Three  would 
do  well  to  emulate  Volkswagen's  new 
Beetle,  a  moderately  j^ricetl  cai-  that  uses 
straightfoi-wai'd  design  to  protect  its  oc- 
cupants. The  Insurance  Institute  for 
Highway  Safety  announced  in  May  that 
the  Beetle  (base  price:  $15,700)  was  the 
safest  of  a  dozen  small  cars  it  evaluated 
in  high-speed  crash  tests. 

The  Bug's  attributes? 
Nothing  revolutionary.  The 
car  has  dual  door  beams  to 
protect  front-seat  passen- 
gers in  side  impacts,  a  stiff 
metal  bar  behind  the  ft-ont 
bumper,  and  a  beam  that 
supports  the  steering  col- 
unm  and  is  attached  to 
windshield  pillars.  More- 
over, the  Beetle's  unique 
bow-shaped  roof  reduces 
frontal-crash  forces  by 
transferring  them  to  the 
rear  of  the  vehicle.  Side  air 
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bags,  available  on  very  few  Big  Three 
cars,  are  standard  on  the  Bug. 

Detroit  surely  is  getting  side-air-bag 
religion.  General  Motors  Cori).  has  in- 
troduced side  bags  on  nine  of  its  car 
models  and  plans  to  increase  that  next 
year.  Ford  will  offer  the  bags  on  cars 
and  minivans  as  they're  redesigned  over 
the  next  three  years.  Chrysler  Corp. 
has  trailed  its  rivals  on  side  bags,  but  a 
company  insider  says  "we  are  moving 
very  quickly  in  that  direction." 


Detroit's  engineers  also  are  studying 
a  variety  of  future  technologies  that 
could  reduce  accidents.  Among  the  gad- 
gets under  study  in  Motown's  labs  are 
"inteUigent"  cruise  controls  that  adjust 
to  keep  a  safe  distance  from  other  ve- 
hicles and  sensors  that  detect  when  a 
driver  is  falling  asleep.  Detroit  has  been 
talking  up  such  gizmos  for  decades, 
though,  and  most  won't  be  available  un- 
til well  into  the  21st  century. 

In  the  meantime,  carmakers  are  ex- 


perimenting with,  hybrid  vehicles 
combine  the  popular  cargo  space  an 
road  capability  of  an  suv  mth  th 
and  shape  of  a  passenger  car.  As 
vehicles  roll  out  in  the  next  few  ; 
consumers  who  don't  need  a  mens' 
drive  up  mountains  will  be  able  to 
vehicle  that's  powerful,  roomy, 
sporty — and  a  lot  safer.  The  quest 
whether  that  safer  model  will  still 
money  spinner  for  the  Big  Three. 

By  Bill  Vlasic  in  D 


ANATOMY  OF  A  OAR  ORASH 


Thirty  General  Motors  Corp.  engi- 
neers listen  intently  as  Dr.  Stew- 
art C.  Wang  describes  the  human 
toll  of  a  head-on  crash.  The  22-year- 
old  Ford  Probe  driver  broke  a  leg 
and  kneecap,  but  an  air  bag  prevent- 
ed serious  head  injuries.  The  di'iver 
of  the  other  vehicle,  a  Jeep  Chero- 
kee, vnth  no  air  bag  to 
protect  him,  sustained  a 
severely  fractured  jaw. 
"With  an  air  bag,  he 
wouldn't  have  needed 
two  jaw  operations,"  ^■ 
Wang  says. 

The  engineers  know 
all  about  air  bags,  but 
not  so  much  about  bro- 
ken jaws.  And  that's  the 
object  of  the  Crash  In- 
jury Research  &  Engi- 
neering Network 
(ciren),  a  unique  federal 
progi'am  funded  in  part 
by  GM  as  the  result  of  a 
1994  settlement  ending 
a  government  inquiry 
into  fires  in  gm  pickups. 
CIREN  links  seven  U.  S. 
trauma  centers  studying  serious  mo- 
tor-vehicle accidents  and  shares  their 
findings  with  the  Big  Three  engineers 
who  design  cars  and  trucks. 

CIREN  is  the  pet  project  of  Dr.  Ri- 
cardo  Martinez,  the  former  emer- 
gency room  physician  who  heads  the 
National  Highway  Transportation 
Safety  Administration.  "Safety  engi- 
neers today  know  more  about  crash- 
test  dummies  than  they  do  about 
people,"  Martinez  says,  ciren's  vivid 
descriptions  and  scientific  data  pi'o- 
vide  "insights  into  how  the  car  inter- 
acts with  its  occupants,"  says  Robert 
C.  Lange,  engineering  director  for 
gm's  North  American  operations. 
Wang  heads  the  ciren  unit  at  the 


University  of  Michigan  Trauma  Bum 
Center  in  Ann  Arbor,  Mich.,  where 
he  also  works  trauma  shifts  and 
heads  research.  He  and  another  doc- 
tor, a  nurse,  and  two  assistants  moni- 
tor hospital  reports  of  crashes  on 
handheld  radios  to  see  whether  they 
fit  the  CIREN  criteria:  side  or  front- 


WANG:  Matchiyig  injiiries  to  the  car  parts  that  cause  them 


impact  crashes  in  late-model  cars 
that  cause  serious  injuries. 

When  a  victim  anives,  the  ciren 
team  photographs  injuries,  compiles 
X-rays,  and  studies  medical  and  police 
reports.  Wang  or  a  colleague  inter- 
views victims  as  soon  as  possible,  and 
again  over  the  weeks  and  months 
that  follow.  Investigators  from  the 
university's  Transportation  Research 
Institute  supply  photographs  and  data 
on  the  vehicles,  so  Wang  can  match 
injuries  to  the  twisted  metal  and  plas- 
tic that  caused  them. 

At  a  table  awash  in  car  magazines, 
Wang  reviews  the  case  of  a  26-year- 
old  woman  whose  1993  Ford  Festiva 
collided  head-on  with  a  1996  Mercury 


Villager  last  December.  The  \actim 
who  suffered  a  fractured  jaw,  two 
dislocated  hips,  a  broken  hip,  and  ; 
broken  leg,  told  Wang  she  had  wor 
a  shoulder  seat  belt.  "But  she  didn 
put  on  her  lap  belt,  and  that  expla 
the  extensive  injuries  to  her  lower 
body,"  he  says.  "It  points  out  the 
limitations  of  the  shot 
der  belt." 

SHARP  DOOR.  From 
such  research,  Wang  c 
tell  engineers  how  cai 
components  cause  cer 
tain  injuries.  A  recent 
accident  tore  flesh  off 
woman's  hand  because 
the  armrest  on  the  ca: 
door  cracked  into  shai 
pieces.  Moreover,  a  pa 
ter-n  of  injuries  can  p 
information  that  aids ; 
ture  victims.  Pohce  in 
Dade  County,  Fla.,  we 
briefed  last  year  on  d; 
indicating  that  victims 
wearing  only  shoulder 
belts  were  susceptible 
liver  lacerations.  Soon 
after,  officers  rushed  a  woman  to 
hospital  upon  learning  she  hadn't 
worn  a  lap  belt,  although  she  had  i 
visible  injuries.  "She  had  a  liver  la 
eration  and  could  have  bled  to 
death,"  says  Lou  Brovra,  the  nhtSj 
official  who  heads  ciren. 

gm's  $5  million  underwriting  of 
CIREN  is  set  to  expire  after  1999. 1 
NHTSA  sources  say  the  progi-am  m( 
likely  will  continue  with  altemativ( 
funding.  That's  welcome  news  to 
Wang.  "Within  a  few  more  years, 
ciren  could  have  2,000  or  3,000  cas 
documented,"  he  says.  "There's  no 
telling  what  we  will  learn" — and 
what  he  can  tell  the  engineers. 
By  Bill  Vlasic  in  Ann  Arbor,  Mi 


You   see  coffee 


We   see  data 


wo-thirds  of  the  Fortune  500?  rely  on  Sprint's  vision  of  data 

Every  day,  industry  relies  on  data  to  sell  products,  satisfy  customers  and  manage  people  and 
processes.  That's  why  Sprint,  as  a  leader  in  advanced  data  communications,  offers  a  full  portfolio 
of  solutions  for  your  applications  —  from  simple  e-mail  to  complex  integration  of  voice,  video  and 
data.  And  that  lets  us  give  thousands  of  companies  a  competitive  edge.  We  can  do  the  same  for 
you.  Because  business  runs  on  data.  And  data  runs  on  Sprint,  www.sprint.com  1-888 '730 -DATA 

Sprint 

We  help  your  business  do  more  business  " 


LOvE  AND  DEAtH  in 

Akron,    Ohio  •  The  pharmaceutical  sales  rep  is  dead.  Exhausted. 

Dog  meat.  Lying  on  the  bed,  he  thinks  about  his  day.  His  flight  was  delayed  two  hours.  He 
went  into  the  club  lounge  and  connected  to  ^  |the  company  intranet  to  review  shipping  status 
on  pending  inventoryj  via  the  Web.  He  ^|e-mailed|  his  customers  to  inform  them  their 
deliveries  would  arrive  early.  He  lugged  his  carry-on  to  the  gate.  He  wedged  himself  into 
a  coach  seat.  He  arrived  at  his  sales  call  just  in  time,  only  to  fmd  his  client  was  running  an  hour 
late.  He  tweaked  his  presentation,  checking  his  competitors'  Web  sites,  and  ^  ||incorporated  key 
points  into  his  pitch|.  He  made  the  presentation.  He  went  to  the  hotel  and  the  smiling  clerk 
gave  him  a  smoking  room  with  twin  beds  instead  of  the  non-smoking  king  he  had  reserved. 
He  turned  on  a  rerun  of  Love,  American  Style.  He  connected  to  the  ^|^contact  management 
system|,  updated  his  customer  fde  and  sent  a  call  report  to  the  global  sales  team.  He  con- 
nected to  the  company  benefits  intranet  and  ^ ||calculated  the  balance  in  his  401k  planj.  It 
was  up  4.5%.  He  falls  asleep  and  sleeps  soundly  until  his  next  wake-up  call.  At  5:30  a.m. 
THE  ^^BEST  PARTS^  OF  HIS  DAY  WERE  MADE  POSSIBLE  BY  LOTUS. 


'lotus  Domino'  Web  Application  Server  vnth  IBM  DB2'  UDB  back-end.  ^Lotus  Notes'  mobile  messaging.  ^Notes  replication.  ^Domino-based  Contact 
Management  application  developed  by  Lotus  Business  Partner.  ^Utus  eSuite" spreadsheet  applet,  ^www.lotus.com/worktheweb. 


Lotus. 


An  IBM  Company 


Dommo  and  eSuile  aie  tradematks  of  Lotus  Development  Corp  IBM  and  0B2  ate  registpfed  trademarks  ot  International  Busmei-s  Mactitnes  Corp. 


Whisked  by  chopper  from 
New  York  City,  Jack 
Welch  arrives  early  at 
the  General  Electric  Co. 
training  center  at  Cro- 
ton-on-Hudson.  He  scoots 
down  to  The  Pit — the  well  of  a  bright, 
multitiered  lecture  hall — peels  off  his 
blue  suit  jacket,  and  drapes  it  over 
one  of  the  swivel  seats. 

This  is  face-to-face  with  Jack,  not  so 
much  as  the  celebrated  chairman  and 
chief  executive  of  GE,  the  company  he 
has  made  the  most  valuable  in  the 
world,  but  rather  as  Professor  Welch, 
coach  and  teacher  to  71  high-poten- 
tial managers  attending  a  three-week 
development  course. 


in  touch 


Fairfield,  Conn 


The  class  sits  transfixed  as  Welch's  laser-blue  eyes 
scan  the  auditorium.  He  hardly  appears  professonal. 
With  his  squat,  muscular,  five-foot,  eight-inch  fi-ame, 
pasty  complexion,  and  Boston  accent,  the  62-year-old 
balding  man  looks  and  sounds  more  like  the  guy  behind  the 
wheel  of  a  bus  on  Beacon  Hill.  And  he  isn't  there  to  deliver  a 
monologue  to  a  polite  group. 

For  nearly  four  hours,  he  hstens,  lectures,  cajoles,  and 
questions.  The  managers  push  right  back,  too.  They  gi'ouse 
that  despite  the  rhetoric  about  managing  for  the  long  term  at 
GE,  they  are  under  too  much  pressure  to  produce  short-term 


Special 
Report 


Welch  starts  the  day  with  his  executive  assistant, 
Rosanne  Badowski,  going  over  the  overnight  faxes  that 
have  piled  up  from  various  corners  of  the  world.  Later  i  ^ 
the  morning,  he  holds  the  first  of  several  daily  powwow 
with  key  executives  ^ 

results.  They  say  that  for  all  the  Welcli  talk  about  "shari 
best  practices"  and  "boundaiyless  behavior,"  they  ai'e  missi 
many  opportunities  to  leani  and  sell  senices  across  the  Vi 
network  of  GE  companies.  Some  wony  that  the  compan 
gargantuan  Six  Sigma  program,  the  largest  quaUty  init 
five  ever  mounted  in  Coii^orate  America,  is  allowi 
bureaucracy  to  creep  back  into  GE. 

Pacing  the  floor  with  a  bottle  of  water  m 
Welch  passionately  attacks  each  question. 

"You  can't  gi-ow  long-tenn  if  you  can't  eat  sho 
teiTn,"  he  states  flatly.  "Anybody  can  manage  she 
Anybody  can  manage  long.  Balancing  those  two  things 
what  management  is." 

"I  think  someone  is  smoking  pot  here,"  he  quips  about  1  fr: 
complaint  over  the  lack  of  s\Tierg>'  among  GE  units.  "Wei»r,- 
got  enoiTHOus  sharing  going  on." 

As  for  the  concem  over  SLx  Sigma,  Welch  retorts:  "I  dc 
give  a  damn  if  we  get  a  little  bui-eaucracy  as  long  as  we  j 


haj 


results.  If  it  bothers  you,  yell  at  it.  Kick  it.  Scream  at  it. 
ak  it!" 

1  this  classroom,  where  Welch  has  appeared  more  than 
;  times  in  the  past  17  years  to  engage  some  15,000  ge  man- 
;  's  and  executives,  something  extraordinaiy  happens.  The 
1  ndary  chairman  of  GE,  the  take-no-prisoners  tough  guy 
^  '  gets  results  at  any  cost,  becomes  human.  His  slight 
>  ter,  a  handicap  that  has  bedeviled  him  since  childhood, 
I  es  him  oddly  vulnerable.  The  students  see  all  of  Jack 
1  >:  the  management  theorist,  sti'ategic  thinker,  business 
t  her,  and  coi-porate  icon  who  made  it  to  the  top  despite  his 
\  tdng-class  backgi'ound.  No  one  leaves  the  room  untouched. 

'  leadership  is  an  art,  then  surely  Welch  has  proved  him- 

a  master  painter.  Few  have  personified  coi"porate  lead- 
t  ip  more  di'amatically.  Fewer  still  have  so  consistently  de- 
1  'ed  on  the  results  of  that  leadersliip.  For  17  years,  while 

■ompanies  and  their  chieftains  tumbled  like  dominoes  in 

iiforgiving  global  economy,  Welch  has  led  ge  to  one  rev- 
t  '  and  earnings  record  after  another. 

The  two  gi'eatest  coi-porate  leaders  ot  this  centiuy  ai-e  Al- 
f  Sloan  of  General  Motors  and  Jack  Welch  of  ge,"  says 
^  I  Tichy,  a  longtime  ge  observer  and  University  of  Michi- 
g  management  professor.  "And  Welch  would  be  the  greater 
0  le  two  because  he  set  a  new,  contemporaiy  pai'adigm  for 
t  corporation  that  is  the  model  for  the  21st  centmy." 

is  a  model  that  has  delivered  extraordinary  gi-owth,  in- 
c  sing  the  market  value  of  ge  fi-om  just  $12  bilhon  in  1981 
t  lout  $280  billion  today.  No  one,  not  Microsoft's  William  H. 


m^*MmtiE^  Croton-on-Hudson,  N.Y. 

Welch  listens  to  a  student  presentation — he  invites 
criticism  of  GE  and  his  own  performance — then  takes  to 
The  Pit  himself  to  hammer  home  a  few  points.  The 
sessions  last  nearly  four  hours,  and  Welch  has  been 
at  it  for  the  past  17  years 

Gates  III  or  Intel's  Andrew  S.  Grove,  not  Walt  Disney's 
Michael  D.  Eisner  or  Berkshire  Hathaway 's  Wairen  E.  Buf- 
fett,  not  even  the  late  Coca-Cola  chieftain  Roberto  C.  Goizue- 
ta  or  the  late  Wal-Mart  founder  Sam  Walton  has  created 
more  shareholder  value  than  Jack  Welch.  So  giddy  are  some 
Wall  Street  analysts  at  ge's  prospects  that  they  believe  that 
when  Welch  leaves  at  the  end  of  the  year  2000,  ge's  stock 
could  trade  at  $150  to  $200  a  share,  up  from  $82  now,  and  the 
company  could  be  worth  $490  bilhon  to  .$650  billion.  "This 
guy's  legacy  will  be  to  create  more  shareholder  value  on  the 
face  of  the  planet  than  ever — forever,"  says  Nicholas  P.  Hey- 
mann,  a  onetime  ge  auditor  who  follows  the  company  for 
Piudential  Secuiities. 

Of  course,  ge's  success  is  hardly  Welch's  alone.  The  company 
boasts  what  most  headhunters  believe  to  be  the  most  talent- 
rich  management  bench  in  the  world.  Gary  C.  Wendt  has  led 
ge  Capital  Corp.  to  extraordinary  heights,  where  it  con- 
tributes neai'ly  40%  of  the  company's  total  earnings.  Robert  C. 


colleagues 


Worth  i  ngton  ,  Ohio 


William  Woodburn  (above,  left),  as  head  of  the  industrial 
diamonds  unit,  had  to  eliminate  one-third  of  his  work- 
force. Another  business  chief,  Lloyd  Trotter  (right,  in 
Plainview,  Conn.),  gives  his  underlings  the  same  sort  of 
detailed  critiques  he  gets  from  Welch 

\\nght  has  managed  an  astonishing  turaai'ound  at  XBC.  lead- 
ing it  to  a  fifth  straight  yeai*  of  double-cUgit  eaiTiings  gains  in 
1997  and  a  No.  1  position  in  piime-time  ratings.  Nor  does 
Welchs  magic  work  even'\vhere  iii  ge.  The  huge  appliance  op- 
eration, for  instance,  saw  operating  eai-nings  fall  'i9^c  last 
year,  to  .S4.58  million,  largely  due  to  restructuiing  chai'ges. 
Nonetheless,  Welch  has  led  and  managed  ge  to  nearly  un- 
precedented prosperity. 

Much  has  been  said  and  wTitten  about  how  Welch  has 
transfoiTned  what  was  an  old-hne  American  industrial  giant 
into  a  keenly  competitive  global  growth  engine,  how  he  has 
astutely  moved  the  once-Establisliment  maker  of  tilings  into 
services.  Welch  has  reshaped  the  company  through  more 
than  600  acquisitions  and  a  forceful  push  abroad  into  newly 
emerging  markets. 

Less  well  understood,  however,  is  how  Jack  Welch  is  able 
to  wield  so  much  influence  and  power  over  the  most  far- 
fliuig,  complex  organization  in  all  of  American  business.  Many 
managers  stioiggle  daily  to  lead  and  motivate  mere  handfuls 
of  people.  Many  CEus  wTestle  to  squeeze  just  average  per- 
formance from  companies  a  fi-action  of  ge's  size.  How  does 
Welch,  who  sits  atop  a  business  empire  with  §.304  billion  in  as- 


sets. S89.3  biUion 
sales,  and  276.000  t 
ployees  scattered 
more  than  100  coi 
tries  around  the  glo . 
do  it? 

He  does  it  throi 
sheer  force  of  pers 
ality,  coupled  with 
unbridled  passion 
winning  the  game 
business  and  a  kt 
attention   to  del; 
many  chieftains  wo 
simply  overlook.  . 
does  it  because  he  encourages  near-brutal  candor  in  e 
meetings  he  holds  to  guide  the  company  through  each  W'l-: 
year.  And  he  does  it  because,  above  all  else,  he's  a  fierce 
Uever  in  the  power  of  his  people. 

Welch's  profoimd  grasp  on  General  Electric  stems  frn 
knowing  the  company  and  those  who  work  for  it  like  o 
other  Fii'st  off,  there  ai'e  the  thousands  of  "students"  e 
has  encoimtered  in  his  classes  at  the  Croton-on-Hudson  cii- 
pus,  which  eveiyone  at  ge  just  calls  Croton\ille.  Then  the's 
the  way  he  spends  Ins  time:  More  than  half  is  devoted* 
"people"  issues.  But  most  important,  he  has  created  sometlg 
tmique  at  a  big  company:  infoiTnality. 

Welch  likes  to  call  General  Electric  the  "gi'oceiy  store." 
metaphor,  however  quii'kj-  for  such  a  colosstis,  allows  Welcl-o 
mentally  roU  up  his  sleeves,  slip  into  an  apron,  and  get  belid 
the  counter  There,  he  can  get  to  know  every  employee  td 
serve  every  customer.  "What's  important  at  the  groc7 


4 4  The  story  about  GE  that  hasn't  been  told 
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F 

a  i  r1 
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;ona!  notes,  accompanied  by  a  phone  call,  are 
ch's  favorite  form  of  communication.  This  one  was 
:  to  Bill  Woodburn  after  he  balked  at  a  transfer — and 
notion — because  he  didn't  want  to  disrupt  his 
ghter's  schooling 

i  is  just  as  important  in  engines  or  medical  systems,"  says 
;h.  "If  the  customer  isn't  satisfied,  if  the  stuff  is  getting 
if  the  shelf  isn't  right,  or  if  the  offei-ings  ai'en't  right,  it's 
same  thing.  You  manage  it  like  a  small  organization.  You 
t  get  hung  up  on  zeros." 

AX  don't  get  hung  up  on  fonnahties,  either.  If  the  hierar- 
that  Welch  inherited,  with  its  nine  layers  of  management, 
I't  been  completely  nuked,  it  has  been  severely 
aged.  Eveiyone,  from  secretaries  to  chauffeurs  to 
)ry  workers,  calls  him  Jack.  Everyone  can  ex- 
— at  one  time  or  another — to  see  him  scuiTy  down 
isle  to  pick  through  the  merchandise  on  a  bottom 
'  or  to  reach  into  his  pocket  and  siuprise  with  an 
;pected  bonus.  "The  story  about  ge  that  hasn't  been  told 
e  value  of  an  informal  place,"  says  Welch.  "I  think  it's  a 
thought.  I  don't  think  people  have  ever  figured  out  that 
%  infoiTnal  is  a  big  deal." 

aking  the  company  "informal"  means  violating  the  chain 
mmand,  communicating  across  layers,  paying  people  as  if 
worked  not  for  a  big  company  but  for  a  demanding 
jpreneur  where  nearly  eveiyone  knows  the  boss.  It  has 
uch  to  do  with  Welch's  charisma  as  it  has  to  do  with  the 
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less  visible  rhythms  of  the  company— its 
meetings  and  review  sessions — and  how 
he  uses  them  to  gi'eat  advantage. 

When  he  became  ceo,  he  inherited  a 
series  of  obligatory  corporate  events 
that  he  has  since  transformed  into 
meaningful  levers  of  leadership.  These 
get-togethers — from  the  meeting  in  ear- 
ly January  with  ge's  top  500  executives 
in  Boca  Raton,  Fla.,  to  the  monthly  ses- 
sions in  Croton-on-Hudson — allow  him 
to  set  and  abi-uptly  change  the  coi-pora- 
tion's  agenda,  to  challenge  and  test  the 
strategies  and  the  people  that  populate 
each  of  ge's  dozen  divisions,  and  to  make 
his  formidable  presence  and  opin- 
ions known  to  all. 

Welch   also  under- 
stands better  than  most 
the  value  of  surprise. 
Every  week,  there  are 
unexpected     visits  to 
plants  and  offices,  hur- 
riedly scheduled  luncheons 
with  managers  several  lay- 
ers below  him,  and  count- 
less handwi-itten  notes  to  (JE 
people  that  suddenly  churn 
off  their  fax  machines,  re- 
vealing his  bold  yet  neat 
handwinting.  All  of  it  is  meant 
to  lead,  guide,  and  influence 
the  behavior  of  a  complex 
organization. 

"We're  pebbles  in  an  ocean,  but  he  knows  about  us,"  says 
Brian  Nailor,  a  fortysomething  marketing  manager  of  indus- 
trial products  who  was  at  the  Croton-on-Hudson  session. 
"He's  able  to  get  people  to  give  more  of  themselves  because 
of  who  he  is.  He  lives  the  American  dream.  He  wasn't  born 
with  a  silver  spoon  in  his  mouth.  He  got  himself  out  of  the 
pile.  He  didn't  just  show  up." 

The  Promise 

John  Francis  Welch  Jr.  had  worked  for-  General  Electric  not 
much  more  than  a  year  when  in  1961  he  abnaptly  quit  his 
$10,500  job  as  a  junior  engineer  in  Pittsfield,  Mass.  He  felt  sti- 
fled by  the  company's  bureaucracy,  underappreciated  by  his 
boss,  and  offended  by  the  civil  service-style  $1,000  raise  he 
was  given.  Welch  wanted  out,  and  to  get  out  he  had 
accepted  a  job  offer  from  International  Minerals  & 
Chemicals  in  Skokie,  111. 

But  Reuben  Gutoff,  then  a  young  executive  a  layer 
up  from  Welch,  had  other  ideas.  He  had  been  mighti- 
ly impressed  by  the  young  upstait  and  was  shocked  to 
hear  of  his  impending  departure  and  farewell  party  just  two 
days  away.  Desperate  to  keep  him,  Gutoff  coaxed  Welch  and 
his  wife,  Carolyn,  out  to  dinner  that  night.  For  foui-  straight 
hours  at  the  Yellow  Aster  in  Pittsfield,  he  made  his  pitch: 
Gutoff  swore  he  would  prevent  Welch  fi'om  being  entangled  in 
GE  red  tape  and  vowed  to  create  for  him  a  small-company  en- 
vironment with  big-company  resources.  These  were  themes 
that  would  later  dominate  Welch's  own  thinking  as  ceo. 
"Trust  me,"  Gutoff  remembers  pleading.  "As  long  as  I  am 


e  value  of  an  informal  placed? 


THe  CIO  IS  IN  THE  hot 


seat  as  the  executive 


committee  drills  one  department 


head  after  another  on  escalating  costs.  How  are  you  going  to  '  f  get  the  newly  acquired  subsidiary 
onto  our  e-mail  system|?  How  are  you  going  to  ^|hold  down  your  network  administration 
head  count|  as  you  add  hundreds  of  new  users?  How  can  you  afford  to  ^  |roll  out  new  apps 
to  the  whole  company|  ?  It's  like  the  Spanish  Inquisition,  but  the  food  is  worse.  Her  stomach 
rumbles  from  the  dry  turkey  sandwich  and  yuppie  water  served  at  the  start  of  the  meeting 
as  one  committee  member  wakes  up  long  enough  to  ask  about  the  '^|Year  2000  problem^ 
he  saw  on  a  CNN  segment.  "Not  a  problem,  we  have  it  covered,"  she  replies.  With  an  unforeseen 
compliment  for  completing  the  ^|global  supplier  extranet|  project,  she  is  excused.  Exiting, 
she  smiles  at  the  beleaguered  marketing  director,  who  is  about  to  be  skewered  because  the 
company's  celebrity  pitchman  has  just  appeared  on  the  cover  of  a  supermarket  tabloid. 
THE  ^IbEST  parts!  OF  HER  MEETING  WERE  MADE  POSSIBLE  BY  LOTUS. 


'lotus  Domino'and  Messaging  Migration  Tools.  ^Lotus  Domino  systems  administration  tools.  ^Lotus  eSuite  DevPack' Java ' applets. 
^Lotus  Notes'and  Domino  are  Year  2000-ready.  ^Lotus  Domino  Web  Application  Server,  ^www.lotus.com/worktheweb. 


Lotus 


An  IBM  Company 


<  the  Wei),  Domino  and  eSuiIe  DevPah  are  Uademarks  of  Lotus  Development  Corp.  IBM  is  a  fegistered  irademark  ol  Internationa!  Business  Machines  Corp,  All  olhef  product  names  are  trademarks  ot  Ifieir  respective  companies. 


44The  idea  flow  from  the  human  spirit  is  absoluf 


here,  you  ai'e  going  to  get  a  shot  to  operate  with  the  best  of 
the  big  company  and  the  worst  part  of  it  pushed  aside." 

"Well,  you  are  on  trial,"  retorted  Welch. 

"I'm  glad  to  be  on  trial,"  Gutoff  said.  "To  try  to  keep  you 
here  is  important." 

At  daybreak,  Welch  gave  him  his  answer.  "It  was 
one  of  my  better  mai'keting  jobs  in  life,"  recalls  Gutoff. 
"But  then  he  said  to  me — and  this  is  vintage  Jack — 
'I'm  still  going  to  have  the  paity  because  I  Uke  paities, 
and  besides,  I  think  they  have  some  little  presents  for 
me.'"  Some  12  years  later,  Welch  would  audaciously 
wTite  in  his  annual  perfoiTnance  review  that  his  long-teiTn 
goal  was  to  become  ceo  (page  104). 

Gutoffs  stoiy  is  cute,  but  it  contains  within  it  hints  of 
Welch's  future  management  style.  Indeed,  the  decades  have 
failed  to  diminish  for  Welch  the  potency  of  combining  big-com- 
pany might  with  small-company  nimbleness.  If  Gutoff,  who  re- 
mained Welch's  boss  until  1973, 
could  do  that  for  Welch — and  he 
did — then  Welch  could  do  that  for 
others,  many  others.  And  so  for 
much  of  his  professional  life,  as  he 
climbed  the  coi-porate  totem,  Welch 
has  been  preoccupied  with  har- 
nessing the  bnite  strength  of  big- 
ness while  lidding  ge  of  big-com- 
pany paralysis. 

Just  look  at  the  Coi-porate  Ex- 
ecutive Council  (CEC)  sessions, 
where  ge's  top  30  officers  gather 
before  the  close  of  each  financial 
quaiter  The  antithesis  of  the  staid, 
staged  off-site  meeting,  these  ses- 
sions earn  descriptions  fi'om  exec- 
utives like  "food  fights"  and  "ft-ee- 
for-alls."  They  are  where  Welch 
collects  unfiltered  information,  chal- 
lenges and  tests  his  top  players, 
and  makes  sure  that  the  organiza- 
tion's triumphs  and  failures  are 
openly  shared.  "I  may  be  kidding 
myself,"  says  Welch,  "but  going  to 
a  CEC  meeting  for  me  is  like  going 
to  a  fraternity  party 
around  friends.  When  I  tell  my 
wife  I  can  hardly  wait  to  go,  she 
says,  *Well,  wiiy  wouldn't  you?  You 
hired  them  alll'  If  you  like  busi- 
ness, sitting  in  that  room  with  all 
these  different  businesses,  all  com- 
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How  Welch  Manages  GE 


Like  the  seasons  in  the  year,  there  are 
rhythms  and  rituals  to  how  Jack  Welch 
manages  the  colossus  that  Is  General 
Electric.  Besides  his  monthly  teaching 
sessions  at  the  Croton-on-Hudson  training 
center,  his  date  book  is  penciled  in  for: 

EARLY  JANUARY  Sets  agenda  for  the  year  with 
top  500  executives  at  a  session  in  Boca  Raton,  Fla. 

MARCH  Tracks  progress  and  swaps  ideas  with 
top  30  executives  at  quarterly  Corporate  Executive 
Council  in  Croton-on-Hudson. 

APRIL/MAY  Goes  into  the  field  to  each  of  GE's 
12  businesses  for  full-day  Session  C  meetings  to 
personally  review  the  performance  and  develop- 
mental plans  for  GE's  top  3,000  managers.  Also 
sends  out  a  survey  to  thousands  of  employees  to 
find  out  what  they're  thinking. 

JUNE  Quarterly  CEC  meeting  at  Croton-on- 


to  do  is  tap  into  that  well.  I  don't  like  to  use  the  word  ^ 
ciency.  It's  creativity.  It's  a  belief  that  ever\'  person  coun 
It  is  not  suiprising,  then,  that  Welch  chose  to  embrace- 
the  ultimate  expression  of  those  beliefs — the  largest  corpoi 
quality  initiative  ever  undertaken,  ge's  Six  Sigma  progr 
Welch  is  convinced,  can  add  up  to  So  billion  to  ge's 
earnings  through  the  year  2000 

For  years,  Welch  had  been  skeptical  of  the  qua 
progi'ams  that  were  the  rage  in  the  1980s.  He 
that  they  were  too  heavy  on  slogans  and  too  lighi 
results.  That  was  before  he  heai'd  former  ge 
Chaii-man  Lawrence  A.  Bossidy,  a  longtime  fiiend,  wax 
about  the  benefits  he  was  reaping  from  a  quality  initiativi 
had  launched  at  AlhedSignal  Inc.,  where  he  has  been 
since  1991.  Bossidy  had  boiTowed  the  Six  Sigma  prog 
from  Motorola  Inc.  and  reported  that  the  company  was 
ering  costs,  increasing  productivity,  and  realizing  more 
its  out  of  operations. 

Welch  invited  Bossidy  to  si 
his  stoiy  with  ge's  top  mans 
ment  at  the  June,  1995.  CEC  m 
ing.  As  it  tiuTied  out,  that  was 
only  one  Welch  ever  missed- 
was  home  recovering  fi'om 
heait  sm-geiy.  However,  Bossi 
presentation  won  such  rave 
views  that  when  Welch  retui 
to  work  in  August,  he  agreo 
pui'sue  it. 

A  Slx  Sigma  quality  level 
erates  fewer  than  3.4  defects 
million  operations  in  a  mam 
turing  or  service  process.  ( 
nmning  at  a  Sigma  level  of ' 
to  foui\  The  gap  between  that 
the  Six  Sigma  level  is  costing 
company  between  $8  billion 
S12  billion  a  year  in  inefficier 
and  lost  productivity. 

Still,  it  was  no  small  decisi( 
launch  a  quahty  initiative  bee 
it  called  for  massive  investmei 
training  tens  of  thousands  of 


and  hanging    ployees  in  a  disciplined  methoi 


JUNE/JULY  Spends  full  day  with  leadership  of 
each  of  GE's  businesses  to  review  their  three-year 
strategic  plans  at  headquarters  in  Fairfield. 

SEPTEMBER  Quarterly  CEC  meeting  at 
Croton-on-Hudson. 


gy  heavily  laden  with  statistic 
make  the  ideas  take  hold  thro 
out  General  Electric  would  rec 
the  training  of  so-called  mi 
black  belts,  black  belts,  and  g 
belts  to  impose  the  quality  v 


ing  up  with  new  ideas,  is  just  a   niques  on  the  organization 

knockout." 

If  Welch's  intellect  and  fervor 
made  a  strong  impression  on  Gut- 


OCTOBER  Convenes  top  140  executives  in 
Croton-on-Hudson  at  corporate  officers'  meeting  to 


set  the  stage  for  the  upcoming  Boca  meeting 


Welch  launched  the  effort  ir- 
1995  with  200  projects  and  ii: 
sive  training  programs,  move 


off,  it  is  his  near  spiritual  belief  in    fl   3,000  projects  and  more  ti-aini 


the  promise  of  the  individual  that 
made  his  early  mentor  really  sit 
up  and  take  notice.  Welch  believes 
that  efficiencies  in  business  are  in- 


CX:T0BER/N0VEMBER  invests  full  day  with 
leadership  of  each  of  GE's  businesses  to  review 
budgets  and  follow  up  on  human-resource  reviews 
earlier  in  year 


1996,  and  undertook  6,000  pro 
and  still  more  training  in  199  ."• 
far,  the  initiative  has  been  a  Ji 
ning  success,  delivering  far  y- 


finite,  a  faith  gi'ounded  in  the  belief   '   benefits  than  fu-st  envisione 


that  there  ai-e  no  bounds  to  human 
creativitv.  "The  idea  flow  fi"om  the 


DECEMBER  Quarterly  CEC  meeting  at 
Croton-on-Hudson. 


Welch.  Last  yeai;  Six  Sigma  ( 
ered  S320  million  in  product  : 


human  spiiit  is  absolutely  unlimit-   i   gains  and  profits,  more  than  d  ' 

Welch's  original  goal  of  $150: 


ed,"  Welch  declares.  "All  vou  have 
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Tiited.AII  you  have  to  do  is  tap  into  tliat  well  7 7 


ii!  This  year,  he  expects  ge  to  get  about  $750  milHon  in 
V,  lenefits.  "Six  Sigma  has  spread  like  wildfire  across  the  com- 
);  ,  and  it  is  transforming  everything  we  do,"  boasts  Welch. 


ow  AND  Tell 


success  of  the  progi'am  was  evident  this  Januaiy  at 
Uaton,  where  Welch  kicks  off  each  year  with  a  confab 
.t'  top  500  executives.  Amid  the  ocean  breezes  and 

it  is  Welch's  opportunity  to  set  the  yeai''s  agenda  and 
the  company's  newest  heroes.  An  invitation  by  Welch  to 
in  front  of  ge's  most  accomplished  executives  is  like  win- 

n  Olympic  medal  in  ge's  intense  locker-room  culture. 

ast  Januaiy,  29  managers  gained  the  privilege,  most  of 
1  spoke  glowingly  about  their  Six  Sigma  projects, 
th  Welch  in  the  front  row  of  the  auditorium  furiously 
iling  notes  on  a  yellow  pad,  the  managers  recounted 
chey  used  new  ideas  to  squeeze  still 
profit  out  of  the  lean  macliine  that  is 
le  after  another  explained  how  qual- 

irts  cut  costs  and  mistakes,  en- 
productivity,  led  to  gi'eater  mai'ket 

and  eliminated  the  need  for  in- 
jfnt  in  new  plant  and  equipment. 

more  than  a  bragging  fest.  The 
and-tell  routine  allows  managers  in 
cs  to  exchange  lessons  vrith  their 
ei-parts  in  ge  Capital.  It's  a  place, 
roton-on-Hudson,  where  "best  prac- 

get  transferred  among  ge's  differ- 
isinesses.  In  between  sessions,  man- 

who  make  bulbs  or  locomotives 
ideas  with  those  who  finance  cars 
ervice  credit-card  accounts. 
Ich  seldom  disappears  early.  One 
,  for  example,  he  was  up  until  3, 
ng  the  breeze  with  20  executives — 
f  them  fast-rising  women.  But  the 
event  is  Welch's  wi'ap-up  comments 
he  steps  out  onto  the  stage  under  a 
ght  and  a  pair  of  video  cameras, 
though  GE  had  just  ended  a  record 
with  earnings  up  13%,  to  moi'e  than 

llion,  Welch  wants  more.  Most  CEOs 

give  a  feel-good,  congi'atulatory 
:'at  Welch  dispenses  with  the  ku- 

(1  warns  the  group  that  it  will  face 

the  toughest  years  in  a  decade.  It's 
iie  to  be  complacent,  he  says,  not 
he  Asian  economic  crisis,  not  with  deflation  in  the  am 
le  one  unacceptable  comment  from  a  ge  leader  in  '98 
^  'Prices  are  lower  than  we  thought,  and  we  couldn't  get 

lut  fast  enough  to  make  our  commitments.'  Unaccept- 

he  shouts,  like  a  preacher.  "Unacceptable  behavioi*, 

e  prices  will  be  lower  than  you're  planning,  so  you  bet- 

ii't  taking  action  this  week." 

a,  after  asking  eveiy  ge  business  to  resubmit  annual 
!  s  by  the  end  of  the  month  to  account  for  deflation,  the 
t  umble  out  of  him  for  how  they  can  combat  it.  "Don't 
ists,"  he  advises.  "Increase  inventory  tmTis.  Consolidate 
dtions.  Use  intellectual  capital  to  replace  plant  and 
nent  investment.  Raise  approvals  for  price  decisions, 
it  harder  to  give  away  prices." 

ch  then  thi'ows  out  yet  another  chaUenge.  "The  market 


GE  under  Jack  Welch 
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is  rewarding  you  like  Super  Bowl  winners  or  Olympic  gold 
medalists,"  he  says.  "I  know  I  have  such  athletes  reporting  to 
me.  Can  you  put  your  team  against  my  team?  Are  you  proud 
of  everyone  who  r-epor-ts  to  you?  If  you  aren't,  you  can't 
win.  You  can't  win  the  game." 

When  the  executives  retur-n  to  work  on  Friday  moriiing,  a 
videotape  of  Welch's  talk  is  already  on  their  desks  along 
with  a  g-uide  for  how  to  use  it  with  their  own  teams.  Within 
one  week,  more  than  750  videos  in  eight  different  languages, 
including  Mandarin  and  Hungarian,  are  dispatched  to  GE  lo- 
cations ar-otmd  the  world.  Welch's  words  will  be  absorbed  and 
reinforced  by  as  many  as  150,000  employees  by  month's  end. 

Roses  and  Champagne 

What  happens  in  Boca,  in  the  management  development 
cour'ses  at  Crotonville,  or  in  the  quarterly  CEC  sessions 
promptly  spills  down  into  the  organiza- 
tion's guts,  where  people  at  every  layer 
digest  it.  William  Woodbmn,  a  47-year-old 
former  McKinsey  &  Co.  consultant  who 
heads  ge's  industrial  diamonds  business  in 
Worthington,  Ohio,  was  one  of  this  year"'s 
heroes  at  Boca.  Since  taking  over  the 
business  foiu'  years  ago,  Woodburn  had 
incr'eased  the  operation's  r-eturn  on  in- 
vestment fourfold  and  halved  the  cost 
str-uctur-e. 

Employing  Six  Sigma  ideas,  he  and  his 
team  have  squeezed  so  much  efficiency 
out  of  their  existing  facilities  that  they 
believe  they  have  eliminated  the  need 
for  all  investment  in  plant  and  equipment 
for  a  decade.  Some  300  other  managers 
from  GE  have  visited  the  plant  to  leara  ch- 
r-ectly  how  Woodbimi  has  done  it  so  they, 
too,  can  transfer  the  ideas  to  their  own 
operations. 

Like  so  many  GE  managers  raised  in 
Welch's  intense  hothouse,  Woodburn's 
tough  talk  is  pure  Welch.  To  get  the  im- 
pr-ovements,  he  has  had  to  "take  out" 
over  a  thirxl  of  the  wor-kforxe,  including 
mor-e  than  half  the  salaried  staff.  "We've 
been  open  and  fair-,"  he  insists.  "That 
doesn't  mean  being  easy.  You  perform, 
or  you'r-e  gone.  There's  tension  in  the 
rubber  band." 

On  Monday,  after  retiuTiing  from  Boca, 
Woodburn  gathers  his  15  direct  reports  and  uses  Welch's 
video  as  the  center-jDiece  for  a  discussion  of  what  he  lear-ned  in 
Florida.  They  then  do  the  same  with  their-  staffs.  On  Wednes- 
day, Woodbm-n  uses  the  video  again  with  100  staffers  in  the 
plant.  A  week  later,  he  goes  thr'ough  the  process  yet  again 
with  the  r-egion's  "orphans" — ge  staffers  in  the  area  who 
aren't  in  a  major  facility.  "They  see  the  tape.  They  hear  the 
message.  It  gets  people  pumped  up,"  he  says. 

Most  gr-eat  leaders,  of  coui-se,  are  masters  at  communicating 
their  desu-es.  In  his  early  years  as  chief  executive,  Welch  dis- 
covered that  you  can't  will  things  to  happen,  nor  can  you  sim- 
ply commimicate  with  a  few  hunch-ed  people  at  the  top  and  ex- 
pect change  to  occur-.  So  he  doggedly  repeats  the  key  messages 
over  and  over  again,  reinforcing  them  at  every  opportunity. 
Welch  is  uncommonly  conscious  of  the  signals  and  symbol- 
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ism  of  leadership.  Rarely  does  he  miss  a  chance  to 
make  his  presence  felt.  His  handwiitten  notes  sent  to 
eveiyone  ft'om  direct  I'eports  to  houi'ly  workers  pos- 
sess enormous  impact,  too,  because  they  are  intimate 
and  spontaneous.  Moments  after  Welch  lifts  Ms  black 
felt-tip  pen  from  the  chairman's  stationery,  they  are  sent 
via  fax  du-ect  to  the  employee.  Two  days  later,  the  original  ai*- 
rives  in  the  mail. 

They  ai"e  wiitten  to  inspire  and  motivate  as  often  as  to  stii- 
and  demand  action.  Two  years  ago,  for  example,  Woodburn 
turned  down  a  promotion  from  Welch  that  would  have  re- 
quii'ed  a  transfer  because  he  didn't  want  to  move  his  teenage 
daughter  out  of  school.  Woodbui'n  does  not  report  dii-ectly  to 
Welch  but  to  Gary  L.  Rogers,  ceo  of  ge  Plastics.  Yet  Welch 
spoke  to  Woodburn  about  the  decision  on  the  telephone  and 
within  a  day  dashed  off  a  personal  note  to  him. 

"Bill,"  wTote  Welch,  "we  like  you  for  a  lot  of  reasons — one 
of  them  is  that  you  are  a  veiy  special  person.  You  proved  it 
again  this  morning.  Good  for  you  and  your  lucky  family. 
Make  Diamonds  a  great  business  and  keep  youi'  priorities 
straight."  To  Woodbui'n,  the  note  was  an  important  gestui'e. 
"It  showed  me  he  cared  about  me  not  as  a  manager  but  as  a 
person,"  he  says.  "That  means  a  lot." 

Not  eveiyone  sees  that  side  of  Welch.  Some  rank-and-file 
employees,  for  example,  gnmible  about  the  imi-elenting  pres- 
sure on  them  to  peifomi,  and  they 
summon  up  the  moniker  Neutron 
Jack.  "No  matter  how  many  records 
ai'e  broken  in  productivity  or  profits, 
it's  always  'What  have  you  done  for 
me  lately?' "  says  Stephen  Tormey, 
who  negotiates  the  United  Electrical 
Workers  contract  for  some  6,000  ge 
employees.  "The  workers  are  con- 
sidered lemons,  and  they  are 
squeezed  really  diy." 

Other  critics  have  questioned 
whether  the  pressure  Welch  impos- 
es leads  some  employees  to  cut  cor- 
ners, possibly  contributing  to  some 

of  the  defense-contracting  scandals  that  have  plagued  ge  or 
the  humiliating  Kidder,  Peabody  &  Co.  bond-trading  scheme 
of  the  early  1990s  that  generated  bogus  profits. 

Few  would  dispute  that  Welch  is  seen  as  a  demanding,  no- 
nonsense  executive  who  arouses  a  mixture  of  awe  and  fear 
Aware  of  the  daunting  effect  he  can  have  on  people,  Welch 
works  hard  to  counter  that  image.  Not  long  ago,  recalls  hu- 
man-relations chief  William  .J.  Conaty,  one  manager  who  had 
to  make  a  presentation  before  Welch  was  so  jitteiy  he  was 
shaking.  It  was  the  first  time  he  had  met  Welch,  who  was 
swinging  through  St.  Louis  to  meet  with  10  different  man- 
agers. "I'm  so  nei'vous,"  the  manager  confessed  to  Welch. 
"And  my  wife  has  told  me  she'll  thi'ow  me  out  of  the  house  if 
I  can't  get  through  this  presentation." 

At  day's  end,  when  Welch  was  back  on  the  corporate 
plane,  he  immediately  arranged  for  a  dozen  roses  and  a  bot- 
tle of  Dom  Perignon  to  be  dehvered  to  the  man's  home.  He 
then  penned  a  note  to  the  wife:  "Your  husband  did  a  fantas- 
tic job  today.  We're  sorry  we  put  him  and  you  tlrrough  this 
for  a  couple  of  weeks." 

There  are  no  form  letters  from  Welch,  not  to  employees, 
managers,  executives,  or  even  directors  in  the  ge  board- 
room. Eveiy  salaiy  increase  or  decrease,  eveiy  bonus,  and 
eveiy  stock-option  gi'ant  to  Welch's  20  or  so  du-ect  reports 
comes  with  a  candid  talk  about  expectations  and  perfor- 
mance. "There  are  carrots  and  sticks  here,  and  he  is  extra- 
ordinaiily  good  at  apphing  both,"  says  Gaiy  M.  Reiner,  senior 


year. 


uy 


Special    vice-president.  "When  he  hands  you  a  bonus 
Report   ^^'-'^^  option,  he  lets  you  know  exactly  what  he  wuj 
in  the  coming  year." 

Rarely  do  suiprises  occur  Welch  sets  precise 
formance  targets  and  monitors  them  thi'oughout 
And  every  one  of  Welch's  direct  reports — from 
thi'ee  vice-chaiiTn'en  to  each  of  the  operating  heads  of  ge' 
businesses — also  receives  a  handwritten,  two-page  evaa- 
tion  of  his  perfonnance  at  the  end  of  eveiy  year.  "I  do  -i 
evaluations  on  Sunday  nights  in  my  library  at  home,"  : 
Welch.  "It  gives  me  a  chance  to  reflect  on  each  business." 
tached  to  the  detailed  notes  are  his  jottings  fi'om  a  } 
earlier,  with  new  comments  written  in  red  pencil  in  the  i 
gins:  "Nice  job."  "Still  needs  work." 

As  if  in  lockstep,  each  business  chieftain  then  emulates 
behavior  of  his  boss,  and  their  reports,  in  turn,  do  the  ?; 
After  Welch's  Boca  meeting  in  .Januaiy,  for  instance,  Lloy- 
Trotter,  ceo  of  ge's  electrical-distribution  and  -control  busii 
had  his  own  21^  day  leadersMp  conference  in  Orlando  ' 
his  top  250  people.  And  in  Febmaiy,  after  Welch  gave  hin 
bonus  and  reiterated  the  targets  for  the  remainder  of 
year.  Trotter  then  followed  through  in  similar  fashion  ' 
the  97  people  in  his  organization  w^ho  received  cash  bom 
Other  ge  businesses  follow  the  same  foimat.  As  Thoma 
Dunham,  who  iims  sei^vices  in  ge  Medical  Systems,  put 
"Welch  preaches  it  fi-om  the 
and  people  see  it  at  the  botti 
The  result:  Welch's  leadersliip  ; 
is  continually  reinforced  up  . 
down  the  organization. 

Above  all,  however,  Welch  i 
ftilly  uses  rewards  to  drive  be 
ior  Those  rewards  are  not  in 
sequential  at  GE,  in  pait  becauj 
Welch's  determination  not  to 
out  the  kind  of  standard  $1 
raise  that  he  got  back  in  1961 
this  day,  Welch  demands  that 
rewaixis  a  leader  disburses  to 
pie  be  highly  differentiated — ( 
daily  because  GE  is  in  so  many  different  businesses.  "I 
stand  nondifferential  stuff,"  he  says.  "We  live  in  differei 
tion.  You  can't  mn  these  12  businesses  as  if  they  were 
institution." 

Although  ge  set  an  overall  4%  salary  increase  as  a  taet 
last  year,  base  salaries  can  rise  by  as  much  as  25%  i 
year  without  a  promotion.  Cash  bonuses  can  increasja' 
much  as  150%  in  a  year,  to  between  20%  and  70%  of  ' 
pay.  Stock  options,  once  resei^ved  for  the  most  senior  off 
at  ge,  have  been  broadly  expanded  under  Welch.  Now,  f 
27,000  employees  get  them,  nearly  a  third  of  ge's  pr- 
sional  employees.  More  than  1,200  employees,  including 
800  below  the  level  of  senior  management,  have  rece 
options  that  are  now  worth  over  $1  million. 

Unlike  many  companies  that  hand  out  options  as  a 
matic  annual  grants,  Welch  doesn't  want  ge's  program  t 
perceived  as  a  "dental  plan."  So  eveiyone  who  receives  oi 
grants  doesn't  necessarily  get  them  every  year.  In 
Welch  insists  that  at  least  25%  of  the  emi^loyees  receivinj. 
tions  should  be  getting  them  for  the  fii'st  time,  and  no  i 
than  50%  of  the  executives  should  get  more  than  t 
gi'ants  in  a  row. 

Welch,  of  course,  along  with  every  ceo  of  every  n 
company  in  America,  has  been  a  major  beneficiary  of  ^ 
options.  Last  year  alone,  he  exercised  options  that  bro 
him  $31.8  million.  Yet  few  things  energize  Welch  as  mm 
reviewing  a  list  of  GE  employees  who  cash  in  theii 


ii  Most  of  them 
wondered/ Is  this  [ 
a  nut?  Should  he  be 
arrested?'  It  was 
difficultly 
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wards.  Combing  through  the  names,  Welch  can  hard- 
ly contain  his  enthusiasm— not  for  how  well  his  com- 
pany's stock  has  performed  but  for  the  wealth  he  has 
put  into  the  hands  of  people  whose  names  are  unfa- 
miliar to  him.  In  the  first  quarter  of  this  year  alone, 
some  8,900  employees  exercised  8.7  million  options  with  a 
net  value  of  $520  million.  "It  means  that  everyone  is  getting 
the  rewards,  not  just  a  few  of  us,"  he  says.  "That's  a  big 
deal.  We're  changing  their  game  and  their  lives.  They've  got 
their  kids'  tuition  or  they've  got  a  second  house.  That's  a 
real  kick.  We've  all  got  plenty.  We're  fat  cats." 


Surprise,  Surprise 
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Welch's  reach  is  long,  frequent,  and  idiosyncratic.  "It's 
pait  of  living  with  Jack,"  a  fonner  General  Electric  executive 
says.  "If  you're  doing  well,  you  probably  have  more  ft'eedom 
than  most  CEOs  of  publicly  traded  companies.  But  the  leash 
gets  pulled  veiy  tightly  when  a  unit  is  undeiperforming." 

Truth  is,  it  often  gets  pulled,  period.  Outside  of  the  obvi- 
ous— a  $200  million-plus  acquisition,  a  new  strategic  initiative 
like  Six  Sigma,  or  the  naming  of  a  top  executive — it's  almost 
impossible  to  predict  when  Welch  will 
swoop  down.  How  does  he  decide 
what  to  involve  liimself  in?  "It's  this," 
laughs  Welch,  putting  his  forefinger 
to  his  nose.  "I  smell  it.  I  try  to  pick 
out  what  matters." 

When  Welch  intervenes,  he  is 
rarely  indecisive.  "Welch  will  say  yes. 
Welch  will  say  no.  But  he  never  says 
maybe.  A  lot  of  CEOs  do,  and  decisions 
lay  there  like  tliree-legged  horses  that 
no  one  wants  to  shoot,"  says  George 
Stalk  Jr.,  a  partner  vdth  Boston  Con- 
sulting Group  Inc.  who  has  worked 
with  GE.  Late  last  year,  for  instance, 
GE  Capital  argued  in  favor  of  buying 
AT&T  Universal  Card,  the  credit-card 
operation  of  at&t.  Within  24  houi's  of 
the  presentation,  Welch  vetoed  the 
idea  and  sent  a  note  to  the  ge  Cap- 
ital manager  who  had  spent  hun- 
dreds of  hours  studying  it.  Welch 
wanted  her  to  know  that  despite 
his  decision,  he  had  been  impressed 
with  the  quality  of  her  analysis  and 
her  presentation. 

Welch  understands  that  an  orga- 
nization can  be  as  impressionable  as 
an  individual.  Every  time  he  inter- 
venes,   the    stories  reverberate 
through  the  company.  Barely  four 
weeks  before  cnhc  and  Dow  Jones 
&  Co.  formally  launched  their  joint- 
venture  cable  ])rogram  on  Apr.  1, 
for  example,  Welch  called  up  NBC 
head  Robert  C.  Wright  to  tell  him  he 
wanted  to  examine  the  blueprint  for 
the  launch.  Less  than  24  houi-s  later,  a 
gi'oup  of  managers  and  programmers 
mai'ched  into  Welch's  New  York  office 
for  a  detailed  presentation.  "They  had 
a  month  before  the  launch,  and  I 
think  that's  an  important  moment," 
says  Welch.  "That  [r-equest]  will  create 
a  frenzy,  and  we'll  have  a  discussion 


Special    about  it.  Not  that  m  add  a  heUuva  lot  of  value,  but ' 
Report       there  banging  away  at  it,"  he  adds,  clearly  satisid 
that  the  hustle  he  provoked  will  give  the  project  a 
newed  intensity  that  can  only  favor  its  success. 
Or  consider  how  Welch  became  involved  in  the 
ciniciating  details  of  the  tubes  that  go  into  ge's  X-ray  and  < 
scan  machines.  Five  years  ago,  Welch,  who  spends  1595 
20%  of  his  time  interacting  vdth  customers,  heard  so 
giipes  about  the  ])oor  quality  of  the  tubes.  The  product  \ 
averaging  little  more  than  25,000  scans,  less  than  half  w 
competing  tubes  were  getting. 

To  fix  the  problem,  Welch  reached  two  levels  down  into  e 
organization  in  mid- 1993  and  summ.oned  to  corporate  he 
quarters  Mar-c  Onetto,  48,  who  had  been  general  manager 
service  and  maintenance  in  Europe.  His  marching  ord( 
recalls  Onetto,  were  simple  and  direct:  "Fix  it,"  Welch 
manded.  "I  want  100,000  scans  out  of  my  tubes!" 

For  the  next  four  year-s,  Onetto  faxed  weekly  reports 
rect  to  Welch,  detailing  his  progr-ess.  Back  would  come  nc 
from  Welch  every  three  to  four  weeks.  Some  would  ne; 
growl  for  gr-eater  progr-ess;  others  would  flatter  and  caj 


"You'r-e  not  going  fast  enough,"  Welch  scrawled  at  one  po 

The  man  who  would  be  chief 

In  1973,  when  Welch  was  a  divisional  vice-president,  the  review 
of  his  performance  by  early  men  tor  Reuben  Gutoff  audaciously 
listed  his  ambition  to  become  chief  executive 
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IV.  EVALUATION  OF  PERFORMANCE  AND  QUAUF1CAT10N8  ^ 

A.  PERFORMANCE  (Describe  individual's  overall  performance  on  present  assignment  In  terms  of  major  obiectivM. 
special  accomplishments  Indicate  performance  trend  ) 

1972  Performance  Screen  for  Incentive  Compensation  (attached)  lists  key  objectii 
and  achievement  highlights.    Overall  Jack's  1972  performance  was  outstanding 
managed  a  portfolio  of  diverse  businesses  to  achieve  exceptional  short-term  prol 
results  while  simultaneously  investing  aggressively  for  future  growth.    Another  I 


result:    Clearly  developed  a  runner-up  for  his  job  in  event  of  promotion  (Walt  Ro', 
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'he  experience  astonished 
tto,  a  Frenchman  who  had 
ed  GE  in  early  1988.  "I  was 
running  a  little  business 
•,  about  $450  million  in  rev- 
is,  and  I  was  so  amazed  that 
■ould  find  the  time  to  read 
reports  and  then  even  send 
back  notes,"  he  says.  Since 
1,  Onetto's  team  has  creat- 
/ersions  of  the  tubes  that 
:-age  between  150,000  and 

000  scans.  The  improve- 
ts  added  about  $14  million 
roductivity  benefits  to  the 
iion  last  year.  "It's  a  dou- 
sdged  sword  to  be  under 
;'s  detailed  look,"  says  Onet- 
If  you  do  well,  it's  gTeat.  If 
don't,  it's  bad  news.  Jack  is 
famous  for  patience — which 

1  understatement." 


UThe  biggest 
accomplishment  I've  had 
is  to  find  great  people. 
An  army  of  them.  They 
are  all  better  than  most 

CEOs.  They  are  big 
hitters,  and  they  seem 
to  thrive  here?? 


)  Turkeys 

Tiile  analysts  on  Wall  Street  or  ge's  own  investors  view 
.'h's  likely  legacy  as  creating  the  world's  most  valuable 
jany  in  stock  market  temns,  Welch  himself  sees  things 
5  differently.  The  man  who  spends  more  than  50%  of  his 
on  people  issues  considers  his  gi'eatest  acliievement  the 
and  feeding  of  talent.  "This  place  nms  by  its  gTeat  people," 
Welch.  "The  biggest  accomplishment  I've  had  is  to  find 
t  people.  An  amny  of  them.  They  ai'e  all  better  than  most 

They  are  big  hitters,  and  they  seem  to  thiive  here." 
e  believes  he  has  to  know  people  well  enough  to  trast 
1  and  their  judgments.  "I  don't  know  how  to  build  an  air- 
engine,"  he  says.  "I  don't  know  what  should  iiin  on  nbc 
p.m.  on  Thui'sday  nights.  We're  in  the  cat-and-dog  in- 
Qce  business  in  England.  I  don't  really  want  to  be  in  that 
i^ss,  but  the  guy  who  brought  me  that  idea  wanted  to  be 
and  I  tiTist  him.  He'll  take  it  and  make  it  work." 
elch  knows  by  sight  the  names  and  responsibilities  of  at 
the  top  1,000  people  at  ge.  "He  knows  then-  names.  He 
what  they  do.  Tliat's  an  incredible  reinforcement  to  the 
idual  that  he  or  she  counts,"  says  Dunham  of  ge's  Med- 
Systems  business. 

is  premium  on  people  knows  no  boimds.  Three  yeai's  ago, 
transportation  business,  straggling  to  attract  topnotch 
t  at  its  headquarters  in  Erie,  Pa.,  began  reciTiiting  junior 
iry  officei-s.  So  successful  were  they  that  other  ge  units  did 
;ame.  When  ge  had  80,  Welch  asked  all  of  them  to  come  to 
ield,  where  he  spent  an  entire  day  with  them.  Impressed 
the  quality  and  track  record  of  the  recnxits,  he  insisted 
[he  company  hu'e  200  junior  militaiy  officers  annually, 
ss  than  three  years,  ge  now  has  711  of  them  on  the  payi'oU 
!nany  have  abeady  gained  significant  promotions, 
hile  many  companies  profess  to  run  as  meritocracies,  in  re- 
they  ai'e  often  conscious  of  both  class  and  credentials.  At 
iwever,  many  of  the  company's  most  successful  executives 
like  Welch,  the  first  in  their  families  to  earn  college  de- 
-  and  rarely  boast  Ivy  League  diplomas.  Tliey  ai"e  pro- 
1  without  regard  to  titles  or  seniority.  When  it  came  time 
ek  a  new  cfo,  for  instance — a  key  position  with  some 
finance  people  reporting  to  it — Welch  passed  over  sever- 
ididates  in  line  for  the  job  in  favor  of  then  38-yeai"-old  Den- 
).  DammeiTnan  two  layers  down  in  the  ranks  because  he 
impressed  with  how  he  had  handled  other  tough  assign- 


ments. "What  counts  is  what 
you  dehver,"  insists  Welch. 

That  message  has  been  con- 
sistently hammered  home  by 
Welch  since  he  became  ceo  in 
1981.  Nowhere  does  Welch  put 
greater  focus  on  people  and 
perfoiTnance  than  in  the  com- 
pany's annual  Session  C  re- 
views that  begin  in  April  and 
last  through  May.  With  three 
of  his  senior  executives,  Welch 
travels  into  the  field  to  each  of 
his  12  businesses  to  review 
the  progi'ess  of  the  company's 
top  .3,000  executives  and  keeps 
closest  tabs  on  the  upper  500. 

Typically,  Session  C  reviews 
begin  at  8  a.m.  and  end  at  10 
p.m.,  with  the  ceo  of  the  busi- 
ness and  his  senior  human-re- 
soiu'ces  executive.  These  are 
intensive  i-eviews  that  force  those  i-unning  the  units  to  iden- 
tify then-  futui-e  leaders,  make  bets  on  early-career  "stretch" 
assignments,  develop  succession  plans  for  all  key  jobs,  and  de- 
cide which  high-potential  executives  should  be  sent  to  Croton- 
on-Hudson  for  leadership  training. 

How  can  Welch  possibly  weigh  in  with  intelligent  comments 
about  so  many  diverse  managers  and  executives?  Largely,  it's 
because  he  has  met  so  many  of  them.  In  an  average  year, 
Welch  directly  meets  and  interacts  with  several  thousand 
GE  employees.  At  the  session,  moreover,  he  sits  behind  a 
briefing  book  that  contains  every  employee's  assessment  of 
their  strengths  and  weaknesses,  developmental  needs,  and 
short-  and  long-teiTn  goals,  together  with  their  supervisor's 
analysis.  Photos  of  the  employees  being  tracked  and  re- 
viewed accompany  the  package. 

At  lunch,  the  officers  of  eveiy  business  are  expected  to 
bring  the  women  and  minority  managers  they  are  cuirently 
mentoring  so  Welch  can  get  to  know  them  better  Moving 
women  and  minorities  through  the  pipeline  is  a  priority  be- 
cause there  are  so  few  in  ge's  ranks.  No  women  occupy  the 
top  20  jobs  at  the  company,  and  of  the  120  highest-i-anking  ex- 
ecutives in  operating  management,  only  four  are  women. 
While  ge's  macho  culture  may  be  off-putting  to  some  women, 
Welch  insists  that  their  poor  representation  reflects  the  in- 
dustries in  which  GE  has  traditionally  competed.  Adds  a 
high-ranking  female  executive  who  recently  left  ge:  "It's  the 
pipeline  issue.  I  didn't  see  anything  that  discouraged  women 
or  put  up  real  or  perceived  cultural  ban-iers." 

Thi-oughout  the  day,  Welch  will  openly  challenge  upcoming 
promotions,  assignments,  and  succession  plans.  "Guys  will 
pick  guys,  and  I'll  have  an  argument  about  it,  and  finally  I'll 
say,  'This  is  yom-  call,' "  says  Welch.  "  'You  want  him?  You  can 

have  him.  But  this  is  what  I  think  about  him  'If  I  am 

right,  they'll  have  to  do  something.  If  they  are  right,  God 
bless  them." 

In  every  potential  leader,  Welch  is  looking  for  what  he  now 
calls  "E  to  the  fourth  power."  That's  his  term  for  people 
who  have  enormous  personal  energy,  the  abiUty  to  motivate 
and  energize  others,  "edge" — the  ge  code  word  for  being  in- 
stinctively competitive — and  the  skill  to  execute  on  those 
attributes.  He's  also  pressuring  leaders  to  ditch  theii'  C  play- 
ers. "He  doesn't  suffer  fools  gladly,  and  he  doesn't  have  a  high 
tolerance  for  mediocrity,  that's  for  sure,"  says  director 
Gertnade  G.  Michelson. 

Some  critics  say  that  Welch  can  even  be  mean-spirited 


and  petty,  rushing  to  quick  judgments  about  people  on 
the  scantest  of  experience.  "He'll  go  to  a  meeting  and 
someone  be  intimidated  by  his  presence  and  won't 
say  anvthing,"  says  a  foiTner  ge  executive.  "He'll  turn 
around  and  tell  ever\-one  after  the  meeting  that  the 
guy  is  a  dud.  Hell  have  to  be  con\inced  he's  not."  Yet,  the  ex^ 
ecutive  says,  the  good  news  is  that  Welch  can  be  con\-inced. 


Special    the  white  House,  the  spacious  rec  center  on 
Report  '■^^        ^'^^^  ^  BucWer  nonalco: 

beer  bottle  in  hand,  Welch  is  just  one  of  the  guy. 
was  expecting  this  halo  above  him,  this  deity," 
Robert  Callahan,  who  has  been  with  ge  Plastics! 
six  years.  "It  was  like  talking  to  your  grandfather  Youj 
comfortable  around  him.  You  don't  expect  him  to  b^ 
down-to-earth." 


The  Coffee  Pot 


Welch  didn't  always  get  rave  reviews.  When  he  fii'st  came 
to  The  Pit  shortly  after  succeeding  the  statesmanlike  Reginald 
Jones,  Welch  stared  into  a  sea  of  scornful  faces.  They  could 
not  fathom  why  a  stable  and  highly  profitable  company  should 
ditch  businesses  and  one  out  of  fom*  workers  to  comply  with 
Welch's  dictum  that  ge  be  \o.  1  or  Xo.  2  in  eveiy  business. 

"I  went  there  when  60%  of  the  audience  would  sneer  at 
me,"  recalls  Welch  of  the  days  when  he  was  in  the  midst  of 
massive  layoffs.  "Most  of  them  wondered,  "Is  this  guy  a  nut? 
Should  he  be  an-ested'?'  It  was  difficult." 

Yet,  if  Welch  has  regrets,  it  is  that  he  moved  too  slowiy  at 
first.  "IVTiat  I  did  then  compared  to  what's  been  done  in  the 
revolutions  at  IBM,  gm,  and  other  places  was  toy  stuff,"  he 
says.  He  remembers  seeing  ge  skewered  in  a  1981  60  Min- 
utes segment  for  closing  a  steam  iron  plant  employing  650 
workers  in  Ontario,  Calif.  "American  society  accepts  com- 
petitiveness today. . . .  It's  getting 
out  of  the  old  and  getting  into  the 
new.  That's  the  game." 

The  rules  for  this  game  have 
been  honed  and  taught  at  Cro- 
tonville,  ironically  a  place  that 
Welch  never  came  to  as  a  student. 
WTien  he  bolted  up  the  corporate 
ladder,  Crotonville  was  hardly  a 
mandator,'  stop.  It  was,  in  Welch's 
words,  more  of  a  "consolation 
piize"  for  many  who  failed  to  get 
promotions. 

After  becoming  CEO,  however. 
Welch  made  the  place  a  central 
pait  of  his  mission  to  transfonn  ge 
into  an  informal  learning  organiza- 
tion. Its  courses  were  directly 
linked  to  the  strategic  priorities  of 
the  company,  and  executives  went 
there  to  work  on  issues  that  per- 
plexed them  back  at  the  office. 
"Jack  calls  Crotonville  the  coffee 
pot,"  says  Steven  Kerr,  vice-presi- 
dent of  leadership  development.  "It 
doesn't  just  percolate.  It  gives  off 
aromas  that  draw  people  from  all 
over  the  company." 

Welch's  frequent  teaching  as- 
signments at  Croton-on-Hudson  are  clearly  one  of  the  fa- 
vorite parts  of  his  job.  He  tv-pically  appears  at  these  three- 
week  courses  towai'd  the  end,  after  an  array  of  other  ge 
executives  have  psyched  the  group  up  to  ask  Welch  tough 
questions.  His  appearance  is  unscripted,  without  notes.  If 
there  aren't  a  dozen  hands  up  wanting  to  take  a  sw'at  at 
Welch  at  any  time,  the  ceo  would  consider  the  group  a  dull 
bunch,  a  group  of  turkeys. 

Nearly  fom*  hours  after  this  session  at  Croton-on-Hudson 
began,  when  the  class  disbands  at  5  p.m.,  Welch  doesn't 
just  head  for  the  chopper  on  the  nearby  pad.  Instead,  as  he 
alwavs  does,  he  invites  the  class  to  have  a  diink  with  him  at 


End  Game 


it  Succession  is 
part  of  the  rebirth  of 
an  organization.... 
It's  a  free  swing  for  a 
new  team?? 


Back  in  his  office  at  30  Rockefeller  Plaza,  Welch  can't 
tain  his  excitement.  "Rol"  he  shrieks  through  a  sliding  dc 
his  secretaiy,  Rosanne  Badowski.  "Bring  it  inl  You 
what  it  is.  Bring  it  inl"  he  shouts.  "This  is  the  most  excil 
thing  that  has  ever  happened  to  me." 

A  few  moments  pass  and  the  sUding  door  disappears 
wall  with  a  whoosh.  His  secretary  gives  Welch  a  score^ 
from  his  latest  golf  game.  He  hides  the  results  with  his 
and  jumps  into  the  stoiy.  "I'm  placing  golf,  0.  K.?"  he 
"And  the  players  are  Jack,  Matt  Lauer,  Bob  Wright, 
NoiTnan,  and  Wa\Tie  Huizenga  at  Wa\-ne's  course.  Greg 
tenific.  He  shoots  a  70,  two  under  par" 

Welch's  hand  slowiy  slides  down  the  scorecard  to  re 
NoiTnan's  name  and  score.  "Bob  has  a  96.  WajTie  has 
Matt  has  a  78.  And  Jack  has  a  69  and  beats  Greg  Nor 
declares  Welch,  finally  revea 
his  total  score.  "Isn't  that  I 
greatest  thing?  Is  that  a  tum| 
That's  evenlhingi  The  rest  ^ 
is  all  nonsense.  This  is  the 
stuff.  If  you  are  going  to  shop 
69,  what  better  moment?" 

Indeed.  The  Irish-Catholic 
who  learned  to  play  golf  as 
yeai-old  caddy  beat  a  champion 
1  had  my  preference,"  Welch 
"I  would  have  loved  to  have  be 
gi'eat  professional  golfer  Oh, 
But  if  you've  got  to  pick  a  jc 
business,  this  is  the  best  job 
ever  created.  Even,-  day  is  a 
new  event.  You're  not  deaHng 
products  as  much  here  as  y( 
dealing  with  people.  It's  a  kick 
In  2:-  years,  Welch  will  lose 
kick  when  he  steps  down  as  c 
man  and  CEO  of  General  Ele 
after  nearly  20  year's  at  the  to 
he  reaches  the  mandaton,'  re 
ment  age  of  65.  No  one,  not 
Welch,  knows  who  his  succe 
will  be.  Nonetheless,  Welch's 
ership  style  has  become  so  em 
ded  in  the  organization  that 
his  retirement  is  unlikely  to  erode  his  impact. 

As  for  what  \^'elch  will  do  next,  he  doesn't  hesitat 
answer  the  question.  WTiile  he  will  consider  teacliing  ai 
casional  business  course,  he  has  no  intention  of  amaj 
cor-por-ate  dmector-ships.  Instead,  he  intends  to  play  golf" 
his  second  wife,  Jane.  Clearly,  he  wiU  miss  the  job,  the  ao 
and  the  fun.  "A  lot,"  he  says,  "a  lot.  But  succession  is  pa 
the  rebirth  of  an  organization.  I'm  not  going  to  be  arou 
am  not  going  to  be  near  the  boar-d.  It's  a  free  swing  for  ae' 
team."  But  can  anyone  ever  run  this  company  with  the 
er  and  influence  of  a  Jack  Welch?  Don't  count  on  it. 

Special  Report  continues  on  pagi 


^^^^^^^^omething  out  of  the  blue  happened  to  your  house,  could  you  find 
2  )ntractor  to  fix  it?  An  Allstate  Agent  could  help  you.  Plus  Allstate  offers  a  three-year 
workmanship  guarantee.  Being  in  good  hands  is  the  only  place  to  ber 


/lllstate 

YoiAe  in  good  hands. 


'Let's  hold  the  next  global  meeting  via  our  Intranet. 
.  (    That  means  voice,  data,  even  video 


'I  HAD  A  PAL  IN  MY  MOM' 


It  had  taken  him  21  hai-d  years  and  a 
bruising  succession  battle  to  make  it 
to  the  top.  But  finally,  in  1981,  Jack 
Welch  achieved  his  gi'eatest  ambition. 
At  45,  the  long-shot  candidate  became 
the  youngest  chief  executive  in  General 
Electric  Co.'s  histoiy.  The  climax  to  his 
ascension  was  his  fti'st  shai'eholders' 
meeting  in  Phoenix.  After  holding  forth 
for  two  hours,  the  triumphant  Welch 
walked  offstage,  his  blue  eyes  moist 
with  tears.  "I  wish  my  mother 
had  been  here,"  he  whispered 
to  GE  du'ector  and  fiiend  Silas 
S.  Cathcart. 

•Jack  Welch,  sentimental?  In 
time,  he  become  knowm  as  Neu- 
tron Jack,  the  man  who  cut  ge's 
workforce  by  more  than  100,000 
employees  in  his  fii-st  five  yeai-s 
as  CEO.  But  that  moniker  sug- 
gested a  one-dimensional  chai-ac- 
ter,  failing  to  shed  light  on  a  fai' 
more  complex  and  private  indi- 
\idual.  Welch  has  aiw^ays  been 
more:  a  dutiful  son  who  wor- 
shiped an  adoiing  Irish  mother, 
a  loyal  fiiend 
who  still  re- 
turns  to  Salem.  ^ 
Mass.,  for  high 
school  reunions, 
and  a  witty, 
self-deprecating 
husband  and  fa- 
ther of  foui". 

A  tji^ical  re- 
mark from 
those  who 
know  Welch 
well  is  how  lit- 
tle he  has 
changed  since 
boyhood,  when 
pals  called  him 
Jackie,  ge- 
watchei-s  often 
applaud  Welch 
by  sajing  he  is 
one  of  the  few 
corporate  lead-        '  ' 
ei"s  to  reinvent  himself  through  in.-  1 7- 
yeai"  reign,  at  the  top.  They  point  to  the 
metamorphosis  of  his  public  image  from 
remorseless  cost-cutter  to  a  business  icon 
and  champion  of  "soft"  people  values. 
Ti-uth  is,  Welch  hasn't  changed  at  all. 

Growing  up  in  Salem,  Welch  was  as 
he  is  today:  unpretentious,  demanding, 
and  feisty,  quick  to  use  obscene  lan- 
guage W'hen  his  temper  flares,  but  also 


remai'kably  compassionate  and  caring. 
His  decisions  to  lay  off  employees  to 
sharpen  ge's  competitiveness,  say  insid- 
ers,' w-ere  painful  and  anguished. 

His  force  of  will  in  the  game  of  busi- 
ness w^as  just  as  strong  in  the  scrappy 
games  of  hockey  and  baseball  he  played 
as  a  teenager  "Most  people  change 
w:hen  they  go  to  work  for  a  big  compa- 
ny," says  George  W.  Ryan,  a  longtime 
fiiend  and  liigh-school  buddy.  "They  are 


forced  to  conform  to  smnive 
He  forced  the  company  to  cha 
His  mother,  Grace,  whom  he 
resembles,  gave  him  the  confid 
refuse  to  confonn.  Welch  learrn 
from  her— including  pui'e  persi 
took  16  v'ears  before  she  and  h 
John  Sr  saw  the  biith  of  their 
on  Nov.  19,  1935,  in  Peabody,  J 
Sr,  a  Boston  &  Maine  ti-ain  coi 
and  union  leader,  w'orked  long 
ten  lea\ing  for  work 
a.m.  and  not  retumini 
7:30  at  night. 

W'elch  and  his  mot 
drive  to  the  train  sta 
gether,  sit  in  the  car 
dai'k,  and  talk  while 
for  his  dad  to  anive. 
vtnced  him  that  he  d 
speak  with  a  stutter, 
though  he  did.  She  U 
aim  for  the  sky.  She 
to  Fenway  Pai'k  and 
cultivate  his  near  life 
sion  for  the  Boston  I 
She  nmlured  his  con 
instincts  in  games  of 
and  gin  iiimm.y  aroui 
kitchen  table.  And 
beat  him,  Welch  reca 
slam  the  cards  on  thi 
and  shout  "GinI"  in  t 
voice  possible.  "I  hae 
my  mom,  you  know," 
'We  had  a  great  rela 
It  was  a  powerful,  ui 


the  early  years 


Jack  as  a  young  boy  (upper  left), 
at  his  college  graduation  in  '57, 
with  mother  Grace  before  his  junior 
prom,  playing  baseball  in  high 
school,  and  Jack's  mother  and 
father,  John  Sr.,  around  1920 


wondt'i'fiil,  reinforcing  experie 
Young  Jack,  described  in  hi 
school  yeai'book  as  a  boy  witi 
wit,  a -wise  look,  and  an  answ' 
ready."  won  a  reputation  as  a 
and  popular  student  but  also 
ster  eager  to  pull  off  one  cap< 
other.  For  the  Senior  ReNTie  i 
High  School,  Welch  and  his  fr 
were  wheeled  onstage  in  bab;3 
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1  diapers  and  combat  boots  to 
/  Face. 

liared  his  achievements  in 
3l,  where  Jack  was  co-captain 
f  team  and  treasm-er  of  the 
?s.  She  encouraged 
gh  the  University  of 
^etts  and  the  Univer- 
nois.  And  when  he 
;  PhD  in  chemical  en 
iVom  Illinois,  she 
newspaper  in  Salem  to  report 
nt.  "She  was  putting  stuff  in 
aper  like:  'Dr.  Welch  Receives 
"  Welch  remembers  with  a 
e  was  impossible." 
led  in  1966,  shortly  after 
e  her  $1,000  from  the  bonus 
1  time  when  he  was  making*- 
iore  than  $20,000  a  year.  She 
-  aiey  to  go  to  Florida  for  the 
1  that  was  where  she  passed 
■  was  so  excited  to  get  some- 
me,  so  excited  that  I  did 
-mbers  Welch.  "The  only 

.  all  the  things  I  could  do 
1.  That's  the  tragic  thing." 
lay,  Welch  considers  his 
assing  long  before  he  gained 
lim  or  financial  success  to  be 
greatest  disappointment  of 
e  second  might  be  the  end  of 
image,  to  Carolyn  B.  Os- 
n  he  had  met  at  a  Lenten 
e  University  of  Illinois.  They 
;nicably  after  28  years,  in 
ids  say  the  Welches  simply 
iselves  on  different  paths, 
fig  four  children — Katherine, 

and  Mark — Carolyn  re- 
chool  for  a  law  degree. 
E.  Welch  met  second  wife 
\v,  a  mergers-and-acquisi- 
at  Shearman  &  Sterling, 
late  airanged  by  Walter  B. 
ngtime  head  of  Citicorp  who 
i;e  director,  and  wife  Kathy. 
't  for  dinner  at  Tino's,  an 
aurant  in  New  York,  with 
ane  leaving  the  Wristons  at 
i  going  on  to  close  the  bar  at 
nbourg  at  4  a.m. 
second  date  over  burgers  at 
bllensky's  in  New  York — 
d  wearing  leather  jackets 
ans — to  make  it  stick.  Some 
later,  in  April,  1989,  they 
Jie  quit  her  position  as  an 
»  make  Welch  her  full-time 
and  frequently  travels  vrith 
'Velch,  Alabama-bora  Beasley, 
'  t,  tough,  vritty,  and  unpre- 
16  only  daughter  of  a  farmer 
[iilteacher,  she  grew  up  a 
'  I  family  with  three  brothers, 
rp'eat  sparring  partner  for 
i  Iso  has  adapted  to  his  pas- 


sions, skiing  and  golf,  while  encouraging 
him  to  learn  about  hers.  "His  vrife 
promised  to  learn  to  ski  if  he  would  go 
to  the  opera,"  says  Gertrude  G.  Michel- 
son,  a  GE  director  and  friend.  "I  can  tell 
you  she  has  skied  more  than  he 
has  gone  to  the  opera." 

The  private  Welch  is  a  sports 
fanatic,  a  movie  buff,  and  a  me- 
dia junkie  engaged  equally  by 
scuttlebutt  and  facts.  After  a  vig- 
orous 45-minute  workout  in  his  home  at 
5:30  a.m.,  he  begins  every  weekday  by 
scanning  the  "What's  News"  column  of 
The  Wall  Street  Journal,  then  glancing 
at  the  index  in  the  B  section  for  GE  sto- 
ries. Immediately  aftei-ward,  he  goes  to 


ly  sits  in  front  of  the  TV,  watching  " 
MSNBC  or  CNBC  while  going  through  a 
foot-high  pile  of  memos  and  reports. 
His  favorite  shows  are  NBC's  Frasier 
and  now  off-the-air  Seinfeld,  though  he 
has  a  fonnidable  appetite  for  watching 
sports  on  TV,  even — to  the  amazement  . 
of  his  wife— bowling. 

Above  all,  though,  Welch  is  a  golf 
nut.  He  learned  the  game  as  a  12-year- 
old  caddy  who  studied  the  swing  and 
stance  of  the  best  golfers.  Welch  also  ^ 
helped  teach  Jane,  who  had  never 
played  golf  before  meeting  him.  She  has 
now  won  two  club  championships  in  a 
row  on  Nantucket,  where  the  Welches 
maintain  a  summer  home. 


family 


his  favorite  newspaper,  the  Neu>  York 
Post.  An  incon-igible  gossip  himself, 
Welch  says  he  typically  finds  "at  least 
five  good  stories  there,"  especially  on 
media  and  entertainment. 

But  there's  no  escaping  GE  business, 
even  on  vacations  and  weekends,  when 
there  are  almost  always  faxes,  tele- 
phone calls,  and  a  stack  of  paperwork 
to  mull  over.  In  the  evenings,  he  usual- 


With  second  wife,  Jane,  a  former 
attorney  at  Shearman  &  Sterling, 
on  a  golfing  vacation  in  Ireland, 
and  with  Jack,  one  of  three 
grandchildren 

The  pair  also  purchased  a  house 
across  the  street  from  the  Countiy 
Club  of  Fail-field.  Meanwhile,  Welch  has 
lowered  his  handicap  to  five,  though 
some  partners  say  it's  more  like  three. 

He  attacks  golf  as  he  does  every- 
tiiing:  with  vigor  and  abandon.  On  a  re- 
cent three-day  weekend,  Welch  and  his 
wife  squeezed  in  90  holes  of  golf  at  Au- 
gusta, where  he  is  a  member.  And  on  a 
golf  trip  to  Ireland  with  three  other 
couples  the  summer  after  his  open- 
heart  sui'geiy  in  1995,  he  played  six 
courses  in  six  days.  That's  Welch  to  a 
tee — always  seeking  a  game,  eager  to 
best  the  competition.  Just  the  can-do 
attitude  to  make  a  mother  proud. 

By  John  A.  Byrne  in  New  York 
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111  (ho  past  (ivo 
quarters,  Tisch's 
bets  that  the 
market  would 
fall  produced 
^1.5  billion  in 
trading  losses 


TISGH:  H 


Loews'  chief  insists  that 
short-selling,  which  has 
been  disastrous  so  far.  w 


be  \1ndicated  in  the  end 


T 


is:  great  bear?  At  a 
'.vhen  most  of  them  are  in 
lation.  Laui-ence  A.  Tisch, 
man  and  CEO  of  Loews  Corp.! 
iriiists  that  the  mai-ket  is  greatly 
valued.  "People  don't  realize  thij 
unique  period  in  American  finandi 

ton"  We've  gotten  to  such  ai 

treme  in  the  market  that  a  com 
would  be  of  such  major  proportio 
could  do  economic  haiTti  to  the 
tiy,"  Tisch  says.  "That's  the  sad  f 
Most  professional  investors  ' 
Tisch's  longtime  dai-k  \iew  of  the 
ket.  But  few  appreciate  the  este 
which  he  has  been  putting  his  n 
where  his  mouth  is.  Regai*ded  as  s 
seiwative  value  player  for  decad( 
has  been  pui-suing  an  extraordi 
daring  strategv"  for  over  a  ye 
Loews,  a  holding  company  of  whic 
Tisch  family  owns  about  a  thii-d  ( 
stock.  He  has  been  tising  company 
ey  to  make  huge  bets  against  th 
mai'ket.  They  include  shoiting  eqi 
shoiting  futures  contracts  on  the 
dard  >S:  Poor's  oOO-stock  index,  anc 
ing  put  options  on  the  s&p. 

So  fai".  his  timing  has  been  lou 
1997.  these  bets  that  the  mai'ket  ■ 
fall  cost  Loews  S917.7  rmlHon.  L 
1997  pretax  earnings  of  SI. 59  1 
were  40*^  lower  as  a  result.  Th< 
quaiter  of  1998  was  even  woi*se. 
ing  losses  totaled  some  So33.4  ir 
basically  wiping  out  the  quarter's 
ings.  CK"ei-all.  the  past  five  quaiteif 
duced  close  to  S1.5  bilhon  in  ti 
losses.  And  the  bad  news  is  co 
ing.  The  latest  Sectu-ities  &  Exc 
Commission  filing  for  the  quarte 
ing  'Mar.  31  says:  "The  compan; 
tinues  to  maintain  these  positioi 
has  experienced  additional  sign 
losses." 

Loews'  annual  10-k  filing  esti 
that  if  a  vaiiety  of  advei*se  ever 
cuired.  such  as  a  2o'~c  rise  in  the 
mai-ket,  Loews  could  lose  as  mu(± 


TIMATE  BEAR 


1  from  short-selling.  It  appears 
Tisch,  in  effect,  has  been  been 
ig  ever  larger  bets  as  the  market 
ices.  Ti'ading  losses  were  only 
million  in  1995  and  $145.3  million 
(6. 

m't  get  me  wrong.  It's  not  pleas- 
'm  not  happy  about  [the  losses]," 
Rsch.  "Look,  I've  been  wrong  so 
}ut  he  defends  his  shorting  strate- 
is  a  proper  activity  for  a  public 
my  with  majoi  securities  posi- 
"In  the  long  run,  I  think  we  are 
the  prudent  thing." 
SSES.  So  what  gives  Tisch  the 
ye  to  continue  along  this  bloody 
After  weathering  several  market 
,urns,  Loews'  ceo  insists  that  the 
it's  current  valuations  are  far  be- 
the  extremes  reached  before  the 
of  1929.  Tisch  points  out  that  the 
Q  index  trades  at  a  multiple  of  70 
earnings,  when  the  normal  price- 
gs  ratio,  according  to  him,  should 
)ut  18  times. 

}h  is  convinced  that  the  corpo- 
ccounting  excesses  of  the  1990s 
nally  come  home  to  roost.  He 
ons  the  quality  of  earnings,  point- 
1  such  things  as  the  overuse  of 
offs,  the  wholesale  granting  of 
options,  and  the  very  generous 
accounting  to  inflate  earnings, 
'h  has  made  money  shorting  the 
t  before — in  the  1987  downturn 
uring  Japan's  1989  decline.  He 
say  what  individual  stocks  Loews 
ting.  But  he  does  say  that  his  re- 
trategy  has  been  sHghtly  more 
vative.  Instead  of  mainly  shorting 
p  futui'es  contract,  he  is  also  buy- 
)re  puts  on  the  s&p.  That  is  still  a 
I  a  market  downturn,  but  it  in- 
less  risk  if  the  market  should 
•ket.  The  loss  on  buying  puts  is 
1  to  the  amount  paid  for  the  put, 
as  shorting  s&p  futures  entails  al- 
mlimited  risks. 

I  what  if  the  market  tanks  this 
■s  Tisch  is  expecting?  Tisch  says  if 
mps  by  20%,  he  will  more  than 
I  the  losses  of  the  past  five  quar- 
k  30%  or  40%'  decline  would  make 
tnpany  a  couple  of  billions  of  dol- 
says. 

h  has  plenty  of  defenders.  War- 


ren E.  Buffett,  chief  of  Omaha's  Berk- 
shire Hathaway  Inc.,  is  one.  "Wliile  I 
don't  try  to  time  the  market  much  my- 
self," says  Buffett,  an  old  friend  of 
Tisch,  "I  hope  Loews  shareholders  be- 
have in  the  same  way  that  I  hope 
Berkshire  Hathaway  shareholders  be- 
have— and  that  is  you  look  at  a 
batting  average  over  time ...  all  nine 
innings." 

Paul  Spraos,  publisher  of  Sivaps 
Monitor,  which  covers  derivative  trad- 
ing, says  Loews'  strategy  of  shorting 
the  market  is  relatively  rare  among 
large  corporations.  "Obviously  their 
strategy  wasn't  the  gi'eatest  so  far," 
says  Spraos.  "But  at  least  they've  done 
what  they  should  have  in  telling  share- 
holders what  they  were  up  to  They 

were  actually  very  informative  in  their 
annual  report." 

Others  ai'e  less  kind.  Says  one  hedge- 

LOEWS'  STOCK  SAGS... 


DEC,  29. '95  APR  30, '98 

A  INDEX  DEC  29/95=100 

DATA  BLOOMBERG  FINANCIAL  MARKETS 

...AND  TRADING  LOSSES  ARE 
HiniNG  THE  BOnOM  LINE 

1997 

MILLIONS  OF  DOLLARS 


PRETAX  INCOME  (Before 

results  from  investments 

and  trading)* 

$1,593.2 

+  NONTRADING  GAINS 

+  679.8 

TOTAL 

2,273.0 

-  TRADING  LOSSES 

917.7 

PRETAX  INCOME  (After 

trading  and  nontrading 

results) 

$1,355.3 

TRADING  LOSSES  REDUCED 

TOTAL  INCOME  BY 

40.3% 

•Excludes  tobacco  settlement 
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fund  manager:  "I  would  argue  that  if  he 
wants  to  be  shorting  the  market,  he 
probably  shouldn't  be  a  public  company. 
I  don't  think  that  is  the  kind  of  risk 
most  shareholders  want  you  to  take." 

Loews'  disparate  collection  of  busi- 
nesses is  as  rare  as  his  trading  prac- 
tices. The  holding  company,  with  .$20 
billion  in  revenues,  has  an  84%-  stake  in 
CNA  Insm'ance,  a  50%-  stake  in  Diamond 
Offshore  Drilling,  98%  of  Bulova  Watch, 
and  100%  of  Loews  Hotels  and  Loril- 
lard  Tobacco.  Over  the  past  15  months, 
the  paper  value  of  Loews'  stakes  in  Di- 
amond, CNA,  and  other  equity  invest- 
ments rose  close  to  $4  billion.  In  cna's 
case,  much  of  the  stock  appreciation 
was  the  result  of  another  controversial 
move:  buying  bonds  in  1994  when  the 
bond  mai'ket  crashed,  which  nearly  dou- 
bled cna's  book  value. 

Tisch  is  a  confirmed  bottom-fisher. 
His  moves  have  usually  been  contro- 
versial but  ultimately  yery  lucrative. 
For  instance,  when  Tisch  started  buying 
offshore-drilling  rigs  from  virtually 
banki'upt  companies  in  the  late  1980s, 
the  industry  was  so  out  of  favor  that 
assets  were  selling  at  close  to  scrap- 
metal  prices.  Loews'  interest  in  Dia- 
mond is  now  worth  about  .$3.5  billion. 
CLOUD  OF  SMOKE.  But  Tisch  also  has 
been  accused  of  selling  things  too  early, 
such  as  bank  stocks  in  the  1990s,  and  of 
missing  the  bull  mai'ket  as  a  member  of 
New  York  University's  investment  com- 
mittee, which  was  conservatively  in- 
vested in  fixed-income  securities. 

Despite  the  mammoth  increase  in  the 
mai'ket  value  of  Loews'  two  public  com- 
panies, Loews'  shares  still  only  trade  at 
a  multiple  of  nine  times  projected  earn- 
ings. Over  a  25-year  period  Loews' 
shai'es  have  doubled  the  s&p.  But  lai-ge- 
ly  due  to  the  cloud  of  tobacco  hanging 
over  its  stock,  Loews  in  recent  years 
has  underperformed  the  s&p  (chart). 

For  some,  Loews  may  be  attractive 
precisely  because  of  its  short  positions. 
Mark  Hollingsworth,  president  of  Do- 
minion Capital  Advisors  in  Hampton, 
Va.,  an  adviser  for  pension  funds,  says 
he  can't  buy  derivatives  for  many  of 
the  accounts  he  manages.  "If  Loews  is 
carrying  a  billion  dollars'  worth  of 
downside  protection,"  Hollingsworth 
says,  "they  start  to  look  attractive  as  a 
hedge  for  investors  like  ourselves." 

Tisch  feels  he  will  eventually  be  vin- 
dicated. "I  don't  want  to  be  a  genius — 
and  I  don't  want  to  be  a  bum.  I  just 
want  to  be  around  with  a  sound  finan- 
cial company,"  he  says.  So  far,  Loews 
has  paid  a  high  price  for  Tisch's  belief 
in  the  bear. 

By  Debra  Sparks  in  New  York 
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FACADE:  YBM's  reputation 
enhanced  by  classy  brokera 


IMVESTlbAiiONb 


RED  FLAGS? 
WHAT  RED  FLAGS? 

Despite  Bre-X,  Canada's  regulators  let  another  lulu  get  by 


For  four  years,  ybm  Magnex  Intei*- 
national  Inc.  was  a  darling  on  the 
Canadian  stock  markets.  The  small 
Pennsylvania-based  magnet  maker 
grew  from  a  shell  company  that  traded 
for  pennies  on  the  wild  and  woolly  Al- 
berta Stock  Exchange  to  a  global  in- 
dustrial player  whose  stock  climbed  to 
nearly  $14  a  share  last  March,  hiking 
its  market  value  above  $600  million.  It 
was  boosted  by  analysts  from  some  of 
Canada's  toniest  brokerage  houses.  As 
a  way  to  tap  into  promising  trade  with 
the  former  Eastern  bloc,  it  stirred  in- 
terest and  recruited  high-profile  board 
members. 

The  bubble  burst  on  May  13,  when 
the  U.  S.  Customs  Service,  Federal  Bu- 
reau of  Investigation,  Internal  Revenue 
Service,  and  Immigi'ation  &  Naturaliza- 
tion Service  raided  the  company's 
Philadelphia-area  headquarters.  A 
spokeswoman  for  the  Royal  Canadian 
Mounted  Police  says  the  raid  was  part 
of  a  two-year  criminal  investigation. 
Trading  in  ybm  has  been  suspended  on 
the  Toronto  Stock  Exchange.  The  com- 
pany, whose  auditors,  Deloitte  &  Touche, 
say  it  may  have  been  involved  in  "illegal 
acts,"  is  awaiting  a  report  by  outside 
investigators  requested  by  the  indepen- 


dent directors,  ybm  spokesman  Guy 
Scala  says  the  company  is  "aware  of  no 
facts  which  support  speculation  that  it 
has  engaged  in  unlawful  acts." 

What's  most  remarkable  about  the 
YBM  saga  is  the  veritable  forest  of  red 
flags  that  were  ignored  by  Canadian  se- 
curities regulators,  brokerage  execu- 
tives, and  investors:  disturbing  associa- 
tions with  alleged  Russian  gangsters, 
suspicions  of  money  laundering  that 
drew  the  eyes  of  law  enforcers  world- 
wide, and  the  company's  questionable 
financial  statements.  RegTilators,  who 
knew  of  ybm's  dubious  origins,  cleared  it 
for  trading  fii'st  in  Alberta  and  then  on 
the  prestigious  Toronto  exchange.  And 
investors,  especially  many  of  Canada's 
major-league  mutual  funds,  helped  ybm 
through  a  $34  million  public  offering 
last  fall.  "As  a  Canadian  investor,  I  find 
it  embarrassing,"  says  Stephen  Foer- 
ster,  an  associate  professor  of  finance 
at  the  University  of  Western  Ontario. 
"It  can  tarnish  the  image  of  Canadian 
markets  in  general." 

Hints  of  trouble  have  sun-ounded  ybm 
since  1994.  First,  there  was  its  pecu- 
liar start:  ybm's  backers— chiefly  Jacob 
G.  Bogatin,  a  Russian-bom  magnet-sci- 
ence expert,  and  Semeon  Mogilevitch,  a 


suspected  organized-ciime  le: 
from  Hungary  who  toget 
with  relatives  and  associates 
a  principal  ybm  sharehold< 
picked  up  a  worthless  corpo 
shell  on  the  Alberta  Stock 
change  called  Pratecs  Techi 
gies  Inc.  By  going  public  thr( 
merging  ybm  into  Pratecs,  i 
avoided  the  intense  scrutiny 
accompanies  an  initial  publii 
fering — either  in  the  U.  S. 
Canada.  Bogatin  declined  to 
ment.  Attempts  to  reach  Mo 
vitch  to  obtain  his  respons 
this  article  were  unsucces 
Scala  says  Mogilevitch  ha( 
role  in  management  and  no 
only  a  small  shareholder. 
The  most  glaring  sigi 
problems  arose  in  mid-1995.  Pra 
halted  trading  for  six  weeks  when 
berta  exchange  officials  were  ale 
that  British  investigators  were  loo 
into  an  affiliated  outfit,  Arigon  Co 
suspicions  of  money  laundering.  F 
time,  Arigon's  assets  were  froze 
Britain,  but  legal  actions  were  drop 
Mogilevitch,  however,  was  banned  : 
entering  Britain.  Nonetheless,  offi  pi 
of  the  Alberta  Stock  Exchange 
mitted  trading  to  resume,  explai 


CHECKERED  HISTORY 


1994  Promoters  of  YBM  acquire 
corporate  shell,  Pratecs  Technolo 
gies,  in  Alberta  to  go  public,  avoic 
ing  scrutiny  of  initial  public  offerii 


JUNE-JULY,  1995  Trading  in  lei 
Pratecs  is  halted  for  six  weeks  whp: 
British  authorities  probe  ties  of  af 
iated  company,  Arigon  Co.,  to 
alleged  Russian  mobster.  Charges 
Britain  dropped  for  lack  of  eviden 


rk." 


NOVEMBER,  1997  Deloitte  & 
louche,  auditors  brought  in  at 
request  of  Ontario  Securities  Coiiif 
mission,  demand  adjustments  tc 
YBM's  financial  reports  for  199( 


MAY  8,  1998  YBM  seeks  a 
delay  for  filing  financial  stateme 
because  Deloitte  &  Touche 
suspects  "illegal  acts." 


MAY  13, 1998  U.S.  authorities 
raid  YBM's  offices  in  Pennsylvan 
Stock  trading  in  Toronto  suspend 
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ley  couldn't  bar  it  without  proved 
doing. 

I  lite   its   questionable  origins, 
■s  changed  its  name  to  ybm  and 
lie  to  rebuild  its  reputation  with 
l|)  of  some  of  Canada's  most  dis- 
lied  brokerage  firms.  In  late  1995, 
tltU-athon  Secuiities  Ltd.,  Canada's 
independent  investment  house, 
l  iffiths  McBurney  &  Partners, 
igly  entranced  by  the  company's 
dng  ventures  in  the  fast-gi'owing 
communist  countries,  helped  ybm 
h  a  $9.4  million  underwriting.  A 
nicin  for  First  Marathon  says  due- 
ce  reviews  on  ybm  were  "com- 
sive"  and  took  note  of  the  British 
liations  but  cleared  the  firm  for 
vient  anyway.  Says  First  Mara- 
>okesman  F.  Michael  Walsh,  "We 
much  taken  by  surprise  by 
ents  as  anyone." 
i  BIZ?  Critics  say  the  underwi-it- 
uld  not  have  had  to  look  far  for 
signs  regarding  Mogilevitch  and 
(ciates.  Magnex  and  its  subsidiary, 
,  turned  up  in  overseas  news  ac- 
about  Russian  mobsters  in  1995. 
ecently,  waiTiing  signs  arose  with- 
Deloitte  &  Touche  raised  wonies 
now  the  company  does  business, 
ily  a  maker  and  seller  of  indus- 
agnets,  it  also  apparently  traded 
oil  through  complex  bartering 
sments  in  Eastern  Europe  that 
nded  Western  auditors.  In  its 
;tus,  the  company  noted  that  d&t 
d  the  oil  wasn't  accurately  record- 
iventory  because  of  "inadvertent 
m  the  part  of  management."  A 
lokesman  says  it  does  not  take 
rectly  in  bartering, 
ysts,  though,  kept  supporting  the 
Vhen  it  dipped  in  March,  Nesbitt 
analyst  Peter  Sklar  gushed  that 
adamental  prospects  for  the  com- 
.re  intact  and  that  the  recent 
;ss  presents  a  buying  opportuni- 
ncouver  market  ciitic  Adrian  du 
who  has  written  extensively  on 
implains  analysts  "don't  do  their 
ork."  Sklar  decHned  comment, 
ome  critics,  the  ybm  saga  dra- 
i  the  shortcomings  of  the  frag- 
regulation  in  Canadian  seciuities 
s.  "Maybe  we  need  to  upgi-ade 
ole  practice  in  Canada  and  har- 
it  with  similar  practices  in  the 
says  G.  Andrew  Karolyi,  a  pro- 
of finance  at  the  University  of 
n  Ontario.  Coming  on  the  heels 
year's  multibillion-dollar  Br-e-X 
3  Ltd.  gold-mining  scandal,  Cana- 
ck  markets  can't  afford  yet  an- 
umiliating  black  eye. 

By  Joseph  Weber  in  Toronto 


COMMENTARY 


By  Dean  Foust 


BIG  BANKER  MAY  BE  WATCHING  YOU 


Suppose  that  when  you  retired, 
your  bank  started  deluging  you 
with  mailings  for  senior  ser- 
vices— each  tailored  to  your  exact  in- 
come, health  needs,  and  spending 
habits.  Or  your  lender  slashed  your 
credit-card  limit  from  $20,000  to  $500 
after  you  were  diagnosed  with  a  seri- 
ous disease. 

Those  two  Oi-wellian  scenarios 
may  sound  far-fetched,  but  they 
might  not  be  for  long.  In  the  wake  of 
the  proposed  megamerger  between 
Citicorp  and  Travelers  Group  Inc. 
and  the  mad  rush  by  large  insurers 
to  acquire  thrift  charters,  consumer 
advocates  are  raising  valid  questions 
about  whether  the  insurance  arms  of 
these  new  conglomerates  will  share 
sensitive  medical  records  with  their 
lending  and  marketing  divisions. 

Critics  fear  that  as  the  new  Citi- 
group and  other  planned  banking 
behemoths  strain  to  justify  their 
hefty  sticker  prices,  they'll  face  in- 
creasing pressure  to  exploit  cus- 
tomer data  for  profit.  But  if  they 
overstep  their  bounds,  the  financial 
industry  "risks  a  customer  backlash 
that  could . . .  lead  to  restrictions  on 
your  ability  to  use  precious  informa- 
tion resources,"  warns  Acting 
Comptroller  of  the  Cui'rency  Julie 
L.  WilHams. 

Banking  representatives  downplay 
the  risks,  arguing  that  lenders  would 
be  loath  to  use  health  records  in  the 
credit  process  for  fear  of  violating 
the  Americans  with  Disabilities  Act. 
And  at  Citicorp, 
spokesman  Jack 
Morris  says 
that  "I  don't 
think  we  have 
even  thought 
about"  using  T>av- 
elers'  insui'ance 
records. 

But  the  biggest 
justification  for 
creating  con- 
glomerates like 
Citigroup — and 
the  combined 
Bank  of  Ameri- 
ca-NationsBank 
Corp. — is  ex- 
actly the  syn- 


ergy from  cross-marketing  new  prod- 
ucts. In  1996,  bankers  lobbied  Con- 
gi'ess  vigorously  for  changes  in  the 
Fair  Credit  Reporting  Act  of  1970 
that  let  them  share  more  credit  in- 
foiTnation  with  affiliates  dealing  in 
life  insurance,  mortgages,  and  credit 
cards — much  to  the  chagrin  of  ac- 
tivists. "We  think  it's  inappropriate 
for  banks  to  use  information  in  ways 
that  consumers  didn't  expect,"  says 
Susan  Grant  of  the  National  Con- 
sumers League. 

BOILERPLATE.  Unfortunately,  banks 
sharing  data  with  affiliates  are  ex- 
empt from  some  of  the  regulations 
governing  independent  credit  bu- 
reaus. These  biu-eaus  are  where 
lenders  up  till  now  have  turned  to 
determine  a  boiTower's  creditworthi- 
ness. But  while  Congress  prohibited 
the  credit  bureaus  from  dealing  in 
medical  records  without  a  customei''s 
consent,  the  new  financial  hybrids 
are  under  no  such  restrictions.  And 
while  banks  are  required  to  allow 
customers  to  opt  out  of  having  their 
data  used  for  other  purjaoses,  banks 
generally  do  little  to  alert  customers 
to  their  rights — often  burying  it  in 
legal  boilerplate. 

If  financial  firms  don't  want  Con- 
gress to  intervene,  they  should  erect 
Chinese  walls  to  prevent  confidential 
health  records  from  being  used  in 
the  marketing  or  lending  process. 
Otherwise,  the  extra  dollars  generat- 
ed from  "synergy"  will  be  dimin- 
ished by  the  cost  of  incurring  the 
public's  wrath. 

Faust  follows  banking  issues  in 
Washi7igton. 
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A  RISING  MOUNTAIN 
OF  EUROPEAN  JUNK 

As  the  euro's  day  nears,  investors  scurry  for  higher  yields 

Em-ojunk  has  amved — big  time. 
In  the  fii'st  five  months  of  this 
year,  high-yield  debt  issues  by 
European  corporate  borrowers 
soared  to  $8.2  billion,  surpassing 
the  $6  bilhon  raised  in  all  of  1996. 
On  May  11,  the  biggest  deal  yet 
was  announced.  The  British  ven- 
ture capital  gi'oups  Cinven  and  cvc 
will  use  a  hefty  slug  of  junk  to  help 
finance  theu'  $1.7  billion  buyout  of 
Koninklijke  kxp  bt,  a  Dutch  pack- 
aging company.  Final  terms  have 
not  yet  been  disclosed,  but  industiy 
sources  are  expecting  the  issue's 
size  to  beat  the  previous  Em-ojunk 
record,  a  $510  million  deal  in  Mai'ch 
by  NTL,  a  British  telecom  company. 

The  surge  in  junk  is  being 
driven    by    powerful  financial 
changes  sweeping  the  Continent. 
Plunging  interest  rates  across  Eu- 
rope ahead  of  the  launch  of  the 
euro  on  Jan.  1  have  sent  investors 
scurrying  for  higher  yields.  And 
privatizations,  mergers  and  acqui- 
sitions, and  corporate  restructur- 
ings— often  sparked  by  prepara- 
tions for  the  single  curi'ency — are 
now  being  financed  increasingly 
with  bonds,  rather  than  bank  loans. 
"European  Monetary  Union  has 
engendered  a  frantic  search  for  yield. 
This  will  supply  a  substantial  ainount  of 
the  capital  needed  to  help  finance  the 
restnictuiing  of  Europe,"  says  Morgan 
Stanley  Dean  Witter  &  Co.  Managing 
Director  Alan  Jones. 
FINANCIAL  FIREPOWER.  Issues  by  newly 
deregulated  telecommunication  and 
cable-TV  companies  have  so  far  ac- 
counted   for  roughly 
60%  of  the  European 
high-yield   debt.  But 
Europe's  thriving  lever- 
aged buyout  market  is 
likely   to   change  all 
that.  With  global  stock 
prices  approaching  the 
stratosphere,  institu- 
tional investors  are  in- 
creasingly looking  to 
private  equity  for  bet- 
ter returns.  Soui'ces  es- 
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EUROJUNK  TAKES  OFF 
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timate  that  $15  billion  in  private  equity 
capital  has  already  been  dedicated  to 
Europe.  All  the  liquidity  helped  fuel 
$^35.7  billion  in  Em'opean  lbos  last  yeai; 
compared  with  $28.7  billion  in  the  U.  S. 

Junk  is  rapidly  becoming  the  lever- 
aged buyout  financing  tool  of  choice.  In- 
deed, Jones  estimates  that  investors  are 
aiTned  with  enough  fbiancial  fii'epower  to 
acquire  fi-om  $25  billion 
to  $40  billion  in  LBO 
deals   annually.  Since 
30%  of  a  tjTjical  lever- 
aged buyout  is  financed 
with  high-yield  paper, 
this  could  translate  into 
$7  billion  to  $12  billion 
in  new  issues. 

Helping  fuel  demand 
for  junk  is  a  stupendous 
rally  in  formerly  high- 
yielding  government 
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bonds.  Three  years  ago,  the  yiel] 
Italian  government  bonds  was 
than  12%,  some  650  basis  points 
compai'able  Gei-man  debt.  But  with! 
pledging  to  cut  spending  and  del 
the  price  of  joining  the  eui'o,  that! 
mium  has  naiTowed  to  less  than  2p 
sis  points,  notes  Lehman  Brothers  I 
it-market  strategist  David  Munze^ 
contrast,  some  high-yield  Eui'opea 
porate  bonds  trade  at  350  to  450  1 
points  or  more  over  German  goi 
ment  debt.  For  instance,  a  \ 
million  issue  of  10-year  senior 
ordinated  notes  by  Britain's! 
Media  Group  in  Apiil  yieldecf 
basis  points  over  U.  S.  Treasa 
A  simultaneous  issue  of  hmvI 
denominated  in  pounds  had  anj 
wider  spread— 498  basis  p( 
over  British  gilts. 
FREE-FOR-ALL.  Until  recently! 
rope's  junk-bond  market  wa 
American  game.  Before  the! 
deal,  all  30  Eurojunk-bond  il 
made  were  underwiitten  by| 
tier  American  investment  hi 
such  as  Goldman  Sachs,  M(j 
Stanley    Dean    Witter,  Ml 
Lynch,  and  Donaldson,  LuflJ 
•lem-ette.  Morgan  Stanley  is  lei 
the  pack  in  1998  with  $5.6  billl 
announced  deals  through  Ma 
Indeed,  more  than  80%  of  thi 
lojunk  issues  have  been  de 
nated  in  U.  S.  dollars  and  sc 
American  institutional  invei 
But  Em'opean  competitors  ar( 
jumping  in.  The  knp  issue,  fc 
ample,  will  be  managed  by 
ropean  bank,  London-based 
clays  Capital,  and  denominat 
German  marks. 

Still,  the  Europeans  lacl 
deep  experience  the  Americans  po 
So  many  European  houses,  inci 
Credit  Suisse  First  Boston,  ing 
ings,  SBC  Warburg,  and  Deutsche 
gan  Grenfell,  have  been  hiring 
junk-bond  veterans.  At  Bai'clays  C  ^'' 
for  instance,  American  Joe  Bencin 
oversaw  the  KNP  deal  as  head  ( 
bank's  global  high-yield  divisioi 
came  to  Barclays  after  more  th 
years  in  the  U.  S.  junk  market, 
of  them  as  an  analyst  with  Drexel 
ham  Lambert,  the  onetime  junk 
king. 

Europe's  junk  market  may  be 
than  20  years  behind  America's 
with  LBO  restioictuiings  aplenty  a 
vestors  searching  for  high  yiel 
shouldn't  be  long  before  Eui'ojunk 
the  same  respect  it  has  gotten 
the  Atlantic. 

By  Kerry  Capell  in  L 
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BY  GENE  G.  MARCiAL 

FROM  ICOS:  THE 
SON  OF  VIAGRA? 

If  it's  true  that  biotechnology  stocks 
are  starting  a  long  bull  mn,  as  some 
analysts  beheve,  Jim  McCamant  is 
ahead  of  the  pack.  He  has  been  pound- 
ing the  table  for  investors  to  invest  in 
biotechs,  a  group  he  says  is  pregnant 
with  futui'e  Genentechs,  Chirons,  and 
Amgens. 

A  big  favorite  of  McCamant,  editor  of 
Medical  Technology  Stock  newsletter  in 
Berkeley,  Calif.,  is  icos  (icos).  The  com- 
pany has  a  number  of  products  in  vaii- 
ous  stages  of  cHnical  trials — including 
IC351,  an  anti-impotence  pill  that,  he 
says,  "will  be  a  potentially  better  prod- 
uct than  Pfizer's  Viagra,  because  it  has 
fewer  side  effects." 

ICOS  hasn't  gi'abbed  investors  in  the 
way  Viagra  and  other  Viagra  wannabes 
have:  The  stock  is  currently  at  15%6, 
down  from  a  peak  of  18%  on  Dec.  30. 
But  it  has  high-profile  backers:  Bill 
Gates  is  on  the  icos  board  and  owns 
13%  of  the  stock,  and  George  Rath- 
mann,  co-founder  of  Amgen,  is  chair- 
man and  CEO  of  icos,  with  5.3%.  The 
company  has  yet  to  make  money. 

Consideiing  all  the  new  products  in 
ICOS'  pipehne,  including  IC351  (yet  to  be 
assigned  a  brand  name),  the  stock  is 
worth  twice  its  current  price,  says 
Mcr'amant.  In  January,  icos  initiated 
phase-two  trials 
of  IC3.51  on  men 
with  erectile  dys- 
function. IC351 
blocks  the  action 
of  enzymes  called 
phosphodiesteras- 
es (PDEs),  be- 
lieved to  inhibit 
production  of  an 
erection,  explains 
McCamant.  IC351 
controls  the  same 
enzyme  that  Via- 
gra does.  The 
reason  that  this 
pill  has  fewer  side  effects,  claims 
McCamant,  is  that  IC351  is  more  selec- 
tive: It  inhibits  just  the  enzymes  that 
block  blood  flow  into  the  penis. 

McCamant  figures  that,  given  the  atr 
tention  investors  have  showered  on  Vi- 
agra, "even  a  modest  success  by  IC351 
should  have  an  impact  on  icos'  stock." 
ICOS  may  also  develop  IC3.51  as  a  treat- 


McCAMANT:  ICOS 
stock  is  worth 
twice  its  price  now 


ment  for  congestive  heart  failui'e  and 
angina,  says  McCamant.  He  expects  that 
tests  will  validate  IC36i's  safety  before 
yearend.  Trials  ai"e  expected  next  year 
to  evaluate  the  pill's  efficacy. 

NATIONAL  RECORD 
BELTS  IT  OUT 

Suddenly,  investore  are  high  on  music, 
snapping  up  shares  of  National 
Recoi'd  Mart  (nrmi),  which  owns  and 
operates  154  stores  in  27  states.  Its 
stock,  trading  at  SY^  a  share  in  Janu- 
ary,  shot  up  to  lOV^  on  May  26.  What's 
going  on? 

"First  of  aU,  we  FORTISSIMO 
have  a  specialty  PASSAGE 
retailer  whose 
sales  are  rising 
faster  than  those 
of  anyone  else  in 
the  industiy,"  says 
Robb  Knie  of  Eq- 
uity Advisory  in 
Hackensack,  N.J., 
who  thinks  the 
stock  is  imdei'val- 
ued  despite  its 
sharp  runup.  In 
the  past  nine 
months,  he  notes, 
the  company  post- 
ed double-digit  growth  in  same-store 
sales,  with  April  sales  i-ising  a  neat  18%. 
And  then  there's  the  Internet,  he  adds, 
which  the  company  vriO  ex-ploit  to  buy 
and  sell  new  and  used  cos.  "National 
Record  is  negotiating  with  a  major  In- 
ternet company  to  co-brand  a  music 
site,"  says  Knie.  The  sale  of  used  cos 
alone  could  add  20(2  a  share  to  earn- 
ings, he  figui'es. 

There's  also  talk  of  a  buyout,  says 
Knie,  who  notes  that  a  gi'oup  that  con- 
trols Wherehouse  Enteitainment,  which 
operates  more  than  200  music  stores, 
has  taken  a  3%  stake  in  National 
Record.  Wherehouse  has  been  a  consol- 
idator,  says  Knie,  and  could  opt  to  ac- 
quire National  Record.  He  thinks  the 
stock  is  worth  22  to  24  in  a  buyout. 
CEO  William  Teitelbaum,  who  controls 
30%  of  the  stock,  declined  to  comment 
on  whether  a  suitor  has  approached  liim 
about  a  buyout. 

Analyst  Roger  Porter  of  investment 
firm  Branch  Cabell  in  Richmond,  Va., 
says  National  Record  is  undervalued 
based  on  its  earnings  growth  rate  and 
the  stock  price  of  its  peei"s.  He  figures 
the  company  vriU  earn  60c  in  1999  based 
on  sales  of  $142  million  and  "north  of  a 


DEC  1, '97    MAY  26, '98 
A  DOLLARS 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


dollar  in  2000,  based  on  sales  of  .$ 
million,"  up  from  an  estimated  11c 
year  on  sales  of  $109  million. 

BOLDER  GETS 
A  RECHARGE 

The  stock  of  bolder  Technolog 
(BOLD)  was  on  the  ropes  in  Febru; 
At  7"/<,  shares  had  fallen  from  a  higl 
17  a  year  eai-lier.  Delays  in  productioi 
its  small  but  high-powered  lead-acid  I 
tery  disappointed  investors.  And  adc 
mg  a  poison  pill  to  ward  off  i-aiders  i 
mayed  investors  even  more.  But  of  1; 
the  stock  has  risen — to  lOX  on  May 
The  reason:  Analysts  expect  the  o 
pan/s  battery  vrill  be  in  production 
fore  yeai'end,  reaching  10,000  unit 
day  by  mid-1999.  "It  has  taken  Ion 
than  we  expected,"  says  Carl  Stu 
general  paitner  at  Columbine  Vent 
Fund,  which  owns  19%  of  the  sti 
But  "we're  veiy  excited  about  eoldi 
patented  thin-metal  film  technoloj 
adds  Stutts,  who  is  a  also  membei 
bolder's  boai-d.  ceo  Dan  Lankford  c>- 
firms  that  production  will  start  this  ; 
"We're  eyeing  broader  uses  for  our  1 
teiy,"  he  adds. 

The  viability  of  bolder's  produc 
supported  by  car- 
battery  giant  STRONG  JOLT 
Johnson  Controls,  ROLLOUT  NE 
which  has  ac- 
quired a  6%  stake. 
Johnson  Controls 
has  a  license  Irom 
bolder  to  mai-ket 
its  output  in  cer- 
tain markets. 
bolder's  battery 
has  twice  the 
punch  of  other 
rechai'geable  bat- 
teries but  is  only 
one-fifth  as  heavy. 
bolder  batteries, 
which  rechai'ge  in 
five  minutes,  ai*e  designed  for  jobs 
as  jump-staiting  a  car. 

Clinton  Monison  of  investment 
Jolin  G.  Kinnard  in  Minneapolis  figi 
the  company  will  remain  in  the 
through  next  yeai;  when  it's  expect© 
post  a  loss  of  35c  a  shai-e  on  revenue 
$12.1  million,  vs.  a  loss  of  $1.10 
yeai"  on  $2.3  million. 
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Hilton  Hotels  &  Resorts 

www.hikon.com 
Hitachi 

www.hitachi.com 
Hoechst 

www.hoechst.com 
Honda 

www.honda.com 

Hyatt  Hotels  Corporation 

www.hyatt.coni 
IBM 

www.ibm.com 
Intel 

www.intekcom/ 
International  Institute  for 
Management  Development 

\vw\v.iind.ch/ 
International  Paper 
www.ipaper.coni 
Invesco 

www.invcsco.coni 
Iomega 

www.ioniega.coiii 
ITT  Hartford 
www.itthartford.com 
Kinko's  Corporate 
www.kinkos.com 
Lawson  Software 
www.Lawson.com 
Lexus 

www.lexus.com 
Lincoln-Mercury 

www.  1  i  1 1  c  0 1  n  m  e  r  c  u  r  y.  c  0  m 
Lotus 

www.lotus.com 
Lucent  Technologies 
www.kicent.com 
Lufthansa 

mvw.kifthansa-usa.com 
MCI 

www.mci.com 

Mercedes-Benz 

www.usa.niercedes-benz.com 

Merrill  Lynch 

www.niLcom/ 

Microsoft 

www.microsoft.coin/ 
Mitsubishi  Electronics 
America,  Inc./Electronic 
Device  Group 

www.mitsubishichips.coni 


Mitsubishi  Motor  Sales 
of  America 

www.iiiitsucars.com 

MOVADO 

The  Museum  Watch 

www.niovado.coni 
NCR 

www.ncr.com 
Network  Associates 
www.nai.com 
Norfolk  Southern 
www.n.scorp.com 
Nortel 

www.nortel.coiii 

Northrop  Grumman 

www.northgrum.com 

Northwest  Airlines 

www.nwa.com 

Oracle  Corporation 

www.oracle.com 

PeopleSoft 

www.peoplesoft.com 

Praxair 

www.prixair.com 

QAD  Inc. 

www.QAD.com 

QUALCOMM 

vvww.quaicomm.com/cdma 

Roberts  Express,  Inc. 

www.roberts.com 

SAP 

www.sap.com 
SAS  Institute 

www.sas.com/ 
Savin 

www.sale.s@savin.com 
Charles  Schwab 
www.schwab.com 
Seagate 

www.seagate.com 
Siemens  Corporation 
www.siemens.com 
Siemens  Microelectronics 
www.smi.sicmens.com 
SkyTel 

www.skytekcom 
Sprint 

www.sprint.com 


StorageTek 

www.storagetek.com 
Sun  Microsystems 
www.sun.com 
Sybase 

www,  svbase.com 

Symantec 

www.syniantec.coni 

Symbios  Logic 

wwvv.,synibios.com/bw.htni 

Texas  Instruments 

www.ti.com 

TIBCO 

www.tibco.com 

Tivoli 

www.tivoh.coni 
Toshiba  America 
Information  Systems 
computers.toshiba.com 
Toyota  in  America 
www.  tin'c  ita .  CO  111  /  usa 
Toyota  Motor  Corporate 
Services 

www.tovota.com/ usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
Unisys 

www.iinisys.com 
United  Technologies 

www.utc.toni 
UPS 

www.ups.com 
US  Airways 
w\vv\'.usairwa\'s.com 
USPS  Priority  Mail 

LISPS.supplies.gov 

US  Web 

www.usweb.com 

UUNET  Technologies 

www.uu.iiet 

The  Vanguard  Group 

www.vanguard.coni 

Visteon 

www.visteonet.com 
Visio 

www.visio.com 
Xerox 

www.xerox.com 
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COMMODITIES  ARE  CHEAP- 
TIME  TO  LEAP? 


This  has  been  a  grim 
spring  for  commodi- 
ties traders.  Asia's 
reehng  economies  are  pum- 
mehng  the  prices  of  every- 
thing from  copper  to  crude, 
sending  the  Goldman  Sachs 
Commodity  Index  down  16% 
this  year  to 
its  lowest 
point  since 
early  1996.  But  some  con- 
trarian investors,  perhaps 
mindful  of  Warren  Buffett's 
huge  bet  on  silver,  are  re- 
fusing to  abandon  ship.  They 
argue  that  Asia  should  re- 
cover in  a  year  or  so,  and 
commodity  prices  will  begin 
to  cycle  up  again.  Indeed, 
John  Di  Tomasso,  president 
of  the  Di  Tomasso  Group  in 
Victoria,  B.  C,  argues  that 
in  real  terms,  commodity 
prices  are  the  cheapest  in 
nearly  eight  decades.  "If 
you're  a  long-term  investor, 
this  is  as  good  as  it  gets," 
he  says. 

So  should  you  put  a  few 
bucks  into  commodities  while 
they're  dirt  cheap?  If  you 
have  an  appetite  foi-  lisk,  you 
may  want  to  get  in.  But 
think  twice  before  you  take  a 
flier  on  soybeans.  Although 
commodities  may  be  bai-gains 
today,  some  70%  to  90%.  of 
individual  mvestors  lose  mon- 
ey in  the  highly  leveraged 
and  volatile  futui'es  markets. 

Instead  of  betting  on  a 
single  commodity,  you  may 
be    better    off  investing 


through  a  commodity  trad- 
ing adviser  (cta),  managed 
futures  fimd,  or  pool.  Many 
offer  diversified  portfolios  and 
try  to  navigate  shoals  by 
trading  in  and  out  of  individ- 
ual commodities  with  light- 
ning   speed.    "You  aren't 


INVESTING 


buying  a 
market,"  says 
Aladin  Abug- 
hazaleh,  president  of  ata  Re- 
search, a  Dallas  firm  that 
places  money  with  CTAs  for 
investors.  "You're  buying  a 
manager's  skill." 
STRONG  RETURN.  To  be  sure, 
those  skills  haven't  saved 
their  investors  from  disap- 
pointment in  1998.  The  Bar- 
clay CTA  Index  of  327  advis- 
ers rose  a  mere  0.1%  thi'ough 
Mar.  30,  the  latest  data  avail- 
able. But  since  1993,  the  cta 
index  has  still  produced  an 
average  annual  return  of 
8.7%>,  with  only  one  down 
year,  in  1994. "  U.  S.  Ti-ea- 
suries,  by  contrast,  have  lost 
money  in  two  of  the  past  five 
years. 

CTAs  also  have  shown  a 
low  congelation  with  the  Stan- 
dard &  Poor's  500-stock  in- 
dex. This  means  that  for 
every  1%  move  in  the  s&p, 
the  Barclay  cta  index  has 
moved  just  0.06%.  Commodi- 
ties have  also  shown  a  low 
correlation  with  Ti'easuries, 
moving  0.08%  for  every  1% 
jump  in  the  Lehman  Broth- 
ers Ti'easiuy  bond  index.  Tliis 
doesn't  mean  a  shaip  drop  in 


Where  to  Get  Info 


SOURCE  /  PHONE/WEB  (Hnpy/) 


DATA 


COST 


stocks  or  bonds  will  cause 
commodities  to  move  smartly 
in  the  other  direction.  But  it 
makes  an  argument  for  di- 
versifying into  an  asset  class 
that  doesn't  track  stocks  well 
if  you're  concerned  that  the 
s&p — up  15%  this  year  and 
33%  in  the  past  12  months — 
has  risen  too  fast. 

There  are  several  ways  to 
add  managed  futures  to  a 
portfolio.  If  you  can  afford  a 
minimum  account  of  between 
$100,000  and  $2  miUion,  you'll 
probably  go  for  an  individu- 
ally managed  futures  ac- 
count. You  select  a  cta 
who  makes  trading  deci- 
sions   for    you.  That 
means  giving  the  advis- 
er full  discretion  over 
trading,  although  you 
can  elect  to  have  the 
transactions  carried 
out  at  the  broker- 
age house  of  youi' 
choice.  The  advis- 
er will  give  the 
details  of  each 
trade    by  E- 
mail,  regular 


BARCLAY  TRADING  GROUP  CTAs      $150  for  4 
800  338-2827  /  www.fairfield.com/barclay  quarterly  issues 

LAMP  TECHNOLOGIES  CTAs  Free 
214  346-4800  /  www.traderscan.com 


MANAGED  ACCOUNT  REPORTS  Funds     $425  for 

800  638-2525  /  www.marfiedge.com  pools      12  issues 


I  ir  fax.  If  your  invest- 
.\inds  up  in  the  black, 

I  m  expect  an  adviser 
e  an  incentive  fee  of 
'  25%  of  profits  after 

i 

1.  t  managers  also  chai'ge 
lual  fee  of  2%  to  6%, 
d  iding  costs  can  add  an- 
il  2%  to  4%  to  your 
51  The  fees  are  similar  to 
i;    hedge  fund  manager 
r    and  when  a  cta  is 
in  a  gangbuster  per- 
few  investors 

II  the  high  costs.  For 
.       Bill  Eckhardt  of 

s  Eckhardt  Trading, 
iiu  charges  a  20%  in- 
centive fee  on  prof- 
its plus  manage- 


ment and  transaction  costs 
of  about  4%,  has  produced  a 
compound  annual  return  of 
more  than  40%- — after  fees — 
since  1987.  His  program, 
which  required  a  $2  million 
minimum,  is  closed  to  new 
investors. 

LONG-TERM  PAYOFF.  If  a  sev- 
en-figure commitment  is 
daunting,  you  may  want 
to  look  into  public  futures 
funds.  They're  available 
through  full-service  brokers 
or,  sometimes,  fund  operators. 
They're  akin  to  mutual  fimds 
in  that  they  usually  have  low- 
er minimum  investments  and 
chvei-sified  portfolios.  Tliey  ai'e 
also  regulated  by  the  Com- 
modity Futures  Tradmg  Com- 


those  chai'ged  by  public  funds. 
Most  pools  require  a  minimimi 
initial  investment  of  $25,000 
to  $150,000,  however.  They 
also  have  limits  on  theii-  size. 
Regulators  permit  each  pool 
to  accept  only  35  "unaccredit- 
ed" investors— those  with  an 
annual  income  under  $200,000 
for  the  past  two  years  or  a 
net  worth  of  less  than  $1  mil- 
Uon,  including  homes,  fiuTush- 
ings,  and  cai"s.  Pools  are  pro- 
hibited from  advertising  or 
soliciting  business,  but  you  can 
research  them  via  a  number 
of  soui'ces,  including  Barclay 
Ti'ading  Group  in  Fairfield, 
Iowa  (table). 

Don't  make  the  mistake  of 
jumping  from  one  hot  man- 


How  Futures  Stack  Up 
vs.  Stocks  and  Bonds 


1993 

1994 

1995 

1996 

1997 

1998* 

FUTURES 

BARCLAY  CTA  INDEX** 

10.4% 

-0.7% 

13.7% 

9.1% 

10.9% 

0.1% 

MAX.  DRAWDOWN*** 

4.5 

4.7 

2.5 

4.8 

4.6 

1.0 

STOCKS 

S&P  500** 

10.1 

1.3 

37.6 

22.9 

33.4 

14.0 

MAX.  DRAWDOWN*** 

2.4 

7.0 

0.4 

4.4 

5.6 

0.0 

BONDS 

TREASURY  BONDS** 

16.4 

-6.9 

30.7 

-0.4 

14.9 

1.5 

MAX.  DRAWDOWN*** 

2.7 

11.7 

1.6 

8.2 

3.3 

0.7 

*Through  Mar  31     "Annual  return  ***  Maximum  one-month  percentage  drop  in  net  asset  value 

DATA-  BARCUY  TRADING  GROUP  LTD 


mission,    which  requires 
funds  to  file  offering  docu- 
ments. But  funds  remain 
■'^  the  most  expensive  way 
to  invest  in  managed  fu- 
tures.  Unlike  mutual 
funds,  with  annual  ex- 
penses averaging  ai'ound 
1.5%,  commodities  fimds 
have  annual  management 
fees  of  around  2%,  plus 
additional  annual  costs  of 
6%  to  10%.  Many  funds 
^,„-,-..755:    "        trim  those  costs  by  five 
percentage  points,  how- 
ever, by  retui'ning  all  or 
part  of  the  interest  they 
eam  on  yoiu-  assets. 

In  between  funds  and 
CTAs  are  pools.  They're 
generally  organized  as 
limited  partnerships 
and  are  less  costly, 
vrith  annual  fees  typ- 
ically ninning  about 
four  percentage 
points  less  than 


ager  to  another.  Jack  Schwa- 
ger,  a  cta  and  author  of 
Market  Wizards  and  The 
New  Market  Wizards 
(Harperbusiness),  notes  that 
investors  often  invest  with 
a  ('TA  after  the  adviser  has 
had  a  substantial  winning 
streak — and  cash  out  right 
after  the  cta  suffers  a 
notable  setback.  This,  he 
notes,  is  an  excellent  way  to 
lose  money.  A  better  strate- 
gy, says  Bruce  Cleland,  CEO 
of  Baltimore-based  futures 
firm  Campbell  &  Co.,  is  to 
regard  futm-es  as  a  long-tenn 
asset  allocation  decision  that 
can  take  three  to  five  years 
to  pay  off. 

Anyone  investing  in  man- 
aged futures  should  under- 
stand the  commonly  em- 
ployed measures  of  risk  in 
the  business.  One  of  the  most 
frequently  heard  terms  is 
"standard  deviation  of  re- 


turns." The  theory  is  that  the 
more  returns  deviate  from 
their  average,  or  mean,  the 
more  risky  the  investment. 
So  a  low  standard  deviation 
can  indicate  less  risk. 

You  can  use  standard  de- 
viations to  measure  futures 
against  other  asset  classes. 
For  example,  common  wis- 
dom is  that  managed  futures 
ai'e  always  riskier  than  stocks 
or  bonds.  But  that  isn't  al- 
ways time.  In  1997,  the  s&p 
index  had  an  annualized 
standard  deviation  of  month- 
ly returns  of  15.3%  on  a  gain 
of  33.4%.  The  Barclay  cta  In- 
dex produced  a  more  modest 
return — 10.9% — but  a  less 
risky  standard  deviation  of 
8.9%.  California  Managed  Ac- 
counts I,  a  commodity  pool 
with  a  $25,000  minimum  in- 
vestment (800  888-1987), 
generated  a  14.3%'  annual  i"e- 
turn  and  only  a  5.1%.  stan- 
dard deviation  in  the  five 
years  ended  Apr.  30.  It 
achieved  this  by  parceling  as- 
sets out  to  four  CTAS  whose 
performances  have  not  been 
well  correlated. 

Also  pay  close  heed  to  the 
"maximum  annual  draw- 
down," or  the  largest  drop 
in  net  asset  value  of  a  fund 
or  pool  within  a  given  peri- 
od. Some  spectacular  returns 
have  been  generated  by 
managers  who  concentrate 
on  a  specific  sector,  such  as 
currencies,  energy,  or  agri- 
cultural products.  When 
these  markets  turn  choppy, 
big  losses  can  occur.  For  ex- 
ample, the  Barclay  energy 
traders  index  plunged  16.2% 
in  the  first  quarter  of  1998. 

When  investing  in  futures, 
you  should  always  ask  your- 
self whether  you're  prepared 
to  suffer  a  15%.  or  20%  drop 
in  assets  over  a  short  peri- 
od. Over  the  longer  i\m,  how- 
ever, some  progTams  have  of- 
fered decent  returns  with  low 
volatility.  Because  of  their 
low  coiTelations  vrith  stocks 
and  bonds,  you  may  want  to 
consider  bottom-fishing  in 
futures  now,  either  to  specu- 
late on  an  upswing  or  insu- 
late the  rest  of  your  portfo- 
lio against  any  downturns 
ahead.     Stanley  W.  Angrist 
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THIS  TAX  BREAK  NOW 


For  more  than  40,000 
wealthy  Americans 
with  family  or  pri- 
vate foundations,  it's 

time  to  play  tax  law  chick- 
en— again.  On  June  30,  a  tax 
provision  that  lets  donors 
deduct  the  full  value  of  ap- 
preciated stocks 
given  to  private 
foundations  will  expire.  Con- 
gress isn't  likely  to  extend 
the  break  befoi'e  June  30, 
which  means  that  deductions 
on  gifts  made  aftemard  will 
be  limited  to  the  stock's  ba- 
sis—essentially, its  purchase 
price.  Given  the  342%  stock 
market  gain  of  the  last 
decade,  that's  a  far  smaller 
benefit. 

If  you're  one  of  the 
40,000 — or  want  to  join  their 
ranks  by  creating  a  founda- 
tion— you  have  a  dilemma. 
Should  you  rush  a  gift 
through?  Or  should  you  wait 
to  see  whether  Congi-ess  will 
extend  the  tax  break  later  in 
the  year  and  make  the  ex- 
tension retroactive,  as  it  did 
last  year?  "Do  it  now,"  says 
Cathy  Brown,  partner  in  the 
Boston  accounting  firm 
Brown  &  Brown. 

She's  working  with  one 
wealthy  client  to  accelerate 


GIVING 


her  annual  donation — stock 
typically  worth  20%  of  her 
income — from  November  to 
June  to  beat  the  deadline. 
Congi'ess  "probably  will  patch 
it  up  later,"  Brown  says,  "but 
if  I  had  a  big  tax  deduction 
on  the  line,  I  wouldn't  count 
on  the  politicians  coming 
through." 

The  tax  break 
for  foundation 
donors,  called  170(e)(5)  for  its 
Internal  Revenue  Code  sec- 
tion, is  one  of  a  handful  of 
provisions  known  as 
"extenders."  These 
items  are  wiitten  so 
that    they  expire 
every  year  or  two, 
and  their  survival 
depends  on  frequent 
renewals.  The  rea- 
son is  budgetao':  If 
Congress  made 
these  provisions  per- 
manent, budget 
rales  would  require 
lawmakers  to  find 
offsetting  tax  hikes  or  spend- 
ing cuts  to  cover  the  cost  for 
five  years. 

Among  the  extenders,  only 
two  directly  affect  individu- 
als' taxes:  the  break  that  lets 
employers  give  workei's  tax- 
free  tuition  benefits  and 
170(e)(5).  The  tuition  break 
is  hooked  onto  an  education 


bill  that's  moving  across  Capi- 
tol Hill,  but  the  foundations 
provision — which  costs  the 
Treasmy  a  mere  $80  million  a 
year — hasn't  found  a  legisla- 
tive veliicle  to  ride.  Backers 
predict  that  Congress  may 
not  extend  170(e)(5)  until  Oc- 
tober. When  a  similar  delay 
took  place  in  1997,  the  exten- 
sion was  made  retroactive  to 
June.  But  there's  no  guaran- 
tee history  will  be  repeated. 

So  donors  might  find  it 
safest  to  give  before  June  30. 
The  provision  apphes  only  to 
gifts  of  publicly  traded  secu- 
rities— for  other  property  giv- 
en to  a  private  foundation, 
such  as  closely  held  stock, 
artwork,  or  real  estate,  the 
deduction  is  always  limited 
to  the  donor's  basis. 


If  you  give  stocks  to  a 
private  foundation, 
your  deduction  may 
decline  after  June  30 


Philanthropists  who  want 
to  create  a  new  foundation 
face  a  tougher  task:  They 
would  have  to  form  a  trust 
or  corporation,  turn  over 
their  stock  to  it  by  June  30, 
then  apply  to  the  iRS  for 
foundation  status  as  soon  as 
possible,  says  John  Edie, 
general    counsel    for  the 


Council    on  Foundati 
Private  foundations  ;i 
to  the  wealthy  because  \ 
allow  donors  or  their  fail 
more  flexibility  in  both  t| 
and   directing  their 
Foundations  can  make 
as  well  as  outright 
other  nonprofits,  shapinl 
direction  that  researq 
community  sei"vice  take] 
foundations  can  outlivl 
original  donor.  But  setti] 
and  i\mning  a  foundatioij 
ally  makes  sense  onli 
donors  who  plan  eveni 
to  contribute  $5  millij 
more,  says  Phoenix  finj 
planner  Dale  Walters. 
ALTERNATIVES.  Donors  I 
less    hefty   sums  caJ 
good — and  save  on  ta| 
with  other  vehicles, 
foundations  and  mutual 
companies,  such  as  FiJ 
Investments,  offer  "donJ 
vised  funds,"  which  will 
gifts  of  cash  or  proJ 
manage  the  funds,  ana 
perse  them  to  charities 
donor's  choice.  Donatic 
those  funds — like  oui 
gifts  of  stock  to  a  chal 
are  deductible  at  the  si 
full  market  value,  subjl 
overall  limits  on  char| 
deductions. 

Alternatively,  youl 
vorite  chaiity  would  bl 
py  to  help  set  up  a  clI 
ble    remainder  trusl 
charitable     gift  anj 
"planned  givir| 
struments  tha 
duce  a  smallJ 
duction  but  1(| 
keep  some  of  i 
come  from  yol 
nated  propert| 

Still,  for 
donors,  n| 
beats  the  pres| 
putting  the 
name  on  a  fd 
tion  that  car| 
doing  good 
after  the  fount! 
Since  170(e)(5| 
passed  in  1984,  the 
of  private  foundations ' 
most  doubled,  with  enl 
assets  in  1995  hittinJ 
billion.  Little  wonder  tj 
donors  are  still  rootil 
Congress  to  keep  th(j 
break  alive.  Mike  M.c\ 


long 
gone. 


i  :es  made  for  the 
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e  still  got  two 
t  s  and  pedals 
;  day's  hottest 

les  owe 

.ery thing  to 
f  Age — and 
'  they  could 
;  .g  at  warp 
=  Borrowing 
n  the  aero- 
istiy,  manu- 
are  making 
1  fiber  com- 
■  metal-ceramic 
(1  molded  plas- 
I'd  into  wind- 
,   i  i'ames  and  parts. 

1  materials  make 
-  iter  and  let  them  go 
ith  less  effort  than 
.\lso,  new  on-board 
:s  can  do  eveiything 
nge  gears  to  adjust 
sorbers  for  the  road 
s. 

ign  revolution  has 
ler  way  since  about 
}n  gi'aphite  bikes  be- 
ing up  at  triathlons, 
;he  winner's  podium. 
!S,  made  of  carbon 
urated  with  resin, 
ng  and  light,  but  also 
$4,000  and  up.  To- 
ever,  an  entiy-level 
"oad  bike  such  as  the 
)0  can  be  had  for 
16  cost  of  a  midline 
bike. 


Piices  were  high,  in  part, 
because  of  carbon  fiber's  ten- 
dency to  break  apart  and  po- 
tentially injui'e  cyclists,  leaving 
manufactui-ers  exposed  to  ex- 
pensive liability  suits.  But 
computer  design  systems  ca- 
pable of  predicting  failures 
have  resulted  in  more  diu'able 
bikes. 

NO  TRIANGLES.  Being  able  to 
mold  carbon  fiber  freed  de- 
signers fi"om  the  "double  tri- 
angle" construction  of  steel 
and  aluminum  bikes.  Wliat  re- 
sulted were  radical  new  de- 
signs to  lower  wind  drag,  in- 
cluding V-shaped  bikes  fi-om 
Zipp  Speed  Weaponry  that 


Four  for  the  Road 


iO 


;d 

titanium 


200  EMS 


liW  ill 


rooi 


PRICE*  COMMENTS 

$1,000  ;  Carbon-fiber  tubes  glued  to  aluminum 
■  lugs  provide  a  smooth  ride 

$2,550  :  Light,  flexible  titanium  frame  absorbs 
\  shocks  well 

$3,671  :  The  2.6-pound  carbon-fiber  frame 

:  weighs  less  than  two  full  water  bottles 

$5,500  :  V-shaped  bike  with  no  tubes  behind  the 
:  seat  means  lower  drag  and  less  effort 


ped 


eliminated  the  tubes  be- 
hind the  seat.  An  aerody- 
namic design  with  blade- 
shaped  tubes  built  by  GT 
Bicycles  for  the  U.  S.  Olympic 
team  was  so  effective  that  the 
governing  body  of  interna- 
tional bike  racing  is  outlaw- 
ing some  aei'o  models  for  of- 
fering an  unfair  advantage. 
That  hasn't  stopped  Ti-ek  fi'om 
releasing  seven  Y-shaped 
gi"aphite  bikes  for 
road  and  trail 
use. 

Cai'bon  fiber  and  inexpen- 
sive molded  thermoplastics 
also  ai'e  going  into  pails.  Seat 
posts,  handlebars,  pedals, 
ci'anks,  and  gear  shifters  ai'e 
being  made  fi"om  such  com- 
posites, as  are  aerodynamic 
wheels  with  a  few  thick 
spokes  or  no  spokes  at  all. 

Riders  with  a  taste  for  or- 
dinary-looking bikes  don't 
have  to  settle  for  ordinary 
metal  frames.  Bikes 
made  of  titanium,  once 
known  as  "imobtainium" 
because  of  its  high  price, 
are  down  from  the 
stratosphere.  A  fully 
equipped  titanium  road 
bike  costs  as  little  as 
$2,000,  less  than  the 
price  of  a  stripped  frame 
a  few  yeai's  ago.  Titani- 
um models  are  lighter, 
absorb  shocks  better, 
and  are  more  durable 
than  steel  or  aluminum 
bikes.  Titanium  fi'ames 
also  don't  weaken  easi- 


FITNESS 


NEW  WAVE:  The  Tfek  Y- 
sliaped  frame  reduces  drag 

ly  from  flexing  and  retain 
then-  shapes. 

Bikemakers  have  boirowed 
high-tech  production  methods 
fi'om  the  aerospace  industry. 
Cannondale  uses  computer- 
controlled  lasers  to  precision- 
cut  tubes,  making  frames  eas- 
ier to  a.'^semble  and  less  costly. 

Electronics 
also  ai'e  changing 
how  bikes  operate.  Shimano, 
the  world's  largest  bicycle- 
paits  manufactui'er,  will  biing 
its  automatic  transmission  to 
the  U.  S.  this  faU.  Called  the 
Auto-D,  it  senses  a  bike's 
speed  and  how  fast  the  rider 
is  pedaling,  then  changes  the 
gear.  Bikes  with  the  Auto-D 
shifter  will  start  at  $450.  Shi- 
mano also  has  introduced  the 
$70  Flight  Deck  computer, 
which  indicates  not  only  speed 
and  cadence,  but  which  gears 
are  in  use,  among  other 
tilings.  And  K2  makes  a  com- 
puter-controlled shock  ab- 
sorber called  the  Smait  Shock. 
It  reads  trail  conditions  and 
adjusts  the  shock  so  the  ride 
is  softer  on  big  bumps  but 
stiffer  on  washboai'd  smfaces, 
to  provide  control. 

The  shocks  come  only  on 
K2  bikes  and  cost  $180  apiece. 
All  this  Space  Age  technolo- 
gy won't  turn  weekend  cy- 
clists into  Olympians,  but  it 
might  make  them  feel  like 
they  are.        Roy  Furchgott 
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FOR  AO  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
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Corporate  Gifts/Premiums 


 1 

This  is 
AME 

YOU'RE  ALLOWED  TO 
AT  I  A.M.  IF  YOU  WANT  TO. 

PROMOMART 

http://www.promomart.com/bw 


Entsr  tlM  monthly  drawing 
for  $1,000  In  free  stuff  I 

Visit  www.promomart.com/bw 


Home  Furnishings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAY  FURNrrURC  COM.OANY 
P.O.  Box  1  54S,  Mt.  Airy,  NC  27030 
k   18001  334-9094  (336|  786-61  SI  . 


Stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


■  Have  Your  Own  Personal 
Massage 
Therapist:  Day 
Night/Otfice-Home 

•Get  Full  Details  Today! 

Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 
^gationwid^0^5^91^ 

Corporate  Gifts 


Logo  Tattoos! 


w 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2D 
CHICAGO.  IL  60611 


Corporate  Promotions 


Inexpensive  Corporate  Giveaways 
that  REALLY  work -don't  get 
thrown  away! 


Custom  Designed  Leather  Bookmarks 

Clients  love  them  and  are  constantly 
reminded  of  YOU  Visit  our  Web  Site 
wvKw  leatherbookmarks  com 
OR 

Send  us  your  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  free  of  ctiarge 
AMEROPEAN  CORPOHATION 

7  Corporate  Or  ,  109C,  Nortti  Haven,  CT  06473 
Tel  203  239-0448        Fax  203  234-8820 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet        Colurprn        Draft .  Master 
DeskJet        Draftpr,,  DesignJet 
Eleetrii^tatu  I'hitters  Ruggeiluriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1108 
800/638-4833  •  E-mail  sales  ©dasher  com 


Corporations 

We  BUY  Your  PC's 

Any  Brand,  Arry  C^iantiry 
Will  TRAi:»E  fof  Nw  EqiiipmcfK 
1  739  28*  SL  SW  ♦  Wyf>fr.ing.  MI  49?ffQ 
I  6I6-249-3512  /  EMAIL  jbry»tt(aiundcomcofn  I 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


Funding  Sources! 


V  Capital      Inv  Banks  Insurance 
Pensions       SBIC  *s      R/P/Shell  s 
Pri  investors  Reils         SBA  IVlicro  s 
Search  10,000  custom  profiles  by 
proiect/finance  type  on  CD  Rom 
Contact  details,  dollar  amounts 

avail.  Guaranteed.  Free  Info. 
www.bizwarehouse.com/bw 
1-914-628-2618 


Travel 


Carlson  Wagonlit 

Atlantic  &  Pacific  Travel 
LOW  FARES  AND  PACKAGES 
HAWAII,  ASIA  &  PACIFIC 

1-888-537-9966  -  Toll  Free 
(808)  531-4825  -Fax 

e-mail;  atlpactvl@worldnet-att.net 
w.'T.vw  carlsonhawaiitravel  com 


Education/Instruction 


800.441.4746 

Accre3IteTEylFie 
Distance  Education  Training  Council 


E\KN  YoUK  CoLLK.t:  DH.Rvy  Ar  HoMh 

•  ACCREDITED  BS  MS  AND  M  B  A 

•  Business  Administration  Finance  Accounting  MIS  Hea.'^ 
C  are  Admin  Envifonmenlai  Scrence'Studies  Mgmni 
Piyctiologv  Paralegal  Sludies  &  Cfminal  Juslice 

•  Afipfoveo  bv  maior  companies 

f REE  CATALOG 
1-800-767-CHADor 
www.chadwick.edu 


mwi 


MBA  BY  Distance  Learning 

Major  British  university  otters  acciediled  MBA,  no 
Bactielor's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  of  world's  Pest  MBA  programs 
HERIOT-WAn  UNIVERSITY  i  (800)  MBA-0707 
North  American  Distributor  Ask  tor  ext  20 
6921  Stockton  SI,  Suite  2  El  Cernto  CA  94530 
For  immediate  FaxBack  literature:  from  your 
fax  machine's  ptione,  call  (510)  486-8900. 


The  Leader  in  Distance^ 
Learning  for  20  Years 


•Associate*  Bachelor- Master- Doctor 

BusiiiebS  (Mg'iit,  HRr.l,  H...,:3lt|-i  CjkjI 
Psychology  *  Law  *rv'1gfnr  of  Technology 
Southern  California  University 
for  Professional  Studies 

1  840  E  1  7th  St  BW, 
Santa  Ana,  CA  92705 
800/477-2254  www@scups.etju 


Residential  Roofing 


LIFETIME 

Country  Manor  Shake 
Aluminum  Roofing 

Wood  Shake  t-ook  •  Five  Natural  Colors 
Fire  Safe  ■  Energy-Efficient  LifeUme  Wan^nty 
A  Permanent  Improvement  to  Your  Home! 


Business  Service 


♦  Prott*cti<»n.  Pri\ac>.  Ta\-Pre 

♦  Niiniinees,  Bank -Accts,  Crtd 

♦  l.ic.  Offices:  !.as  Wgas  - 

♦  Flat  Rate  Fees,  \e\ada  Corft 


SAVE  30%  to  £  I 


3  TO  A-PACt 

Bi  si.xEss  CheckI' 
& 

Laser/InkJi: 

CoMlH  TER  ChEC, 
(  .ill  tor  .1  FREE  brochul 

l-800-239-4( 

Designer  Che( 

\\  WW  dcsigncrcliccks.l 


100%  SATISFAGION  GUAR 


MI?ldil!lJilil;K 


FREE  Information 

•  All  U.S-  States  and  C 

•  Attorney  owned  and 

1-800-672-91 

u  WW  .corpcreations 


TRHDEMHR 


1 


Business  Service 


INCORPORl 
BY  PHONEii 


r 


For  as  little  as  $39  plus  s 
we  will  form  your  Corporatii 
in  any  state.  Last  year  ou 
nies  incorporated  over 
businesses.  We  sped 
assisting  first-time  incor[ 

In  as  little  as  5  minu 
the  phone  we'll  take  your  ( 
in  most  states  you  will  be 
rated  in  just  24-48  hours, 
to  fill  out,  we  do  all  the  w 

Call  now  to  set  up  your 
or  get  our  free  guide  to 
rating  today! 


800-877-41 

302-998-0598  •  FAX  302 
www.corporote.com  •  CompuSe 
Email;  info@corporate, 

CORPORATE  AGEI 


For  more  information,  call  Perfection 

1-888-788-2427 


FOR  AD  RATES  AND  INFORMATIDN 

PHDNE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  11  60611 


Business  Opportunities 


Potential  Annually^ 

y  E-BASED  BUSINESS 

n.  're-Qualified  Leads  Per  Day 
1^    '  start-up  less  than  $1  OK 
$7SK  possible  first  few 
•leak-ttirougfi  product- 
■  from  phone,  fax 
ii;  training  Not  MLM 

"  lOM  ASSOCIATES 
i32-0018  X5257  y 


r  lie  /  Free  Report 
U  30-733-2191  (USA) 
«  10-798-3842  (USA) 

1  »i!:wbc@ibm.net 
k       Business  Consultants 


I 


Si 


■iow  This  Low-profile, 
sed  Business  Can  Earn 
crative  Lifetime  Income 

/,  no  overtiead,  minimal  seed 
:elerate  your  return  at  your 
-or  complete  42-pg  discovery 
ease  send  $3  (S&H)  to: 
Mr.  S.  Santos 
22  Idaho  Street 
do,  TX  78041-3213 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  LeasesUom  Sl.OOOto 
S10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

L  The  l,oan  Consultants,  Inc.  . 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


...in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  fiome-based  business! 
Now  I  want  to  teacti  2  higtily 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-331-0312 


Franchise 

your  business! 

Call  for  information  on  franctiising  and 
"Franctiise  Your  Business!"  seminars 
scfieduled  ttirougtiout  ttie  country 

Francorp 

Sp0ClBllata  In  Fftnchlse  Dovalopment      "  w 


)ONT  MISS  THE  OPPORTUNITY 


\.        TO  ADVERTISE  IN  THE 
I  )INESS  WEEK  MARKETPLACE  AND 
.CH  OVER  6  MILLION  RESPONSIVE 
EADERS  WITH  THE  EDUCATION, 
tJANCIAL  ABILITY  AND  INTEREST 
rO  RESPOND  TO  YOUR  OFFER. 


The  next  Marketplace  section 
closes  on  June  25th  for 
the  August  10th  issue. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


iVIenswear/Fastiion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55F  Hingham,  MA  02043 
1-800-992-wiDE  WWW  wiclestioes.com 


Sports  Equipment 


BATTING  TUTOR 

•  Fastballs,  curves,  sliders 
>  Safe  for  backyard  use 

800-448-8867 

vvww..sportstutr)r.com 


Investment  Services 


POWER  INVESTING 

Our  DRIP  50  Index  tias  beaten  ttie  S&P  for 
3  yr  and  5  yr  returns  Not  |ust  for  small 
investors,  anymore  We  recommend  only 
top  quality,  "investor  friendly"  companies 
currently  in  favor  on  Wall  St  and  selling  at 
no.  or  little,  premium  to  ttieir  growth  rates 

North  Shore  Associates 
Box  97,  Winnetka,  IL  60093 

847-446-4406 
http://powerinvestdrips.com 


Your  Legal  Fortress 

t  AJtrrriadvt-  Ksl.itt-  PLiniim^ 

t  Unique;  CosI-Fllt-c  live 

t  Tax/Inrome  Optimi/atiori 


j  Rock  -solid.  Specialty  Legal-Financial  Techniques 
designed  to  protect  anyone's  Income,  Assets. 
&  Privacy  from  Public  or  Private  Challenge 

(800)935-5171   x3863  (x FUND) 


Cigars 


CUBAN 
CIGARS 


Delivery  Anywiif£re 

Canada  416-966-0040 


Books  /  Videos 


What's  The 
Smartest  $19.95 
Investment 

You'll 
Ever  Make? 


1 


It  just  may 
be  this 
liisciiiatiiu 
book, 
vs' tit  ten 


by  one  ol 
the  coLintty  s  top  money 
manageT's.  You'll  Find  Liseliil 
intormation  on  intlation. 
msiiianee.  btidgeting,  invest- 
ing and  debt  leduetion  — 
and  the  steps  you  ean  lake  to 
teach  your  linancial  dieams. 
.lust  $19.95.  including  ship- 
ping and  handhng. 

To  place  your  ordiT,  or 
tor  a  IrcT  hrocliure,  lall: 

1-800-234-3445.  ext.  154 

DKKR  IHI|JMSHIN(;,  INC  . 


",Su|XTh  ,id\  kc  from  the  ultimate  pixi.' 

Mali  iilin  S.  loihcs.  Ji 


Publishing 


Have  you  written  a  BOOK? 


Being  a  published  autlior  can  he  a  huge 
hoo.st  to  your  career.  We  are  the  .subsidy 
publLsher  witli  a  big  difterence 
Call  for  our  brochure  (800)  648-5646, 
or  check  our  web  .site  listed  below 


www.LondonBooks.CQm 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

■  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes, 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

-  Full  athletic  program 

■  Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

•  Located  on  Lake  Lanier  m  North  OA 

-  www  cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


As  a  result  of  our  merger  with  USFf 

St.  Paul  Companies  is  not  just 
gettuig  bigger,  we're  getting 
bettei".  'Tlie  merger  increases 
The  St.  Paul's  financial 
assets  to  S36  billion  and 
our  staff  to  more  than 
14,000  employees 
worldwide.  What's 
more,  with  this 
move  The  St.  Paul 
Companies  becomes 
one  of  the  top  ten 
pro  pert3?'/ca  sua  1  ty 
insurers  in  the  US., 
as  well  a?  one  of  the 
largest  writers  of  surety 
bonds,  and  we  remain  the 
nations  top  medical  liability 
msuren  The  combined  company 
li  draw  upon  the  individual  strengths 
of  both  The  St.  Paul  Companies 
and  USF&G.  The  products 
and  underwriting  experience 
of  each  are  comolementarv 


HAS  THE  WORLD  GOTTEN  SMALLER, 
OR  IS  IT  THAT  WE'VE  JUST  GOTTEN  BIGGER? 


and  wiij  aiiovv      i**  optter  serve  our  cnents.  The  merger  creates  economies 
of  scale  ihat  will  stunnlate  investment  in  more  competitive  produc- 
and  services.  \\i,!ch  v^ul  ser\'e  to  makt^  The  St.  Paul  Companies  stronger  ar^ 
more  competitive.  For  145  years.  The  St.  Paul  has  stood  solidly  between  or 
clients  and  disasu-r.  Ah  of  today,  we're  standing  more  solidly  than  ever  befor 
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siness  Week  Index 


UCTION  INDEX 


■.ge  tioni  last  wee^: 

>ge  trom  last  year;  7.4% 


PRODUCTION  INDICATORS 


PROOUCTIQK  INDEX 

May  16=133.2 
1992=100 


Sept,  Jan,  May 

1997  1998  1998 

"jex  IS  a  4-week  moving  average 

jction  index  was  up  for  the  ttiird  week  m  a  row.  Ttie  unaveraged  index 
up,  to  133.9  from  133.7.  Seasonally  adjusted  output  of  electric  power 
rong  1,2%,  wltti  an  increase  of  8,5%  in  the  southeast  and  7,6%  in  the 
idustrial  region,  Autos,  trucks,  oil,  and  lumber  also  posted  gams.  Steel 
-:  was  down  2,3%,  with  a  capacity  utilization  rate  of  only  88,8%,  the 
as  been  in  nine  weeks.  Rail  freight  and  coal  production  also  dipped, 

idex  copyright  1998  by  The  McGraw-Hill  Companies 


NG  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

0 

'RICES  (5/22)  S&P  500 

1110,47 

1108.73 

31,1 

IR 

ATE  BOND  YIELD.  Aaa  (5/22) 

6,69% 

6.74% 

-12,0 

m  SUPPLY.  M2  (5/11)  billions 

$4,154,3  $4,160,8r 

6,9 

IT 

CLAIMS,  UNEMPLOYMENT  (5/16)  tfious 

313 

305r 

-2,5 

)R 

GE  APPLICATIONS.  PURCHASE  (5/22) 

248,1 

254,8 

29.8 

)R 

GE  APPLICATIONS.  REFINANCE  (5/22) 

1,049,0 

1,138,7 

222,7 

UI 

Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept.,  Mortgag 
ssn   (Index:  March  16,  1990=100) 

e 

t 

kESTRATES 

UkTEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

Dl 

.  FUNDS  (5/26) 

5,62% 

5,35% 

5,59% 

M 

ICIAL  PAPER  (5/26)  3-month 

5,50 

5,51 

5,67 

f 

EATES  OF  DEPOSIT  (5/27)  3  month 

5.59 

5,59 

5,59 

(E 

ORTGAGE  (5/22)  30-year 

7.15 

7,22 

8,08 

iJJ 

IDLE  MORTGAGE  (5/22)  one  year 

5.79 

5,87 

6,01 

ift 

)/22) 

8.50 

8,50 

8.50 

J(     Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (5/23)  thous,  of  net  tons 

LATEST 
WEEK 

2,160 

WEEK 
AGO 

2,135# 

YEARLY 
%  CHG 

0.9 

AUTOS  (5/23)  units 

119,451 

121,869r# 

-4.2 

TRUCKS  (5/23)  units 

127,648 

153,666r# 

0.3 

ELECTRIC  POWER  (5/23)  millions  of  kilowatt-hrs 

NA 

60,832# 

NA 

CRUDE-OIL  REFINING  (5/23)  thous,  of  bbl,/day 

NA 

15,034# 

NA 

COAL  (5/16)  thous,  of  net  tons 

21,341# 

21,487 

-1.4 

LUMBER  (5/16)  millions  of  ft. 

467, 6# 

459,5 

-6.9 

RAIL  FREIGHT  (5/16)  billions  of  ton-miles 

27, 4# 

27,3 

4.2 

Sources:  American  Iron  &  Steel   Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept,,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (5/27)  $/troy  oz. 

LATEST 
WEEK 

292,750 

WEEK 
AGO 

299,600 

YEARLY 
%  CHG 

-14.5 

STEEL  SCRAP  (5/26)  #1  heavy,  $/ton 

135,50 

135,50 

0.7 

COPPER  (5/22)  e/lb. 

78,5 

81.5 

-34.4 

ALUMINUM  (5/22)  2/ib 

55,8 

55.5 

-17.5 

COTTON  (5/23)  strict  low  middling  1-1/16  in.,  e/lb,  65,53 

64.73 

-5.7 

OIL  (5/26)  $/bbi. 

14,67 

12.74 

-28.3 

ORB  FOODSTUFFS  (5/25)  i957=ioo 

239,11 

240.35 

0.7 

ORB  RAW  INDUSTRIALS  (5/26)  i967=ioo 

304,51 

305.35 

-9.9 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  5/27) 

LATEST 
WEEK 

137,50 

WEEK  YEAR 
AGO  AGO 

135,79  115,80 

GERMAN  MARK  (5/27) 

1,78 

1,77 

1.70 

BRITISH  POUND  (5/27) 

1,53 

1,53 

1.54 

FRENCH  FRANC  (5/27) 

5,98 

5,94 

5.76 

ITALIAN  LIRA  (5/27) 

1758,1 

1746,0  1590,0 

CANADIAN  DOLLAR  (5/27) 

1,46 

1,45 

1.38 

MEXICAN  PESO  (5/27) 

8.870 

8,640 

7.904 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/27) 

112.2 

111.3 

103,1 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J-P.  Morgan. 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=VVestern  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM-Not  meaningful 


I 


E  WEEK  AHEAD 


1  IRVEY 

10  June  1,  10  a.m.EDT>-  The  Nation- 
ation  of  Purchasing  Management 
5  likely  unchanged  in  May  from 
''  ?,9%  reading.  That's  according  to 
'f  an  forecast  of  economists  surveyed 
!  ard  &  Poor's  mms,  a  division  of  The 

Hill  Companies.  The  purchasers' 
•X  =s  the  most  immediate  reading  of 
n  of  the  industrial  sector. 

IS  IICTION  SPENDING 

June  1,  10  a.m.EDT>-  Q{iM\ng 
I    kely  increased  0.4%  in  April, 

ng  0.5%  in  March.  Nonresiden- 
-    ruction  has  been  weak  in  recent 


LEADING  INDICATORS 

Tuesday,  June  2,10  a.m.EDT>  The  Confer- 
ence Board's  composite  index  of  leading 
indicators  was  likely  unchanged  in  April, 
after  rising  0.2%  in  March. 

NEW  HOME  SALES 

Tuesday,  June  2,  10  a.m.EDT>  New  single- 
family  homes  probably  sold  at  an  annual 
rate  of  835,000  in  April,  up  from  a 
828,000  pace  in  March.  That's  suggested 
by  the  increase  in  current  sales  reported  in 
a  national  survey  of  homebuilders. 

FACTORY  INVENTORIES 

Thursday,  June  4,  10  a.m.EDT>-  Manufac- 
turers probably  saw  no  change  in  their 


inventories  in  April,  after  stock  levels  rose 
by  0.2%  in  March. 

EMPLOYMENT 

Friday,  June  5,  8:30  a.m.EDT^  The  s&p 
MMS  median  forecast  projects  that  nonfarm 
payrolls  increased  by  a  solid  225,000  new 
jol3S  in  May.  Payrolls  increased  by  262,000 
in  April.  However,  the  unemployment  rate 
likely  edged  back  up  to  4.4%  in  May,  from 
4.3%  in  April. 

INSTALLMENT  CREDIT 

Friday,  June  5,  3  p.m.EDT>  Consumers 
likely  added  $4  billion  in  new  debt  in  April, 
says  the  s&p  mms  survey.  Credit  rose  only 
$1  billion  in  March. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday 

Tn  rolohrato  Matin 


To  celebrate  National  Small 
Business  Week,  SBA  chief 
Aida  Alvarez  talks  about  the 
theme  of  the  week:  how 
high  tech  can  help  small 
business.  The  event  is 
sponsored  by  BW  Enterprise 
and  AOL's  Workplace 
Weekend.  May  31 
9  p.m.  EOT  in  the  Odeon 

Thursday 

How  do  you  spot  value  in 
international  stocks?  David 
Herro.  manager  of  Oakmark 
International  Fund,  has 
answers  for  his  portfolio — 
and  for  yours.  June  4 
9  p.m.  EDT  in  BW  Online's 
Conference  Room 


AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 

anH  mpntinn  Rn«Linp<;<;  Wppk 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Aetna  lAET]  38 
AlliedSignal  (ALD)  90 
Amgen(AMGN)  118 
Applied  Materials  (AMAT)  46 
Angon  114 
AT&Tm  6 
ATA  Research  120 
AutoNation  USA  (Ril)  42 

B 


BankAmenca  (BAC)  48,115 
BankBoston  (BKB)  46 
Bank  of  Montreal  75 
Barclays  Capital  116 
Barclay  Trading  Group  120 
Banng  Asset  Management  60 
Bear  Steams  (BSC)  8 
Bell  Atlantic  (BED  38 
Berkshire  Hathaway  (BRK)  90, 
112 

Bionirtncs  (BNRX)  42 
BMW  84 

Boeing  (BA)  38,46 
BOLDER  Technologies 
(BOLD)  118 

Boston  Consulting  Group  90 
Boston  Red  Sox  110 
Branch  Cabell  118 
Browns  Brown  122 
Brush  (D.H.)  75 
Bulova  Watch  (LTK)  112 


Caldor  46 
California  Managed 

Accounts  I  120 
Campbell  120 
Canadian  Business  37 
Canadian  Living  37 
Cannondale  (BIKE)  123 
Casio  18 
CEI  Citicorp  46 
Chiron  (CHIR)  118 
Chrysler  (C)  42,  84 
Cineplex  Odeon  75 
Cinven  116 
Cipher  Logics  72 
Citicorp  (CCD  26,72,110. 

115 

CNA  Insurance  112 
Coca-Cola  (KG)  58,  77,  90 
Cohasset  Associates  72 
Columbine  Ventures  Fund  118 
Comcast  (CMCSK)  6 
Compaq  Computer  (CPQ)  46 
Computer  Forensics  72 
Conference  Board  31, 127 
Cox  Communications  (COX)  6 
CPM  Metal  Group  6 
Credit  Suisse  First  Boston  46, 
116 

CVC  118 


Dell  Computer  (DELL)  6,46 
Deloitte  &  Touche  77, 114 
Delta  Express  (DAL)  39 
Deutsche  Morgan  Grenfell  1 1 6 
Diamond  Offshore  Drilling 

(DO)  112 
Diebold(DBD)  46 
Digital  Equipment  (DEC)  13, 

46 

Di  Tomasso  Group  120 
Dominion  Capital  Advisors  112 
Donaldson  Lufkin  &Jenrette  8, 
116 

Dong  Ah  Group  52 
Dow  Jones  (DJ)  90 
DreamWori(s  SKG  75 
DresdnerBank  46 
Dresdner  Klemwort  Benson  62 


Eastman  Kodak  (EK)  13 
Eckhardt  Trading  120 
Entergy  (ETR)  46 
Equity  Advisoiv  118 
Everex  Systems  18 

F 


Fidelity  Investments  122 

Financial  Post  37 

First  Marathon  Secunties  114 

Forbo  Forshaga  77 

Ford  (F)  42, 84 

France  Telecom  77 

Frontier  (FRO)  6 

Fuji  Photo  nim  13 

G  

Gateway  2000  (GTW)  46 
GE  Capital  (GE)  75 
Genentech  (GNE)  118 
General  Electnc  (GE)  72,  90, 
110,130 

General  Motors  (GM)  42, 84, 
86, 90 

Gerard  Klauer  Mattison  75 
Goldman  Sachs  116,120 
Gordon  &  Polscer  72 
Gnffiths  McBumey  114 
GT  Bicycles  123 

H 


Han  Young  36 
Hewlett-Packard  (HWP)  77 
Hicks  Muse  Tate  SFurst  46 
HMV  Media  Group  116 
Hyundai  Group  36 

I 


Danone  77 


IBM  (IBM)  46 

ICE  Theaters  75 

ICG  Communications  (ICGX)  6 

ICOS(ICOS)  118 

IMS  America  42 

Indofood  58 

ING  Barings  116 

Inner  City  Entertainment  75 

Intel  mC]  46, 90 


Intergrapr  46 
Intermedia  6 
international  Data  72 
ISL  Marketing  77 

J 


Johnson  &  Johnson  (JNJ)  42 
Johnson  Controls  (JCI)  118 
K 


Kinnard  (John  G.)  118 
Kirch  77 

Koninklijke  KNP  BT  116 
K2  123 


Lehman  Brothers  (LEH)  120 
Lockheed  Martin  (LMT)  72 
Loews  (LTR)  112 
Longines-Wittnauer Watch  77 
Lord  &  Taylor  46 
Lorillard  Tobacco  (LTR)  1i2 

M 


Maclean's  37 

Magic  Johnson  Theaters  75 
Major  League  Soccer  77 
Manpower  (MAN)  31 
Manufacturer  American 
Science  8 

May  Department  Stores 
(MA)  46 

Maytag  (MYG)  34 
McDonalds  (MCD)  75,77 
McGraw-Hill  (MHP)  127 
MCI  Communications 

(MClC)  12 
McKinsey  90 
Mercedes-Benz  (DAI)  84 
Merck  (MRK)  42 
Memll  Lynch  (MER^  46.  72. 

116 

Microsoft  (MSFT)  6,18,72,90 
Microvision  (MVIS)  68 
Morgan  Stanley  Dean  Witter 
(MWD)  8,26,72.116 

Mytec  Technologies  68 

N 


National  Amusements  75 
National  Record  Mart 
(NRMI)  118 

NationsBank  (NB)  13,46, 115 
Netscape  Communications 
(NSCP)  6 

New  York  Times  (NYU  37 
Nike  (NKD  75 
Northern  Trust  (NTRS)  26 
Northwest  Airiines  (NWAC)  51 
Novartis  42 
NTL  116 

P  

Packaged  Facts  42 
PaineWebber  (PWJ)  39. 40. 46. 
60 

Palmax  Technology  18 
Pfizer  (PFD  44,118 
Pharmanex  42 
Philips  Electronics  (PHG)  18 
Power  (J.D.)  84 
Pratecs  Technologies  114 
Premier  Laser  (PLSI)  44 
Prudential  Insurance  72 


Quark  13 
R 


Raisio  42 
Reebok  Sports  Club/M 
Renaissance  Woridwic 
(REGl)  6 
Restaurant  Associates 
RJR  Nabisco  (RN)  75 
Roberts  Roach  39 
Robertson  Stephens  ( 

S 


id 


Salomon  Smith  Bame 
(TKV)  13 

Saturday  Night  37 
SBCWart)urg  116 
Schein  (Henry)  (HSIC) 
Schwab  (Charles)  (S( 
SciClone  Pharmaceut 
Shimano  123 
Shuttle  by  United  (UA 
SmithKline  Beecham 
Sony(SND  75 
Southern  Mills  34 
South  Shore  Bank  ' 
Southwest  Airlines  (L 
Sports  Illustrated  (TO 
Sprint  (FON)  6, 72 
Standard  &  Poofs  W 
(MHP)  127 
Sun  Microsystems  (S 


Tele-Communication: 
fTCOMA)  6 
Televisa  77 
3Com(COMS)  18 
TimenWX)  37 
Toyota  (TOYOY)  84 
Travelers  Group  (TRV 
Trek  123 
TRW  (TRW)  13 
Tyco  Intemational  (T 

U 


United  Airiines  (UAL) 
US  Airways  (U)  39 
U.S.  Surgical  (USS) 

V 


Val  Verde  Vegetable 
Volkswagen  84 

W 


>(Vi 
S)  9 


Wall  Street  Joumal 
Wal-Mart  Stores  ( 
Walt  Disney  (DIS) 
Warner-Lambert  (Wl  t 
Watson  Wyatt  26 
Wherehouse 
Entertainment  111 
Woman's  Day  37 
WortdCom  (WCOM) 

Y 


YBM  Magnex  Intenu 
Z 


Zipp  Speed  Weapon, 
Zurich  Group  26 
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estment  Figures  of  the  Week 


%  change 


(00 

tov.    May  May  21-27 


;  1100 

;  1092.23 
:  1085 


1-week  change 

-1.5% 


NTARY 

to  your  hats!  Concerns 
sia's  economic  crisis 
urt  the  earnings  of  U.  S. 
ies  sent  the  Dow  Jones 
lal  average  plunging 
oints,  or  1.6%,  on  May 
t  was  the  Dow's  west 
:e  Jan.  9.  After  drop- 
much  as  175  points 
t  day,  the  market  re- 
to  close  down  just  27.2 
at  8936.6.  Big  losers 
iticorp  and  Bankers 
he  bond  market  was 
ive:  A  flight  to  quality 
e  yield  on  the  30-year 
bond  to  5.84%,  down 
•4%  a  week  ago. 


URY  BOND  INDEX 

V.    May  May  21-27 


■1635 
;  1626.22 


:1610 
■  1585 


lange       1 -week  change 
+0.4 

Tiberg  Financial  Markets 

mm 


'  WK  U.S.  Diversified  IMAII  Equity 
"eturn        52.week  total  return 


ingstar,  Inc. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8936.6 

-2.6 

21.5 

NASDAQ  Combined  Composite 

1781.1 

-2.8 

26.3 

S&P  MidCap  400 

354.9 

-3.3 

28.0 

con  CMMiif^MH  cnn 

S&P  SmallCap  600 

188.4 

-3.7 

22.5 

233.0 

-2.5 

28.6 

%  change 

Latest 

Week 

Year 

Btoomberg  Information  Age 

335.0 

-2.3 

25.2 

ofitr  rinanciais 

U  1 

-3.4 

40.5 

CP  D  lltilifioc 

-1.6 

21.0 

PSE  Technology 

333.2 

-4.3 

16.2 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5870.2 

-0.6 

25.5 

Frankfurt  (DAX) 

5490.8 

-0.4 

51.0 

Tokyo  (NIKKEI  225) 

15,884.3 

0.1 

-23.0 

Hong  Kong  (Hang  Seng) 

8983.4 

-5.9 

-38.3 

Toronto  (TSE  300) 

7542.9 

-2.0 

18.1 

Mexico  City  (IPC) 

4480.4 

-2.8 

14.7 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1 .42  % 

1.41  % 

1.75% 

S&P  500  P/E  Ratio  (Last  1 2  mos.) 

26.0 

26.4 

21.4 

S&P  500  P/E  Ratio  (Next  12  mos. 

*  21.3 

21.6 

17.6 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Automobiles  17.2 

Specialty  Appar.  Retailers  12.3 

Restaurants  9.5 
Genl.  Merchandise  Chains  9.0 

Department  Stores  7.9 

WORST-PERFORMING  Last 

GROUPS  month  % 


Specialty  Appar.  Retailers  100.4 
Broadcasting  83.3 
Automobiles  71.3 
Personal  Loans  69.3 
Genl.  Merchandise  Chains  66.0 


Last  12 
months  % 


Gold  Mining 
Oil  &  Gas  Drilling 
Metals 

Oil  Exploration  &  Prod. 
Manufactured  Housing 


-14.8 
-12.0 
-11.0 
-9.4 
-8.9 


Metals 
Gold  Mining 
Shoes 

Photography/Imaging 
Engineering  &  Constr. 


-41.3 
-28.9 
-22.4 
-18.9 
-18.2 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-0.63%  -1.20%  -0.73% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  999.7  996.6  Positive 

Stocks  above  200-day  average      50.0%    55.0%  Neutral 

Options:  Put/call  ratio               0.60      0.59  Neutral 

Insiders:  Vickers  Sell/buy  ratio       2.71       2.71  Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Intel 

74  "/i6 

-5^16 

Hewlett-Packard 

-7Vb 

Mellon  Bank 

67 

-4^16 

Gateway  2000 

44  V2 

-la^'ie 

AT&T 

59  "/16 

Xilinx 

42 

-4'Vl6 

Decline  ahead?  Stocks  with  most 
Significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

83 '5/16 

9% 

WorldCom 

45^4 

2^8 

Cisco  Systems 

76 

5^16 

Washington  Mutual 

72^4 

3^16 

Abbott  Laboratories 

74 '/8 

3V2 

Travelers  Group 

62^4 

1 V2 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.14 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds,  | 

90-DAY  TREASURY  BILLS 

5.08 

5.23 

5.18 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond  ' 

6-MDNTH  BANK  CDS 

5.08 

5.08 

5.23 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.41 

5.45 

5.91 

GENERAL  OBLIGATIONS 

4.45% 

4.46% 

4.98% 

5.03%  ' 

10-YEAR  TREASURY  NOTES 

5.58 

5.65 

6.80 

PERCENT  OF  TREASURIES 

79.88 

79.47 

85.28 

85.30 

30-YEAR  TREASURY  BONDS 

5.84 

5.94 

7.03 

TAXABLE  EQUIVALENT 

6.45 

6.46 

7.22 

7.29  i 

LONG-TERM  AA  INDUSTRIALS 

6.41 

6.51 

7.56 

INSURED  REVENUE  BONDS 

4.57 

4.58 

5.17 

5.19 

LONG-TERM  BBB  INDUSTRIALS  6.85 

6.93 

7.93 

PERCENT  OF  TREASURIES 

82.03 

81.60 

88.53 

88.01 

LONG-TERM  AA  TELEPHONES 

6.69 

6.77 

7.78 

TAXABLE  EQUIVALENT 

6.62 

6.64 

7.49 

7.52  ^ 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return 


lAI  Value 
Fidelity  Germany 
Wadded  &  Reed  Intl.  Gr.  8 
Smith  Barney  European  A 
lAI  Balanced 

Leaders 

52-week  total  return 


28.1  Lexington  Troika  Russia 

10.5  Matthews  Korea  I 

9.4  Govett  Latin  America  A 

9.2  Fidelity  Latin  America 

8.9  Excelsior  Latin  America 


% 


Laggards 

52-week  total  return 


-33.6 
-19.0 
-16.6 
-15.3 
-14.9 

% 


Europe 
Foreign 
V/orld 

International  Hybrid 
Large-cap  Value 

Leaders 

52-week  total  return 


5.4  Latin  America 

3.4  Precious  Metals 

1.7  Diversified  Emerging  Mkts. 

0.9  Pacific/Asia  ex-Japan 

0.7  Diversified  Pacific/Asia 


% 


Laggards 

52-week  total  return 


-13.3 
-10.6 
-9.5 
-8.8 
-5.6 

% 


FMI Focus 

Munder  Micro-Cap  Equity  Y 
Weitz  Hickory 
Fidelity  Select  Brokerage 
lAI  Value 


69.7  Matthews  Korea  I  -65.0 

66.4  U.S.  Global  Investors  Gold  -57.6 

64.9  Lex.  Crosby  Sm.  Cap  Asia  -56.2 

62.1  Morg.  Stan.  Inst.  Asia  Eq.  A  -54.5 

61 .4  Morgan  Stan.  Asian  Grth.  C  -54.5 


Financial  42.3  Pacific/Asia  ex-Japan  -40.9 

Communications  39.4  Diversified  Pacific/Asia  -33.5 

Europe  35.4  Precious  Metals  -32.8 

Large-cap  Growth  29.3  Japan  -22.2 

Large-cap  Blend  27.8  Diversified  Emerging  Mkts.  -19.3 


1  of  market  close  Wednesday.  May  27,  1998,  unless  othera/ise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  May  26.  For  a  more  detailed  explanation,  write 
!  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@bu5inessweek.com.  NA=Not  available  "*Vanguard  Index  500  Fund 
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GOING  BACKWARD 

IN  ASIA  

Nearly  a  year  into  the  Asian  crisis,  economic  reform  has 
bai'ely  begun,  and  the  penalty  is  near-depression.  Korea's 
gi'oss  domestic  product  contracted  by  nearly  4%  in  the  first 
quarter.  Thailand's  recession  will  shrink  the  economy  by  6% 
by  yearend.  Indonesia  is  in  chaos.  Hong  Kong  is  near  reces- 
sion. And  Japan  remains  stalled  out.  The  realization  that 
Asia  has  shifted  from  a  financial  crisis  to  a  deep  economic 
downturn  is  slamming  stocks  ai'ound  the  world,  fi'om  Seoul  to 
Moscow.  .Just  five  months  ago,  the  markets  were  celebrating 
the  quick  recovei-y  in  Asia.  Now,  a  second  wave  of  Pacific 
Rim  market  declines  is  washing  over  the  global  economy.  Re- 
covery is  now  two  to  three  years  away. 

Or  more.  Japan  is  seven  years  into  its  recession.  Korea, 
which  copied  Japan's  diiigiste  strategies  to  success,  appears 
ready  to  follow  the  same  poUcies  into  dechne.  The  cJmebol 
are  batthng  the  government's  demands  to  sell  off  operations, 
slim  down,  and  release  the  economy  fi'om  then-  giip.  Korean 
companies,  which  totally  depend  on  foreign  mai'kets,  continue  to 
block  access  to  then-  own.  Korean  banks  keep  lending  failing 
cfiaebol  money,  delaying  their  own  reform.  The  jobless  rate  is 
soaiing  as  Korean  workers  ai'e  fii'ed,  and  people  ai'e  taking  to 
the  streets.  Japan  is  making  mattere  much  woree  by  letting  the 
yen  sink  toward  150  to  the  doUai-.  At  this  level,  Korean  exports 
become  much  less  competitive,  profits  evaporate,  and  the  chae- 
bol put  pressure  on  the  government  for  a  competitive  devalu- 
ation. Once  the  won  goes,  China  will  find  it  difficult  not  to  de- 
value the  renminbi.  The  cycle  of  competitive  devaluations  in 
Asia  will  begin  all  over  again. 

Asia  urgently  needs  recapitalization  to  stop  this  desperate 
plunge  toward  depression.  But  without  serious  structural 
refoiTn  that  opens  up  economies,  breaks  up  monopohes,  and 
estabUshes  modem,  crony-free  banking  systems,  nothing  will 
help.  The  world  economy  is  now  at  risk. 

MANAGEMENT  101: 
MOTIVATION  MATTERS 

It's  no  secret  that  General  Electric  is  one  of  the  world's 
most  successful  companies  in  the  world.  Its  market  value 
has  gone  from  $12  billion  in  1981  to  $284  billion  today  At  a 
time  when  coiporations  are  focusing  on  core  competencies,  ge 
has  succeeded  as  a  conglomerate  with  very  old-fashioned 
businesses — leasing,  locomotives,  lighting,  TV.  So  what  is  it 
that  accounts  for  such  incredible  performance? 

BUSINESS  WEEK  followed  ge's  CEO,  Jack  Welch,  around  for 
months  for  clues.  To  its  smprise,  the  magazine  discovered  that 
charisma  still  counts.  The  force  of  one  person's  personahty  at 
the  top  can  generate  uncanny  returns  at  the  bottom  line. 
Clearly,  Welch's  strength  is  his  masteiy  in  motivating  peo- 


ple. Welch  painstakingly  reviews  the  performance  ( t 
company's  top  3,000  managers  every  year.  He  pers  a 
hands  out  hundreds  of  bonuses  for  good  work.  He  i 
stantly  WTiting' notes  to  managers  and  employees,  sugg 
changes,  thanking  them,  making  note  of  family  crises. 

Welch  also  teaches  at  ge's  training  center,  in  fi*ont  of 
dience  of  elite  managere,  lecturing  them,  cajoling,  and  lisi 
Four-hour  perfoiTnances  aren't  imusual.  In  17  years,  Wei 
taught  some  15,000  ge  managers  and  executives  (paa, 
Welch's  in-your-face  candor  defines  ge's  corporate  cultUE 
demands  it  from  his  executives  and  returns  it.  This  corfl 
conversation  is  a  tenific,  if  terrifying,  way  to  generate  ill 
data  and  cui'b  bureaucratic  obfuscation.  There  is  little  ■ 
sion-by-committee  at  ge.  Welch's  message  to  his  mana« 
bi-utal  as  well:  Cull  the  weak,  compete  for  No.  1,  and  1 
about  excuses  for  not  meeting  tai-gets.  When  managil 
meet  goals,  Welch  showers  them  with  gratitude — and  rp 

Losers,  however,  get  fired.  The  stick  is  the  other  sk 
the  Welch  motivation  machine.  Bad  performance  is  sew 
punished.  And  Welch  keeps  track.  Even  in  the  best-rif 
erations,  he  insists  on  a  steady  flow  of  information,  im 
pro\ides  a  continuous  supply  of  suggestions.  It's  micrijf 
agement,  and  despite  B-school  dogma,  it  works.  In  an^ 
management  fads,  from  mass  customization  to  valuefe 
analysis,  the  lesson  from  ge  is  that  personality  still  cc 

DON'T  GO  SPENDING 
THAT  SURPLUS 

Some  opportunities  knock  only  once  in  a  generatio 
U.  S.  budget  sui-plus  is  one  of  them.  This  year'i 
federal  sm-plus  is  hkely  to  approach  $40  billion  to  $60 
thanks  to  a  strong  economy  and  an  even  stronger  stoc 
ket.  Even  factoiing  in  a  business-cycle  dip  or  two,  a  tot 
plus  of  about  $1.5  trillion  over  the  next  10  years  is  pc 
Alas,  that  much  cash  can't  accumulate  in  Washiington  v 
drawing  a  crowd  of  spenders.  So  the  capital  is  abuzji 
politicians  asking:  What  should  we  do  with  the  surpliff 
Oiu'  answer:  save  it,  don't  spend  it.  Politicians  fac(A 
wiielming  temptation  to  buy  votes.  Washington  hasi^ 
ways  to  save  a  sui-plus.  The  simplest  is  to  do  nothing  d 
Ti-easury  start  paying  down  the  $5.5  trillion  nationa:!' 
That  would  lower  interest  rates  and  promote  growth.  ^ 
nancial  viitue,  however,  offers  no  political  reward,  an 
gress  will  probably  not  show  this  kind  of  self-restrair 
Tlie  second  way  to  save  is  to  bolster  the  wobbly  So^ 
curity  system.  The  government  could  invest  the  sur.* 
stocks  and  bonds,  earmai'king  the  returns  for  Social  Smr 
But  that  raises  the  disquieting  prospect  of  Washington' 
ing  a  growing  slice  of  Coiporate  America. 

The  other  option  is  to  give  the  surplus  back  to  U. 
payers  in  the  foiTn  of  personal  savings  accounts.  V't' 
could  invest  in  mutual  funds  for  retirement.  The  U.  S.  co  i 
dowTi  27%  of  its  national  debt  or  help  the  Social  Secur 
tern  as  the  baby  boomers  retire.  Nice  choice.  Save  the  ; 


TIBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-time,  event-driven  enterprise.  (Over  500  of  the  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business. 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
EXECUTIVE  PERKS 

HE'S  GOTTA  HAVE 
HEARTH  

WHEN  SANDY  WEILL  RETURNS 
from  Tokyo,  where  he  just 
bought  25%  of  Nikko  Secui-i- 
ties,  his  new  fu-eplace  may  be 
ready  for  him.  You  see, 
Weill — CEO  of  Ti-avelers  and 
co-CEO  of  Citigroup  after 
Travelers'  merger  with  Citi- 
corp— has  this  thing  about 
fii-eplaces. 

He's  adding  one  to  Ms  new 
office  at  Citicorp  Center 
in  midtown  Manhattan. 
Being  the  boss,  or  even 
the  co-boss,  does  have  it? 
perks.  John  Reed,  the 
Citicorp   CEO  who 
will    run  Citi 
gi'oup  with  Weill, 
shouldn't  worry 
about  beiiig  one- 
upped,  though. 
Weill  says  the 


D.C.  FOLLIES 


fireplace  is  in  a  conference 
room — between  his  office  and 
Reed's. 

And  how,  you  might  ask, 
does  one  install  a  wood-burn- 
ing fireplace  and  chimney  in- 
side a  59-story  skyscraper? 
Weill  says  his  office  is  on  the 
top  floor  of  a  six-story,  sepa- 
rate structure  within  the 
building,  and  that  makes  the 
logistics  manageable. 

Weill  should  know.  This  is 
the  fifth  fii-eplace  he  has  built 
in  New  York  buildings.  He 
had  one  on  the  106th  floor  of 
the  World  Ti-ade  Center 
at  Shearson,  at  American 
Express,  at  Primerica, 
and  at  Ti-avelers.  Says 
Weill:  "Fireplaces  are 
good  luck."  So  far, 
his  costly  good  luck 
chamis  seem  to  be 
working.  Leali 
Nathans  Spiro 

WEILL:  Fire  buff 


A  FORCIBLE  EVICTION 
FOR  THE  FCC? 

SOMETIME  SOON,  THE  FEDERAL 

Communications  Commission 
may  be  suiTendering  in  a  10- 
year  guerrilla  war  that  has 
lately  proved  sometliing  of  an 
embairassment  for  Vice-Pres- 
ident Al  Gore.  The  FCC  has 
resisted  attempts  by  the  Gen- 
eral Services  Administration 
to  move  from  downtown 
Washington  to  a  new  build- 
ing. Portals  II,  in  Southwest 
D.C.  But  now  it  looks  like 
the  FCC  vrill  have  to  raise  the 
white  flag  and  move  to  new 
digs  far  from  downtown's 
amenities. 

On  May  29,  the  (Jsa,  which 
oversees  federal  offices,  said 
it  would  invoke  the  rarely 
used  1949  Federal  Property 
Act  to  force  the  fcc  into  Por- 
tals, which  is  half-owned  by 
Gore  pal  Franklin  Haney.  The 
GSA  has  canceled  the  fcc's 
existing  leases. 


Meanwhile,  the  Justice 
Dept.  and  a  House  commit- 
tee ai'e  investigating  whether 
developer  Haney,  who  con- 
tributed to  the  Gore  cam- 
paign, got  a  sweetheart  deal 
on  the  $400  million  Portals 
lease.  The  gsa  denies  that 
he  did. 

If  the  gsa  succeeds  in  up- 
rooting the  FCC,  the  move 
won't  take  place  until  Octo- 
ber. But  that's  no  problem  for 
Haney.  The  government  has 
already  paid  $17  million  in 
rent  on  the  empty  building 
since  July.        Paula  Dwyer 


TALK  SHOW  UC-h-i-a-r-o-s-c-u-r-i-s-t.^5 

— Jody-Anne  Mcmvell,  the  new  National  Spelling  Bee  chan 


CASINO  SOCIETY 

WHERE  RUBLES 
RULE:  CHICAGO 

Russia's  pain,  as  it  turns 
out,   is   the   merc's  gain. 
There's  nothing  better  than 
volatility  to  spark 
action  in  the  pits, 
and  recent  economic 
turmoil  in  Russia 
has  done  just  that 
for  the  thinly  trad- 
ed   ruble  futures 
contract,  launched 
Apr.    21    at  the 
Chicago  Mercantile 
Exchange.  THE  PITS: 

Average  daily  means  tr 
contract  volumes 


tripled,  to  750,  during  the 
week  ended  May  29,  when 
the  ruble  fluctuated  7%  ei- 
ther way.  About  one-third  of 
that  volume  came  through 
Globex,  the  merc's  after- 
hours  electronic  exchange. 
More  important,  says  merc 


Chairman  Scott  Gordoi 
interest  in  i-uble  conti 
measure  of  market  li( 
passed  the  5,000  contri 
el  on  June  1.  "The  fun 
agers  look  at  that 
threshold  for  liquidity 
Gordon,  meaning  that 
cent  activity 
beget  even 

After  the 
can  peso  co 
for  example, 
5,000  level  ii 
1995,  it  sur 
10,000  by  A 
Currency 
Jim  Oliff  sa; 
Chaos  he  is  giving 
ading  more  quotes 
ruble  than 
with  the  peso  at  th( 
level:  "Hedge  funds  an 
modifies  trading  advis 
now  taking  a  look.' 
of  the  interest  in  th< 
had  previously  com( 
European  banker 
Russia.    Andrew  Os\ 


DEEP  THINKERS 


SERIOUS  ECONOMISTS  GET  SERIOUS  MOf 


it  S    CALLED    THE  DISMAL 

science.  But  for  economists 
Avner  Greif  and  Nancy  Fol- 
bre,  the  rewards  have  been 
pretty  good — $265,000  and 
$280,000,  respectively. 

Since  1981,  only 
six  economists  have 
managed  to  win 
prestigious  Mac- 
Arthur  fellowships, 
the  "genius  gi'ants" 
given  by  the  John 
D.  &  Catherine  T. 
MacAithui'  Founda- 
tion. Now,  for  pio- 
neering work  out- 
side the  profession's 
mainstream,  these  GREIF: 
two  reseai'chei-s  have 
become  Nos.  7  and  8. 

Greif,  42,  is  an  economic 
historian  and  game  theorist 
at  Stanford  University  who 
has  used  the  arcane  world 
of  Maghrebi  and  Genoese 
ti-aders  in  the  11th  centuiy 
to  demonstrate  how  cultural. 


social,  and  political  fat 
play  a  big  part  in  de 
ing  economic  outconii 
bre,  45,  at  the  Unive 
Massachusetts  at  Ai 
has  done  research  i 
nonmarket  ] 
tion,  such  as  it 
paid  cai"e  of  cloi 
contributes 
nomic  grov 
yields,  she 
better  imder.- 
of  the  envii- 
in   which  n 
operate. 

Greif  also 
nontradition: 
of  markets, 
of  neoclassii 
nomics  is  about  the  o\}\ 
of  market  economies,''ie 
serves.  "But  we  kno 
about  the  process  th;  ! 
to  the  emergence  ( 
economies."  That  kno  I 
he  ai'gnes,  may  make 
ter  policies.     Karen  < 


a  n  tee 


'Cassie?  Just  exactly  how  much  is  my  per  diem?' 

"Dexter  Fedor,  Field  Sales  Manager 

^    Predictable  monthly  bills.  Clear  wireless  calls.  ^ 

Every  bi^^  business  struairles  to  keep  costs  predictable  in  an  unpredictable  world. 
So  in  addition  to  100%  disjital  call  claritv,  Sprint  PCS  has  Flexible  Business  Plans 
and  two  new  calling  features  designed  to  keep  costs  manageable.  Home  Rate  USA,' 
mcluded  for  no  extra  charge,  eliminates  roaming  charges  anytime,  anywhere,  on  our 
nationwide  network.  And  Toll-Free  USA."  which  gives  you  1,000  minutes  of  clear 
wireless  long-distance  calls  for  an  additional  $9.99  a  month.  To  anywhere  in  the  U.S. 
Anytime.  Sprint  PCS.  The  clear  alternative  to  cellular. 


Sprint 


1-888-509-6462  •  www.sprintpcs.com/clear 


Sprint  PCS 


-S  Home  Race  USA'"  and  Toll-Free  USA"'  may  not  be  used  in  conjuntcion  with  certain  other  prumotioiis  or  rate  plans.  SubiecC  to  business  credit  approval  and  withdrawal  without  notice.  Home  Rate  USA 
Free  USA  do  not  apply  when  roaming  ott  the  Spnnc  PCS  Network  Under  Toll-Free  USA,  long-distance  mmutes  in  excess  ot  1,000  (500  minutes  for  Southern  California  and  Nevada  subscribers)  will  be 
$.10  a  minute  Toil-Free  USA  may  be  combined  with  Weekend  or  Ott-Peak  Option  but  will  be  billed  at  S.IO  a  minute  See  Business  Buyer's  Guide  materials  lor  complete  restrictions  and  limitations 
print  Spectrum  LP.  All  ntjhfs  reserved  Sprint,  Sprint  PCS.  Spnnt  Pers{)nal  Communaation  Services  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P.  used  under  license 


Up  Front 


DRAWN  &  QUARTERED 


SPORTS  BIZ 

SOCCER-SHOE 
SHOOTOUT 


THE    BIG  BATTLE 

at  the  upcom- 
ing World 

Cup  soccer  tournament 
Fi-ance  may  not  be  between 
Brazil  and  Germany  but 
between  Nike  and  Adi 
das.  In  a  marketing 
wai'  worthy  of  a  sud- 
den-death over- 
time, those  two 
shoe  companies 
have  spent  millions  of 
dollars  on  temporaiy  "soccer 
parks"  in  the  City  of  Light 
to  showcase  theii*  products. 

Nike's  vei"sion  is  at  the  La 
Defense  office  complex,  while 
Adidas  is  using  the  esplanade 
across  the  river  fi"om  the  Eif- 
fel Tower  Among  the  fi-ee  at- 
tractions: Adidas  is  bringing 
in  retii'ed  GeiTnan  ace  Franz 
Beckenbauer  (under  contract 
with  Adidas),  while  Nike  is 


showing  off  for- 
mer French  star 
Eric  Cantona  and 
the  favored  Bi-azD- 
ian  team,  signed  to 
a  10-yeai-.  S200  mil- 
lion contract. 
Adidas,  an  oiHcial  toui*- 
nament  sponsor,  considers 
Nike  a  tasteless  American 
interloper.  The  "Just  Do  It" 
company  planned  to  put  a 
huge  version  of  its  "Swoosh" 
logo  on  the  Arche  de  la 
Defense,  but  local  officials  ob- 
jected. It's  settling  for  an 
ovei^size  model  of  the  Mercui'- 
ial,  its  World  Cup  soccer  shoe. 
Adidas,  meanwliile,  is  launch- 
ing a  version  of  its  Predator 
shoe  for  the  Cup.  No  one  is 
gixing  odds  on  tliis  match  so 
fai\  William  Echikson 


VOX  POPULI 


WILL  THE  SWISS  FREEZE  GENE  RESEARCH? 

beheve  that  it  amoimts  to  bil- 
lions of  dollars.  The  drug 
companies  have  also  hinted 
that  if  there  is  a  "yes"  vote, 
they  might  move  more  of 
their  genetic  re- 
search    out  of 
Switzerland. 

Novartis  and 
Roche  already  do 
most  of  their  ge- 
netic research  in 
the  U.S.  or  the 
European  Union. 
But  the  Swiss 
vote  is  the  first 
time  Europeans 
will  cast  baOots  on 
the  hot-button  is- 
sue of  genetic 
research.  Most  po- 
litical analysts  be- 
initiative  will  fail, 
of  Novartis  and 
been  treading 


ON"   JUNE   7,   .SWI.S,-^  VOTERS 

will  go  to  the  polls  in  a  na- 
tional referendum  seeking  to 
have  the  government  "jirotect 
life   and   the  environment 
against  genetic 
manipulation."  Tlie 
prospect  that  the 
count  IT  might  put 
the  brakes  on  ge- 
netic research  is 
throwing  a  scare 
into  the  biggest 
Swiss  multination- 
al pharmaceutical 
companies,  Novai'- 
tis    and  Roche 
Holding. 

They  believe 
that  a  "yes"  vote 
would  be  a  catas- 
trophe. "This  will 
paralyze  cmcial  areas  of  bio- 
medical research,"  says  Fritz 
Gerber,  chairman  of  Roche. 
Neither  company  will  di\ailge 
how  much  it  spends  on  ge- 
netic research,  but  analysts 


HOT  BUTTON:  D 


lieve  the 
But  shares 
Roche  have 
water  in  the  past  few  weeks, 
a  sign  that  the  markets  are 
apprehensive.     Joh)i  Parry 


PRODUCT  PEEK 

YOU  SCAN  IT, 
YOU  BUY  IT 


NOW  THAT  AHOLD  HAS  ADDED 

Giant  Food  supermarkets  to 
its  Finast  and  Stop  &  Shop 
chains,  the  Dutch  company 
may  soon  introduce  more 
Americans  to  a  cool 
piece  of  consum 
er-friendly  tech- 
nology: hand- 
held     price  j 
scanners.  I 

Ahold  has 
high   hopes  for 

the  gizmo  in  th   

U.  S.  How  does  it 
work?  Shoppers  pick  up  the 
device,  which  resembles  a 
mobile  phone,  at  the  store. 
They  then  pass  it  over  a 
product's  bar  code,  tallying 
their  bill  as  they  go,  and 
printing  it  out  at  the  check- 
out, saving  time.  The  store 


keeps  a  hst  of  custome 
ing  the  scanners  and  i 
random  checks  to  maki 
people  scan  every  iten 

The  device  seems 
tract  the  big  spender 
cording  to  Ahold  stu> 
and  in  Europe,  wher 
scanner  is  common,  g 
say  customers  with 
buy   more  be 
thev  can 
faster, 
which  devt 
and  pat 
the  syste 
testing  th 
vice  at  se 

"  GIZMO:  Quick 

U.  S.  supermarkets.  "Wt 
Americans  will  appreciat 
the  system  speeds  up 
ping,"  says  a  spo'Kesw" 
And  supeiTnai'kets,  no 
will  appreciate  how  muc 
spend.       William  Eci. 
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THE  BIG  PICTURE 


SOMETHING  VENTURED.  SOMETHING  GAINEf 

Venture-capital  investment  is  booming,  hitting  a  reco) 
$3.7  billion  in  the  first  three  months  of  the  year.  Techn 
companies  accounted  for  60%  of  investments  tvvo  year; 
but  66%  recently.  is  venture  capital  investments 

■  technology  INDUSTRY 

■  OTHER  AREAS 


DATA:  PRICE  WATERHO(^^fe 


▲  BILLIONS  OF  DOLLARS 


FROM  A  SURVEY  COVERING  735  VENTURE  mi 


FOOTNOTES  Executives  who  deny  thinking  about  quitting:  56%.  Those  who  say  they'll  probably  job-hunt  within  a  year:  48% 
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DATA:  RAY  &  BERNDTSON/CORNELL  UN 


It's  not  so  much  a  road,  as  it  is  a  path  to  your  peace  of  mind. 
Introducing  Guaraucv.ed  Ground,  Only  from  UPS. 


^r;  U  PS  guarantees  every  ground  package  you  send  to  any  business  address  from  coast  to  coast.  Now  you  can  be  certain 
shipment  will  arrive  by  the  day  it's  promised— the  precise  day— or  your  money  back.  And  when  you  consider 
lillions  of  packages  we  deliver  every  business  day,  you  begin  to  understand  just  how  much  ground  this  |  I 
intee  really  covers.  Go  to  www.ups.com  or  call  1-800-PICK-U  PS.  MOVING  at  the  SPEED  o/'BUSINESS." 
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©  1998  Texaco  Inc. 


U.m  m[\  WIIHOUI  HOPPING 


Until  very  recently,  it  you  wanted  the 
convenience  of  traveling  great  distances 
without  changing  your  coolant,  your 
vehicle  would  have  to  be  the  camel— a 
choice  which  would  be  quite  impractical, 
say,  for  a  commute  on  the  freeway. 

But  thanks  to  the  inspired  thinking  of 
scientists  at  Texaco,  there's  now  a  150,000- 
mile  coolant  for  cars.  It's  miles  ahead 
of  most  conventional  coolants  because  it 
lasts  five  times  longer  In  fact,  it  could 
very  well  last  for  the  life  of  your  car. 

Our  thirst  for  innovation  doesn't  stop 
there.  We've  also  developed  a  system  of 
coolants  for  trucks  that's  good  for 
600,000  miles,  and  we're  working  on 
fuels  for  the  future  that  will  help  save 
energy  and  the  environment  by  letting 
drivers  travel  unprecedented  distances 
on  a  single  tank  of  gasoline. 

Although  the  noble  camel  has  been 
around  for  centuries,  we  think  it's  got  a  lot 
of  catching  up  to  do.  To  find  out  more, 
stop  by  www.texaco.com.  And  see  how 
our  relentless  pursuit  of  energy  will  keep 
the  world  running,  in  this  century  and 
centuries  yet  to  come. 
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EDITOR'S  MEMO 


THE  LOWDOWN  ON  MITIAL  FUNDS 


JUST  OUT:  A  way 

through  the  maze 


utual  funds  are  supposed  to 
simplify  our  lives.  They  allow 
.us  to  delegate  to  professional 
managers  important  decisions  about 
what  securities  to  buy  and  sell.  But 
do  they  actually  make  in- 
vestment choices  simpler? 
Hardly.  Nowadays,  there 
are  thousands  of  funds 
and  several  dozen  invest- 
ment categories.  How  do 
you  choose  the  right  funds 
to  buy,  and  how  do  you 
later  make  sure  your 
funds  are  performing? 

That's  why  we  publish 
the  BUSINESS  WEEK  Guide 
to  Mutual  Fwnds.  It's  a 
comprehensive  guide,  now 
in  its  eighth  edition,  by  Senior 
Writer  Jeffi-ey  M.  Laderman.  It  will 
help  you  understand  the  differences 
among  the  various  funds,  walk  you 
through  a  fund's  prospectus  and 
shareholder  reports,  and  examine 
fees  and  sales  charges.  The  guide 
features  the  business  week  fund 
ratings  and  the  1998  Mutual  Fund 
Scoreboard,  which  in  addition  carries 


WHAT  HATH 

JILL  BARAD  WROUGHT?  

Having  worked  with  Mattel  ceo  Jill 
Barad,  I  have  only  accolades  for  her 
("The  rise  of  Jill  Barad,"  Cover  Stoiy, 
May  25).  She  is  able  to  combine  her 
multifaceted  talents  with  prodigious  hard 
work  and  unbelievable  stamina.  She  is 
sensitive  to  others  and  has  a  wonderful 
sense  of  humor  about  her  own  foibles. 
She  is  adored  by  her  family  as  well  as 
dedicated  employees  who  are  willing  to 
go  the  extra  mile  for  hei'.  She  demands  a 
lot  but  leads  by  giving  more.  Her  im- 
promptu talks  and  speeches  are  inspu'a- 


RusiiiPs,s\M'pl 


information  about  returns,  risk,  po 
folio  turnover,  and  expenses  for  soi 
2,000  mutual  funds.  The  data  are 
prepared  for  us  by  Morningstar  In 
Of  coui'se,  the  book  is  just  one  of 
many  ways  that  business 
WEEK  can  help  with  your 
fund  investments.  The 
Scoreboard  is  now  availab 
in  an  interactive  version  a 
wrww.businessweek.com.  T 
returns  and  the  ratings  fo 
some  4,000  funds  are  updt 
ed  monthly,  and  the  Score 
board  offers  numerous  wa 
to  screen  the  available  dat 
You  can  also  download  a 
sample  chapter  from  the 
book  at  the  Web  site  or  a1 
BUSINESS  WEEK  Online  on  America 
Online.  The  guide  costs  $14.95  and  i 
available  from  bookstores  or  by  call 
ing  800  2MCGRAW  (800  262-4729). 


Editor-in-Ch 


tional.  Your  report  accui'ately  zerot^ 
on  one  remarkable  woman. 

Andrea  'el! 

Los  Anj. 

The  energy,  enthusiasm,  and  dri\  oi 
Jill  Barad  described  in  your  sry 
bowled  me  over.  Her  ambition  and-e- 
sire  to  succeed  were  contagious,  a  ' 
could  not  wait  to  show  this  article  t( 
16-yeai-old  daughter.  Then,  in  descniii 
her  husband's  activities  working  oiin- 
fomercials  and  a  featiu'e  film,  a  sent 
reads:  "Last  year,  liis  company  pull< 
$691,000  froni  Mattel  for  a  Barbie  s]i. 

This  stopped  me  cold.  Does  Mi'ei 
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e  guidelines  for  etliical  and  prop- 
ness  practices  and  for  conflicts 
•est?  If  not,  what  about  the  ap- 
;e  of  impropriety?  Where  is  the 
m  something  hke  this?  Is  $23 
in  compensation  and  options  on 
ion  Mattel  shares  so  insufficient 
rad  has  to  funnel  another  neai-ly 
I   )  to  her  husband? 

Robert  A.  Adams 
Manchester-by-the-Sea,  Mass. 

M,  -ying  through  O'Hare  Interna- 
i;  Airport  last  week,  we  were 
n  to  see  the  new  University  Bar- 
(-rtising.  Apparently,  the  Barbie 
0  es  to  college  isn't  dressed  in  a 

c|  ,  or  nursing  outfit,  doesn't  come 
h'  laptop  or  a  professor's  pointer. 
!•!  is  dressed  in  cheerleader  garb, 
!i)  e  with  pom-poms.  Is  this  the 
'  that  detail-oriented,  aggressive 

I  ad  wants  to  send  to  the  young 
(1  of  our  future? 

F  aul  Herman  and  Gayle  A.  Keck 
San  Francisco 

E  JOBS,  LISTEN 
\  IR  CUSTOMERS 


t  finished  I'eading  "Back  to  the 
it  Apple"  (Information  Technolo- 
'  25).  I  am  13  years  old  and  a 
ae  supporter.  I  have  always  had 
le  or  a  Mac  to  use.  Now,  I  am 
0  buy  a  new  computer.  I  looked 
for  the  cheapest  one  I  could  find 
sacrificing  quality.  I  noticed  the 
that  most  Macs  were  way  more 
ve  than  other  computers. 
f  wait  until  the  iMac  comes  out 
ist.  After  learning  that  it  vrill 
jde  a  floppy  drive  and  vrill  have 
;16  modem,  though,  I  will  prob- 
t  buy  it.  I  might  have  to  get  a 
s  PC.  I  think  Apple  could  make 
back  if  they  had  the  software 
id  make  Macs  cheaper  without 
ng  quality. 

Nicolas  Gauthier 
Wflmington,  Del. 

;  Jobs  continues  to  confuse  mar- 
with  promotion  and  promotion 
npe.  Marketing  requires  listen- 
lustomers,  something  Mr.  Jobs 
does.  Promotion  requires  pro- 
'le  customer  with  information. 

really  think  that  hype  (e.g., 
lors  and  jazzy  commercials)  will 
»  for  lack  of  functionahty  (e.g.,  a 
)dem  and  no  floppy  drive)? 
he  still  doesn't  seem  to  under- 
hat  his  real  competitor  is  not 
mputer  Corp.  (or  other  PC  man- 
;rs)  but  Microsoft.  Until  he  li- 
liis  still  superior  operating  sys- 
the  widest  possible  array  of 
'e  suppliers,  there  vrill  never  be 


enough  Mac  OS  computers  in  the  hands 
of  users  for  Apple  to  be  more  than  a 
fringe  player,  and  Apple  will  have  to 
continue  to  depend  on  a  dwindling  band 
of  loyalists  (like  me)  for  support. 

Michael  Hayes 
Westminster,  Colo. 

WHEN  HIGH  TECH 

HIJACKS  PRODUCTIVITY  

Technology  upgi-ades  are  enhancing 
productivity  and  making  faster  growth 


possible  with  lower  inflation  ("Inflation: 
A  different  take,"  Economic  Ti-ends, 
May  25).  But  how  many  tech  dollars 
are  going  toward  fixing  the  Year  2000 
bug,  and  how  much  of  that  is  at  the 
expense  of  enhancing  productivity  over 
the  next  foiu-  years?  How  much  techno- 
logical infrastnactiu'e  has  a  direct  payoff 
to  a  company's  bottom-line  productivity? 

With  a  forecast  10%  shortage  of 
skilled  technology  workers,  more  and 
more  companies  are  going  to  resemble 
the  one  I  work  at,  where  the  info-tech 


The  more  arcane  his  relationship  with  his 
network  provider  became,  the  more  Bob  thought 
about  switching  to  Williams. 


that  Williams  network 


Visit  www.wilttales.com  or  call  1-800-WILLIAMS.  for  rewarding  telecom  solutons. 


©1998  The  Williams  Companies,  Inc. 


Every  business  has  problems 
Are  yours  the  right  ones? 


The  right  problems  are  about  your  business. 

The  wrong  problems  are  about  your  technology. 

Exampie  Why  can't  1  open  up  the  attachment  in  this  e-mail? 

r        »    YJhy  are  Sales  and  Manufacturing  always  working  from 
different  numbers? 

The  irony  is  that  the  very  technology  that  purports  to  make  you  more 
efficient  can  sometimes  create  more  problems  than  it  solves. 

A  Digital_Nervous_System  can  help. 


■  1998  Microsoft  Cofpoiaiion  All  rights  reserved.  Microsoft.  BackOffice.  Where  do  you  want  to  go  today''  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  ot! 


A  Digital_Nervous_System  relies  on  connected  PCs  and  integrated  software 
to  make  information  flow  more  ricli,  rapid  and  accurate.  This  lielps  you 
focus  more  on  your  business  and  less  on  your  technology. 

Example:  A  competitor  announces  a  price  cut.  You  and  your  team  brainstorm 
a  solution  online  and  e-mail  a  new  pricing  structure  that's  immediately 
accessible  to  everyone  who  needs  to  know.  Done. 

Example:  Your  sales  people  need  more  up-to-the-minute  product  delivery 
information  in  the  field.  You  get  real-time  production  and  shipping  data 
poured  into  a  common  database  that's  secure  and  Web-accessible  by 
Sales.  Done. 

This  is  not  something  that  comes  in  a  box. 

You  build  your  own  Digital_Nervous_System,  over  time,  to  meet  the  unique 
and  changing  needs  of  your  company. 

The  foundation  of  any  Digital_Nervous_System  is  software  that  acts  alike, 
works  alike,  thinks  alike.  Microsoft'  Windows;  Office  and  BackOffice' 
provide  an  ideal  foundation  for  a  Digital_Nervous_System  because  we  built 
them  from  the  ground  up  to  work  with  each  other,  as  well  as  with  an 
industry's  worth  of  applications. 

In  the  end,  you'll  spend  more  time  with  the  problems  that  matter. 


Microsoft 


Where  do  you  want  to  go  today? 

www.microsoft.coin/ciigital_nervous_system/ 


Oct.    18-20,  McCormick  Place  South,  Chicago,  III.,  USA 
Like  art.  the  workplace  is  a  fusion  of  contemporary  thought. 


GAIN  A  BROAD  IMPRESSION 

World  V\orkplace  presents  principles 
and  theories  of  the  workplace  Indus- 
tr\  s  most  well-respected  organizations. 
Choose  from  85  educational  programs 
cohering  concepts  of  architecture, 
construction  management,  design  engi- 
neering facility  management  and  real 
estate 


CONSIDER  NEW  POSSIBILITIES 

\ot  sour  typical  tradeshow.  the  Learn- 
ing Center  further  illustrates  Ideas 
expressed  in  the  educational  sessions 
uith  a  collectl\e  exposition  of  products 
and  seryices.  Exhibitors  can  help  \ou 
interpret  and  esaluate  new  ideas,  proce- 
dures and  opportunities. 


EXCHANGE  VIEWPOl.NTS 
World  Workplace  actiyities  proxide  v 
with  casual  entertaining  occasions 
network  with  your  peers  and  other  pr 
fessionals  from  around  the  vvor 
Discussing  yarious  dimensions  of  produ 
tlyity  from  alternate  angles  will  enhar 
your  perception  of  the  workplace— to  t 
benefit  of  \our  compan\  and  your  care 


World  Workplace  is  the  only  event  that  combines  all  disciplines  of  the  workplace. 
It  is  where  professionals  meet  to  continue  the  evolution  of  thought  on  providing 

effective  work  environments. 

■ze  is  managed  by  International  Facility  Management  Association  (IFAAA). 
For  r  .  .     ,     .  .    call;  1 -71  3h62-WORLD  (1-713-629-6753)  or  visitwww.worldworkplace.org. 


taders  Report 


3 

lECTIONS&CLARIFiCATiONS 

)od-bye  to  fixed  pricing?"  (Special 
t,  May  4),  the  Web  site  of  Southern 
rnia  Gas  Co.  should  have  been  listed 
5  w.energymarketplace.com. 

]  ter  lights  for  big  cities"  (Social 
.  May  4)  incorrectly  identified  the 
.  ijf  Louisville.  He  is  Jerry  E.  Abramson. 

\  the  winner  is..."  (Editor's  Memo, 
II  :)  should  have  cited  three  Deadline 

minations  for  business  week.  Winners 

■nnounced  June  8. 


X  Tient  struggles  to  keep  projects 
'iate  and  spends  large  amounts 
i  mation  "tools"  that  are  under- 
.  How  long  can  this  continue  and 
|]  )vide  productivity  enhancements 
jtt  'ep  inflation  at  bay?  The  words 
il  thinking"  come  to  mind. 

Dean  Mason 
Los  Angeles 


INGTON  HAS 

LEAR  DOUBLE  STANDARD 

at  India  needs  is  wealth,  not 
'  (Commentary,  May  25)  sug- 
that  while  it  is  all  right  for  the 
e  to  stockpile  nuclear  weapons 
;e  the  U.  S.  has  a  sizable  busi- 
'lationship  with  them),  it  is  not 
it  for  India  to  do  so  (since  a 
•able  trade  agi'eement  is  lack- 
'  such  double  standards  are  al- 
to pass  as  realpolitik  and  are 
I  craft  our  foreign  policies,  then 
im  to  being  a  just  and  fair  na- 
il be  unconvincing,  and  we  will 
)ral  authority. 

idering  that  two  of  our  strongest 
Britain  and  France,  have  refused 
ise  sanctions  against  India  at  the 
of  Eight  Summit,  maybe  we 
take  a  serious  look  into  India's 
Y  concerns.  Othei-wise,  the  U.  S. 
!  perceived  as  comfortable  with 
nist  dictators  but  not  with  the 
largest  democracy. 

Buddhadev  Mukherjee 
West  Chester,  Ohio 


«G  EER  SHORTAGE-OR 
jS  \  SALARY  SHORTFALL? 

Y  should  look  beyond  the  selfish 
ies|  r  some  company  presidents  and 
e  ngressmen  beholden  to  them 
Sei  me  your-  skilled  workers,"  Edi- 
'ri:;  May  25).  As  the  Institute  of 
let',  :al  &  Electronics  Engineers  re- 


From  American  Century: 


Two  FundsThat  Ifeep 
BeatingThe  S&P 


Ai>era^;c  Annual  Total  Rfhirns 
AsOfMimir^},  19% 

7  Year 

3  Years 

5  Years 

Life  of  Fund 

Income  &  Growth 

52.2% 

34.3% 

22.7% 

22.7% 

112/17/9(11 

EQuin  Growth 

55.5% 

35.2% 

23.5% 

20.8% 

s&P3a)i\iiA 

479% 

32.7% 

22.4% 

21.4%  19.6% 

112/17/90)        (5/9/9;  1 

Please  ask  for  a  prospechis  with  more  complete  infonnation,  including  charges  and 
expenses.  Be  sure  to  read  it  carefidly  before  you  invest.  Naturally,  past  performance 
can  'I  i^iimmtee  future  m'sk/(s.  These  figures  are  for  investor  class  shares  and  assume  all 
dividends  were  reinvested.  Please  consult  a  prospectus  for  information  about  other  share 
classes.  Investment  return  and  the  value  of  your  principal  will  fluctuate,  and  tlie  final  value 
of  your  investment  may  be  more  or  less  than  what  you  started  with.  The  S&P  500  is 
an  mdex  created  by  Standard  &  Poor's  Corporation  that  is  considered  to  repmsent  the 
performance  of  the  stock  market  generally.  It  is  not  an  investment  product  available  for 
purchase  ©1998  American  Century  Services  Corporation,  Funds  Distributor  Inc.  bsw 


American 
Century* 


www.americancentury.com 


1-800-345-2021* 


F.  KENNEDY 


PLEASE  NOTE:  Read  each  question  carefully  before  answering. 
If  unsure  of  answers,  visit  the  John  F.  Kennedy  Library  &  Museum 
;  today.  Open  daily  from  9  to  5.  Please  call  617-929-4523. 

SUBHCI:  JOHN  f  KENNfOY  S  LIFE  (  1917    1963  ) 


*  V 


Test  No.  2:  Fill  in  the  blanks 


is  the  item  that  traveled  farthest  to  reach  the  Library. 


3    His  Library  &  Museum  is  built  on  a  former 


To  strengthen  his  voice  he  used  to 


9T  onodv  tnojj 


is  the  Pulitzer  Prize  winning  book  he  wrote. 


was  his  favorite  musical. 


John  F.  Kennedy 

LIBRARY   AND  MUSEUM 


every  morning. 


Extra  Credit: 

Visit  the  Library  to  find  out  why  Jackie  got  a  "D"  on  her 
report  card  at  Miss  Chapin's  School,  what  i.F.K.  named 
his  boyhood  sailboat  and  where  Jackie's  camera  is  kept. 

FOR  MUSEUM  USE  ONLY 
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stifled  before  Congress,  reports 
tage  of  high-tech  engineers  are 
exaggerated.  Our  country  al- 
;is  many  highly  qualified  engi- 
II)  are  undeiiitilized  simply  be- 
their  age. 

id  this  out  when  several  col- 
and  I  recently  lost  our  engi- 
jobs  due  to  a  merger;  we  were 
iited  to  find  very  few  offers  to 
us  in  oui"  40s  and  50s.  Foitu- 
'tr  me,  a  foi-ward-looking  com- 
li  las  retained  me  as  a  consultant, 
I  school  of  engineering  now  em- 
■t\  as  well.  But  there  are  few 
■s  and  universities  that  add  old- 
!_*ers  to  their  ranks,  even  while 
lortage.  They  cry  because  they 
iveep  salaiies  as  low  as  possible. 
!  way  to  attract  more  people  to 
ing  careers  is  to  raise  salaries. 
J  1 1  grants  have  added  greatly  to 
r  ciety,  and  I  support  high-tech 
n  ation  at  present  levels.  But  to 
'  o  the  levels  would  be  unfair  to 
engineers  and  engineering 

John  R.  Brauer 
Milwaukee 

I  m  OF  WORKERS'  COMP 
0^  S  IH  MASSACHUSETTS 


were  correct  in  stating  that 
liusetts  cut  its  premiums  by  21% 

ed  businesses  a  gi'eat  deal  of 
Here  come  hefty  hikes  in  ben- 

iii'porate  Scoreboard,  May  18). 
past  three  years,  however,  the 

ive  decreases  in  workers'  com- 
on  premiums  are  lowering  the 
)  employers  by  more  than  $1  bil- 
year  The  decreases  came  after 
ng  changes  instituted  by  the 
lellucci  Administration  in  1991. 
hen,  Massachusetts  has  seen  the 
ramatic  turnaround  of  any  state 
lation  in  terms  of  workers'  com- 
on  reform. 

James  J.  Campbell 
Commissioner 
Industrial  Accidents  Dept. 

Boston 


ISINESS  PUT 
an  STREAMING  TO  THE  TEST 

was  one  important  aspect  of 
■earning  technology  not  cited  in 
'>-pound  gorilla's  new  toy"  (In- 
!i  &  Technology,  May  11).  Micro- 
■p.'s  Net  Show  and  Real  Net- 
f-'chnologies  may  be  "ready  for 
'  ime,"  but  it  would  be  premature 
t  t  then-  success  until  Corporate 
i  uses  the  technology  to  enhance 
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Specialists  help  you  get  started. 
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usiness  processes.  Until  busi- 
im  streaming  from  a  novelty  to 
approach,  the  technology  will 
/  for  itself.  The  consumer  appli- 
3f  streaming  still  suggests  an  un- 
revenue  model.  Can  advertising 
t  it?  Can  pay-per-view? 
panies  such  as  Cisco  Systems, 
1  Express,  and  Boeing,  however, 
jinning  to  use  streaming  technol- 
reseller  training.  Schools  such  as 
husetts  Institute  of  Technology 
tig  streaming  for  distance  leam- 
iferences,  and  other  applications, 
her  emerging  technologies,  once 
ing  is  incorporated  into  corpo- 
ist  practices  for  communication 
ographically  dispersed  audiences, 
I  ;hen  be  ready  for  prime  time. 
I  Paul  Berberian 

President 
VStream  Inc. 
Boulder,  Colo. 
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]  Year 

3  Years 

5  Years 

Life  of  Fund 

International  | 
Growth  Fund  I 

33.8% 

23.2% 

177% 
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LiPPER  Ikternaronal 
Funds  Average 
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14.1% 
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charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest. 
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25  Business 
Schools  in  ttie 
United  States 
o 

Indudesttie 

Top  25 
Runners-lip 


The  only  guide  to  feature 
accurate  business  school 
rankings  and  profiles  by 
recent  graduates  and 
recruiters 

•  NEW!  Expanded  ratings  of 
more  schools  than  ever 

•  NEW!  Rankings  of 
GMAT  prep  courses 

•  NEW!  Comparisons  of 
application  software 

•  PLUS!  Candid  comments  from 
the  latest  graduating  classes, 
students'  quality-of-teaching 
ratings,  starting  salary  &  bonus 
averages  for  graduates, 

and  much  more 
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THE  INVISIBLE  WALL 

Germans  and  Jews:  A  Personal  Exploration 

By  W.  Michael  Blumenthal 
Counterpoint  •  444pp  •  $27.50 


THE  STRUGGLE  TO  BE 
JEWISH  AND  GERMAN 


In  March,  1812.  Pnossia's  King  Fred- 
erick William  III  gi*anted  his  coun- 
try's Jews  the  right  to  vote  in  mu- 
nicipal elections.  The  Edict  of 
Emancipation  was  a  watershed,  wel- 
comed by  its  oppressed  beneficiaries 
with  an  outpouring  of  gi'atitude.  When 
Pnissia  joined  forces  with  Russia  the 
following  year  to  drive  out  Napoleon, 
Jewish  men  flocked  to  enlist,  and  fami- 
Ues  donated  silver  and  savings  to  sup- 
port the  war  effort. 

But  it  wasn't  long  before  Jews 
learned  that  they  still  were  not  accept- 
ed. Defeating  Napoleon  fueled  German 
nationalism,  and  anti-Semitism  came 
back  into  vogue  with  a  vengeance.  In  an 
epidemic  of  rioting  in  1819,  youth  gangs 
fi"om  Hambui'g  to  Berlin  set  fire  to  Jew- 
ish houses,  pillaged  Jewish  businesses, 
and  beat  up  eveiy  Jew  they  could  find. 

The  history  of  modern  Germany's 
Jews  is  full  of  such  seesaws  between 
triumphs  of  integration  and  tragedies 
of  rejection.  In  The  Invisible  Wall:  Ger- 
mans and  Jews,  a  Personal  Explo- 
ration. foiTner  U.  S.  Treasiuy  Secretary^ 
W.  Michael  Blumenthal  chronicles  a 
love-hate  relationship  existing  between 
tw"o  populations  whose  schizophrenia 
has  yet  to  be  cured.  Painstakingly  re- 
searched and  often  poetically  w^itten, 
the  book  goes  further  than  many  others 
toward  answering  the  20th  century 
question  of  why  the  Holocaust  took 
place  in  Germany. 

Blumenthal  structures  his  history, 
spanning  some  350  years,  around  the 
stories  of  six  ancestors,  culled  from  of- 
ficial and  personal  records.  It  is  a  beau- 
tiful narrative  device,  allowing  the  au- 
thor to  interw^eave  anecdote  and 
exposition  seamlessly.  For  instance,  the 
fii'st  of  the  line,  Jost  Liebmann,  started 
his  career  in  the  1660s  as  a  wandering 
peddler  and  ended  it  as  a  wealthy 
Berliner — the  court  jeweler  to  King 
Frederick  I.  His  rise  illustrates  not  onlv 


the  Uves  and  times  of  his  co-religion- 
ists but  also  the  founding  of  modern 
Prussia — key  to  the  Jews'  later  treat- 
ment in  Geimany. 

From  the  beginning,  Jews  succeed- 
ed in  GeiToany  against  huge  odds.  Sub- 
ject to  dozens  of  special  taxes,  barred 
from  craft  guilds  and  most  professions, 
and  physically  safe  only  when  they  car- 
ried expensive  letters  of  protection,  they 
initially  were  highly  segregated,  li\iiig  in 
small,  self-supporting  communities.  Yet 
Jews  were  drawTi  to  Prussia  in  part  be- 
cause even  less  hospitable 
conditions  prevailed  else- 
where in  Europe.  In  WTiite 
Russia  and  the  Ukraine, 
pogi'oms  were  canied  out 
regularly;  in  France  and 
Austria,  Jews  had  no  civil 
rights  whatever;  and  in 
Spain  and  Poitugal,  they 
were  either  driven  out  or 
burned  for  heresy  well  into 
the  18th  centuiy. 

Jews'  gradual  integi-ation 
into  Prussian  society  came 
via  a  series  of  invitations  to  paiticipate 
in  the  Gennan  economy.  WTien  the  Sev- 
en Years  War  left  Frederick  the  Great 
close  to  banknaptcy,  he  relied  on  Jews  in 
chai'ge  of  the  royal  mint  to  inflate  the 
Prussian  currency  with  new,  cheaper 
coins  that  used  less  silver.  It  was  a 
risk\'  but  profitable  business  that  helped 
create  a  new  Jewish  business  elite  in 
the  18th  century.  Yet  such  developments 
almost  always  came  with  a  backlash  of 
renewed  resentment. 

Jews  in  turn  vacillated  between  long- 
ing to  enter  the  mainstream  of  Gennan 
secular  culture  and  desiring  to  hew  to 
their  religious  roots.  That  struggle  is 
summed  up  in  the  tale  of  Rahel  Vam- 
hagen  von  Ense,  bom  Rahel  Levin.  Blu- 
menthal's  distant  relative  adopted  the 
values  of  the  Age  of  Enlightenment, 
presided  over  a  salon  of  luminaiies  that 


w:  Michael  Blumenthal 


Tke  Invisible 

WALL 


included  poet  Heinrich  Heine,  and 
ried  a  gentile  aristocrat.  Her  for: 
wish,  to  become  truly  German, 
shattered  by  a  resurgence  of  Pruil 
anti-Semitism,  and  she  died  in  1833  f 
ing  bitterly  betrayed. 

Even  when  he  has  little  material  ft 
which  to  build  three-dimensional 
acters,  Blumenthal  manages  to  gi\ 
relatives  presence.  And  the  close,- 
drawn  with  heartfelt  sympathy, 
menthal's  father,  Ewald,  was  an  as 
lated  middle-class  German  Jew  whi 
won  an  Iron  Cross  fighting  for 
Kaiser  and  who  had  run  a  succe 
family  banking  business.  When 
Nazis  rose  to  power,  "hie  stayed  in 
many  and  hoped  that  Hitler  was  i 
bad  dream,"  writes  Blimienthal.  . 
surviving  two  years  in  Buchen 
Ewald  escaped  with  his  family  b 
Shanghai  ghetto,  then  emigrated  tc 
Francisco  in  1947.  With  his  father, 
menthal  closes  the  circle:  "We  were 
ing  as  oiu*  ancestors  had  once  arr 
Poor  Jews,  paupers, 
out  a  countiy  of  our  c 
Unfortunately,  BIu 
thai  devotes  little  spa 
his  own  cai'eer  in  Ami 
He  attended  Princeton 
versify  and  went  on  t 
come  chairman  of  B( 
Corp.  and  ButToughs  ( 
before  serving  in  the 
Dept.  and  ultimate! 
Treasuiy  Secretary  i 
President  Jimmy  C; 
Since  his  book  is  about 
many,  it  is  imderstandable  that  Blu 
thai  has  deemed  his  own  post-eit 
tion  story  UTelevant.  Yet  one  wisb 
had  delved  more  deeply  into  the  fe( 
that  drove  him  to  wTite  the  book, 

Nevertheless,  he  has  written  a  c 
geous  and  moving  treatment  of  a  p 
subject.  The  Invisible  Wall  descril 
people  so  stubbornly  in  love  with 
adopted  homeland  that  countless 
ships,  including  the  Holocaust  i 
came  to  them  as  an  utter  shock.  Th 
GeiTnans,  any  Jew's  choice  to  renu 
Germany  may  seem  evidence  of  a 
ly  incredible  state  of  denial.  B\ 
Blumenthal's  book  shows,  the  psy( 
gy  of  the  German  Jews  is  more  co 
cated  than  that. 

BY  JOAN  WA 
Warner  is  senior  news  edito 
En  rope. 
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The  digital  age 
hasn't  created  a 
paperless  society. 
Just  a  revolution 
in  paper. 


Its  been  suggested  since  the  dawn  oft 
computer  age.  A  future  in  which  everytl 
worth  knowing  is  accessit)le  on  screen 
But  as  it  turns  out.  people  don't  just  w 
information  at  their  fingertips.  They  wf 
on  their  fingertips.  They  want  to  be  abl( 
touch,  fold  and  dog-ear:  to  fax.  copy  and 
to:  scribble  in  the  margins  or  post  prou 
on  the  refrigerator  door.  And,  above  all. 
w  ant  to  print  out  -  quickly,  flawlessly  i 
In  vibrant  color. 

So  today,  as  people  require  more  (and 
more  t>pes  of)  paper  than  ever,  our  rest 
centers  are  responding  with  new  pape 
for  home  and  business. 
Printing  papers  such  as  our  Hammermil 
brand  Jet  Print  Ultra^^  are  one  example 
enable  anyone  with  an  ink  jet  printer  to 
with  the  sort  of  brightness  and  smoothn 
you'd  expect  from  fine  magazines. 
The  introduction  of  a  lightweight  paper  c 
Accolade'  is  another  example.  It  result 
superior  printing  quality  for  catalogs,  , 
magazines,  brochures  and  the  like,  at  I 
cost  for  paper  and  postage. 
From  printing  paper  to  fine  art  paper  t 
digital  photography  paper,  we're  comm 
to  providing  the  "Paperless  Society"  wit 
all  the  paper  it  needs. 
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BY  STEPHEN  H.  WILDSTROM  

THIS  COOL  LAPTOP 
IS  HARD  TO  USE 


HP's  Sojourn  is  a  real 
head-turner.  Too  bad 
its  keyboard  mal<es 
typing  difficult 

Compromise  is  the 
essence  of  laptop  de- 
signs. Severe  limits  on 
size,  weight,  and  power  con- 
sumption have  forced  engi- 
neers and  customers  to  make 
some  tough  choices.  Today's 
consensus  business  machine 
weighs  about  6  pounds,  has 
a  12-  or  13-inch  display,  of- 
fers interchangeable  floppy 
and  (:d-rom  drives,  can  be 
used  as  a  desktop  replace- 
ment, and  will  cost  you  about 
$3,000. 

Tlien  there  is  the  Hewlett- 
Packard  SojomTi.  Designed  in 
partnership  with  Mitsubishi 
as  the  ultimate  in  executive 
mobility,  it's  the  epitome  of 
drop-dead  cool.  Tr-ue,  it  costs 
.$5,800  and  features  a  key- 
board that,  at  best, 
makes  it  hard  to 
type  accurately. 
But  that  won't 
stop  quite  a  few  of 
these  from  tuming 
up  on  first-class 
airplane  tray-ta- 
bles— and  turning 
the  heads  of  pas- 
sengers who  spot 
them. 

LAYER  CAKE.  Sojourn  i>ro- 
vides  a  glimpse  of  what  the 
future  of  laptops  might  be 
now  that  they've  become  the 
Swiss  Anny  Knife  of  the  dig- 
ital age,  suitable  as  desktop 
computers,  portable  links  to 
the  office,  or  multimedia  pre- 
sentation devices.  Sojoum  is 
a  flexible  notebook  designed 
in  three  "slices"  that  fit  to- 
gether like  a  layer  cake.  The 
top    slice    makes  Sojourn 


uniquely  tWn  and  light.  Using 
just  tliis  keyboai'd-screen  sec- 
tion provides  a  233  MHz  Pen- 
tium processor  (no  room  for  a 
Pentium  II),  64  megabytes  of 
memory,  a  2.1-gigabyte  hard 
drive,  and  12.1-inch  active 
matrix  display,  all  housed  in  a 
sleek  black  and  gray  magne- 
sium case  just  0.71  inches 
thick  and  weighing  3.2 
pounds.  The  design  originally 
called  for  a  new  type  of  lithi- 
um polymer  battery  that 
would  have  provided  more 


the  keys,  it  was  very  diffi- 
cult to  type.  With  limited 
tactile  feedback,  it's  hard  to 
tell  whether  you've  actually 
pressed  a  key  or  not.  Mak- 
ing things  worse,  the  entire 
keyboard  flexes  a  little  when 
a  key,  especially  one  toward 
the  center  of  the  layout,  is 
pressed.  As  a  result,  I  expect 
that  the  main  audience  for 
the  Sojourn  will  be  execu- 
tives who  use  laptops  more 
often  to  peruse  documents 
than  to  create  them  and 
whose  typing  consists  mainly 
of  brief  replies  to  E-mail 
messages. 

The  Sojoiun  is  in  a  tradi- 
tion of  ultra-compact  note- 
books with  no  room  for  in- 
ternal   floppy    or  CD-ROM 


KEYBOARD/DISPLAY 

0.71  in.  thick,  2.2 
lb.  Very  portable, 
but  quirky  key- 
board makes  typ- 
ing hard.  Good  for 
reading  or  light 
typing. 


Off 


EXTRA  BATTERY 

0.4  in.  mck.  2.2 
lb.  Quadruples 
battery  life  to  six 
hours.  Can  be 
used  with  keyboard 
slice  only  or  with 
both  of  the  others. 


Ultra  and  since  followe 
other  laptop  makers,  ii 
ing  Compaq,  Toshiba,  m 
jitsu.  A  slice  clamps  ti 
bottom  to  provide  seria 
parallel  ports,  floppy  an 
ROM  drives,  a  pair  of  po 
speakers,  and  other  feal 
The  combination  is  £ 
featui'ed  laptop  with  a 
battery  life  of  90  minut 
so.  A  second  shce,  an 
option  that  can  be  used 
or  without  the  multir 
unit,  quadniples  battery 
er.  In  its  maximum  coi 
ration,  at  8.2  pounds,  th 
journ  is  a  match  in  bi 
not  performance,  for 
heavyweights  as  the  To 
Tecra  780  and  the  IBM  1 
Pad  770. 
A  PAIN.  All  in  all,  the  So 
is  tantalizing.  I  love  th( 
of  a  laptop  tha 
slide  into  a  bri( 
and  barely  be  no 
But  I  Avrote  thi; 
umn  on  a  Sojoun 
it  was  a  pain.  I'd 
ly  trade  a  few 
meters  of  thickneS 
a  real  keyboard, 
that  a  modular  co: 
can    be    a  comp( 


MULTIMEDIA  0. 

in.  thick,  2.8  It 
Has  CD-ROM  ai 
floppy  drives,  p 
pop-out  speake 
printer  port,  an 
other  features. 


design  flexibility, 
but  various  prob- 
lems forced  hp  to 
the  more  conven- 


settle  for 
tional  lithium  ion. 

This  thin,  light  laptop 
would  strike  me  as  nearly 
perfect  for  most  uses,  partic- 
ularly travel,  were  it  not  for 
one  thing.  The  case  isn't  deep 
enough  to  hold  a  convention- 
al keyboard.  Instead,  Sojom-n 
uses  a  membrane  keyboard 
like  those  on  calculators.  De- 
spite full-size  key  spacing,  I 
found  that  without  the  nor- 
mal up-and-down  motion  on 


drives,  but  it  is  the  most  ex- 
treme design  yet.  It  is  limit- 
ed to  two  side-by-side  PC 
Card  slots,  an  inft-ared  port, 
and  a  universal  serial  bus 
connector.  The  USB  port  \vill 
become  more  useful  when 
USB  accessories  hit  the  mar- 
ket, but  for  now,  there's  no 
way  to  attach  a  printer  oi-  an 
external  drive  to  the  basic 
Sojourn. 

Instead,  hp  followed  an  ap- 
proach pioneered  by  Digital 
Equipment  with  its  HiNote 


choice  for-  road  waniors 
can  take  what  you  need 
you  need  it.  On  many  ti 
would  take  a  Sojourn- 
notebook  and  maybe  th( 
tery  slice,  leaving  the  i 
media  imit  at  home  or  p: ' 
in  my  luggage. 

To  date,  no  shce  desi^ 
become  a  best-seller,  an 
journ  is  too  expensive 
extreme  to  change  that, 
week,  I  will  review  a 
crop  of  more  convent 
laptops  that  mo.st  peopi 
find  appealing — and  u 
For  now,  the  Sojomn  re 
a  design  concept  whose  >' 
is  near. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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lANGHAI  CHINA  POLICY 


I G-TIED: 

]i  porate 
^1  erica  will 
sea  beating 


ause  no 


g-term 
)(|  icy  can 
%  le  out  of 
III  ha 
)i  tisan 
i  )itol  Hill 


Garten  is  dsan  z'  the  Yale 
Management.  A  former 
nt  banker,  he  was  Under 
scpj  I  of  Commerce  for  Interna- 
'Wai  ide  in  the  first  Clin.on  Admin- 
'irafj  jeffrey.garten@yale.edu). 


Warning  to  American  CEOs  thinking 
about  doing  business  in  China: 
Tread  cautiously.  The  current  furor 
on  Capitol  Hill  over  exports  of  satellites,  the 
upcoming  annual  congi-essional  brouhaha  over 
human  rights  and  most-favored-nation  status, 
and  whatever  other  controversies  suiTound 
President  Clinton's  summit  in  Beijing  later 
this  month  make  for  nasty  enough  politics. 

Even  worse,  China  appears  to  be  heading 
for  an  economic  crisis.  Its  growth,  its  ex- 
ports, and  incoming  foreign  investment  are 
rapidly  losing  steam.  Beijing  is  stmggling  to 
restructure  an  insolvent  banking  system,  shut 
down  thousands  of  bankrupt  state  companies, 
and  cope  with  some  5  million  newly  unem- 
ployed workers.  As  economies  in  Asia  con- 
tract, the  Middle  Kingdom  is  increasingly 
vulnerable.  The  business  climate  could  dete- 
riorate quickly. 

A  decade  of  unrelenting  trade  battles  vrith 
the  U.  S.  Hes  ahead,  especially  as  the  bilater- 
al trade  deficit  soars.  China  is,  after  all,  a 
long  way  from  being  a  free-market  countiy. 
Its  currency,  the  renminbi,  is  not  fully  con- 
vertible. Two-thirds  of  the  countiy 's  invest- 
ment spending  is  state-directed.  China  main- 
tains huge  protectionist  bamers  in  industries 
such  as  finance.  It  still  fails  to  protect  intel- 
lectual property  rights  fully. 

Big  conflicts  with  Taiwan  loom  as  well. 
Within  18  months,  the  island  could  elect  a 
leader  who  supports  pohtical  independence 
from  the  mainland.  This  would  put  the  U.  S. 
in  an  agonizing  position  of  choosing  between  a 
rising  supeipower  and  a  small  nation  that  is  a 
loyal  ally,  a  democracy,  and  a  mai'ket  economy. 
Congressional  support  for  Taiwan  will  cer- 
tainly be  intense.  So  will  China's  reaction  to 
American  intervention. 
SHORT-TERM  GOALS.  America's  ability  to  deal 
with  problems  hke  these  will  be  severely  un- 
dercut because  policy  toward  China  is  being 
driven  by  the  swirl  of  Washington's  short- 
term  political  cuiTents.  One  day  the  congres- 
sional preoccupation  is  human  rights,  another 
day  it's  illegal  campaign  fimding,  the  next  it's 
high-technology  exports.  These  are  serious 
issues — and  each  is  horrendously  complex. 
Ai-e  fiber  optics  a  commercial  or  mihtaiy  tech- 
nology? How  does  one  evaluate  progi'ess  on 
human  rights  in  a  society  of  1.2  billion  people 
emerging  from  totalitarian  iiile?  Dealing  with 
eveiy  problem  as  if  it  were  the  only  issue  is  a 
sorry  way  to  manage  America's  relations  vrith 


the  world's  second-most-important  country. 

All  this  adds  up  to  Coi-porate  America  get- 
ting hit  in  China.  U.  S.  companies  need  a  con- 
sistent, long-term  China  policy  from  Wash- 
ington. But  as  long  as  Capitol  Hill  acts  the 
way  it  does,  they  won't  get  it.  Paradoxically, 
despite  all  the  talk  about  the  rise  of  global 
markets  and  the  declining  power  of  govern- 
ments, Corporate  America  and  Washington 
need  one  another  in  China. 

The  most  poweiful  influence  that  Ameri- 
cans can  have  on  China  will  be  U.  S.  compa- 
nies bringing  their  products,  technology,  and 
management.  At  the  same  time,  Washington's 
clout  will  be  needed  to  maintain  pressure  on 
Beijing  to  open  its  markets  and  create  laws 
that  are  clear  and  fair.  Cooperation  between 
U.  S.  corporations  and  Washington  will  be 
particularly  critical  when  China  experiences 
some  of  the  turbulence  that  has  infected  oth- 
er big  emerging  markets  such  as  Mexico, 
South  Korea,  and  Indonesia. 
SATELLITE  FRENZY.  It  would  therefore  be  a 
shame  if  the  frenzy  over  satellites  in  Con- 
gi'ess  undercut  or  even  forced  the  postpone- 
ment of  President  Clinton's  summit,  the  best 
opportunity  in  a  decade  to  build  constiTictive 
ties  between  the  two  countries.  Since  last 
October,  when  China's  President  Jiang  Zemin 
came  to  Washington,  the  Administration  has 
emphasized  expanding  American  business 
dealings  with  China,  promoting  democracy 
and  the  loile  of  law,  and  encouraging  more 
cultural  and  educational  exchanges.  It  has  at- 
tempted to  keep  any  one  issue  fi*om  thi'owing 
the  U.  S.-China  relationship  off  course.  It  has 
tried  to  cultivate  China  as  a  partner  rather 
than  make  it  feel  like  the  enemy.  These  were 
exactly  the  right  goals.  For  its  part,  China 
has  acted  responsibly  in  putting  Asia's — and 
America's — economic  interests  above  its  own 
in  not  devaluing  the  renminbi.  It  has  also 
freed  key  political  dissidents,  and  it  is  now  in 
a  position  to  help  defuse  the  threat  of  nu- 
clear war  between  India  and  Pakistan. 

Fact  is,  there  will  be  no  winners  from  the 
arguments  flaring  in  Washington — not  Con- 
gi'ess,  not  the  Administration,  not  Coi-porate 
America,  not  Cliina.  In  describing  how  the 
U.  S.  dealt  with  the  most  poweiful  up-and- 
coming  nation  of  the  21st  century,  futm-e  his- 
torians are  bound  to  marvel  how  America, 
at  the  height  of  its  economic  and  political 
prowess,  could  have  so  miscalculated  its  own 
long-term  interests. 
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There  are  over  7500  ISPs. 

But  only  one  of  them  is  an 
Internet  Communications  Company  for  business. 


Economic  Trends 


BY  GENE  KORETZ 

Jl  ST  m\  DO 
\SmS  WORK? 

Xoi  only  to  shore  up  family  incomes 

In  recent  decades,  many  American 
men  have  experienced  both  decUnes 
in  emplojTnent  and  stagnant  or  lackltis- 
ter  wage  gro\\th.  Meanwhile,  manned 
women  have  streamed  into  the  work- 
force, racking  up  substantial  gains  in 
emplojTnent  and  more  than  doubling 
theu'  yeai'ly  eaiTiings. 

A  populai'  \iew  is  that  these  trends 
ai-e  related.  That  is.  the  big  reason  why 
%rives  ai"e  working  more  is  to  compen- 

HOW  EMPLOYMENT  GREW 
AMONG  MARRIED  WOMEN 


WIVES  EMPLOYMENT  RATE 


APERCEMT 


0,M2C-:o  MiODL£20%  TOP  20% 
HUSBMiDS  EARNINGS  PERCENTHE 

OflA:  KEVM  M.  WKFHY.  CHMM  JUm 


sate  for  theii'  husbands'  flagging  earn- 
ings and  shore  up  family  incomes. 

It  ain"t  necessai-ily  so.  contend  econo- 
mists Chinhtii  -Juhn  of  the  Univei"sity 
of  Houston  and  Kevin  M.  Mui^Dhy  of 
the  University  of  Chicago.  Their  re- 
seai'ch  shows  that  it's  the  \rives  of  mid- 
dle and  high-wage  men  who  have  post- 
ed the  heftiest  increases  in  emplo^.'ment 
in  recent  decades — even  though  low- 
wage  men  have  suffered  the  largest 
drops  in  eamings  and  emplojTnent. 

"The  shifting  trends  among  low-income 
families  ai-e  paiticulai'ly  intriguing.  Tlie 
economists  found  that  it  was  in  the 
1960s,  when  their  husbands'  eaiTiings 
rose  by  42<vf.  that  \rives  of  low-wage 
men  (bottom  20*^  in  eaiTiings)  enjoyed 
the  fastest  emplo\Tnent  gi*o\nh.  By  con- 
ti-ast.  when  theii-  husbands'  eaiTiing?  fell 
sharply  over  the  ne.xt  two  decades,  theii* 
own  entry  into  the  labor  force  also 
slowed  substantially. 

Wives  of  men  \\-ith  average  and  high 
earnings,  on  the  other  hand,  accelerated 
theu*  entiy  into  the  workforce  in  the 
1970s  and  1980s.  And  the  biggest  gains 
in  emplojTnent  occmred  among  those 
whose  husbands  were  at  the  high  end  of 
the  income  range — men  whose  real 


wages  rose  by  lo'^c  as  the  wages  of  the 
bottom  fifth  of  male  wage-earners  de- 
clined by  299c. 

How  can  these  divei-se  trends  be  ex- 
plained? The  thesis  that  manied  women 
were  working  more  in  order  to  maintain 
household  incomes  seems  most  applica- 
ble to  women  with  husbands  in  the  mid- 
dle earnings  range,  says  Juhn.  Real 
wages  for  men  in  this  gi'oup  were  stag- 
nant in  the  1970s  and  1980s,  and  it  was 
only  a  sizable  sm*ge  in  labor  force  pai*- 
ticipation  by  theu*  wives  in  response  to 
greater  opportunities  for  women  that 
allowed  theii-  famihes  to  post  modest 
income  gi'owth. 

By  the  same  token,  it's  clear  that 
working  wives  of  high-earning  men 
ai'en't  responding  to  shortfalls  in  theii- 
husbands'  incomes.  Rather,  noting  that 
such  women  tend  to  be  highly  educated, 
•Juhn  and  Mm*phy  think  gi'owing  de- 
mand and  rising  wages  for  high-skilled 
workers  of  both  gendei-s  ai'e  the  likely 
factor  luiing  them  into  the  job  mai'ket. 

As  for  women  manied  to  low-wage 
men.  the  data  show  that  theii-  increased 
eaiTiings  did  paitly  offset  the  shai-p  de- 
cUnes in  then-  htisbands'  pay.  suggesting 
that  they  would  have  liked  to  work 
even  more.  But  the  reseai'chei-s  theoiize 
that  the  same  demand  shift  tow"ard 
high-skilled  workei*s  that  hurt  low-wage 
men  also  hmt  their  wives. 

In  sum.  shifting  opportunities  for 
women  of  vai-jing  skill  levels  explain  a 
lot  more  about  theii-  labor  mai-ket  pai-- 
tidpation  than  do  theii-  husbands'  wages. 


THE  REWARDS  OF 
HOMEOWNERSHIP 

A  study  finds  lots  of  social  benefits 

Should  the  federal  govei-nment  and 
local  juiisdictions  pro\ide  tax  breaks 
and  other  subsidies  to  encoiu-age  home- 
owTiership  among  the  public"?  To  the 
majority  of  American  households  that 
owTi  theii-  homes  the  answer  is  a  re- 
sounding yes.  But  many  economists  dis- 
agi-ee,  ai-guing  that  the  home  mortgage 
interest  deduction,  for  example,  is  in- 
efficient and  inequitable. 

Those  who  favor  mortgage  tax  bi-eaks 
and  government  efforts  to  promote 
homeowTiership.  on  the  other  hand, 
claim  that  homeownei-ship  pi-o\ides  in- 
dii-ect  benefits  or  "positive  externali- 
ties"— benefits  that  redound  to  the  wel- 
fare of  society  as  a  whole.  In  a  new 
study,  Denise  DiPasquale  of  the  Uni- 
versity of  Chicago  and  Edward  L. 
Glaeser  of  Hai-\"ai-d  Univei-sity  pro%ide 


e\idence  that  owTiing  a  home  do 
deed  appeal-  to  biuld  a  sense  ofo 
munity  and  make  people  better  die 

Using  sm-\-ey  data  and  controlli 
age.  race,  gender,  income,  marital  f 
ha\ing  childi-en.  and  other  variabk 
tw-o  economists  find  that  homeo" 
are  lO^c  more  Hkely  than  rente 
work  to  solve  local  problems,  or 
theii-  local  congressman  by  i 
They're  also  more  likely  to  vote  ii 
elections,  attend  chui-ch,  gardei 
join  nonprofessional  organizations 

Pi-edictably.  homeowTiei-ship  a] 
fects  the  shape  of  local  goven 
spending.  The  researchei-s  repor 
homeowTiei-s  tend  to  favor  lower  c 
budgets  and  weifai-e  outlays  but  1 
spending  on  schools  and  highway: 

Interestingly,  the  positive  eflfe 
homeownership  appear  related 
negative  impact  on  mobility.  The  1 
people  live  in  theii-  own  home,  the 
hkely  they  ai-e  to  engage  in  act 
that  improve  their  communities. 


PROFITS  COULD 
>A  EAKEX  FASTEF 

Are  April  tax  paments  an  oitii 


ASTARTLINfi 
IN  TAX  REGEj 

20' 


With  the  federal  goveiTimei 
porting  record  sui-plus  recei 
neai-ly  S12.5  billion  in  Apiil,  manj 
Streetei-s  have  been  btisy  projecti 
tal  fiscal  yeai-  sm-pluses  of  S50 
and  higher  \Vhai  has  generally  ej 
attention,  notes  economist  Willi- 
Sullivan  Jr.  of  Morgan  Stanley 
^Mtter  &  Co.  is  a  "staitUng  shift 
porate  income  tax  pajTnents  in  A' 
Specifically,  the  quarterly  esti- 
coi-poi-ate  tax  paj-ment  fell  on  a 
over-year     basis  mm^^^hbi 
even  as  indi\idual 
income  tax  pay- 
ments   in  April 
sm-ged   by  189c. 
While    the  drop 
w-as  just  0.2'~f.  it 
was  the  fii-st  such 
decline  in  quaiter- 
ly    pajTnents  in 
nine  yeai-s. 

Since  coi"porate 
tax  receipts  were 
up  14.3%  in  De- 
cember, the  key 
question  is  whether 
the  Apiil  di-op  was 
an  aben-ation  or  a  sign  of  rapidly 
oping  profit  erosion.  A  paitial  a 
notes  Sullivan,  will  be  prorided 
next  quaiterly  pa\Tnent.  due  this 


I 


When  the  grass 

is  greener 
on  the  other  side 

of  the  fence, 
t  may  be  that  they 
take  better  care 
of  it  there. 

-  Cecil  Selis 


ZURICH 


LOvE  AND  DEAtH  m 

Akron,    Ohio  •  The  pharmaceutical  sales  rep  is  dead.  Exhausted. 

Dog  meat.  Lying  on  the  bed,  he  thinks  about  his  day.  His  flight  was  delayed  two  hours.  He 
went  into  the  club  lounge  and  connected  to  ^  |the  company  intranet  to  review  shipping  status 
on  pending  inventory!  via  the  Web.  He  ^fe-mailedl  his  customers  to  inform  them  their 
deliveries  would  arrive  early.  He  lugged  his  carry-on  to  the  gate.  He  wedged  himself  into 
a  coach  seat.  He  arrived  at  his  sales  call  just  in  time,  only  to  find  his  client  was  running  an  hour 
late.  He  tweaked  his  presentation,  checking  his  competitors'  Web  sites,  and  ^  |incor])orated  key 
points  into  his  pitch|.  He  made  the  presentation.  He  went  to  the  hotel  and  the  smiling  clerk 
gave  him  a  smoking  room  with  twin  beds  instead  of  the  non-smoking  king  he  had  reserved. 
He  turned  on  a  rerun  of  Love,  Americon  Style.  He  connected  to  the  '^Icontact  management 

systemi,  updated  his  customer  file  and  sent  a  call  report  to  the  global  sales  team.  He  con- 

i 

nected  to  the  company  benefits  intranet  and  ^|Calculated  the  balance  in  his  401k  plan|.  It 
was  up  4.5%.  He  falls  asleep  and  sleeps  soundly  until  his  next  wake-up  call.  At  5:30  a.m. 
THE  ^hsST  parts)  OF  HIS  DAY  WERE  MADE  POSSIBLE  BY  LOTUS. 

'lotus  Domino"  Web  Application  Server  with  IBM  DB2^  UDB  back-end.  ^Lotus  Notes'  mobile  messaging.  ^Notes  replication.  ^Domino-based  Contact 
Management  application  developed  by  Lotus  Business  Partner.  ^Lotus  eSuite' spreadsheet  applet,  ^www.lotus.com/worktheweb. 


Lotus. 


An  IBM  Company 


Jomino  and  eSuite  ate  {radematks  ol  Lotus  Development  Corp.  IBM  and  D62  are  regislered  iracleniariis  of  Inlernaiional  Business  Machines  Corp. 


Ever  since  Catherine  Baker 
tched  to  State  Fund,  she  can  take  i 
■or  more  than  just  a  coffee  break! 


V 


,t  V  \ 


freedom.  It's  what  you  feel  when  you  know  State  Fund  is  taking  care  of  your  workers' compertsation 
mce.  Maybe  that's  because  State  Fund  has  over  80  years  experience  -  that's  more  than  any  carrier  in 
irnia.  And  with  offices  statewide,  personaHzed  help  is  never  very  far  away.  No  wonder  we're  the  choice 
r  220,000  employers.  For  more  information,  just  call  your  broker  or  1-888-STATE  FUND,    STWTE  'fi 


COMPENSATION 
I  N  S  U  R  A  N  C  E 


Get  more.  Worry  less.  FUND 


Give  us  youis  on  Ameiicas  futuie. 


If  you're  concerned  obout  Social  Security,  health  care,  toxes  and  other  issues  facing  our  country,  here's  a  unique 
opportunity  to  give  your  two-cents'  worth.  Come  to  "Building  A  Better  Future:  An  Exercise  In  Hard  Choices."  You'll 
learn  more  about  the  challenges  America  foces  as  our  population  ages.  And  you'll  get  to  voice  your  opinions 
in  0  comprehensive  report  to  the  President,  Congress  and  the  media.  Participants  will  include  distinguished 
economic  and  political  experts  on  both  the  nationol  and  local  levels,  representing  a  wide  spectrum  of  views. 
For  more  information  please  call  (202)  547-4484,  or  visit  our  web  site  at  www.americanexpress/advisors.com. 
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CALIFORNIA 

LEGISLATURE 


rS  THE  NEXT  BEST  THING 
O  BEING  A  FLY  ON  THE  WALL. 


eping  track  of  fast-moving  legislation 
or  even  slow-moving  legislation — 
hallenging,  at  best.  Then,  how  do 
1  distribute  that  information  in  time 
your  people  to  take  any  action? 

le  simple  solution. 

reducing  IRIS.  Its  the  easiest,  most 
)endable  way  to  connect  all  the 
mbers  of  your  organization  with 
ir  legislators. 

.  like  having  your  own 
stomized  Internet. 

called  INTRAnet.  And  it  works  just 
i  the  Internet,  with  one  important 
Terence:  only  the  members  of  your 
.anization  have  access  to  it. 

nduct  on-line  conferencing, 
ck  bills  and  voting  records.  Send 
crs  by  fax  or  e-mail  directly  to  the 
ifornia  Assembly  and  Senate. 


Interactive  advocacy, 
24  hours,  7  days  a  week. 

Exclusively  from  IRIS:  Legislative 
Infomiation  Realtime  Advocacy. 
LIRA  puts  the  power  for  social 
change  in  your  hands. 

Instant  access  to  important 
information.  No  one  makes 
it  easier. 


Put  a  bug  in  your  manager's 
ear  to  call  (916)  635-5690. 


Integrated  Realtime  Information  Services 
www.irisl.com 


A  respected  international  sport. 


CaW  I-80O-333-IOOI  for 
infcrmahon  on  this  no-load 
internQtionQl  mutual -Fund. 


EXEC  A9 11 


The  Berger/BIAM      ^.        ..^   companies  located 

in  well-regulated  foreign  markets.  Why  not  let  us  help  you  score  your  financial  goal?  For  a  prospectus  on 
this  no-load  fund,  visit  our  website  at  www.bergerfunds.com.  or  call  1-800-333-1001 .  Dept.  A911. 


] 


Average  Annual  Total  Returns  AS  OF  3/31/98*  ^^^^  ;. 

Berger/BIAM  International  Fund:  l6.5%for  one  year,  17.2%for  three  yeors  l4.4%h  five  yeois  and  1 3.5%since  inception  (7/31/W^ 


can  '  *Post  performance  is  no  guarantee  of  future  results.  The  returns  shown  ore  hisforicol  and  in  port  reflect  the  performance  of  a  pool  of  ossets  advised  by  the  Fund's  subddvlsor,  Bonk, of  Ifelond 
Asset  Management  (U.S.)  Limited  ("BIAM")  for  periods  before  the  Fund  commenced  operations  on  October  11,  1996,  adjusted  to  reflect  any 
increased  expenses  associated  with  operating  the  Fund.  The  osset  pool  was  not  registered  with  the  Securities  and  Exchange  Commission  ond 
IS  not  subject  to  the  investment  restrictions  imposed  by  low  on  registered  mutuol  funds.  If  the  pool  had  been  registered  its  performonce  might  hove  been 
ected.  Investment  return  and  share  price  will  fluctuate,  and  redemption  ^rolue  may  be  mora  or  less  than  the  original  cost.  The  special  risks  involved  in 
iting,  such  as  currency  fluctuations  and  political  and  economic  uncertointy,  are  discussed  further  in  the  prospectus.  Investments  in  the  Berger/BIAM 
Fund  are  not  insured  by  the  Federal  Deposit  Insurance  Corporation,  are  not  deposits,  and  are  not  obligations  of,  or  endorsed  or  guaranteed  in  any  way  by, 
is  not  on  investment  product  available  for  purchase.  Berger  Distributors,  Inc.  -  Distributor.  ©1998  Berger  Associates,  Inc.  Call  for  a  prospectus 
nore  complete  information  including  all  management  fees,  charges  and  expenses.  Read  it  carefully  before  investing. 

'ob  S  Co.,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its  Mutual  Fund  OneSource®  service.     1-800-5 -NO-LOAD' 
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lOSE  PROFIT  FORECASTS 
AY  RE  TOO  ROSY 

ing  labor  costs,  Asian  woes,  and  slower  growth  will  hit  earnings 


IS.  ECONOMY 


)FIT  MARGINS  GET 
QUEEZED  AGAIN 


If  you  are  one  of  the  millions 
of  stock  market  investors  in 
i  S.,  the  Commerce  Dept.  has  some  sobering  news 
3u:  In  the  fourth  quarter  of  last  year  and  in  this 
fii-st  quarter,  the  economy  grew  at  an  average  an- 
nate of  4.2%,  and  profits  fell  in  both  quarters.  If 
mgs  declined  in  an  economy  that  strong,  what  is 
to  happen  to  profits  in  coming  quarters  as  the 
my  slows? 

part  of  its  first-quarter  update  on  real  gross  do- 
c  product,  which  showed  4.8%  economic  growth 
[uarter  instead  of  the  4.2%  originally  reported, 
aerce  said  that  pretax  profits  fell  2.6%  from  the 
i-quarter  level,  which  was  in  turn  down  2.1% 
the  third  quarter.  That  was  the  first  two-quarter 
in  earnings  since  the  1990-91  recession. 

This  ongoing  profit  slow- 
down calls  into  question  Wall 
Street's  prevailing  wisdom  on 
expected  profits  in  1998.  Based 
on  a  survey  of  brokers  by 
First  Call  Inc.,  reported  earn- 
ings of  the  500  companies  in 
Standard  &  Poor's  stock  index 
are  expected  to  be  up  8.6% 
this  quarter,  vs.  the  year-ago 
quarter  The  projected  third- 
quarter  increase  from  a  year 
11.9%,  and  the  expected  fourth-quarter  gain  is 
Those  numbers  imply  a  very  optimistic  11.1%  in- 
!  in  reported  earnings  in  1998  vs.  the  full-year 
showing,  when  earnings  rose  2.6%. 

MAKES  THESE  EXPECTATIONS  more  rose-col- 
han  rational  is  that  companies  are  facing  far 
{profit  hurdles  than  they  did  a  year  ago.  Clearly, 
weakness  is  hitting  the  earnings  of  U.  S.  multi- 
ils  and  exporters.  But  the  greater  problem  is 
rown.  Intense  labor-market  pressures  are  fueling 
deration  in  both  wages  and  benefits,  the  biggest 
')r  most  companies,  at  a  time  when  pricing  pow- 
nited.  How  else  can  you  explain  a  dearth  of  prof- 
>uch  a  strong  economy? 

it's  doubly  disturbing  is  that  the  Commerce  num- 
how  that  each  unit  of  the  output  sold  by  nonfi- 
corporations  is  generating  less  profit  than  before 
.  Unit  profits,  a  kind  of  economywide  profit  mar- 
inbled  for  the  second  quaiter  in  a  row,  to  the  low- 
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est  level  in  two  years.  That  squeeze  coincides  with  a 
considerable  pickup  in  unit  labor  costs  in  the  fourth 
and  first  quarters,  because  compensation  is  rising  so  fast 
that  even  good  gains  in  productivity  cannot  offset  it. 

This  mai'gin  erosion  will  continue.  Amid  exceptionally 
tight  labor  markets,  wage  growth  wall  only  accelerate 
further.  And  now,  after  years  of  slowing,  benefit  costs 
are  also  picking  up.  Recent  gains  in  the  medical-care 
component  of  the  consumer  price  index  and  hikes  in 
health-insurance  premiums  suggest  the  downtrend  in 
health-care  costs  has  ended. 

The  disconnect  between  profit  perfomnance  and  stock 
prices  has  long  been  on  the  mind  of  Federal  Reserve 
Chairman  Alan  Greenspan.  He  may  address  that  con- 
cern once  again  in  his  June  10  testimony  before  the 
Joint  Economic  Committee.  The  markets  vidll  also  be 
listening  very  closely  for  any  hints  that  the  Fed  chief 
thinks  the  economy  is  not  slovdng  enough  to  loosen  the 
labor  markets. 

ANY  SLOWDOWN  IN  THE  ECONOMY  would  also 

dampen  the  profits  outlook,  since  even  a  small  dropoff 
in  the  economy's  pace  can  cause  big  changes  in  profits. 
For  example,  for  all  of  1995,  economic  growth  slowed 
to  2%  from  3.5%  in  1994,  and  profit  growth  plunged 
from  nearly  40%  to  11% — even  as  margins  were  ex- 
panding. Now,  the  pace  of  GDP  seems  to  be  easing  a 
notch — and  margins  are  contracting. 

A  key  factor  in  slower  eco- 
nomic growth  will  be  invento- 
ries. Stockpiles  surged  last 
quarter  by  a  record  $100.7  bil- 
Uon  (chart),  far  greater  than 
the  $77  billion  rise  first  re- 
ported. The  buildup  suggests 
that  some  dovmward  adjust- 
ment to  output  wiW  be  neces- 
sary this  quarter  and  next. 

But  at  least  for  now,  inven- 
tories do  not  look  overly  trou- 
blesome. That's  because  first-quarter  imports  also  were 
revised  substantially  higher,  suggesting  that  imports  ac- 
counted for  much  of  the  inventoiy  hike.  That  means 
U.  S.  producers  will  not  bear  the  full  burden  of  cutting 
down  stockpiles.  Also,  strong  U.  S.  demand  vdll  support 
a  relatively  high  rate  of  inventory  growth,  which  is  why 
inventory-to-sales  ratios  generally  remain  manageable. 

If  corporations  are  having  a  tougher  time  making 


INVENTORY  GROWTH:  TOO 
MUCH  OF  A  GOOD  THING? 

100  - 


'96  '97 
A  BILLIONS  OF  1992  DOLLARS 
DATA:  COMMERCE  DEPT. 
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money  in  these  boom  times,  then  who  is  benefiting? 
Certainly,  federal  and  state  ti'easuries  are  realizing 
tax-i"evenue  windfalls,  but  it's  consumers  who  are  gain- 
ing the  most. 

Real  disposable  income  rose  0.2%  in  April,  or  by  a 
solid  3.8%  from  a  year  ago.  When  profits  peaked  in  the 
third  quarter  of  last  year,  70.5%  of  national  income 
went  to  labor  compensation.  Now,  the  share  is  up  to 
71.2%.  First-quarter  profits,  meanwhile,  accounted  for 
11.9%,  a  drop  from  12.3%.  The  differences  may  look 
small,  but  they  are  a  decided  shift  from  the  previous 
trends  of  this  expansion.  And  with  demand  for  labor  so 
strong,  compensation  will  continue  to  increase  its  share. 

Pay  gains  are  boosting  spending.  Real  purchases  of 
goods  and  services  increased  0.4%  in  Apnl.  That's  a 
healthy  increase  following  the  revised  buying  surge  of 
6.1%  in  the  fii'st  quarter,  the  largest  advance  in  six 
years.  And  the  jump  in  May  veliicle  sales  to  an  annual 
rate  of  more  than  16  million,  the  best  showing  this 
year,  suggests  that  real  consumer  spending  is  grovdng 
at  an  annual  rate  of  at  least  4%  this  quarter. 

CONSUMERS'  OPTIMISM,  stemming  from  the  best  la- 
bor markets  in  a  generation,  has  been  particularly  ben- 
eficial to  the  housing  industry.  For  builders,  the  catch- 
phrase  of  1998  is:  If  you  build  it,  they  will  buy.  Sales  of 
new  single-family  homes  jumped  5.2%  in  April,  to  a 
record  annual  rate  of  888,000.  And  the  inventory  of  un- 
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sold  new  homes  slipped  to  just  3.9  months,  close  to 
record  low  of  3.8  months  set  in  FebiTiary.  The  }] 
pace  of  home  buying  means  that  consumer  spendin 
house-related  goods  vdll  remain  strong 

Robust  domestic  demand  is 
partly  offsetting  the  fallout 
from  Asia,  whose  economic 
crisis  is  holding  down  exports 
and  slowing  U.  S.  industrial 
activity.  The  National  Associ- 
ation of  Purchasing  Manage- 
ment's business  index  dipped 
to  51.4%  in  May  from  52.9%  in 
April,  the  second  consecutive 
ch"op.  The  pui'chasers  said  that 
new  orders  grew  at  a  slower 
pace  and  that  export  ordei's  declined  for  the  fifth  mi 
in  a  row,  reflecting  Asian  weakness  (chart). 

To  be  sure,  the  futures  of  Asia's  economies  g 
murkier  with  every  new  announcement  of  faUing  ( 
and  social  unrest.  In  the  real  economy,  the  drag  f 
Asia  is,  to  a  certain  degree,  a  plus,  since  it  neutral 
some  of  the  energy  radiating  from  the  domestic  seel 
But  for  Wall  Street,  the  tuiTnoil  comes  at  an  espeei 
bad  time.  That's  because  the  uncertainty  from  \ 
will  reinforce  the  emerging  jitters  over  rising  1^ 
costs.  And  any  resulting  disappointment  in  profits  q 
weigh  heavily  on  stock  prices. 
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PERCENl  REPORTING  IMPROVEMEi 
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OF  PURCHASING  MANAGEMENT 


LOW  RATES,  CHEAP  DOLLAR-BIG  SURGE 


Despite  January's  ice  storms  in 
the  East  and  March's  fiooding 
in  Quebec  and  Ontario,  the  Cana- 
dian economy  surged  in  the  fii'st 
quarter.  Fueled  by  low  interest 
rates,  a  cheap  Canadian  dollar, 
and  less  restrictive  fis- 
cal policy,  gi'owth 
should  remain  strong 
through  yearend. 

Real  gi'oss  domestic 
product  rose  at  a 
gi'eater-than-expected 
annual  rate  of  3.7% 
last  quarter,  led  by  a 
surge  in  business  con- 
struction, plus  good 
gains  in  consumer 
spending  and  exports.  Economists 
expect  3.3%  gTowth  for  all  of 
1998,  compared  with  3.8%  in  1997. 

That  pace  will  continue  to  lift 
employment,  which  thi'ough  April 
posted  the  largest  three-month  in- 
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crease  of  the  expansion.  Those 
gains,  helped  by  rebounds  from 
ice  storms  and  fourth-quai'ter 
strikes  by  teachers  and  postal 
workers,  lifted  fii'st-quartei'  per- 
sonal income  by  the  most  in  any 
quarter  in  a  decade. 
Canada's  8.4%  jobless 
rate,  down  from  8.9% 
in  the  fourth  quarter 
and  9.5%'  a  year  ago, 
will  continue  its  slow 
dechne. 

Even  so,  the  jobless 
rate  shows  plenty  of 
slack,  meaning  that 
the  economy  can  grow 
strongly  without  lift- 
ing inflation.  April  consumer  infla- 
tion was  0.8%.  held  down  by  ener- 
gy and  commodity  prices.  And 
still-high  joblessness  is  a  key  rea- 
son why  the  Bank  of  Canada  ap- 
pears to  be  in  no  hurry  to  lift  in- 


terest rates  further.  BOC  Govern 
Gordon  Thiessen  imphed  as  muc 
in  the  Bank's  May  monetary  pel 
cy  report.  In  addition,  while  int( 
est  rates  remain  low,  they  are  u 
1.5  percentage  points  since  Octc, 
ber,  and  those  hikes  will  keep  ; 
gTovrth  from  boiling  over.  Finall; 
growth  will  be  restrained  by  soli 
er  exports  to  Asia.  ; 

So  far,  nothing  seems  to  be  j 
helping  the  weak  Canadian  dollil 
at  least  relative  to  the  U.  S.  doI| 
lar.  The  cuirency  stood  at  a  lowj 
68.5^  U.  S.  on  June  1,  despite  ar 
upbeat  fu-st-quarter  report  on  tl 
current  account  deficit,  which 
came  in  well  below  expectations! 
at  C$15.4  billion.  Still,  relative  t| 
other  currencies,  the  dollar  look 
fiiTner,  supported  by  Canada's  i) 
proving  fiscal  outlook  and 
prospects  for  solid  grovrth  and 
low  inflation. 
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retire  them 


It's  frustrating  when  you  have 
to  call  your  401(k)  provider  three 
times,  talk  to  four  different  people, 
just  to  get  one  answer.  Not  with 
The  Principal  Financial  Group® 
When  you  call  us  with  a  question, 
you  get  a  quick,  accurate  response 
from  one  familiar  voice.  Someone 
who  is  directly  accountable  for 
your  plan. 

Combine  this  personalized 
service  with  our  low 
fees  plus  an  impressive 
array  of  investment 
options  —  including  name 
brand  funds.  That's  one 
great  value  from  a  company 
with  over  a  century  of  financial 
expertise.  No  wonder  more 
employers  choose  us  to  administer 
their  401  (k)  plans  than  any  bank, 
mutual  fund,  or  insurance 
company*  So  give  us  a  call  at 
1-800-255-6613.  Or  contact  us  at 
www.principal.com  on  the  Internet. 
As  for  your  present  provider,  wish 
them  a  lengthy  retirement. 
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Plan  Ahead.  Get  Aheadr  the 
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Group 


and  Pension  •  Home  Mortgages  •  Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds 


I-  ©1998  Principal  Mutual  Life  Insurance  Company,  Des  Moines,  lA  50392.  *CFO  magazine.  April/May  1997,  Senior  Financial  Executive  Ranking 

ps  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal),  its  subsidiaries  and  affiliates  Mutual  funds  distributed  through 

fc  Princor  Financial  Services  Corporation  (member  SIPC).  Health  care  products  not  available  in  all  states 
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THE  GLOBAL  ECONOMY 


A  WORLD  OF 


Unshackle  those  capital  markets 
now  and  reap  the  rewards  of  the 
global  economy.  That  has  been 
the  mantra  of  the  1990s,  and  for 
much  of  the  decade  it  has  produced  a 
surge  of  gi-owth  in  Asia,  Latin  Ameiica, 
and  Eastern  Europe.  In  one  of  the 
greatest  transfers  of  wealth  ever  fi'om 
rich  nations  to  poor,  cash-starved  com- 
panies and  governments  in  developing 
economies  found  themselves  showered 
with  billions  of  dollars  from  Western 
banks  and  portfolio  managers. 

Nearly  a  year  after  the  onset  of  the 
Great  Asian  Meltdown,  the  legacy  of 
those  years  of  excess  is  still  wi'eaking 
havoc  in  the  global  economy.  In  fact, 
the  real  contagion  may  only  be  breaking 
out  now.  As  the  once-mir- 


cue  Russia,  prompting  panicky  investors 
to  pull  funds  out  of  Eastern  Europe. 
Then  there  is  Japan,  where  a  sinking 
yen  and  mounting  debt  crisis  suggest 
more  stonris  are  brewing  in  Asia. 

Now  for  the  scary  part:  There  doesn't 
seem  to  be  much  the  West  can  do  right 
now  to  halt  the  epidemic.  The  Interna- 
tional Monetai-y  Fund,  for  two  decades 
the  guaixlian  of  the  world  financial  order, 
is  fast  mnning  out  of  money  and  credi- 
bility. No  sooner  had  the  postmortem 
begun  over  the  agency's  failure  to  save 
Indonesia  than  it  is  facing  the  prospect 
of  a  second  collapse  in  Russia  in  five 
years.  Another  Moscow  bailout  would 
pretty  much  exhaust  the  $15  bilhon  the 
IMF  has  left.  And 


the  world  financial  system — and  sei 
Western  policymakers  back  into  < 
mode.  When  G-7  leaders  gathen 
London  just  a  month  ago,  Treasurv- 
retary  Robert  E.  Rubin  and  his  ( 
terparts  were  buoyed  by  a  Japa 
stimulus  package  and  the  U.  S.  Ser 
approval  of  an  $18  billion  injections 
the  IMF.  But  the  Japanese  ecorj 
hasn't  taken  off,  the  yen  has  ft 
House  Republicans  show  no  si| 
passing  the  imf  funding  package, 
one  IMF  official:  "There  are  a  lot 
vous  people  around  here." 

Most  immediate  is  the  questionj 
Russian  bailout  and  whether  it  i| 
deed  neces- 


JULY  2,  1997 

Thailand  gives  up 
defense  of  baht, 
triggering  a  cur- 
rency free  fall  m 
other  Southeast 
Asian  nations  with 
high  short-term 
foreign  debts 


lEJi 


OCT.  20,  1997 

Fears  Hong  Kong 
may  have  to  de- 
value send  the 
Hang  Seng  index 
crashing,  rattling 
markets  from 
New  York  to  Sao 
Paolo. 


OCT.  30,  1997 

Brazil  ends  up 
doubling  interest 
rates,  to  43%, 
after  revealing  it 
had  spent  $8  bil- 
lion in  futile  effort 
to  stem  a  run  on 
the  real. 


acle  ecuiioinies  ul  Southeast  Asia  and 
South  Korea  sink  into  their  worst  re- 
cession in  the  postwai-  era,  prices  of 
most  commodities  have  collapsed  to  10- 
yeai'  lows  and  equity  mai  kets  have  been 
gouged  fi'om  South  Africa  to  Argentina. 
Leaders  of  the  Group  of  Seven  indus- 
trialized countries  ai-e  scrambling  to  res- 


the  agency  could  call  in  an  addi- 
tional $50  billion  in  previous 
pledges — still  not  enough  if  the 
contagion  spreads  to  Latin  America  and 
Eastern  Europe.  "We  have  the  unset- 
tling prospect  of  the  world's  firemen 
tuming  on  the  water  and  nothing  com- 
ing out,"  says  Marcus  Noland  of  the 
Washington-lbased  Institute  of  Interna- 
tional Economics. 

The  crisis  is  prompting  a  far-reaching 
debate  over  how  to  restore  confidence  in 


sary  (page  J 
But  even  if  the  IMF  can  go  to  there 
again,  its  ability  to  calm  a  crisis  loi 
seems  limited.  Three  failed  rescuer 
gi-ams  in  Indonesia  ended  in  viole 
ots,  the  ouster  of  President  Suh 
and  a  complete  economic  collapse.- 
unlike  the  1995  success  in  Mexicctli 
IMF's  Asian  bailouts  haven't  restorftii 
vestor  confidence  in  the  region's  cisl 
ing  markets  or  restarted  exports,  fli 


JUNE  15,  1998 


Asia  is  sinking.  Commodity  markets  are 
tanking.  Russia's  economy  is  lurching.  And 
the  West  seems  unable  do  much  about  it 


have  not  worked,"  says  Frank 
chief  executive  of  investment 
'■feries  Inc.  "The  disaster  in  In- 

I  ,  IS  very  persuasive  evidence." 

li  underlying  feai"  is  that  the  IMF  is 
it  its  depth  in  dealing  with  the  type 
;es  it  now  faces:  Debt  bombs 

II  by  reckless  foreign  borrovdng 
■  private  sector.  In  previous  Latin 
is;  bad  debts  were  run  up  by  profU- 
itt  wemments.  So  the  IMF's  job  was 
sai  ut:  Provide  bridge  financing  tn 
sejl  government  from  going  bank- 
ip:  ifore  it  can  restructure  loans 
itr  ireign  banks. 


gi-eater  transparency  of  private  capital 
flows  and  ways  to  make  hot  money  less 
dismptive.  Washington  think  tanks  and 
Wall  Street  financiers  are  spewing  out 
white  papers  offering  reforms  of  their 
own.  They  range  fi-om  transfonning  the 
IMF  into  a  watchdog  of  private  boiTow- 
ing  to  abandoning  the  IMF  altogether 
as  a  lender  of  last  resort  and  simply 
letting  the  market  sort  out  any  mess. 
The  Brookings  Institution  recom- 
mends that  if  IMF  in- 
tervention is  requii'ed, 


But  while  pundits  debate  long-teiTn 
remedies,  the  immediate  dilemma  is  how 
to  tame  the  contagion  before  it  gets  out 
of  hand.  If  the  imf  doesn't  get  new 
funds,  then  the  U.  S.  and  other  G-7  na- 
tions may  have  to  intervene.  "If  we  al- 
low Asian  countries  to  start  toppling 
into  depression,"  says  Robert  E.  Litan, 
chief  of  economic  studies  at  Brookings, 
"future  historians  will  write  that  our 
policymakers  contributed  to  a  failm-e  on 
the  magnitude  of  the  Federal  Reserve 
system's  fail- 


MAY  14,  1998 

Riots  break  out  in 
Jakarta  after  sharp 
hikes  in  fuel  prices. 
With  economy  and 
IMF  program  in 
shambles,  President 
Suharto  resigns. 


MAY  19,  1998 

Commodity  markets 
hit  four-year  low 
and  yen  touches 
137,  raising  new 
fears  In  Mexico, 
Russia,  and  other 
emerging  markets. 


;D:  Hashimoto 


S:  Unhappy  in  Seoul 


)7  The 

1  Mone- 
iervenes 
crisis 
lea,  the 
bailout 
.  year. 


MAR.  17,  1998 

Oil  prices  fall  below 
$13  per  barrel,  the 
lowest  in  a  decade, 
pummeling  produc- 
ers such  as  Indo- 
nesia and  Russia. 


BOWED 


APR.  24,  1998 

Markets  are  disap- 
pointed by  Tokyo's 
$128  billion  stimu- 
lus plan.  Fears  of  a 
weakening  yen  rat- 
tle regional  mar- 
kets and  dash 
hopes  for  an  Asian 
export  rebound. 


Since  1990,  private  capital 
the  emerging  mai'kets  have  bal- 
*>y  more  than  sixfold,  to  more 
)0  billion  in  1997.  Most  of  that 
I  private  companies.  And  given 
ique  financial  systems  of  most 
)g  markets,  nobody — their  gov- 
ts included — has  a  clear  fix  on 
s  been  boiTowing  what. 
lATIC  HAIRCUT."  The  crisis  has 
3d  a  wholesale  rethink  of  how 
Id  capital  markets  can  be  man- 
ederal  Resei-ve  Chairman  Alan 
)an  calls  for  a  new  "internation- 
ncial  architecture"  involving 


foreign  banks  with 
outstanding  short- 
term  loans  be  requii'ed  to  roll  them  over 
or  take  an  "automatic  haircut"  in  the 
form  of  a  stiff  fee  for  calHng  them  in. 
Former  Salomon  Brothers  Inc.  chief 
economist  Hemy  Kaufman  even  argues 
that  the  imf  is  so  impaired  by  politics 
and  its  ties  to  banks  that  an  entii-e  new, 
cjuasi-autonomous  agency  should  be  es- 
tablished to  monitor  international  finan- 
cial institutions  and  rate  them  on  credit- 
worthiness. "There's  a  huge  volume  of 
infomiation  lenders  ai-en't  getting  that  is 
off  the  balance  sheet,"  says  Kaufman. 


MAY  27,  1998 

Scrambling  to  stem 
its  financial  crisis, 
Russia  triples  inter- 
est rates  to  1 50% 
and  hints  it  needs 
help.  IMF  response 
is  cool. 


ure  to  provide 
liquidity  to  our 
economy  in  the  1930s." 
To  be  sm-e,  the  Asian  flu  doesn't  yet 
amoimt  to  a  full-fledged  global  ci-isis.  Eu- 
rope seems  to  be  going  strong  (page  42). 
And  the  U.  S.  is  only  now  showing  slight 
signs  of  slowing.  Meanwhile,  its  stock 
and  bond  mai*kets  ai-e  actually  benefiting 
as  investors  flee  to  safe  Western  havens. 
And  while  boui'ses  have  been  jolted  in 
emerging  mai'kets  such  as  Mexico,  Brazil, 
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Poland,  and  the  Czech  Repubhc,  they 
lack  the  dangerously  high  levels  of  short- 
term  private  debt  and  over-valued  cui'- 
rencies  that  led  to  Asia's  debacle. 

But  tiy  convincing  U.  S.  manufactur- 
ers the  picture  is  really  rosy.  They  are 
bearing  the  full  brunt  of  the  yen's  16% 
decline  against  the  U.  S.  dollai-  over  the 
past  year  Many  economists  in  Wash- 
ington and  Tokyo  would  hold  the  line  at 
130.  Instead,  the  yen  is  now  near  140 — 
and  could  liit  150  by  yeai-end.  And  Trea- 
sury's Rubin  does  not  seem  hasty  to  in- 
tervene. "The  answer  to  the  yen  lies  in 
Japanese  economic  policy  and  the  per- 
formance of  the  Japanese  econo- 
my," he  told  reporters  duiing  a 
visit  to  Harvard  University  on 
June  3.  Ti'anslation:  It's  in  the  in- 
terest of  Japan  and  its  ability  to 
export  that  the  yen  remain  weak. 

To  U.  S.  manufactui'ers,  the  re- 
sult is  predictable:  Japan  will  con- 
tinue to  pump  up  exports  to  the 
U.  S.  while  resisting  U.  S.  prod- 
ucts at  home.  Slumping  sales  of 
razors  to  Japan  is  one  of  the 
biggest  problems  facing  Gillette 
Co.,  says  Chief  Executive  Alfred 
M.  Zeien.  He  also  beheves  the 
yen  "will  be  the  No.  1  problem 
for  the  U.  S.  economy." 

What  really  peeves  industry 
is  that  Rubin  seems  to  be  acqui- 
escing in  the  yen's  decline,  as  he 
did  in  1995.  "It's  irritating  that 
our  government  just  stands  by 
and  watches,"  says  American  Au- 
tomobile Manufacturers  Assn. 
President  Andrew  H.  Card  Jr., 
Detroit's  chief  Washington  lob- 
byist. "We  want  Ti'easury  to  rec- 
ognize their  responsibility  to 
have  a  positive  impact  on  this 
currency  crisis."  At  140,  Card 
figui'es  Japan's  carmakers  have 
at  least  a  $7,000  cost  advantage 
in  the  U.  S.  over  comparable  De- 
troit models — vs.  $4,000  when 
the  yen  was  at  125. 
"HEDGEHOG."  There  are  signs 
Washington  is  starting  to  com- 
plain about  the  yen.  But  here 
again,  intervention  may  be  too 
late.  Tokyo-based  economist 
Chris  Calderwood  of  Jardine 
Fleming  Securities  says  the  economic 
news  is  now  so  bad  that  "you  sense 
that  Japan's  economy  is  a  hedgehog 
curling  up  and  waiting  for  the  truck 
to  roll  over.  It's  going  to  be  a  long, 
ugly  summer." 

For  the  rest  of  Asia,  the  situation  is 
downright  hideous.  Countries  that  al- 
ready were  leveled  by  last  year's  Asian 
meltdown  now  face  another  round  of 
currency  devaluations.  After  rebound- 
ing smartly  after  its  $57  billion  imf 
baOout  in  December,  Korea's  stock  mai'- 


ket  has  crashed  by  nearly  50%  since 
Mai\  1  to  an  11-yeai'  low.  Hopes  of  a  big 
export  comeback  are  dimming  as  well 
because  exporters  are  so  squeezed  for 
cash  they  can't  fill  orders. 

Even  countries  in  Latin  America  and 
Eastern  Europe  that  are  making  the 
right  moves  can  no  longer  inoculate 
themselves  against  the  crisis  of  confi- 
dence that's  affecting  developing-mar- 
ket  bourses.  To  many  foreign  investors, 
"there  is  only  one  country  out  there — 
and  it's  called  the  emerging  market," 
says  Peter  Hakim,  president  of  the 
Washington-based  think  tank  Inter- 


FENCE-SITTING 


Rubin  seems 
to  be  acquiescing  to  the  yen's 
decline-and  U.  S.  manufacturers 
are  getting  impatient  as  Japan's 
price  advantage  increases 


American  Dialogue.  "It's  veiy  hard  for 
countries  to  stave  this  off." 

Brazil  is  a  case  in  point.  After  last 
October's  market  crash  touched  off  a 
run  on  other  Third  World  currencies, 
Brazil  spent  $8  billion  in  resei-ves  tiying 
to  jjrotect  the  real.  It  then  bit  the  bullet 
and  doubled  interest  rates,  to  43%.  The 
results  are  painful — growth  forecasts 
for  this  year  have  been  slashed  from 
3%  to  1.5%,  and  businesses  have  been 
laying  workers  off  by  the  thousands. 
But  Brazil's  finances  have  improved 


enough  that  it  has  since  been  ab 
lower  rates  and  boost  reserves  to 
billion.  Even  so,  Asian-contagion 
helped  send  Brazilian  stocks  dowii 
15%  in  May. 

Despite  the  pain  now,  free-maj 
purists  say,  the  developing  nationsi 
emerge  stronger — and  ready  to 
pete  better  in  the  global  economy.  ^ 
it  not  for  the  financial  crisis,  Inc 
sians  would  not  have  dislodged  the 
rupt  rule  of  President  Suharto, 
South  Korea  and  TliaUand  wouldn't 
been  forced  to  bring  theii'  financial 
tems  into  the  21st  centuiy  "Wha 
ai'e  talking  about  is  a  revolul 
says  Walter  T.  Molano,  hei 
Latin  research  at  SBC  Warl 
"And  there  is  no  such  thingf' 
controlled  revolution." 
EXPOSURE.  There  also  is  a  di 
view.  Since  it  will  take  r 
years  for  developing  countri 
build  the  regulatory  agencies 
financial  systems  capable  of 
ing  with  today's  volatile  pr 
capital  flows,  those  who  air 
opened  their  doors  will  rei 
exposed  to  new  jolts.  As  s 
suit,  many  of  the  immense  sp 
over  the  past  two  decade 
poor  countries  may  be  reve 
"Repeated  financial  shocks 
falling  commodity  prices  vdll 
initely  widen  the  gap  bet 
the  developed  and  devek 
world,"  warns  Korea  Ecor 
Research   Institute  econc 
Huh  Chan  Guk. 

Even  some  of  free  tr 
strongest  champions  say  the 
alization  cnisade  may  have 
too  far  too  fast.  Columbia 
versity  economist  Jagdish  I 
wati,  for  example,  argues 
emerging  markets  have  cl 
benefited  by  liberalizing  cur' 
imports,  services,  and  foreij  ; ' 
vestment  in  industry  and  e 
mai'kets.  But  he  contends  thji 
made  an  enoiTnous  en"or  in 
sming  developing  countries 
all  cm-bs  on  capital  outflows, 
enabling  foreign  lendere  and 
managers  to  whoosh  billio 
dollars  in  and  out  of  , 
economies.  "These  meltdowns  could 
happened  if  Alan  Greenspan  were 
aging  these  economies,"  Bhagwati 
The  ai-guing  over  the  proper  p<| 
financial  liberalization  will  surely 
for  yeai's.  But  a  cure  for  the  Asi;  ' 
needs  to  be  found  soon,  because 
virus  shows  no  signs  of  abating. 

By  Pete  Engardio  hi  New  York" 
Deal  Foust  in   Washington,  E 
Thornton  in  Tokyo,  Ian  Katz  ii^ 
Paulo,  Keith  Naughton  in  Detroit' 
bureau  reports 
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lOUR  FOR 
I OSCOW 

^ij  Russia  nearing  fiscal 
[)i  ,pse,  it's  clear  that 
I  ms  have  fallen  far  short, 
blithe  IMF  bail  out  Yeltsin? 


I 


le  tension  was  excruciating  in  the 
irnate  halls  of  Russia's  Central 
?ank.  In  a  highly  unusual  auction, 
iussia  sold  $84.6  million  of  Ti-ea- 
ills  with  maturities  of  just  seven 
incl  interest  rates  of  39.9%  and 
riillion  in  other  bills.  It  was  all 
f  a  dramatic  bid  to  lure  foreign 
•al  investors  back  to  Russia's  be- 
(i  Treasuiy  bond  market,  which 
.  ernment  depends  on  to  finance 
ring  deficit.  When  the  sale  sue- 
on  Jime  3,  it  wasn't  just  Russian 
s  who  breathed  a  sigh  of  relief, 
ars  poured  back  into  the  Russ- 
ick  market,  pushing  it  up  8%  in 

.  the  government  managed  only 
some  time.  Russia  has  a  severe 
y  crisis,  and  any  new  shock  could 
he  ruble  to  collapse.  At  the  same 
he  government  faces  daunting 
I'rm  challenges:  It  must  sharply 
nding  and  somehow  force  mil- 
citizens — as  well  as  major  com- 
-to  cough  up  bilhons  of  dollai's  in 
taxes.  Until  Russia  solves  these 
mding  problems,  it  faces  the 
I  of  recurring  financial  crises, 
entually,  possible  default. 

;  BAND-AIDS."  Despite  the  T-bill 

I  nd  a  subsecjuent  $1.25  billion  Eu- 
sale — what  staved  off  financial 
I-  was  the  belief  that  G-7  finance 
will  take  up  a  possible  $10  bil- 
$15  billion  bailout  at  a  June  9 
J,'.  Investors  want  the  Interna- 
tlonetary  Fund  or  private  banks 

Ij  e  up  the  Central  Bank's  $14  bil- 
■esei-ves  and  rebuild  confidence  in 
-  finances.  Over  the  past  three 
he  countiy  has  become  addicted 

I  L-tei-m  boiTowing.  One  result:  In 


late  May,  Moscow  tiipled  interest  rates, 
to  150%,  to  prop  up  the  inble  and  keep 
foreign  money  from  leaving. 

The  heart  of  the  problem  is  Russia's 
$70  billion  in  outstanding  Ti-easuiy  bills 
with  short  matm'ities.  That  forces  the 
goveniment  to  roll  over  $6  billion  to  $8 
billion  a  month.  Some  $20  billion  of  the 
T-bills  are  held  by  foreigners — $6  bil- 
lion more  than  Russia  holds  in  its  re- 
serves. If  the  foreigners  lose  confidence 
in  the  government's  ability  to  make 
good  on  the  debts  or  support  the  inble, 
they'll  be  gone.  "Giving  some  liquidity 


support  to  Russia  is  a  necessaiy  Band- 
Aid,"  says  George  Dallas,  managing  di- 
rector of  Standard  &  Poor's  Rating  Ser- 
vices for  Eastern  Europe,  the  Middle 
East,  and  Africa.  "But  if  the  tax  col- 
lection and  government-deficit  problem 
isn't  fixed,  they're  going  to  need  more 
and  more  Band-Aids." 

And  if  the  Band- Aids  don't  stick?  The 
ensuing  financial  meltdown  would  likely 
bring  down  President  Boris  Yeltsin's 
new  government.  If  the  ruble  collapses, 
the  Russian  population  would  suffer 
fresh  privations,  perhaps  paving  the 
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way  for  the  election  of  nationalist  politi- 
cians in  parliamentary  elections  in  1999, 
antl  for  President  in  2000. 

The  specter  of  that  instability  per- 
suaded President  Clinton's  top  foi-eign 
policy  advisers,  led  by  Deputy  Secretaiy 
of  State  Strobe  Talbott,  to  push  for  a 
bold  response.  They  feai-  that  hard-line 
politicians  could  wind  up  with  access  to 
Russia's  nuclear  button  if  the  laible  col- 
lapses. "Ruble  stability  has  been  the  an- 
chor of  the  economic  progi-am,"  says  one 
U.  S.  official.  "If  that  goes,  Yeltsin's  re- 
forms have  been  discredited." 


There  are  limits:  As  a  condition  for 
additional  Western  aid,  for  example, 
U.  S.  Tr-easury  Secretary  Robert  Ru- 
bin is  certain  to  demand  solid  guaran- 
tees that  Russia  will  implement  more 
radical  reforms. 

Also,  if  there  is  a  rescue  package, 
both  the  IMF  and  private  banks  will  be 
called  in,  sources  say.  It  could  include  a 
currency  stabilization  fund  of  around 
$10  billion,  as  well  as  aid  in  resti-uctui"- 
ing  short-teiTn  government  debt.  Bank- 
ing soui'ces  say  that  Russia  is  already 
talking  with  institutions  such  as  abn 


II 


Amro  and  J.  P.  Morgan  about  a  lo: 
up  to  $4  biUion.  Over  time,  analysts 
Russia  must  convert  high-cost  r)!f 
debt  into  longer-term  obligations Ifr 
nominated  in  cun-encies  such  as  doaj 
01'  German  mai'ks. 

But  any  rescue  will  come  with  ti 
conditions.  At  the  least,  Yeltsin 
Prime  Minister  Sergei  V.  Kiiiyenko] 
have  to  fulfill  pledges  to  slash  spi 
ing  by  $12  billion  and  overhaul  Rui 
shaky  tax  system.  Russia  has  had 
alistic  budgets  and  continually  fi 
meet  tax-collection  targets.  In  the 


EUROPE:  GROWTH  GETS  OFF  THE  GROUND 


Russia  is  tanking.  Southeast  Asia's 
crisis  grinds  on.  Japan  wallows  in 
recession.  Even  the  U.  S.  econo- 
my may  lose  steam  in  1999.  In  this 
rough-and-tumble  world,  Europe  sud- 
denly looks  like  a  runner  emerging 
from  a  rugby  scrum  and  heading  for 
the  goal.  The  Continent  is  expected  to 
post  solid  3%  economic  growth  in 
1998,  half  a  point  higher  than  last 
year  and  the  best  performance  since 
1990.  More  important,  that  growth 
rate  could  last  through  2000  and 
beyond.  "There  are  some  very  impor- 
tant fundamentals  working  in 
Europe's  favor  for  the  next  three  to 
five  years,"  says  Peter-Rudiger  Puf, 
Daimler  Benz's  chief  economist. 

Could  Eui'ope  be  heading  for  a  long- 
running  expansion,  U.  S.-style?  Some  of 
the  elements  ah'eady  have  fallen  into 
place.  The  move  to  a  single  cmrency  has 
helped  drive  interest  rates  and  inflation, 
projected  at  just  1.5%  this  year,  to  post- 
war lows.  European  consumers  are  final- 
ly starting  to  spend,  and  as  corporate 
profits  soar,  government  tax  coffers  are 
starting  to  bulge.  Telecom  deregulation, 
meanwhile,  is  cutting  communication 
costs  and  spuiring  investment  in  the  In- 
ternet and  other  new  technologies,  giv- 
ing Europe's  recovery  some 


New  Economy  hues.  And  booming  stock 
markets  are  enticing  smaller  companies 
to  go  public,  creating  a  whole  new  cor- 
porate stratum  capable  of  generating 
job-creating  growth. 

Of  course,  much  depends  on  whether 
Europe  suffers  major  shock  waves  from 
the  crises  in  Asia  and  especially  in  Rus- 
sia, which  has  problems  that  could 
spread  to  Central  Europe.  And  Eu- 
rope's governments  must  make  the 
most  of  the  upturn,  further  liberalizing 
markets  to  attract  more  investment, 
cutting  taxes,  and  sticking  to  austerity 
programs.  "If  governments  really  get 
their  houses  in  ordei'  over  the  next  four 
or  five  years,  Europe  could  be  poised 
the  way  the  U.  S.  was"  in  the  early 
1990s,  says  Steven  Englander,  an  econo- 
mist with  Salomon  Smith  Bamey  in 
London. 

JOBS  JOLT.  For  the  next  couple  of 
years,  it  looks  as  though  the  recovery 
will  spread  beyond  strong  exports 
alone.  Goldman,  Sachs  &  Co.  estimates 
that  growth  in  Continental  exports  will 
fall  to  just  6%  next  year,  down  from 
9.6%  in  1997.  At  the  same  time,  though, 
grovi^h  in  domestic  demand  will  hit 
3.5%'  next  year,  double  the  1997  level. 
"The  Eui'opean  recovery  is  being  sup- 


ported  by  domestic  demand,  v 
new,"  notes  Bemd  Stecker,  eh 
mist  at  GeiTOany's  Siemens. 

Business  confidence  also  is 
cording  to  J.  P.  Morgan  &  Co. 
nental  companies'  investment 
plants  and  ecjuipment  will  juir 
tween  7%  and  10%  this  year  i 
vs.  less  than  3%  in  1997.  "The 
tion  in  investment  is  adding  a 
a  point  to  gdp  growth,"  says  1 
based  J.  P.  Morgan  economist 
Kasman.  Germany's  Daimler  I 
one,  is  in  the  middle  of  a  threi 
$7.3  billion  program  to  add  ca 
its  auto  factories,  with  70%  of 
ey  going  into  Germany. 

The  strengthening  domestic 
already  has  helped  Em'ope  shi 
the  Asia  crisis  so  far.  Analysts 
ratcheted  up  their  predictions 
nental  corporate  profit  growtl 
full  points  since  the  depths  ol 
lated  pessimism  earlier  this 
they're  predicting  an  aver- 
age increase  of  17% 
this  year.  London- 
based  Goldman 
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TREASURY 
BILLS  ISSUED 

PERCENTAGE  OF  GROSS 
DOMESTIC  PRODUCT 


ter  of  1998,  for  ex- 
le,  the  government 
cted  taxes  worth 
of  gross  domestic 
t — compared  with 
irget  of  10.8%. 
1  speed  up  tax  col- 
m,  Yeltsin  has 
ed  Boris  Fyodorov 
sad  the  State  Tax 
ice.  The  former  Fi- 
3  Minister  fought 
to  get  Russian  in- 
n  under  control  a  few  years  ago. 
;  expected  to  drive  companies  that 
^  don't  pay  up  into  bankrupt- 
cy. The  government  has 


RUSSIA'S  ADDICTION 
TO  BORROWING 


DATA:  INSTITUTE  OF  ECONOMIC  ANALYSIS 


also  pledged  to  keep 
companies  that  don't  pay 
then-  taxes  fcom  using  oil 
pipelines.  Meanwhile,  if 
Yeltsin  can't  push  tax  re- 
foirn  through  the  Pai'lia- 
ment,  he  may  impose  one 
by  presidential  decree. 

Yeltsin  has  little  choice 
if  he  is  to  save  the  mble. 
So  far,  voters  and  oppo- 
sition politicians  have 
criticized  Yeltsin's  reform 
team  because  it  hasn't  produced  growl^h 
and  jobs.  Now,  if  the  inble  plunges  and 
inflation— just  8%,  compai-ed  with  840% 
in  1993 — spins  out  of  control,  the  re- 


foiTnei-s  vdll  have  lost  the  political  battle. 

At  this  point,  the  average  Russian  has 
hardly  felt  the  financial  crisis.  Investors 
in  stocks  and  bonds  are  primarily  for- 
eigners and  rich  Russians.  Interest  rates 
have  little  impact  on  most  Russians,  who 
don't  have  a  mortgage  or  ci'edit  caixls.  If 
Russia  gets  financial  help  from  the  West, 
the  government  will  gain  a  new  chance 
to  enact  radical  economic  reform.  If  it 
fails  to  take  up  the  challenge,  Westem 
investoi-s — and  Russian  citizens — ^are  Mke- 
ly  to  be  unforgiving. 

By  Patricia  Kranz  in  Moscow,  with 
Thane  Peterson  in  Frankfurt,  Kerry 
Capell  in  London,  and  Dean  Foust  in 
Wasliington 


596  jobs  last  year,  or  27.6%. 
Of  course,  Europe's  recovery  has 
points  of  vulnerability.  Russia's  melt- 
dovra  could  be  dangerous  if  it  spreads 
Eastern  Europe.  That's  because  Eu- 
's  sales  to  Russia  and 
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Eastern 
Europe  are  projected 
to  hit  15%  of  the  total 
exports  last  year,  com- 
pared with  13%  to  the 
U.  S.  Perhaps  even 
worse  for  Europe  would 
be  a  major  drop  in  the 
dollar.  Goldman  Sachs  esti- 
mates that  a  10%  fall  in  the 
dollar  knocks  six  percentage  points  off 
European  corporate  profit  growth.  And 
many  analysts  figure  that  if  the  eui'o's 
introduction  on  Jan.  1  goes  smoothly, 
the  dollar  could  fall  as  confidence  builds 
in  the  new  cuirency. 

The  other  big  worry  is  that  Europe's 


POSITIVE  SIGNS  FOR  GROWTH. . . 

CONFIDENCE  With  inflation  of  only  around 
1.5%  this  year,  real  wages  are  rising.  A  con- 
sumer recovery  is  building. 

RESTRUCTURING  Cost-cutting  will  boost 
corporate  profits  an  estimated  17%  this 
year,  despite  the  Asia  crisis. 

UNEMPLOYMENT  Joblessness  is  expected 
to  fall  half  a  point,  to  11.4%,  this  year,  and 
another  half-point  in  1999. 


high-tech  spending  boom  will  peter  out. 
One  reason  the  U.  S.  expansion  has 
rolled  on  for  so  many  years  is  that  30% 
of  economic  grow^th  has  come  from  high 
tech,  which  improves  productivity  with- 
out pushing  up  wages. 
These  days,  Europe  is 
getting  a  similar  boost 
from  telecom  deregula- 
tion, argues  James 
Richardson,  European 
^      chief  of  U.  S.  networking 
company  Cisco  Systems  Inc. 
"You  bring  down  phone  costs 
here — and  it's  already  happening — 
and  this  place  could  be  in  for  real 
gi'owth."  But  the  reach  of  information 
technology  is  still  far  less  than  in  the 
U.  S.  Meanwhile,  the  spending  boom  for 
the  Year  2000  and  euro  conversions 
seems  sure  to  wind  down  in  2001. 

Still,  over  the  next  few  years,  says 
Stephen  King,  chief  economist  for  Lon- 
don's HSBC  Securities  Inc.,  "we  expect 
the  same  thing  is  about  to  happen  in 
Europe  that  has  happened  in  the  U.  S.: 
higher-than-expected  economic  growth 
with  no  inflation  threat."  That's  the 
kind  of  pleasant  sui-prise  Europe  hasn't 
had  in  years — and  one  that  much  of  the 
world  can  only  envy. 

By  Thane  Peterson  in  Frankfurt, 
with  Monica  Lamer  in  Rome  and 
Stephen  Baker  in  Paris 

.AND  HURDLES  THAT  LIE  AHEAD 


POLITICS  If  Socialist  Gerhard  Schroder 
replaces  Helmut  Kohl  as  German  Chancellor 
in  September,  crucial  reforms  could  stall. 

CURRENCY  A  fall  in  the  dollar  or  further 
yen  weakness  could  bring  in  cheap 
imports. 


TECH  LAG  Europe  is  far  behind  the  U.S.  in 
technology,  and  spending  on  millennium/ 
euro  conversions  will  wind  down  in  2001. 


DATA:  BUSINESS  WEEK.  GOLDMAN,  SACHS  «,  CO.,  HSBC  SECURITIES  INC. 
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News:  Analysis  &  Commentary 


BUDGET  CUTS       with  copper  prjs 
down  31%  in 


THE  GLOBAL  ECONOMY 


ARE  COMMODITIES  SIGNALING 
A  WIDER  SLOWDOWN? 

The  potential  for  a  slump  that  affects  the  West  is  growing 


The  Asian  crisis  may  not  have  done 
much  to  coi-porate  eaiTiings  or  stock 
markets  in  the  West — yet.  But  it's 
certainly  showing  up  in  the  trading  pits 
of  Chicago,  London,  and  New  York. 
These  barometei-s  of  global  financial  anx- 
iety ai'e  sending  ominous  signals.  Wildly 
gesticulating  commodity  ti-adei-s  ai'e  bid- 
ding down  prices  of  everything  from 
crude  oil  to  copper  to  com.  All  but  5  of 
the  22  commodities  in  the  Goldman 
Sachs  Commodity  Index  (gsci)  have  fall- 
en this  year.  And  the  index  is  dovvTi 
30%  since  Asia's  woes  smfaced  in  Octo- 
ber. "This  is  a  classic  bust  accompanied 
by  tremendous  financial  instabilities," 
says  Allen  L.  Sinai,  chief  global  econo- 
mist at  Primark  Decision  Economics. 

No,  it's  not  the  Depression,  when 
plunging  commodity 
prices  led  to  broad 
global  deflation.  But  the 
potential  for  a  down- 
turn that  affects  major 
industrial  economies  is 
growing  as  Asian  coun- 
tries with  devalued  cur- 
rencies try  to  export 
their  way  back  to 
health.  The  danger  lises 
as  other  regions  catch 
Asia's  flu — transmitted 
in  part  through  tum- 
bling commodity  prices. 


Countries  dependent  on  commodity 
exports  ai-e  feeling  the  pain.  Russia  and 
the  foiTner  So\iet  repubUcs  ai'e  the  lat- 
est casualties.  With  West  Texas  crude 
oil  trading  at  Slo  a  barrel,  dowTi  from 
$26  in  Januaiy,  1997,  they  have  recent- 
ly cut  back  on  some  of  the  7.2  miUion 
barrels  of  oil  they  export  daily.  Vene- 
zuela, where  oil  revenues  account  for  a 
large  share  of  tax  receipts,  was  forced 
to  cut  its  1998  budget  by  S2  billion— a 
situation  mirrored  in  such  other  places 
as  Mexico.  It's  a  measure  of  how  seri- 
ous the  problem  is  that  Venezuela, 
OPEC's  loosest  cannon,  is  actually  hon- 
oring the  reductions  the  cartel  agi'eed 
to  last  month. 

In  Chile,  the  culprit  is  copper,  which 
accounts  for  40%  of  export  earnings. 

A  DEFLATIONARY  SPIRAL? 
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In  Mexico  (left)  ^ 

, ^  ,       past  12  month- 

and  Venezuela,   least  two  m 

falling  oil  prices  have  been  cl( 

have  slashed      f"^^  several  prr, 

have  been  dela 
tax  revenues  govei-nmenT 

pects  a  ciUTent-account  deficit  of  S~ 
lion  this  yeai* — an  alarming  6%  of  g 
domestic  product. 

Other  Latin  American  countries,  ■ 
as  Brazil  and  Argentina,  are  suffe 
from  weakness  in  gi-ain  prices.  Not 
has  Asian  demand  for  meat  and 
grains  slipped,  but  grain  supplies  : 
also  expanded,  thanks  to  unusually  _ 
weather  brought  by  El  Nino.  Ne 
feet:  Wheat  prices  are  off  17%,  i 
14%,  and  soybeans  7%  so  far  this  ; 
That  \rill  hit  American  fanners  in 
pocketbook  in  1998. 
MORE  TO  COME.  The  news  isn't  all 
Indeed,  the  drop  in  commodities  pi 
will  help  most  of  the  Asian  coun 
that  are  big  materials  importers.  T 
"that  don't  have  much  in  the  wa 
raw  materials  \rill  benefit,"  says  : 
mond  Lachman,  head  of  emerging-; 
ket  reseai-ch  at  Salomon  Smith  Bai 
But  for  some,  the  benefits  ai'e  spoile' 
cuiTency  devaluation.  In  Korea,  w 
the  won  is  down  more  than  35%  ag. 
the  dollar  since  last  fall,  commod 
are  costher  now  than  in  1997. 

Worse,  as  precipitous  as  the  dec^ 
in  commodity  prices  have  been,  "" 
haven't  finished  falling,''  says  econo 
Sinai.  Asian  coimtries,  desperate  for 
lars,  ai'e  selling  what  they  can  in 
weak  market.  Indonesia  is  selling  r: 
oil  and  cocoa.  Korea  has  unloaded  . 
And  i-umors  that  China  is  dumping 
ver  have  helped  send  prices  dowTi 
in  the  past  two  months. 

WTiat's  the  long-term  impact  of 
ther  cb'ops  in  commodity  prices?  Q\"t 
it's  negative.  The  lower  costs  v\ 
stimulate  the  economies  of  big  impo; 
such  as  Korea  and  Japan  enough  tea 
set  the  hits  to  exporters.  Russia,  n- 
donesia,    Africa,  ' 
Latin  America  are 
ing  to  find  it  harde 
finance  ciurent-acc 
deficits  as  their  ex 
income  di'ops.  They' 
forced  to  rein  in, 
ting  global  growth 
commodities  den 
still  further.  Sadly  t 
a  tough  cycle  to  bri- 

By  Andrew  0 
land  in  Chicago. 
Geri  Synith  in  M- 
City  and  bureau  /'t. 
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Katrina  Garnett 

Founder.  President  and  CEO 
CrossWorlds  Software 


Younger  than  Bill  Gates, 
older  than  Michael  Dell 

Birthplace 

Australia's  Gold  Coast 

Background 

10  years  on  the  firing  line 
at  Oracle  and  Sybase, 

Recent  Thrill 

Flying  360-degree 
inverted  loops 
in  a  SF260  Marchetti. 

Favorite  Charity 

Started  Garnett  Foundation 
to  encourage  girls  to 
pursue  technical  careers 

Mission 

Build  software  applications 
that  unite  the  operations 
of  global  enterprises 

Product 

CrossWorlds  United 
Application  Architecture 
(UAA) 

CrossWorlds' 
Patents  Pending 

5  (so  far) 

Key  Customers 

Siemens,  US  West, 
Primestar,  Farmland, 
Bay  Networks 

Corporate  Investors 

Raised  $45M  from 
Intel,  Compaq, 
SAP,  Manugistics, 
JD  Edwards, 
Ernst  a  Young 

Bigtime  Backers 

Dave  Duffield, 
Michael  Dell, 
Andy  Ludwick 

Next  Target 

fcnterprise  software 
connecting  global 
corporations 
with  their  suppliers, 
customers, 
and  partners. 

Professional  Credo 

Aim  high  -  then  deliver. 


Photograph  by  Richard  Avedon 
www.crossworlds.com 


COMMENTARY 


By  Andy  Reinhardt 


DEAR  INTEL:  DON'T  FOLLOW  MICROSOFT'S  LEAD 


The  Federal  Trade  Commission  is 
mulling  whether  to  charge  Intel 
with  anticompetitive  practices. 
According  to  people  familiar  with  the 
case,  the  ftc  is  focusing  most  in- 
tensely on  how  the  top  chipmaker  di- 
vulges vital  technical  data  to  PC  mak- 
ers. Intel  shares  its  "intellectual 
property"  vdth  most  of  them,  but  the 
feds  are  set  to  allege  that  Intel  has 
withheld  information  from  some  cus- 
tomers as  punishment  when  the  com- 
panies are  at  odds — say  in  a  patent 
dispute.  That,  the  feds  will  likely  as- 
sert in  a  case  they  could  launch  dur- 
ing the  week  of  June  8,  is  an  abuse 
of  Intel's  monopoly  power. 

Intel  is  signahng  ^^^^^^^^^ 
it  won't  budge  on 
protecting  its  right 
to  control  its  intel- 


some  patents,  antitrust  lawyers 
warn.  So  the  company  is  better  off 
settling  now  on  terms  it  can  influ- 
ence. A  settlement  could  allow  Intel 
to  retain  control  of  its  technology  by 
agreeing  to  more  even-handed  hcens- 
ing  terms. 

By  all  accoimts,  the  ftc  has  a 
strong  case.  Furthermore,  the  facts 
aren't  in  dispute:  Intel  provided 
agency  investigators  ample  ammuni- 
tion when  it  retaliated  against  cus- 
tomers Digital  Equipment  Corp.  and 
Intergraph  Corp.  in  patent  disputes 
last  year.  Intergraph  has  already 
convinced  a  federal  judge  that  Intel's 
demand  for  the  return  of  confidential 


invests  so  heavily  in.  But  it  can't  sa 
that's  what  it  was  doing  in  the  Digi 
tal  and  Intergraph  cases.  Both  al- 
ready had  received  advance  technic 
information  as  part  of  long,  trusting 
relationships  with  the  chipmaker.  I; 
tel  demanded  the  documents  back 
punish  them  for  filing  patent  claims 
against  it.  To  the  trustbusters,  that 
move  looked  like  a  monopoly  flexin 
its  muscles. 

Intel  talks  about  leading  a  PC  bui 
ness  built  on  open  standards.  But  it 
a  fiction  that  the  PC  industry  is  ope: 
Intel  and  Microsoft  together  contro 
much  of  the  intellectual  property 
used  in  PCs  and  most  of  the  "inter- 


WHERE  THE  FEDS  ARE  LOOKING  AT  INTEL 


lectual  property. 
Sources  say  it  con- 
siders technical 
data,  such  as  the 
scheme  for  linking 
Pentium  II  chips  to 
other  parts  of  the 
PC,  so  vital  to  its 
business  that  it 
can't  submit  them 
to  government  con- 
trol. That's  precise- 
ly the  position  that 
its  "Wintel"  part- 
ner, Microsoft, 

takes  regarding  efforts  by  the  Jus- 
tice Dept.  to  dictate  what  features 
can  be  bundled  with  Windows. 
STRONG  CASE.  But  there's  a  key  dif- 
ference between  the  cases.  If  courts 
find  that  the  feds  can  legally  limit 
how  Windows  is  enhanced  with  new 
features,  Microsoft  must  alter  its 
fundamental  strategy  and  perhaps 
make  massive  changes  to  Windows. 
A  finding  that  Intel  uses  access  to 
information  as  a  weapon  against  cus- 
tomers would  have  no  such  impact. 
Agreeing  to  treat  all  customer's 
equally,  even  if  they're  in  disputes 
with  Intel,  won't  cost  the  chipmaker 
a  penny. 

But  if  Intel  takes  its  case  to  court 
and  loses,  the  cost  might  be  enor- 
mous. The  result  could  be  a  court  or- 
der demanding  royalty-free  patent  li- 
censing, or  even  stripping  Intel  of 


INTELLECTUAL  PROPERTY  The  Federal 
Trade  Commission  has  been  gathering  evi- 
dence that  the  chipmaker  withholds  critical 
information  to  punish  customers  with  which 
it  has  disputes 

ALLOCATION  Computer  makers  have  told 
the  FTC  of  cases  where  they  think  Intel  has 
slowed  vital  shipments  to  punish  them 

OTHER  PRACTICES  The  agency  is  gather- 
ing information  on  other  anticompetitive 
practices  that  the  chipmaker  allegedly 
uses 


documents  was  unlawful  re- 
straint of  trade  and  an 
abuse  of  Intel's  monopoly 
position  in  microprocessors. 

Traditionally,  Intel  has 
shared  intellectual  property 
with  PC  makers — for  in- 
stance, giving  them  details 
about  its  PCI  "bus"  and  mmx 
gi-aphics  commands  to  help  them  use 
Pentium  chips,  for  instance.  Lately, 
though,  Intel  has  licensed  key  Pen- 
tium II  technology  only  to  one 
unidentified  chipmaker.  And  it  hasn't 
given  away  rights  to  the  next  gener- 
ation of  MMX,  which  will  be  built  into 
a  chip  code-named  Katmai  this  year. 
That  shuts  out  rivals  and  makes  PC 
makers  more  dependent  on  Intel. 

Of  course,  Intel  has  the  right  to 
profit  ft-om  its  own  inventions  and  to 
protect  the  intellectual  property  it 


inle/. 


GOOD  DEAL 

Agreeing  to 
treat  all 
customers  alike 
won't  cost  Intel 
a  penny 


faces"  that  make  the  ma- 
chines' parts  mesh.  And 
while  Intel  does  indeed  li 
cense  technology,  it  often 
does  so  in  ways  that  give 
it  maximum  leverage — bj^ 
blessing  particular  part- 
ners or  by  delaying  the  lj| 
cense  for  as  long  as  two 
years.  That  can  make  competition  a| 
but  impossible. 

If  Intel  wants  to  foster  a  dynamic| 
P( :  business — and  steer  clear  of  the 
feds — it  can  do  a  lot  by  licensing  ne\" 
technology  in  a  reasonable  time  fran 
and  on  reasonable  terms.  And  Intel 
should  bend  over  backward  to  avoid 
threatening  customers.  Intel  can  stai 
right  now  by  settling  vrith  the  ftc 

Reinhardt  follows  Intel  from  Sat 
Mateo,  Calif 


Her  firm  is  helping  design 
the  cities  of  tomorrow. 


We're  helping  her  plan 
her  financial  future  today. 


Designing  tomorrow's  world  takes  vision,  careful 
^    planning,  and  the  right  execution.  Designing  a 
financial  future  requires  no  less.  That's  why  the 
products  and  services  of  American  General  make  so 
much  sense.  As  one  of  the  nation's  largest  providers 
I  if  retirement  services,  life  insurance,  and  consumer 
loans,  we're  uniquely  qualified  to  help  build  our 
/|    customers'  financial  success.  We  offer  personalized 
service  and  knowledgeable  financial  counseling  to  12  million  people  at  every 
stage  of  their  lives.  American  General.  Helping  our  customers  design  -  and 
achieve  -  a  successful  financial  future. 


American 

General 


Retirement  Services  •  Life  Insurance  •  Consumer  Finance 


Helping  12  million  Americans  do  better  financially. 


American  General  Life  •  Amencan  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 

All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 

American  General  Finance  •  VALIC  •  American  General  Annuity  •  American  General  Securities  Incorporated 


Visit  www.agc.com  or  call  ]  (800)  AGC  -  1111 


TRUSTBUSTERS 


WHERE  MICROSOFT  REALLY 
WANTS  TO  GO-TOMORROW 

It  went  to  the  mat  on  Win98  to  clear  a  path  for  Windows  NT 


The  fii'st  legal  maneuvers  in  the  Jus- 
tice Dept.'s  May  18  antitiiist  suit 
against  Microsoft  Coip.  have  just 
begun.  But  already,  government  inves- 
tigators are  looking  ahead  to  what 
might  be  a  much  more  crucial  fight — 
over  Windows  XT,  the  Microsoft  operat- 
ing system  now  used  to  nm  corporate 
networks  and  destined  to  become  Mi- 
crosoft's core  technology'  in  the  next 
few  years.  Windows  98  is  a  battle,  but 
NT  will  be  the  war 

Even  before  the  lawsuit  was  filed, 
several  Microsoft  competitoi-s  had  taken 
their  gripes  concerning  Windows  N'T  to 
the  Justice  Dept.  They  say  Microsoft  is 
using  the  power  of  its  Wmdows  desktop 
monopoly — plus  tactics  it  used  to  gain 
its  giip  on  the  market — to  help  boost 
sales  of  Windows  .\t.  This  includes,  they 
say,  practices  that  pi-essure  software 
developers  now  using  Windows  to  adopt 
XT  for  more  advanced  systems  rather 
than  using  competing  products.  "There's 
much  more  jeopardy  for  the  industrj' 
with  XT  than  with  Windows  98  and  the 
browser,"  says  John  McFarlane,  presi- 
dent of  Sun  Microsystems  Inc.'s  Solaris 
software  division. 

While  Wmdows  NT  is  not  mentioned  in 


the  antitiTist  suit,  a  judge  could  iTile  that 
it,  too,  is  covered  if  Justice  succeeds  in 
its  effort  to  bar  allegedly  anticompeti- 
tive Microsoft  practices.  A  consent  deci-ee 
could  set  precedents  that  apply  to  XT, 
says  Stephen  D.  Houck,  assistant  attor- 
ney for  New  York  State.  "It  will  be  clear* 
even  to  Microsoft  that  it  can't  engage 
in  these  kinds  of  practices."  Beyond  that. 
Justice  officials  ai"e  gathering  evidence 
for  a  case  that  might  target  Window-s 
XT  explicitly.  So,  it's  no  w^onder  that  Mi- 
crosoft is  detennined  to  nip  the  fu-st  case 
in  the  bud.  "We  want  to  win  this  for 
Windows  98,  and  to  defend  the  principle 
of  innovation  for  our  other  products — 
including  Windows  XT,"  says  Brad  Chase, 
\ice-president  for  Window^s  mai-keting. 

Especially  XT — is  more  Hke  it.  The 
company  is  using  Windows  XT  as  a  bat- 
tering ram  to  penetrate  the  $30  billion- 
plus  corporate  softwai'e  mai'ket.  And  so 
far,  it's  working.  For  the  fiscal  year  be- 
ginning in  July,  revenues  for  Windows 
XT  and  related  aj^plications  ai"e  expected 
to  reach  $3.9  billion,  or  23%  of  total 
revenues,  according  to  NationsBank 
Montgomery  Securities  Inc. 

Microsoft  doesn't  have  a  monopoly 
with  Windows  NT,  but  it's  gaining  mar- 


ket share  at  a  gallop.  Last  year,  ii 
a  39.8%  share  of  server  units  sole 
from  24.5%  the  previous  yeai",  acco 
to  International  Data  Corp.  Critic 
gue  that  both  operating  systems  si 
be  counted  together.  "They've 
noimced  that  Windows  98  and  Win 
NT  will  ultimately  be  one  operating 
tem,  so  it's  just  one  big  monoj 
says  an  executive  at  a  competing 
ware  company. 

Microsoft  denies  that  it  has  a  m 
oly — or  has  done  anything  Ulegal  i 
network  operating  system  busines 
the  same  time,  it's  not  backing  off 
as  it  bundles  a  browser  with  Win 
95 — the  move  that  set  off  Justice 
quiry — Microsoft  also  includes  a 
Web  sen-er  with  Windows  XT.  Ni 
plans  to  bundle  an  Internet-base 
rectory.  "We  won't  be  distractf 
speculative  legal  action,"  says  J( 
S.  Raikes,  gi'oup  vice-president  for  i 
LIFE-THREATENING.  Raikes  point  o 
that  customers  benefit  from  nev 
tiires  in  Windows  XT  and  its  ap 
tions.  The  pricing  is  ceitainly  comp 
For  example,  Microsoft's  SQL  S( 
which  sells  for  about  $900  for  a 
setup,  gets  thrown  into  the  appli' 
suite  with  Windows  XT  at  no 
charge.  Competitors  say  this  am 
to  predatoiy  pricing  and  will  maki 
tomers  dependent  on  Microsoft. 

Indeed,  for  small  softwai-e  com]  i: 
it  can  be  Ufe-thi-eatening  when  Mii  ~ 
bundles  a  new  featiu'e.  Ai'bor  Sofa 
Corp.,  for  instance,  agi'eed  to  i\ 
with  a  larger  company  after  Mic^ 
announced  it  would  give  away 
data-analysis  tool  that  Ai-bor  se\ 


goo 


all 


^jjjjj^  A  Sony  spread- spec trum  cordless  phone  transmits 
clearly.  Securely.  With  up  to  three  times  the  range  of 
regular    900    MHz    cordless    handsets .  And    its  appeal 

goes  much  farther  than  that.  Sony  called  on  Rockwell 

semiconductor  technology  to  create  the  most  feature-rich 
and  user-friendly  digital  cordless  products  on  the  market. 

We're    giving    countless    other    customers    plenty  to 
talk    about    too.  Whether    it's    the    automation  system 

that  helps  a  motorcycle  manufacturer  turn  raw  metal 
into   rolling  thunder.  The   call   center   technology  that 

lets  an  overnight  express  service  respond  to  more  than 
half  a  million  customers  a  day.  j^jtjj  Or  the  avionics  display 
that  paints  a  picture  of  distant  weather  for  an  airliner 
navigating   through   the   night.  Good  calls    for  companies 

seeking  smart  answers.  Because  whatever  your  business, 

the  bottom  line   is   this.  You  succeed,     fie  succeed.^ 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 
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$60,000  per  server.  "You  can't  compete 
with  free,"  says  Arbor  vice-president 
Kii"k  Ciaiikshank. 

Lai'ger  competitors  aren't  immune, 
either  In  January,  when  Novell  Inc.  be- 
gan selling  a  directoiy  to  go  on  top  of 
Windows  xt  Server,  Microsoft  an- 
nounced that  any  customer  who  bought 
it  would  no  longer  receive  Windows  NT 
support  from  Microsoft,  according  to 
Novell.  Microsoft  backed  off,  admitting  a 
mistake.  But  according  to  Novell,  the 
damage  was  done. 

RALLYING  CRY.  In  an  effort  to  stop  this 
kind  of  practice,  the  Software  Publish- 
ers Assn.  has  prepared  a  50-page  re- 
port on  Microsoft's  Windows  xt  tac- 


tics. The  chief  concerns:  bundling  and 
pricing.  The  report  also  charges  that 
Microsoft  uses  Windows  to  promote  NT 
by  requiring  software  developers  who 
want  their  products  to  be  certified  as 
Windows-compatible  to  make  siu-e  they 
run  on  XT,  too. 

WTiile  the  debate  goes  on  and  the 
lawyers  are  revving  their  engines,  Mi- 
crosoft is  still  a  long  way  from  domi- 
nance in  the  corporate  computing 
realm.  Its  software  rivals  are  prating 
that  the  government  can  somehow 
keep  it  that  way. 

By  Steve  Hamm,  with  Robert  D.  Hof, 
in  San  Mateo,  Calif.,  and  with  Susan  B. 
Garland  in  ^xishitigton 


JUST  HOW  MUCH  DOES 
WINDOWS  98  COSn 


HARD  CHARGER 

Gates  &  Co.  deny  it,  but 
four  PC  makers  say  that 
Microsoft  is  hiking  the 
base  price  of  Windows  98 


As  if  its  legal 
problems  with 
the  Justice 
Dept.  aren't  com- 
plicated enough, 
try  figuring  out 
Microsoft  Corp.'s 
pricing  strategj^  on 
its  new  Windows 
98  operating  soft- 
ware, expected  out 
on  June  25.  Four 
personal-computer 
makers,  with 
worldwide  market 
share  of  16%,  say 
Microsoft  has 
raised  the  base 
price  for  the  controversial  program, 
while  three  PC  rivals,  representing 
9.4%  of  sales,  say  they'll  pay  exactly 
the  same  as  they  do  for  Window's  95. 

Who  cai-es?  Regulators  certainly 
might.  After  all,  Microsoft  consistently 
portrays  itself  as  a  pro-consumer  com- 
pany that  has  consistently  offered 
poweiful  new  technology  at  the  same 
or  lower  prices — not  a  predatoiy  mo- 
nopoly. And  PC  makers  that  were  hit 
with  the  hike — two  claim  an  increase 
of  roughly  $7  from  Windows  95,  to 
around  $60  ])er  copy — ai'e  fuming. 
They  point  out  that  unlike  Windows 
95,  Windows  98  lacks  the  hot  new  fea- 
tui-es  to  set  off  a  big  buying  binge. 
And  with  profits  tumbling  because  of 
plunging  PC  prices  in  the  last  year, 
they  had  hoped  Microsoft  would  start 
shaiing  the  pain — and  help  PC  makei-s 
lower  prices  to  spur  demand.  "Do 


they  want  to  make 
more  PC  customers, 
or  just  take  more 
profits  out  of  eveiy- 
one  else's  pockets?" 
asks  one  PC  exec. 

Overall,  ai-e  prices 
really  rising?  Mi- 
crosoft offei-s  various 
volume  discounts 
and  rebates  of  $20 
or  more  per  machine 
to  PC  makers  that 
help  it  hit  its  goals. 
For  example,  PC 
malcei-s  get  $1  to  $3 
for  eveiy  Windows 
sticker  or  logo  that 
appears  on  their  products  and  a  few 
bucks  for  including  the  Win98-compat- 
ible  TV  tuner  cai-ds  Microsoft  is  push- 
ing in  new  models,  say  PC  makers. 

As  for  Microsoft,  it  insists  it  has 
not  raised  prices.  On  the  eve  of  the 
Justice  Dept.'s  antitinast  suit,  Mi- 
crosoft CEO  William  H.  Gates  III  told 
BUSINESS  week:  "Windows  98  is  a 
product  that  we  priced  exactly  the 
same  as  Windows  95."  And  while  the 
retail  price  will  be  the  same,  Micro- 
soft doesn't  publish  a  price  Kst  for  PC 
makers,  so  it's  hard  to  detect 
changes.  For  this  reason,  it's  doubt- 
ftil  any  PC  maker  will  go  public  with 
giipes.  Says  one:  "No  one  wants  to 
testify  in  front  of  a  Senate  panel  for 
fear  that  Microsoft  would  turn 
around  and  raise  your  price." 

By  Peter  Burrows 
in  San  Mateo,  Calif. 


ENTERTAINMENT 

AND  THEN 
THERE  WAS  ONE 

Bob  Iger's  star  rises  as 
other  Disney  execs  jump  sh 


E 


xecutives  at  Walt  Disney  Co. 
scurrying  around  handling 


I  minute  details  for  the  June  5 
miere  of  the  animated  film  Mulan  ; 
Hollj^'ood  Bowi.  But  back  at  Dia 
Bui'bank  (Calif.)  headquartei-s,  ne^ 
the  latest  executive  defections  ha 
siders  wondering  whether  they 
stall  preparing  for  another  show^ 
coronation  of  Robert  A.  Iger,  hea 
Disney's  abc  unit  and  a  fast  frien 
Disney  Chairman  Michael  D.  Ei 
Iger's  stock — ali'eady  lising — ^gets 
tra  boost  as  other  top  execs  depart. 
PACKING  UP.  Tlie  latest  is  Steve  Bur 
12-yeai'  Disney  exec  who  became  an 
lieutenant  after  launching  the  Dii 
Stores  and  helping  to  tirni  ai"ound  ] 
Disneyland.  Bui'ke  left  on  June  2  to '. 
Comcast  Coip.'s  cable  operation,  joini 
list  of  other  potential  Eisner  succes 
who  have  depaited — including  Chie: 
nancial  Officei*s  Richai'd  D.  Nanula 
Stephen  F.  BoUenbach.  In  recent  w( 
strategic  planner  Lawrence  P.  Muny. 
passed  over  for  CFO  Nanula's  job, '' 
cable  programming  chief  Geraldine 
boiuTie  also  have  left.  Layboume  is  sn 
ing  her  own  company  with  Disney  b'k- 
ing.  "This  is  a  mess  of  negatives." 
MeniU  LjTich  &  Co.  analyst  Jessica 
Cohen.  "They  have  to  be  gi-apphng  .tii 
w^hy  eveiyone  is  heading  out  the  do:" 
The  Disney  view:  The  companjyt. 
become  a  charm  school  for  execute 
who  are  hotly  sought  elsewhere, 
just  like  GE,"  says  BoUenbach,  who  It  t- 
1997  to  nm  Hilton  Hotels  Corp.  "Vw 
you're  looking  for  someone,  one  of  »ui 
fii-st  calls  has  to  be  to  Disney."  And  a' 
Genei-al  Electric  Co.,  the  ceo  shows  t 
willingness  to  shai"e  power 

But  despite  Disney's  generally  '■ 
results,  Eisner  may  be  concerned  J' 
the  exodus.  Before  letting  Burke  Ic* 
insiders  say,  he  offered  to  put  him 
the  ailing  abc  network,  reporting  to  c 
who's  in  charge  of  abc  and  cablet 
work  ESPN.  Neither  Eisner  nor  .< 
would  comment.  Fixing  ABC — wherr<i 
ings  slid  9%  this  season — could  be  t 
nal  test  for  heir  appai-ent  Iger  But  it 
again,  as  one  insider  suggested,  eN*' 
ney  execs  can  come  back. 

By  Rmiald  Graver  in  Los  ArA-- 


COMMENTARY 


By  Roger  Crockett 


ONLY  SPRINT  HAS  IT  ALL'-OR  DOES  IT? 


Dn  June  2,  against  a  backdrop  of 
multimedia  glitz,  Sprint  Corp. 
unleashed  what  it  called  a  "rev- 
lutionary"  new  network.  For  the 
ichnology-hungry  American  con- 
imer,  it's  a  kind  of  fiber-optic 
ream  come  tinae.  Mom  can  make  a 
ng-distance  call,  Dad  can  hold  a 
dec  conference,  both  can  send  and 
'ceive  faxes,  and  the  children  can 
irf  the  Internet  at  hckety- 
)iit  speeds — all  from  a  single 
lephone  hne.  "Others  may 
ive  bits  and  pieces  of  a  high- 
leed  communications  sys- 
m,"  beamed  William  T.  Es- 
y,  Sprint's  CEO.  "But  only 
irint  has  it  all.  Only  Sprint 
IS  it  now." 

If  only  that  were  true.  The 
sion  is  real  and,  indeed,  ai- 
ring. Using  digital  technolo- 
,  telecom  providers  will  cer- 
inly  flood  American  homes 
th  whizzy  gizmos  and  low- 
st  services — from  video  on 
mand  to  ever  cheaper  long- 
stance  calling.  And  the  Baby 
•lis,  AT&T,  and  Qwest  Com- 
iiiications  International  are 
eady  busily  rejiggering  the 
tion's  100-year-old  telephone 
twork  or  seamlessly  side- 
'pping  it  to  offer  high-speed 
^tal  connections  to  hundreds 
business  customers.  Says 
ank  lanna,  at&t's  executive 
e  president  in  charge  of 
".works:  "Frankly,  there's  not 
ot  new  here." 
ART  TECH.  Worse,  what 
rint  promises  for  consumers 
llusory,  given  the  technical, 


promise  of  "virtually  unhmited" 
bandwidth  to  the  home  that  can  be 
turned  on  and  off  as  simply  as  the 
kitchen  faucet. 

This  sort  of  unlimited  bandwidth 
is  available — to  coi-porations,  govern- 
ment agencies,  and  other  large  tele- 
com users.  And,  like  other  long-dis- 
tance carriers  before  it,  Sprint  will 
first  look  for  the  payoff  on  its  $2  bil- 


CEO  ESREY:  TOO  OPTIMISTIC? 


Limitless  bandwidth  that  can 
be  turned  on  and  off  like  a 

mcial,  and  regulatory  issues    «  ,  ^  rni      in  i 

mst  now  overcome  to  make  laucet?  The  huidles  are  huge 

"Integrated  On-Demand   

twork"  available  to  residen 
customers.  Sprint,  like 

lion  digital-infrastmcture  investment 
from  the  lucrative  business  market. 
It  says  it  will  have  direct  links  be- 
tween its  network  and  businesses  in 
36  urban  markets  by  yearend. 

That's  doable.  But  Sprint's  plan  to 
offer  similar  connections  to  homes  in 
late  1999  may  not  be.  To  use  Sprint's 
service,  households  will  need  the  lat- 
est in  high-speed  devices  such  as  ca- 
ble modems  or  Digital  Subscriber 
Lines  (dsl)  links.  Those  connections 
are  the  province  of  cable  companies 


g-distance  rivals  at&t,  mci,  World- 
m,  Qwest,  and  virtually  every 
tipetitive  carrier,  has  created  an 
)ressive  web  of  fiber-optic  cables 
1  switches  that  chop  up  ti'affic  into 
ital  bits  and  zap  them  along.  And 
int's  network  is  as  smart  as  they 
le — using  so-called  ATM  technology 
t  can  handle  all  sorts  of  digital 
ffic. 

^he  problem  is  that  no  matter 
■/  cutting-edge  the  technology, 
int  still  can't  easily  deliver  on  the 


and  regional  phone  companies  that 
own  the  "last  mile,"  the  hnes  nnming 
from  local  phone  or  cable  company 
offices  to  homes. 

It's  unclear  whether  cuirent  regu- 
latory agi'eements  require  the  Bells 
to  sell  such  sei-vice.  And  Sprint  is 
busy  tiying  to  make  deals.  But  some 
Bells,  upset  they  can't  yet  enter  long 
distance  while  Sprint  can  invade 

their  temtory,  may  not  coop- 
erate. "I  think  we'd  argue 
that  we  don't  have  to  resell 
DSL  lines,"  says  a  Bell  At- 
lantic spokesman. 
HOME  HURDLE?  Sprint  could 
still  go  partners  with  a  re- 
gional competitor  that  reaches 
residential  markets,  yet  few 
have  national  reach.  To  meet 
its  goal  of  making  the  new 
network  profitable  by  2001, 
Sprint  might  have  to  build  its 
own  hnes  to  homes,  a  huge  fi- 
nancial hurdle  that  has  scared 
off  AT&T  and  MCI. 

And  even  Sprint  chief  Es- 
rey  admits  that  once  all  the 
links  are  in  place,  his  compa- 
ny still  has  to  execute.  To  de- 
liver the  big  cost  savings  he's 
promising  on  voice  traffic — up 
to  70%,  he  says— the  company 
must  implement  a  new  billing 
system  to  count  usage  by  the 
bits  of  infoiTnation  transmit- 
ted, rather  than  by  the 
minute.  And  it  has  to  retrain 
its  customer-service  staff  to 
deal  with  a  new  range  of  digi- 
tal services.  "There's  more  to 
establishing  a  sei-vice  than 
putting  technology  onto  a 
fiber-optic  hnk,"  says  Qwest's 
Lewis  0.  Wilks,  president  of 
business  markets. 

Further,  Sprint  will  have 
to  convince  consumers  to  buy 
equipment  that  costs  $200  and 
monthly  fees  that  would  hover  in 
the  $125-a-month  range  for  the 
fastest  service.  If  Sprint  can't  clear 
that  hui'dle,  its  "revolutionary" 
breakthrough  could  become  the  lat- 
est broken  promise  to  consumers 
who  keep  waiting  for  their  tiu'n  to 
jump  on  the  vaunted  InfoiTnation 
Superhighway. 


Crockett  cover's  technology  and 
telecommunications  from  Chicago. 
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Global  capital  markets 


Research  and  risk  management 
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agility. 


Managing  Risk  in  Asia 

The  Asian  economic  region  is  complex.  It  takes  both  market  intelligence  and  agility 
to  identify  and  measure  financial  risk.  At  BankAmerica,  we  deliver  on  both. 

We  offer  world-class  research  and  analytics  through  in-market  analysts  and 
capital  markets  specialists,  enabling  us  to  understand  market  fluctuations.  To 
capitalize  on  opportunities,  our  experts  structure  customized  portfolios,  from 
local  currency  instruments  to  floating,  fixed-rate,  and  convertible  bonds.  Plus,  we 
effectively  originate  and  distribute  capital  raising  solutions  through  relationships 
with  over  80  percent  of  the  world's  largest  companies. 

For  over  50  years,  we've  applied  local  knowledge  and  expertise  to  help  clients 
anticipate  and  meet  Asian  market  challenges. 

That's  power  in  motion.  That's  BankAmerica  in  motion. 


Hong  Kong 

852-2847-6180-6 

852-2847-6867 

852-2847-6710 


Singapore 

65-239  3249 
65-239-3280 


Tokyo 

81-3-3587-3442 
81-3-3587-3408 
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Business  This  Week 


I'  ^ED  BY  PAT  WECHSLER 


AUTO  DERBY 
NEVER  HOnER 

1   M,  VROOM.  CARS  ZOOMED 

I  f  the  showrooms  in  May. 
'i  (1  by  a  seemingly  nev- 
1  (ling  spree  of  incentives, 
I  car  and  truck  sales 
3  (i  12%  from  a  yeai-  eai'li- 
r  I  1.51  million.  The  sea- 

0  y  adjusted  annual  light- 
fc  ie  sales  rate  hit  16.3 
:  n — the  highest  since 
!!    The  buying  bonanza 

1  ced  some  remai'kable  re- 
li^  for  individual  auto  mak- 
r;:  Recording  its  first-ever 
5''  )0-vehicle  sales  month, 
]\  i\er  reported  sales  up 
7'i  -albeit  measured  against 
\l  k  May  a  yeai'  ago.  Gen- 
ni  lotors  was  up  12%,  Toy- 
t:  7%,  and  Honda  18%. 
'o  lagged  wath  a  1%  in- 
ro  '  but  set  a  record  for 


I 


LOSING  BELL 


m  OF  STEAM 

Tl  s  noway  to  run  a  rail- 
ff  That's  what  the  market 
tc  Inion  Pacific  on  June  2 
a  ares  in  North  America's 
1  railroad  sank  to  U'A, 
vest  since  1994.  UP, 
A  I  botched  its  Southern 
:  merger,  said  its  CFO 
aving.  Earlier,  UP  said 
post  a  third  consecu- 
larterly  loss.  Says 
il  Rosen,  manager  of 
iieimer  Convertible 
'les  Fund:  "I  don't 
/ou  could  find  an  ana- 
10  will  give  manage- 
'-•  high  ranking  on  per- 
ice  or  credibility." 


7, '98  JUNES 
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truck  sales,  as  did  gm  and 
Chrysler.  Big  Three  shares 
have  zoomed — in  Ford's  case, 
by  as  much  as  71%-  since  Jan- 
uary. But,  warns  David  Healy 
of  Burnham  Secui'ities,  "that 
sales  rate  is  not  sustainable. 
We're  borrowing  from  the 
second  half  of  the  year." 


MARRAM  HEADS  FOR 
THETOPATTROP 

AFTER  YEARS  OF  BUMPING  UP 

against  the  glass  ceiling, 
Ellen  Man-am  may  finally  be- 
come CEO  of  her  own  compa- 
ny. Bari-ing  a  surprise  acqui- 
sition offer,  Seagi'am  expects 
to  spin  off  its  $2.1  billion-a- 
year  Ti'opicana  gi'oup  in  an 
initial  public  offering  in  the 
summer.  And  company  offi- 
cials now  confii'm  that  Mar- 
ram, who  rose  to  chief  exec- 
utive of  the  juice  unit  last 
July,  would  keep  the  CEO's 
post.  Marram,  51,  became 
Ti-op's  president  in  1993. 


AT&T  MANAGERS 
RUSH  OUT  THE  DOOR 

AT&T  CEO  MIKE  ARMSTRONG  IS 

getting  what  he  wanted — but 
perhaps  more  quickly  than  he 
would  have  liked.  The  long- 
distance giant  plans  a  pi-etax 
charge  of  more  than  $1.2  bil- 
lion in  the  second  quarter 
because  more  managers  are 
taking  an  early  retirement 
package  than  originally  antic- 
ipated. Armstrong  said  in 
January  that  he  wanted  to  cut 
up  to  11,000  managers  by  the 
end  of  1999,  but  14,000  man- 
agers are  now  expected  to 
take  the  voluntary  package. 
The  cuts  are  part  of  Arm- 
strong's effort  to  reduce  over- 
head to  22-^.  of  sales  from  29% 
by  the  end  of  1999. 


WHEN  THE  WEB 
GETS  TOO  NOSY 

FORGET  PORN — PROTECT  THE 

kids  from  commercial  ex- 
ploitation. In  a  long-awaited 


HEADLINER:  JOHN  STAFFORD 


COMBINE  INGREDIENTS.  STIR  VIGOROUSLY 


After  successfully  battling 
cancer,  60-year-old  John 
Stafford,  chainnan  and  ceo 
of  American  Home  Prod- 
ucts, says  he's  ready 
for  any  challenge. 
And  at  no  time 
has  liis  scrappi- 
ness  been  more 
necessaiy.  On 
June  1,  in  the 
biggest  drag 
mergei'  ever — a 
$35  billion  stock 
swap — he  announced  the 
union  of  $14.2  billion  AH? 
and  $7.5  billion  Monsanto. 

The  two  companies  could 
make  a  foi-midable  team: 
combining  Monsanto's  lead- 
ership in  the  hot  new  life- 
sciences  industiy  and  its 
drug  unit's  lineup  of  promis- 
ing new  chugs  with  ahp's 
big  drug  business  and  glob- 


al sales  force.  Stafford,  who 
has  headed  ahp  since  1986, 
has  built  a  reputation  as  a 
tough  cost-cutter.  Still, 
AHP  has  not  been  a 
huge  hit  on  Wall 
Street — its  stock 
has  trailed  its 
peers  for  five 
yeai's.  In  merg- 
ing with  Mon- 
santo, which  has 
been  spending  big 
on  biotech  reseai'ch 
and  acquisitions  of  its  own, 
Stafford  will  have  to  adapt 
to  the  long-temi  outlook 
and  spending  requii-ements 
of  life  sciences.  Harder,  he'll 
have  to  leam  to  shai'e  pow- 
er with  Monsanto  ceo 
Robert  Shapiro,  a  deal- 
breaker  provision. 

By  Riclmrd  A.  Melclier 
in  Chicago 


report  to  Congress  on  the 
state  of  online  privacy,  the 
Federal  Ti-ade  Commission 
recommended  on  June  4  that 
lawmakers  write  legislation 
to  give  parents  greater  con- 
trol over  their  children's  pri- 
vacy on  the  Web.  Specifically, 
the  agency  suggests  requii- 
ing  Web  sites  to  notify  par- 
ents if  they  wish  to  collect 
personal  infoiTnation  for  mar- 
keting purposes  and  to  re- 
quire parental  consent.  In  its 
survey  of  over  1,400  Web 
sites,  the  ft('  found  that  85% 
of  the  sites  collect  personal 
information  fi'om  users.  But 
only  14%  provide  notice 
about  their  data-gathering 
practices. 

MERRILL  WRITES 
A  BIG  CHECK 

MERRILL  LYNCH  AGREED  TO 

pay  $417  million  on  June  2  to 
settle  charges  over  its  role  in 
the  1994  bankruptcy  of  Cali- 
fornia's affluent  Orange 


County.  The  financial  disas- 
ter, which  was  prompted  by  a 
highly  leveraged  wrong-way 
bet  on  interest  rates,  stands 
as  the  largest  municipal 
bankruptcy  in  U.  S.  history. 
The  investment  bank,  which 
denied  wrongdoing,  claims 
it  was  in  its  best  interest  to 
avoid  the  uncertainty  inher- 
ent in  going  to  trial.  With 
this  settlement,  considered  a 
coup  for  Orange  County,  the 
tally  of  the  county's  legal 
wins  is  now  almost  40%-  of  its 
original  $1.6  billion  loss. 

ETCETERA... 

■  Time  Warner  cut  its 
planned  bond  sale  by  40% 
because  of  investor  jitters. 

■  Arco  plans  to  raise  $2.15 
billion  by  reducing  its  stake 
in  Arco  Chemical. 

■  3Com  wants  to  hire  an 
operational  exec,  easing  ceo 
Eric  Benhamou's  burden. 

■  Tellabs  and  Ciena  merged 
on  June  3,  in  a  $7.1  billion 
stock  deal. 
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St. 


a  result  of  our  merger  with  USF&G,  The 
;\aul  Companies  is  not  just 
getting  bigger,  weVe  getting 
better.  Tlie  merger  increases 
The  St.  Paul's  financia.] 
assets  to  $36  billion  and 
our  staff  to  more  than 
14,000  employees 
worldwide.  \¥hat's 
more,  with  this 
move  The  St.  Paul 
Companies  becomes 
one  of  the  top  ten 
p  roperty/ casualty 
insurers  in  the  US., 
as  well  as  one  of  the 
largest  writers  of  surety 
bonds,  and  we  remain  the 
nations  top  medical  liability 


m surer,  'the  combmea  company 
uraw 

oi'  both  The  St. 


upon  the  individual  strength;- 


Paul  Companier 


a  n  cl 


JSF^ 


e  product- 
arid  uoderwritiiig  experience 
of  each  are  comDiementarv 


HAS  THE  WORLD  GOTTEN  SMALLER, 
OR  IS  IT  THAT  WE'VE  JUST  GOTTEN  BIGGER? 


i  Will  as  HHV  i}: 


m  • 


he  merger  creates  economies 


ur  ijiicfsis. 

estment  in  more  competitive  products 

panics  strongc 


M'v-u::r^-,..  wnicn  win  st-rve  m  niaKe  .rne  at.  Paul  Comoanies  stronger  and 


more  com  petit  i.ve.  For  145  years,  The  St.  Paul  has  stood  solidly  between  our 
clients  and  disaster.  As  of  today,  we're  standing  more  solidly  than  ever  before 


Washington  Outlook 


TED  BY  OWEN  ULLMANN 


i 

I  BAZOOKA  AIMED  AT  BIG  LABOR 
I ACKFIRES  ON  THE  GOP 


(epublicans  may  me  the  day  they  made  war  on  labor. 
The  June  2  defeat  of  Cahfornia  Proposition  226 — which 
would  have  clamped  down  on  union  political  spending — 
ii:  rcuts  similai'  drives  in  other  states.  It's  a  big  blow  to  the 
?  idential  aspirations  of  retiiing  California  Governor  Pete 
m,  who  stumped  for  Pi'op  226.  And  labor's  come-fi-om-be- 
11  victory  spells  trouble  for  Republicans.  Crippling  one  of 
j.  op's  biggest-spending  foes  was  a  key  component  of  plans 
■JO  tain  control  of  the  House  this  fall. 

few  months  ago,  Prop  226  looked 
il  a  winner.  Polls  showed  over- 
K  ining  support  fcr  its  requirement 
;h  unions  get  annual  wi'itten  pennis- 
ii(  rem  each  member  before  spending 
il'  on  political  activities.  And  it  had 
It  /  backing  by  House  Speaker  Newt 
"  ieh  (R-Ga.),  who  has  been  strug- 
ii  pass  similar  legislation  in  Con- 
Ji  .  Gingrich's  objective  was  to  pun- 
(sli  ibor  for  a  $35  million  anti-GOP 


a  aign  in  1996  that  nearly  handed  THEY  JUST  SAID  NO  to  Prop  226 
th  [ouse  back  to  the  Democrats.  But 
oni  s  launched  a  furious  $20  million  counterattack. 
TA  NG  ANGER.  Now,  the  defeat  of  the  initiative  will  intensify 
thi  ngst  of  Republican  leaders.  They  have  moved  to  the 
rig  of  late  to  fiiTn  up  their  consei^vative  base  and  worry  that 
thi;  can't  find  issues  that  vdll  resonate  vdth  mainstream 
voi  5  in  November. 
I  the  same  time,  the  defeat  of  Prop  226  has  come  as  a 
needed  pick-me-up  for  a  labor  movement  demoralized 
i  Teamsters  comiption  scandal.  Now,  labor  hopes  to  tap 
he  anger  of  thousands  of  rank-and-file  activists  to  kill 
226  clones  in  about  30  states  and  captiu'e  the  11  House 
needed  to  throw  Gingrich  &  Co.  out  of  power  "We 
1  new  strength  and  momentum  heading  into  the  fall 
ms,"  crows  afl-cio  President  John  J.  Sweeney, 
the  fighting  intensifies,  business  is  getting  caught  in  the 


int! 
Pr.| 

ele: 


APITALWRAPUP 


R  I  MAN,  POOR  POL 

►  5mo  to  multimillionaires  looking 
tc  p  their  careers  with  a  high  elec- 
ti  office:  Don't  quit  your  day  job. 
T  June  2  California  primary  losses 
aper-rich  candidates  Al  Checchi, 
Harman,  and  Darrell  Issa  offer 
onary  tales  about  trying  to  buy 
way  into  public  office. 
California's  Democratic  race  for 
mor,  former  Northwest  Airlines 
Ci  hairman  Checchi  spent  more  than 
$3  nillion  of  his  ovra  money;  Repre- 
ss ,tive  Harman,  wdfe  of  a  stereo 


I 


in  Los  Angeles 


equipment  magnate,  tapped  $20  million 
of  her  fortune;  and  car-alarm  tycoon 
Issa  coughed  up  $10  million  in  the  GOP 
primary  for  the  Senate. 

But  fat-cat  ad  bUtzes  aren't  wor-king. 
Just  ask  Michael  Huffington, 
the  Califomian  who  blew  $30 
miUion  r-unning  for  the  Sen- 
ate in  1994,  or  would-be 
Presidents  Ross  Perot  and 
Steve  For-bes.  And  '98  will  be 
an  especially  tough  year  to 
get  voters'  attention.  "This  is 
not  a  year  when  you  can  capi- 
talize on  popular  discontent 


crossfir-e.  Cori^or-ate  executives  in  Califor-nia,  fear'ful  of  pr'o- 
voking  a  counter-attack  by  labor,  adopted  a  neutr-al  stance  on 
Prop  226.  That  didn't  stop  labor  from  blanketing  the  air- 
waves with  ads  that  cast  the  fight  as  a  power  gr*ab  by  gi'eedy 
cor-por-ations.  The  upshot  is  that  Corporate  America  will  be 
even  more  wary  about  backing  the  other  state  measures. 
"Business  should  really  be  wonied,"  says  U.  S.  Chamber  of 
Commer'ce  Executive  Vice-Pr-esident  R.  Br-uce  Josten. 

Josten's  fear:  The  California  win 
shows  how  much  poUtical  str'ength  labor 
can  still  muster  While  national  unions 
kicked  in  about  $5  million,  most  of  the 
fimds  came  fi'om  CaliforTiia  locals,  which 
r-ecruited  24,000  volunteers  to  set  up 
phone  banks,  walk  pi'ecincts,  and  stage 
rallies.  Unions  also  campaigned  inten- 
sively among  their  own  members.  For 
example,  the  United  Food  &  Commer- 
cial Worker's  sent  75,000  CaliforTiia  mem- 
ber's a  10-minute  anti-Pi'op  226  video. 

Gingrich  confidant  Gr-over  Noi'quist, 
the  conser-vative  activist  behind  the  na- 
tional drive  to  ciu'b  union  political  power,  is  ah'eady  r-ewriting 
Iris  game  plan.  Conceding  that  labor  may  have  the  clout  to  kill 
ballot  measur'es,  Norquist  says  he'll  r-amj)  up  the  battle  in  sev- 
eral state  legislatures  that  are  debating  bills  similar  to  Prop 
226.  Adds  Dan  Bur'dish,  executive  dir-ector  of  the  Nevada  Re- 
publican Party,  which  has  a  proposition  on  the  state's  No- 
vember ballot:  "We  have  to  adjust  our  str-ategy." 

The  COP  finds  some  solace  in  the  fact  that  labor-'s  victor-y 
came  at  a  steep  price.  The  milHons  spent  against  Prop  226 
won't  be  available  for  the  fall  elections.  Still,  unions  dodged 
what  could  have  been  a  devastating  blow  to  then-  political  ef- 
fectiveness. And  now  they're  mor'e  deter^mined  than  ever  to 
finish  the  job  they  began  in  '96. 

By  Aaron  Bernstein  and  Amy  Borrus,  with  Steven  Bmll 


AL:  Why  is  this 
man  laughing? 


with  your'  checkbook,"  says  Carleton 
College  political  scientist  Steven  Schier. 

The  Checchis  of  the  world  would  do 
well  to  study  Wisconsin  Democrat 
Herb  Kohl,  one  of  the  Senate's  richest 

  members.  The  mild-mannered 

moderate,  heir  to  a  supermar- 
ket foilune,  had  a  strong 
public-service  record  before 
he  ran  for  the  Senate  in  1988. 
And  he  made  a  shrewd  politi- 
cal investment  by  buying  the 
Milwaukee  Bucks  in  1985  to 
keep  them  from  leaving  tovni. 

By  Amy  Barms 
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International  Business 


INDONESIA 


CONTRACTS 
IN  FLAMES? 

Any  deals  with  the  Suhartos  are  at  risk 


Ronald  P.  Landry,  CEO  of  Paiton 
Energy  Co.,  waves  a  contract  the 
size  of  a  phone  book  in  the  am 
It's  the  document  Paiton  execu- 
tives signed  to  build  a  $2.5  billion  pov:'- 
er  plant  in  Indonesia  in  1994.  Now,  with 
President  Suharto  ousted,  the  govern- 
ment of  B.J.  Habibie  may  be  looking 
for  ways  to  impose  new  terans  on  ex- 
pensive deals  such  as  the  Paiton  plant. 
Don't  try  it,  warns  Landiy,  pointing  to 


the  page  that  requires  all  parties  to 
submit  to  arbitration.  "If  the  govern- 
ment reneges  on  this  contract,  they'll 
get  absolute  turmoil,"  he  says.  He  even 
invokes  the  threat  of  phone  calls  from 
President  Clinton  and  Prime  Minister 
Ryutaro  Hashimoto  on  behalf  of  the 
Paiton  consortium,  which  includes  Gen- 
eral Electric  Co.  and  Mitsui  &  Co. 

It  would  take  more  than  a  few  phone 
calls  to  defuse  this  situation.  Habibie's 


fragile  govemment  is  under  moun 
pressure  to  exact  retribution  aga  sat 
the  Suharto  clan.  According  to  the  !oi 
donesian  Business  Data  Centre  in  Ja  ^ 
ta,  which  tracks  Suharto  family  inv  nlo 
ments,  the  Suhartos  and  their  pro:  is 
have  equity  stakes  wortli  $20  billio:  b 
major  Indonesian  companies.  These  c  (p 
panies  have  derived  much  of  their  v;  |  j 
from  links  with  multinationals,  so  ijr; 
government  will  soon  probe  into  djlf! 
signed  with  the  fonner  First  Fam'': 
coiporate  entities  to  uncover  any  u  a 
vory  doings.  The  new  regime  may  ■>* 
the  probe  as  a  way  to  renege  on  'H 
tracts — like  the  Paiton  plant — wl  - 
terms  a  prostrate  Indonesia  can 
longer  afford.  The  investigations  cil< 
create  the  kind  of  political  theater  Br 
bie  needs.  Tr-ouble  is,  the  purge  ol 
spook  the  multinationals,  with  di  ^ 
trous  effects. 

For  now,  foreign  investors  can  '1, 
watch  helplessly  as  the  Indonesian -t 
torney  General's  Office  looks  into 
billion  worth  of  deals  personally  P 
proved  by  Suharto  from  1967  to  lffi(^. 
Companies  ranging  from  Siemenjo- 
Germany  to  Merrill  Lynch  &  Co.  ofi 
U.S.  and  nec  Corp.  of  Japan  soi|h. 


-  t 


GOLDEN  ASHES: 

First  riots,  and 
now  a  legal  quag- 
mire for  investors 


out  Suharto's  family 
as  partners  because 
the  law  gi'anted  do- 
mestic investors 
large  stakes  in  joint 
ventures,  and  the 
Suhartos  had  unbeat- 

Table  connections  for 
getting  things  done. 
No  one  thought 
the  Suhartos  would 
fall  victim  to  the 
very   system  they 
created.  "The  politi- 
cal pressure  is  just 
beginning.  It  wll  get 
bigger  and  bigger," 
predicts  Sofjan 
Wanandi,    ceo  of 
Gemala  Group, 
whose  foreign  part- 
ners include  Nomura 
Securities  Co.  and 
Glaxo  Wellcome  PLC. 
Investigators  will  go 
after  deals  that  were 
not  awarded  by  for- 
mal tender  or  which 
gave  the  Suhartos 
free  equity.  Investors 
whose  deals  the  gov- 
•m:  nt  singles  out  for  annulment  and 
enj  )tiation  will  simply  be  told  "they 
ari;  ill  out  of  Indonesia  if  they  don't 
ikej  "  says  Chi-istianto  Wibisono,  head 
ifti  Indonesian  Business  Data  Centre. 
Wi  IRASE.  Lawyers  for  the  multina- 
ior  fear  investigators  will  claim  that 
he  I  re  presence  of  Suhaito  chilch-en  in 
lie  I  als  guaranteed  that  goverament 
legi  ators  would  accept  unfavorable 
for  the  state.  Of  coui'se,  foreign 
may  find  for  the  multinationals. 
Hi  ;laim  the  contracts  are  legal.  But 
t!  pi  ious  cases  where  foi'eign  investor 
vori  rbiti'ation  proceedings,  the  In- 
loni!  in  courts  simply  ignored  the  find- 
-  In  each  case,  the  district  court 
•  e  haven't  received  the  lettei-  from 
ndc]  5ia's  Supreme  Court,'  and  it  ended 
says  one  foreign  lawyer, 
e  deals  may  be  too  important  to 
aantled.  The  Jakarta  Water  Au- 
decided  on  June  1  to  give 
's  Suez  Lyonnaise  des  Eaux  and 
's  Thames  Water  International 
e  control  of  a  key  water-purifi- 
plant.  These  companies  got  to 
t  the  equity  stakes  of  Suharto's 
;it  Harjoyudanto  and  his  busi- 
sociate  Anthony  Salim. 


Other  large  infrastructure  contracts 
could  be  in  trouble,  however  Take  the 
Paiton  jx)wer  plant,  which  is  scheduled  to 
go  on  line  next  year  In  1993,  the  gov- 
ernment, anticipating  a  huge  buildup  in 
demand,  agi-eed  to  pay  Paiton  8.5(2  per 
kilowatt  houi"  foi-  its  energy.  That  was 
much  higher  than  prevailing  rates  then — 
and  it's  absiu'dly  liigh  now,  since  the  re- 
cession has  wiped  out  manufactuiing.  So 
officials  will  probably  soon  demand  that 
Paiton  lower  its  i-ates,  which  the  gov- 
ernment had  agi-eed  to  pay  in  dollars. 

The  Paiton  deal  is  also  vulnerable 
since  Suharto  daughter  Siti  Hedijati 
Hariyadi  and  her  brother-in-law  Hashim 
Dhojohaflikusumo  own  equity  in  the  proj- 
ect. Also,  the  government  did  not  put 
the  power  contract  through  a  formal 
bidding  system.  Landiy  maintains  that 
the  deal  would  pass  international  scinati- 
ny.  But  he  admits  that  "we  can't  specu- 
late on  what  will  happen"  in  a  politi- 
cally motivated  Indonesian  probe. 
TARGETED  MINE.  The  mining  companies 
may  be  targets  too.  Amien  Rais, 
the  fiery  Islamic  leader,  has  ac- 
cused them  of  unfairly  siphoning 
off  Indonesia's  gold  and  oil  re- 
serves. Thus  a  $3.2  billion  gold 
mine  operated  by  Freeport  Mc- 
MoRan  Copper  &  Gold  Inc.  of 
New  Orleans,  the  Indonesian  gov- 
ernment, and  Suharto's  Nusamba 
investment  company  of  charitable 
tioists  will  be  on  the  hit  list,  In- 
dus tiy  sources  say.  So  will  a  joint 
venture  involving  Nusamba,  the 
local  Freeport  unit,  and  Mitsubislii 
Materials  Coi-p.,  which  is  building 
a  $650  million  copper  smelter  un- 
der a  generous  five-year  tax  holi- 
day. Freeport  declined  to  com- 
ment. Mitsubishi  says  that  it  has 
no  dealings  with  the  Suhartos. 

Suharto's  children  are  not  in  a 
position  to  defend  their  old  part- 
ners. On  May  29,  for  example, 
Suharto's  son  Bambang  Ti'ihat- 
modjo  resigned  as  president-di- 
rector of  Bimantara  Citra,  which 
has  $1.3  billion  worth  of  joint  ven- 
tures with  Deutsche  Telekom, 
Hughes  Electronics,  Hyatt, 
Hyundai  Motor,  and  other  foreign 
investors.  "The  political  pressure 
is  so  great  that  we  can't  do  busi- 
ness anymore,"  says  new  Chair- 
man Rosano  Barrak.  That  could 
force  Bimantara  to  "close  down," 
he  says.  The  government  is  also 
leaning  on  the  toll-road  company 
controlled  by  daughter  Siti 
Hardiyanti  (Tutut). 

In  tliis  environment,  inomors  of 
multinationals  bolting  should  come 


as  no  suiprise.  Industry  soui'ces  say  that 
Siemens  might  mothball  its  $1.7  billion 
Jawa  power  plant  before  constioiction  is 
completed;  the  project  has  ties  to  Bam- 
bang. Siemens  says  that  the  project  is  on. 
Brokers  also  say  that  Menill  Lynch  will 
close  shop,  which  Menill  denies. 

A  few  Indonesians  want  the  govern- 
ment to  ease  up.  "We  don't  have  time  for 
this,"  says  economist  Maii  Pangestu,  ex- 
ecutive du'ector  of  the  Centre  for  Strate- 
gic &  International  Studies  in  Jakaita. 
She  says  the  Suharto  clan  should  be 
"treated  like  eveiybody  else."  Then,  de- 
prived of  government  favors,  theii'  com- 
panies would  quietly  go  bankiupt,  theii* 
assets  would  be  sold  off,  and  theii*  foreign 
paitnere  would  emerge  unscathed.  Habi- 
bie, meanwhile,  could  focus  on  feeding 
the  people  and  seeming  international  aid. 
Yet  purges  always  proceed  according  to 
pohtical  rales,  not  economic  ones.  The 
question  is  whether  Indonesia  can  afford 
such  populai"  outrage,  however  justified. 

By  Michael  Shari  in  Jakarta 


TUTUT  Her  conipaines  are  uvder  pressure 
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Links  with  Foreign  Partners 
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TOYOTA'S  OKUDA  ON  CATCHING  UP  WITH  FORD 


When.  Hiroshi  Okuda  took  the 
wheel  at  Toyota  Motor  Corp. 
three  years  ago,  he  set  ex- 
tremely  aggressive  goals.  By  2000,  he 
wanted  to  increase  production  by 
27%,  to  6  million  autos  and  trucks  a 
year,  and  he  hoped  some  day  to  pass 
Ford  Motor  Corp.  to  become  No.  2  in 
the  industry.  Those  goals  are  looking 
a  lot  tougher  to  reach  now  tJiat  auto 
sales  are  tanking  both  in 
Japan  and  in  the  rest  of 
Asia.  Still,  Toyota  earned  a 
record  $S.S  billion  last  year, 
largely  because  of  the  weak 
yen,  and  it's  sitting  on  an 
estimated  cash  pile  of  $38 
billion.  In  a  meeting  room 
at  the  Palace  Hotel  on  May 
27,  Okuda,  65,  discussed  his 
plans  with  Tokyo  correspon- 
dent Emily  Thornton. 

Q:  Ford  is  roughly  twice 
Toyota's  size.  Wiiere  do  you 
plan  to  find  enough  growth 
to  make  Toyota  the  world's 
No.  2  carmaker? 
A:  We  are  not  thinking  of 
entering  a  joint  venture  with 
another  caiTnaker  to  achieve 
this.  We  will  build  up  our 
own  gi'oup  by  making  Hino 
Motor  and  Daihatsu  Motor 
officially  part  of  the  Toyota 
group.  We  would  hke  to  hold 
more  than  a  50%  stake  in 
Hino  and  Daihatsu. 

We  can  find  gi-owth  in 
China  or  Eastern  Europe. 
We  only  have  a  3%  share  in 
Eui'ope.  We  can  increase 
that.  By  pihng  up  those  sales,  we 
want  to  come  up  with  numbers  that 
will  surpass  Ford's,  if  possible. 

Q:  You  have  said  that  you  would 
like  for  Toyota  to  produce  6  million 
vehicles  by  2000  (vs.  A.9  million  last 
year).  Is  tluit  still  your  goal? 
A:  We  think  we  might  be  able  to 
achieve  that  near  the  year  2000.  It 
might  be  2003  or  2004.  We  vdll  do 
this  by  increasing  our  sales  in  China 
or  Russia,  including  Eastern  Eui-ope, 
and  possibly  the  main  part  of  Europe 
or  South  America. 

We  will  also  increase  our  share  by 
introducing  new  technologies,  like 
our  hybrid  [electric-  and  gasoline- 


powered]  car.  The  company  that  can 
identify  what  technologies  are  need- 
ed, introduce  them  quickly,  and  com- 
mercialize them  will  succeed.  The 
company  that  cannot  do  that  will  be 
absorbed.  I  think  that  will  be  what 
the  automotive  industrj^  will  be  hke 
in  the  21st  century. 


Q:  Do  you  conside) 


Daimler- 


money  domestically  for  research  an( 
development.  But  most  will  go  to 
foreign  investment.  We  will  build 
factories  overseas.  And  after  that, 
we  will  invest  some  money  in 
telecommunications  and  housing 
businesses. 

Q:  Until  now,  Toyota  has  invested 
on  its  oum  abroad.  Might  that 
cliange? 

A:  I  don't  think  so.  I  think 
Toyota  will  want  to  do  this 
on  its  owTi.  We  don't  really 
join  with  partners.  It's  diffi- 
cult for  us  to  join  various  cu 
tures  and  customs. 


Q:  Do  you  still  believe  it  is 
important  for  Toyota  to  havi 
a  4-0%  share  of  Japan's  auto 
market? 

A:  If  we  do  not  have  a  40% 
share,  we  will  have  an  em- 
ployment problem.  We  want 
to  have  40%.  I  don't  think  it| 
would  be  so  difficult  for  Toy- 
ota to  have  a  40%  share,  if 
we  ti"uly  used  our  strength 
and  provided  more  dealer  in- 
centives. But  since  that 
might  huit  the  conditions  of 
the  entu'e  market,  we  are  nc 
doing  that. 


I 


Chrysler  to  be  a  se- 
rious threat? 


OKUDA'S  PUN 


"We  can  find  growth 
in  China  or  Eastern 
Europe.  We  only 
have  a  3%  share  in 
Europe.  We  can 
increase  that" 


A:  Not  really.  We 
compete  in  different 
segments  of  the  auto 
market.  Mercedes- 
Benz  doesn't  sell 
that  many  cars.  It 
has  merged  with 
Chrysler,  which 

makes  mostly  full-size  vehicles  in  a 
segment  of  the  market  which  Toyota 
does  not  compete  in  that  much. 

Q:  How  do  you  think  you  can  best 

iise  your  cash  reserves? 

A:  Of  course,  we'll  use  some  of  that 


Q:  How  do  you  plan  to  re- 
gain the  market  share  you 
have  lost  to  Honda? 
A:  I  don't  think  we  lost  sha 
to  Honda.  When  Honda  and 
other  Japanese  companies 
started  to  make  one  after  ai 
other  recreational  vehicle, 
Toyota  did  not  make  any 
model  changes.  That's  why 
they  were  able  to  take  our 
share.  But  it  was  not  Honda 
especially.  From  now  on, 
there  will  be  a  large,  con- 
fused battle  in  recreational 
vehicles.  We  will  launch  foui 
or  five  recreational  vehicles 
this  year. 


Q:  Will  Toyota's  exports  increase 
worldwide  by  17%  again  this  year? 
A:  In  total,  yes.  But  exports  to  the 
U.  S.  will  not  increase.  There,  we 
have  enough  production  capacity.  W, 
don't  need  to  export  more. 


Libby  Cherrington 

Zertified  Financial  Planner 


How  do  you 
give  them 
more  than 
memories? 

It  should  be  a  simple  thing; 
leaving  your  assets  to  the 
people  you  care  for  the 
most.  But  without  careful 
planning,  good  intentions 
may  not  be  enough. 

At  American  Express 
Financial  Advisors,  we 
can  explain  issues  such 
as  the  need  for  a  will  and 
how  to  avoid  unnecessary 
estate  taxes.  So  you  get 
the  expertise  and  insight 
you  need  to  make  smarter 
decisions  and  take  control 
of  your  future. 

Call  l-800-GET-ADVICE 
and  own  your  world. 

www.americanexpress.com/advisors 


Financial 
Advisors 


International  Business 


TRUSTBUSTERS 


NO  MONOPOLIES,  PLEASE 
-WE'RE  EUROPEAN 

The  EU's  antitrust  czar  takes  a  hard-line  approach  to  high  tech 


pions  and  new-style,  Microsoft-tj-'pe  mo- 
nopolies from  throttling  competition. 
And  in  March,  he  won  the  right  to  in- 
vestigate deals  involving  companies  with 
European  sales  as  low  as  $23  million, 
do\\i\  from  $227  million  previously. 

But  critics  say  his  campaign  could 
slow  development  of  the  Infomiation 
Superhighway.  Consider  the  blocked 
Bertelsmann-Kirch  alliance.  It  would 
have  given  the  two  companies  a  mo- 
nopoly in  GeiTnany's  digital-TV  business. 
It  would  also  have  reinforced  their  pait- 
ner  Deutsche  Telekom's  domination  of 
German  cable-TV  networks.  Yet  with- 
out the  deal.  German  consumers  could 


It  was  high  courtroom  drama.  At 
stake  was  WorldCom  Inc.'s  proposed 
$37  bilhon  takeover  of  MCi  and  the 
new  telecom  giant's  control  over  cyber- 
space. Vint  Ceif,  the  Internet's  sphitual 
father,  testified.  Scores  of  liigh-powered 
lawj'ers  made  theatrical  presentations. 
"It  was  like  Peny  Mason,"  recalls  one 
lawyer  in  attendance  on  May  23-24.  "We 
were  deciding  the  entu-e  futiu'e  regnla- 
toiy  framework  for  the  Internet." 

The  historic  hearing  before  a  Eiu'o- 
pean  Commission  committee  in  Brus- 
sels resulted  in  MCi  Communications 
Coi-p.'s  annoimcement  on  May  28  that  it 
intended  to  sell  its  Internet  connection 
business  to  Britain's  Cable  & 
Wireless  PLC  for  $625  million. 
Just  the  day  before,  the  Commis- 
sion torpedoed  the  proposed 
merger  of  Germany's  Bertels- 
mann and  Kirch  Group  digital- 
television  divisions.  Both  cases  il- 
lustrate the  latest  crusade  of 
European  antitrust  czar  Karel 
van  Mieit.  After  staking  his  ca- 
reer on  opening  up  Eiu-ope's  tele- 
com markets,  he  is  now  hell-bent 
on  slowing  consohdation  to  make 
sure  that  fast-evolving  technolo- 
gies don't  wind  up  in  the  hands 
of  just  one  or  two  players. 

Expect  a  long,  bloody  battle 
that  will  do  much  to  shape  Eu- 
rope's high-tech  future — and  by 
extension,  the  world's.  The  same 
cables  and  satellites  that  deliver 
digital-T\^  pictui'es  ai'e  being  read- 
ied to  cany  traditional  telephone 
calls  as  well  as  Internet  traffic. 
Van  Miert  wants  to  keep  both 
old-style  national  Eui'opean  cham- 


TINY  GOLIATHS 

The  trustbusters 
have  a  long  reach 
Van  Miert  recently 
won  the  right  to  investigate  companies  with 
European  sales  as  low  as  $23  million 


VAN  MIERT:  Hell-bent  on  slowing  consolidation 


wait  years  before  they  get  any  digit - 
TV  service  at  all.  Bertelsmann,  Kir', 
and  Deutsche  Telekom  all  say  that  ) 
single  company  can  afford  the  billions  f 
Deutschemarks  needed  to  build  t? 
infrastinctm'e. 

Several  big  upcoming  cases  will  t^: 
van  Miert 's  balancing  skills.  He  is  sc; 
tinizing  British  Sky  Broadcasting's  p 
posed  digital-TV  alliance  with  Brit  _ 
Ttelecommunications  PLC.  A  go-ahea(' 
expected,  because  unlike  Deutsi 
Telekom  in  Germany,  British  TeleC' 
doesn't  dominate  its  countiy's  cable- 
and  has  announced  that  it  will  sell  ■ 
cable  franchises.  In  Spain,  though,  \ 
Miert  will  block  an  attempt  by  Te 
fdnica  and  France's  Canal  Plus  to  i  - 
nopolize  digital  pay  football  broadca^ 
And  he  soon  could  introduce  new  Eu 
pean  legislation  requiring  teleph^ 
operators  to  spin  off  then*  cable-T\'  bi 
ness  into  separate  subsidiaries,  p  • 
venting  them  from  using  phone  pro 
to  subsidize  their  cable  investments. 
Maintaining  competition  on  the 
ternet  presents  an  equally  trie 
challenge.  Van  Miert  recenv 
forced  Microsoft  Coi-p.  to  looii 
2o  marketing  contracts  with  1- 
ropean  Internet  senice  provid'^ 
such  as  France  Telecom, 
wants  to  ensure  that  Netscde 
and  other  browser  companies  t 
a  fail'  chance.  Microsoft's  Expl- 
er  softwai'e  now  tops  50%  mailt 
share  in  most  of  Eui'ope,  abt 
its  40%  worldwide  average. 
TERRIBLE  TWO.  He  also  has  t 
en  a  tough  line  on  the  Woi 
Com-MCi  deal.  He  calculated  t 
together,  the  two  compan 
would  control  45%  to  65%  of 
tal  Internet  traffic.  MCi's  sell 
of  its  Internet  business  could 
enough  to  get  van  Miert  to 
prove  the  merger.  In  theon 
should  bring  the  new  compa; 
Internet  market  share  un 
40%,  the  cutoff  for  legal  vedm. 

But  van  Miert  could  still  vc 
the  deal.  Other  telecom  operai 
would  like  to  see  WorldCom^ 
vest  its  more  autonomous  uuH 
Internet  business.  And  a  h;  l 
line  approach  is  getting  supj 
from  the  U.S.  "The  Eui'opeii 
and  Americans  see  pretty  m:h 
eye-to-eye  on  regulating  the 
new  technologies,"  says  hJt 
Sinan  of  Brassels  law^  fij-m  ii"- 
gan,  Lewis  &  Bockius.  If  he's  right,  fV- 
body  who  hopes  to  make  a  bundle*)' 
merging  telephones,  TV,  and  the  Ini" 
net  had  better  look  both  ways. 

By  William  Echikson  hi  Brus 


I  ,^      At  the  GTE  WHOLESALE  SERVICES  DIVISION,  our  goal  is  to  provide 
innovative  communications  solutions  to  businesses  within  the  communications  industry. 
Whether  it  involves  network  management,  network  capacity,  or  resale  services,  we  have  an 
intimate  understanding  of  the  problems  these  companies  face.  And  the  experience  and 
xpertise  to  solve  them.  We  begin  by  establishing  a  relationship  with  customers  based  on  open 
ommunication  and  an  understanding  of  their  business,  which  allows  us  to  focus  squarely  on  their  needs, 
hen  we  look  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

Some  time  ago,  an  ISP 


"OUR  INTERNET 
ACCESS  SERVICE 
NEEDED  MORE 
CAPACITY.  AND  WE 
NEEDED  IT  FAST." 


"backbone"  provider  faced  a  major 
dile  mma:  Customer  demand  for  Internet 
capacity  had  outstripped  their  ability  to 
provide  it.  They  needed  to  build  more 
and  quickly-  That's  when  they  called  in 
GTE  Network  Services  Wholesale 
Division.  Partnering  closely  with  the  ISP, 
we  introduced  them  to  a  new  networking 
configuration  called  CyberPOP  .  Instead 
of  the  traditional  method  of  routing 
ISDN  lines  through  multiple  points,  this 
system  employs  a  trunkside  connection 
that  permits  the  equipment  to  be  located 
in  existing  GTE  switching  centers,  which 
in  turn  allows  capacity  to  be  added  much 
more  rapidly.  Over  the  next  two  years, 
in  fact,  the  rate  at  which  we  installed 
cuitry  for  this  provider  went  from  1,000  ports  a  month  to  more  than  twelve  times  that.  This 

far  exceeded  their  expectations,  enabling  them  to  increase  their  business  and  coverage 
Oortunities  very  rapidly. 

If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call 
!  Wholesale  Services  Division  of  GTE  at  1-888-483-9594.  or  contact  us  on  the  Internet  at 
"w.gte.com/Wmkts.  We're  quick.  We're  cost-competitive.  And  best  of  all,  we're  flexible. 
1  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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Shower  in  our  lounge. 


Feeling  refreshed.  It's  not  a  luxury  you'd  associate 
with  business  travel.  But  we've  decided  to  change  that, 
f  )  As  part  of  our  new  First  and  Business  Class  service, 
(  )     we've  put  showers  in  our  airport  lounges  in  Frankfurt, 
Munich,  Dusseldorf  and  New  York  (JFK).  So  now, 
business  travel  is  significantly  more  comfortable. 
And  more  comfortable  travel  is  what  people  count 
on  when  they  fly  Lufthansa. 


STAR  ALLIANCE 

Tlu-  airliiH  network  hir  Earth 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you  can  accrue 
or  redeem  miles  in  either  Lufthansa  Miles  &  More"  or  United  Mileage  Plus'f 
in  accordance  with  the  terms  and  conditions  of  the  programs. 
www.lufthansa-usa.com 


ternational  Outlook 


i  TED  BY  JOHN  TEMPLEMAN 


IISSION  IMPROBABLE: 

ECLAWING  THE  NEW  NUCLEAR  TIGERS 

an  President  Bill  Clinton  stop  the 
weapons?  Bomb  tests  by  India  and 


spread  of  nuclear 
Pakistan  in  May 
could  set  off  a  nuclear  arms  race  in  high-tension  regions 
]  I  Kashmir  to  the  Middle  East.  Nearly  80  nations  have 
)  ed  Washington  in  condemning  the  tests.  But  so  far,  nei- 
J  the  U.  S.  nor  the  world's  four  other  declared  nuclear- 
\  wn  states — Russia,  China,  Britain,  and  France — have 
c  I  a  viable  plan  to  stop  ftulher  proliferation.  "People  are 
M  jf  ideas  at  this  point,"  frets  Brace  G.  r 
I  :  an  arms-control  expert  at  Washing- 
(   Brookings  Institution. 

le  risk  of  a  conf! agination  on  the  Indian  ^; 
I  jntinent  is  worrisome  enough.  Pakistan  f 
1  [ndia  have  fought  three  wai's  since  gain-  ' 
n  ndependence  in  1947.  India,  too,  has  a 
.  -mile  ft'ontier  with  China,  which  it  has 

0  it  once.  But  links  between  Pakistan 
r  he  Muslim  world  raise  an  even  scarier 

1  >ect  of  nuclearization  of  the  Middle 
]  .  Israel  is  believed  to  have  nuclear 
I'  ons.  Both  Iran  and  Iraq  have  tried  for 
£  to  develop  them.  Now,  Pakistan's  tests 
1  put  Iran  closer. 

leed,  Iran's  Foreign  Minister,  Kamal 
3  iai,  was  one  of  the  first  foreign  visitors 
)  Idstan  after  the  tests.  Although  Khai^zai 
!:  ailed  for  restraint  and  efforts  to  reduce  IN  LAHORE: 
11,  his  main  message  couldn't  have  been 
•-.  "MusUms  now  feel  Pakistan's  nuclear  capability  could 
I  role  of  deteirence  to  Israel's  nuclear  capability." 
ft  1AND.  Israel  has  campaigned  hai'd  to  thwart  any  buildup 
ii"s  militaiy  capabilities.  It  has,  for  instance,  lobbied  Wash- 
I  to  lean  on  Moscow  to  halt  transfer  of  Russian  missile 
n  how  and  paits  to  Tehi-an.  But  Israeli  officials  say  they 
:c  can  may  cook  up  a  deal  with  Pakistan  under  wliich,  in  re- 
u  or  nucleai"  technology,  it  provides  financial  help  to  a  fellow 
[i  n  countiy  hobbled  by  threatened  U.  S.  sanctions. 


Washington  has  few  cards  to  play.  After  months  of  wi-an- 
gling  with  Europe  over  unilateral  sanctions  against  Iran  and 
Cuba,  the  Clinton  Administration  isn't  even  going  to  ask  allies 
to  block  aid  to  India  and  Pakistan.  It  hasn't  much  choice,  any- 
way. European  bankers  are  already  knocking  at  doors  in  In- 
dia vrith  offers  to  replace  any  U.  S.  banks  that  pull  out  of 
deals  because  of  sanctions. 

Certainly,  neither  India  nor  Pakistan  is  ranning  scai-ed.  On 
Jun.  1,  India  announced  a  14%  rise  in  de- 
fense spending  and  a  61%  rise,  to  $340  mil- 
lion, in  atomic  research.  Pakistan  has  offers 
of  aid  from  its  Muslim  neighbors.  Besides, 
severe  sanctions  would  cripple  U.  S.-spon- 
sored  efforts  to  control  exports  of  illegal 
drugs — a  $15  billion-a-year  trade,  a  tenth 
of  which  passes  through  Pakistan. 

For  now,  the  U.  S.  is  seai'ching  for  can'ots 
to  spui"  good  behavior  Some  analysts  suggest 
selling  conventional  weapons,  including  F-16 
fighters,  whose  transfer  to  Pakistan  is 
blocked  by  Congress.  Others  argue  that  the 
Big  Five  weapons  states  should  now  treat 
India  and  Pakistan  as  equals.  To  lower  the 
risk  of  filing  nukes,  the  Big  Five  could  agree 
to  remove  guidance  systems  or  warheads 
from  theu-  missiles  if  India  and  Pakistan  do 
the  same.  Surprisingly,  the  Pentagon  is 
studying  a  similar  scheme  for  disarming 
nukes,  says  Brookings'  Blair.  Such  measui-es  could  also  i-educe 
the  threat  posed  by  Russia's  poor  control  of  its  arsenal. 

But  with  emotions  ranning  so  high,  it's  far  fi-om  clear  that 
India  and  Pakistan  would  go  along.  Even  if  the  U.  S.  can 
move  other  nuclear  states  to  agi'ee  on  what  they  want  to 
achieve,  getting  there  will  require  a  lot  more  diplomatic 
deftness  than  any  countiy  has  shown  so  far. 

By  Stan  Crock  in  Washington,  Shahid-ur-Rehman  in 
hla))iabnd.  and  Manjeef  Kripalani  in  Bombay 


Anti-India  protest 


LOBALWRAPUP 


TERN  GERMAN  IPO 

impleting  its  transformation  from 
Timunist  dinosaur,  Jena-based 
iptik  is  getting  a  Frankfurt  Borse 
ig  on  June  16.  The  German  high- 
company,  which  makes  optical 
laser  equipment,  is  selhng  61%  of 
Glares  in  an  initial  public  offering 
ise  about  $430  million — the 
;st  ever  by  a  company  from  the 
er  East  Germany, 
lief  Executive  Lothai"  Spath,  erst- 
prune  minister  of  the  westera 
of  Baden-Wiirttemberg,  turned 


Jenoptik  round  by  buying  healthy  com-  Minister  who  ran  a  campaign  advocat- 


panies,  many  in  the  west.  The 
makeover  cost  Gennan  taxpayers  a 
whopping  $2  billion.  The  gi-oup  now 
employs  fewei-  than  7,000  workers, 
only  30%  of  them  in  Jena,  versus 
27,000  in  its  heyday. 

COLOMBIA  VOTES  AGAIN 

►  Colombians  will  vote  again  on  June 
21  in  a  runoff  for  the  presidency.  Lib- 
eral Party  candidate  Horacio  Serpa  is 
pitted  against  Conservative  Party 
hopeful  Andres  Pastrana.  Indepen- 
dent Noemf  Sam'n,  a  former  Foreign 


ing  a  cleanup  of  Colombia's  notorious- 
ly corrupt  political  system,  received 
27%  of  the  votes  but  came  third  and 
was  eliminated. 

The  vrinner  faces  a  sea  of  problems. 
Colombia  needs  to  I'ebuild  relations 
vrith  the  U.  S.,  badly  strained  by  alle- 
gations that  outgoing  President 
Ernesto  Samper  took  campaign  finance 
funds  fi'om  drag  barons.  Besides,  a 
new  government  must  prane  the  $3.6 
billion  budget  deficit,  about  4%  of  the 
economy,  and  resume  peace  negotia- 
tions with  entrenched  guen'illas. 
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A  small  bi 
printers  and  n 
Soon  you'll 


When  your  people  can  access  and  share  information,  your 
business  is  going  to  run  more  efficiently  and  more  intelligently. 

Microsoft  BackOffice  Small  Business  Server  connects 
everyone  to  everyone  and  everyone  to  everything  from  one 
central,  secure  place,  it  lets  you  control  sensitive  data  like 
payroll  and  performance  reviews.  And  it  lets  your  employees 
immediately  access  important  information,  like  status 
updates  on  orders  and  past  purchases,  so  they  can  service 
your  customers  better  from  the  office  or  on  the  road.  They 
can  even  share  files  without  sharing  floppies  so  there  are 
fewer  obstacles  to  getting  more  work  done. 

Tying  your  PCs  together  helps  you  make  smarter,  quicker 
business  decisions.  And  our  Small  Business  Server  has  the 
software  you  need  to  set  up  a  network  and  easily  manage  it. 
When  growth  demands  you  add  office  equipment  like 
computers,  printers  and  modems  to  the  server.  Wizards  pop 
up  on  your  computer  screen  and  walk  you  through,  step  by 
step,  using  simple,  everyday  words. 

We'll  send  you  our  free  16-page  small  business  guide  with 
CD-ROM  when  you  call  1-800-60SOURCE.  It's  full  of  relevant, 
pertinent  advice  to  help  you  succeed. 

We  make  software  to  meet  your  small  business  needs.  And 
it  all  starts  with  Windows .  Everything  fits  seamlessly  together 
to  form  a  digital  nervous  system  so  your  business  is  ready, 
willing  and  able  to  deal  with  what's  around  the  corner. 

More  teamwork.  More  growth.  More  control. 


Microsoft 


Where  do  you  want  to  go  today? 

www.microsoft.com 


Sports  Business 


PRO  FOOTBALL 


A  LEAGUE 

OF  THEIR  OWN? 

Why  NBC/Turner  football  just  might  score 


Go  ahead.  Laugh.  Hoot.  Chortle. 
Have  a  good,  long  guffaw.  A  new 
pro  football  league?  An  upstart  to 
challenge  the  pigskin  supremacy  of  the 
glitzy,  star-laden  National  Football 
League?  Wliat  are  the  quarterbacks  at 
NBC  and  Tiu-ner  Sports  smoking? 

If  sports  history  has  taught  us  any- 
thing, it's  that  new  pro  leagues  rarely 
last  long.  The  good  ones  usually  fall  vic- 
tim to  soanng  player  payrolls,  second- 
rate  stadiums,  lousy  TV  deals,  and,  in 
the  end,  crushing  fan  apathy.  The  bad 
ones  don't  get  that  far.  The  past  15 
years  alone  have  seen  the  United  States 
Football  League  (usfl),  the  Major  In- 
door Soccer  League,  the  south-of-the- 
border  division  of  the  Canadian  Football 
League,  and  the  Senior  Professional 
Baseball  League  all  head  for  that  big 
stadium  in  the  sky. 

So  when  nbc  and  Tumer  announced 
in  the  middle  of  a  Bulls-Pacers  NBA 
playoff  game  last  month  that  theii-  plans 
for  a  football  league  would  be  revealed 
by  fall,  the  temptation  was  to  pronounce 
the  venture  dead  on  arrival.  Such 
schemes  have  been  in  the  air  since  the 
two  were  left  out  of  the  nfl's  massive 
$17.6  billion,  eight-year  TV  deal  in  Jan- 
uary. Still,  with  veterans  Dick  Ebersol, 
president  of  NRC  Sports,  and  Harvey 
Schiller,  president  of  Turner  Sports, 
leading  the  effort,  there  is  reason  to 
take  a  time-out  ft'om  the  smii'king. 

HISTORY  LESSON 
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What  would  another  league 
have  going  for  it?  nbc  and  Turn- 
er aren't  talking,  but  several  obsei-va- 
tions  can  be  made.  The  league  would 
have  a  dandy  TV  deal.  As  the  league's 
owners  as  well  as  its  broadcast  part- 
ners, NBC  and  Tiu'ner  would  have  eveiy 
reason  to  invest  heavily.  That  would 
mean  big-time  announcers  and  glitzy 
production.  And  both  could  promote  the 
league  all  over  their  ah-ways.  One  rea- 
son that  the  usfl  folded  was  that  abc 
lost  interest  and  cut  back  on  the  hype. 
HUNGRY?  Another  potentially  promising 
feature  would  be  the  centralized  own- 
ership stmcture.  From  what  is  known, 
the  networks  would  control  all  franchis- 
es, though  some  local  investoi-s  might  be 
permitted  to  buy  in.  That  could  lend 
the  league  stability.  Instead  of  10  or  12 
owners  bidding  up  salanes  and  driving 
clubs  into  the  red — as  happened  with 
the  USFL — players  could  be  assigned  to 
teams  that  need  them  most.  Such  a  sys- 
tem would  also  help  avoid  the  bane  of 
pro  sports:  imbalance  between  big-mar- 
ket and  small-market  teams. 

Wliere  would  the  players  come  from? 
One  plan  favored  by  some  football  and 
marketing  execs  would  be  to  hire  hun- 
giy  athletes  wilhng  to  cnmch  bones  for, 
say,  .$60,000  a  season  to  fill  out  10  teams. 
That  would  leave  room  at  the  top  of 
each  roster  for  two  or  three  pricey  mai'- 
quee  players  to  draw  fans.  "It  may  be  a 
great  home  for  older 
vets,"    says  agent 
Leigh  Steinberg.  "It 
also  could  be  an  op- 
portunity for  talented 
players  who  because 
of  luck   or  circum- 
stances didn't  make 
NFL  rosters." 

Finding  suitable 
stadiums  in  the  fall 
would  be  tricky,  how- 
ever. Several  major 
cities  abandoned  by 
the  NFL  have  large  fa- 
cilities available — Los 
Angeles  and  Houston 
among  them.  But  in 
some  cities,  the  new 


Failed  after  three  seasons 

Failed  m  U.S.,  still  active 
as  NFL  in  Europe 

Failed  after  two  seasons 


TURNER  AND  NBC:  Deep 
pockets  and  free  time 


league  might  find  itself  playing  in  u  i 
taiian  college  stadiums.  Plenty  of  st; 
ums  would  love  to  have  tenants  in 
off-season,  though,  and  that's  anot 
reason  a  spring  league  seems  m  t 
doable.  "If  it's  done  right,  I  do  beli 
there's  an  opportunity  for  a  seer 
league,"  says  Chet  Simmons,  the  f 
commissioner  of  the  ill-fated  USFL.  <■ 
advice:  Don't  even  think  of  a  seasoi 
the  fall.  Play  in  the  spring,  when  fi 
ball  nuts  are  just  getting  antsy. 

Not  everyone  is  so  sanguine. 
Bill  Etling,  spokesman  for  sports  me 
sponsor  Anheusei'-Busch  Cos.:  "At  ' 
point,  it's  too  early  to  tell  what  t 
might  do.  We'll  just  wait  and  see."  M 
foi-mer  CBS  Sports  Pi-esident  Neal  Pii^n 
is  even  less  upbeat:  "I'd  say  there'sJo 
better  than  a  40%  chance  they'll  del" 
Wonder  if  he's  counting  a  wild  Cfd 
named  Ted  Tiu-ner.  | 
Bij  Mark  Hijman  in  Baltin 
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Social  Issues 


HEALTH  CARE 


THE  HEALERS' 
REVENGE 

Doctors  and  hospitals  begin  to  wrest  control  from  HMOs 


Across  the  seven  Ohio  counties  that 
encircle  Cleveland  along  Lake 
Erie,  the  future  of  American 
health  care  is  unfolding  at  full  tilt. 
Even  the  smallest  community  hospitals 
are  erecting  opei'ating  rooms,  cancer 
wards,  and  outpatient  buildings.  Doc- 
tors are  flocking  to  gleaming  family  clin- 
ics located  like  so  many  Burger  Kings 
neai"  highway  exits  and  shopping  malls. 

It  is  not  an  exercise  in  medical  mod- 
eration. The  big,  cash-rich  health-care 
conglomerates  in  town,  Clevelantl  Clinic 
Foundation  and  University  Hospitals, 
have  spent  heavily  over  two  years  to 
seize  command  of  the  region's  2.8  million 
residents.  They  have  accjuired  or  affili- 
ated with  dozens  of  smaller  hospitals 
and  hundreds  of  physicians,  creating 
soup-to-nuts  megachains  with  nursing 
homes  and  rehab  centere.  And  it's  work- 
ing: Patients  are  aniving  in  droves. 
"MAJOR  SHAKE-UP."  Tliis  is  the  healers' 
revenge,  the  reaction  to  managed  care's 
decade  of  hegemony  over  the  nation's  .$1 
trillion  health  system.  In  Cleveland  and 
dozens  of  other  markets,  doctore  and  hos- 
pitals are  winning  the  power  to  call  the 
shots  with  insurers,  take  control  of  med- 
ical decision-making,  and,  possibly,  make 
care  bettei-.  "The  industiy  is  headed  to- 
ward a  major  shake-up  in  the  next  three 
to  five  years,"  says  Drew  E.  Altman, 
president  of  the  Henry  J.  Kaiser  Family 
Foundation,  a  health  study  gr'oup. 

The  emerging  medical  powers  don't 
all  look  like  Clevelands'.  Some  are  or- 
ganized around  big  hospitals,  others 
dominated  by  doctors  or  so-called  physi- 
cian practice  management  companies. 
Different  structures  are  evolving  to  fit 
each  local  or  regional  market.  Most, 
though,  derive  economic  clout  fr'om  the 
same  phenomenon — the  decade  of  pan- 
icked consolidation  that  has  doubled,  to 
more  than  half,  the  proportion  of  physi- 
cians employed  by  health-care  entities. 
As  they  leave  solo  practices  and  small 
pailnerships  to  join  larger  combinations. 


says  Burlington  (Mass.)-based  consul- 
tant Jayne  Oliva,  doctors  "are  getting 
the  chutzpah  and  organization  to  dic- 
tate terms." 

In  the  face  of  such  strength,  man- 
aged-care insurers'  old  arsenal  has  lost 
its  pop.  HMos'  shock  treatment  was  cru- 
cial to  shrinking  the  bloated  system, 
helping  to  slow  health-spending  gi'owth 
to  4.4%  in  1996  from  12.2%  in  1990.  But 
that  therapy  depended  mostly  on  hold- 
ing down  payments  to  doctors  and  hos- 
pitals, rather  than  on  actually  stream- 
lining medical  processes.  Now,  payments 
are  heading  up  again,  and  hmos'  recent 
efforts  to  micromanage  care  have  yield- 
ed slim  savings — sei-ving  mainly  to  an- 
tagonize consumers  and  legislators. 
"Tliey  haven't  been  able  to  attain  the  ef- 
ficiencies they  expected,"  says  Woodrin 
Grossman,  a  Price  Waterhouse  partner. 

The  shift  in  power  is  playing  out  in 
myriad  ways.  In  Utah,  PacifiCare 
Health  Systems,  an  insui'er  covering  3.8 
million  patients  in  10  states,  has  lost 
millions  tr\ing  to  win  patients  from  In- 
termountain  Health  Care,  a  nonprofit 
web  of  physicians  and  hospitals.  Penn 
State  Geisinger  Health  System  has 
fended  off  managed-care  insurers  in 
eastern  Pennsylvania  by  linking  its  own 
HMO  to  a  netwoi'k  of  nn'al  physicians.  In 
the  New  York  region,  many  doctors 
have  reftised  to  sign  new  contracts  from 
Aetna  us  Healthcare  that  would  lower 
payments  and  I'estrict  autonomy. 

As  a  result,  managed-care  profits 
have  soured  quarter  after  quarter,  with 
average  pretax  operating  margins  slip- 
ping to  3%  last  year,  from  8%  in  1994. 
So  insurei's  are  retreating.  Their  HMOs 


and  related  plans  have  become  "\ 
much  transitional  stinctures,"  says' 
David  Lawi'ence,  chairman  and  CEi 
Kaiser  Foundation  Health  Plan,  the  a 
tion's  largest  HMO.  Many  are  gi'adti. 
abandoning  attempts  to  actively  rji 
age  cai'e  anrl  financial  risk.  Instead, 
are  contenting  themselves  with  n| 
predictable — but  smaller — profits  i 
mai'keting  and  administration,  a  ti 


As  they  band  together,  "doctors  are  getting 
the  chutzpah  and  organization  to  dictate 
terms,"  says  one  consultant 


alt 
ty 
;!«( 

I 'I of: 


■educes  the  role  and  value-added 
laged-care  plans,"  says  Paul  B. 
irg,  president  of  the  Center  for 
ng  Health  System  Change, 
y  HMOS  don't  yet  acknowledge 
mge.  "I  don't  know  of  a  shift  in 
at  all,"  says  William  W.  McGuii-e, 
/sician  chairman  and  ceo  of  giant 
Healthcare  Coi-p.,  one  of  the  few 
ealthy  insurers.  "You've  seen  hos- 
ly  to  dominate,  buying  other  hos- 
ind  doctors'  gi'oups.  They've  in- 
y  failed."  Says  Mark  Banks, 
nt  of  Blue  Cross  &  Blue  Shield 
lesota:  "Very  few  provider  orga- 
is  have  developed  the  key  skill 
challenge  health  plans." 
'  ainly,  HMOs  aren't  going  to  dis- 


PHYSICIANS 


As  they  shift  from 
solo  practices  to 
salaried  positions, 
many  doctors  like 
the  stability 


appear.  Some  provider 
gi'oups — notably  MedPart- 
ners  Inc.,  a  Birmingham 
(Ala.)-based  national  con- 
sortium of  doctors — have 
hit  cost  ciunches  and  suf- 
fei"ed  losses.  And  insurers, 
too,  are  consolidating  to 
gain  share  in  local  mai'kets. 
On  May  28,  United  Healthcare  an- 
nounced it  would  pay  $5.4  billion  for 
Humana  Inc.,  creating  the  largest  U.  S. 
managed-care  company  with  new  power 
in  the  Southeast  and  Midwest.  Similarly, 
Aetna  Inc.  will  build  up  in  key  eastern 
markets  with  its  pending  $1  billion  piu"- 
chase  of  New  York  Life  Insui'ance  Co.'s 
NYLCai'e  unit. 


But  at  the  same  time,  in- 
surers are  ceding  control 
through  various  arrange- 
ments that  pass  off  insur- 
ance risk.  Some  mecha- 
nisms, known  as  capitation, 
pay  providers — that  is,  doc- 
tors and  hospitals — flat  fees 
to  handle  part  or  all  of  a 
patient's  care,  regardless  of  the  treat- 
ment actually  needed.  Other  deals  al- 
low providers  and  insurers  to  set  per- 
centages of  the  overall  premium. 

In  such  contracts,  providers  take  on 
financial  exposure  but  also  the  opportu- 
nity for  profit;  if  they  can  manage  care 
for  less  than  the  budgeted  payment, 
they  reap  more  of  the  gains.  Many 
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Hiios.  unable  to  control  medical  costs 
but  under  pressui'e  to  deliver  employei's 
ever  lower  prices,  ai-e  agi-eeing  to  such 
schemes.  Risk-sharing  accounted  for 
31%  of  all  HMO  contracts  with  pro\'idei-s 
last  year,  up  from  25%  in  1996,  accord- 
ing to  Deloitte  &  Touche. 

What  providers  do  with  their  re- 
newed autonomy  will  be  cincial  to  the 
quality  and  cost  of  health  cai-e.  In  the 
best  of  worlds,  lisk-shaiing  will  motivate 
them  to  lift  productivity.  Physician 
groups  in  California,  for  example,  are 
reporting  huge  savings  from  efficient 
case  management,  streamlined  refen*als, 
and  specialized  clinics.  Doctors  ai'e  paid 
for  perfoiTnance,  based  mostly  on  quali- 
ty measures  and  patient  feedback.  At 
five  such  gi-oups  studied  by  LawTence 
Casahno  of  Stanford  Univereity,  patients 
spent  one-third  fewer  days  in  hospitals 
than  the  California  average.  Physicians 
"can  allocate  premiuni  revenue  to  where 
it's  best  spent,"  Casalino  says. 

Few  pro\iders  elsewhere  are  so  ad- 
vanced. And  lacking  such 
sophistication,  newly  em- 
powered doctor-hospital 
combos  may  end  up  spark- 
ing a  resurgence  in  med- 
ical inflation  with  over- 
building, duplication  of 
senices,  and  higher  prices 
■without  productivity  im- 
provements. That  prospect  wonies  some 
employers.  "I  would  encoui'age  eveiy- 
body  not  to  shoot  managed  care  dead," 
says  J.  Randall  McDonald,  executive 
vice-president  at  gte  Coi-p.  "The  alter- 
native is  veiy  conceiTiing." 

On  the  other  hand,  companies  are 
equally  concenied  about  hmos'  ability 
to  hold  the  line  on  costs.  After  four 
years  of  stability,  large  employers" 
health  insurance  bills  rose  by  5%^  this 
year  and  probably  will  jump  more  in 
1999.  In  the  short  tenn,  that's  good  for 
health  insurers'  rickety  margins.  But 
coipoi-ate  piu'chasei's  ai'en't  pleased.  In  a 
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In  Cleveland,  Parker 
Hannifin  cut  costs 
20%  by  negotiating 
directly  ^\1th  doctors 
and  hospitals 


survey  this  year  by  the 
Washington  Business  Group 
on  Health  and  Watson  Wy- 
att  Worldwide,  employers 
predicted  their  health  costs 
would  rise  an  annual  aver- 
age of  7.5%  over  the  next 
two  to  thi'ee  yea'.-s;  half  said 
they  would  respond  to  ris- 
ing costs  by  switching  insurers. 

Indeed,  some  companies  already  are 
mo\ing  away  fi'om  traditional  insui'ers. 
In  the  past  two  yeai's.  Motorola  Inc. 
has  halved  the  number  of  employees  in 
HMOS  and  moved  most  into  a  practition- 
er network  designed  by  Private  Health- 
cai'e  Systems  Ltd.  in  \\'altham.  ^lass. 
PHs  does  the  contracting,  but  ^lotorola 
administers  its  own  claims.  In  Cleve- 
land, Parker  Hannifin  Corp.  lowered 
costs  20%:  by  negotiating  directly  with 
doctors  and  hospitals.  "We  talked  to  the 
plans,  but  we  deteiTnined  that  for  what 
we  would  pay  those  folks,  we  could  tiy 


it  ourselves,"  s; 
Thomas  S.  Roos,  e 
foiTner  Pai'ker  e>5- 
utive  who  de\i  i 
the  strategy-. 

Such  schei 
were  largely 
thinkable  even 
years    ago,  \\\ 
HMOS  loomed  ovt 
cost-driven  hei 
system.  Mana 
care  thiived  by 
ating  fixed  netw- 
of  doctors  and  ! 
pitals  that  agreec^ 
discount  rates 
'  discipline  redu 

employers"  he; 
costs  by  up  to  2 
And  HMOS  helped 
tionalize  the  wi 
complex  system. 

As  Americ 
flooded    into  s 
though,  the  early  n 
el  began  to  break  down.  Patients 
employei-s,  especially  outside  Cahfo: 
where  hmos  were  entrenched  and 
accepted,  pressed  insurers  to  e 
pro\ider  rostei-s.  Insui-ers  found  it  I 
to  manage  expenses  and  data  in 
lai'ger  networks,  ^^'orse,  competing 
networks  came  to  look  ahke,  with  p' 
shaiing  up  to  80%  of  theu-  physid 
With  little  to  differentiate  themsel 
insurei*s  stan'ed  for  mai'ket  share 
forced  to  compete  on  price. 
BACKLASH.  Insurers  ah'eady  have  t 
the  quick  fix — liaising  premiums.  The 
likely  to  keep  pm-suing  mergei-s,  thcd 
attempts  to  create  dominant  "natio' 
organizations  haven"t  hved  up  to  e 
billing.  Aetna,  PacifiCare,  Minne 
Blue  Cross,  and  Cleveland"s  Medical 
tual  of  Ohio  are  inking  long-term  u 
tracts  with  pro\iders,  aiming  to  n< 
medical  expenses  more  predictable. 
Such  strategies,  though,  are  liir,- 


plans  in  the  "90s 


HMOs  CONVERTED 
THE  MASSES... 


HMO  MEMBERSHIP 


...AND  HELPED 
BEAT  INFLATIO.i 


NATIONAL  HEALTH  EXPENDITURES 


...BUT  THEY  CAN'T 
MAKE  MUCH  MONEY 


AVERAGE  HMO  OPERATING  MARGIN 


'90  '91  '92  '93 
▲  MItLIONS  OF  DOtLARS 


'90  '91 
▲  PERCENT 

DATA;  SAffFORD  C,  BERNSTEIN  &  CO  ;  SALOMON  SMITH  BARNEY,  HEALTH  CARE  HNANCING  ADMINISTRATION 


Half-Page  FSI 


FulL-Page  FSI 


The  research  results  are  in: 
Pull-page  FSIs  can  grow  your  sales. 


I  li  latest  study  proves  that  if  you  want 


)ve  your  brand  upward,  fuU-page  Free- 
ing Inserts  (FSIs)  out-perform  half-pages, 
t  these  numbers  on  for  size:  In  eight 
5(  ged-goods  categories,  full-page  FSIs 
el  red,  on  average,  47%  higher  redemptions. 


44%  more  new  buyers  and  produced 
50%  greater  incremental  volume. 

To  learn  more,  call  the  FSI  Council  at 
(888)  FSI-0881.  If  you  want  to  build  your 
consumer  base,  full-page  FSIs  should  be 
part  of  your  promotion  family. 


'si@amctec.com 


FSI  Coupons.  Rediscover  what  they're  worth. 


COUNCIL 

OF  NORTH  AMERICA,  INC 


Social  Issues 


by  broad  public  antagonism  that  has 
crystaUized  into  hundreds  of  anti-HMO 
bills,  enacted  or  pending.  Some  states 
mandate  48-hour  hospital  stays  for  new 
moms,  for  example,  or  require  insurers 
to  pay  for  "reasonable"  emergency  room 
care.  In  the  House,  221  representatives 
from  both  parties  have  sponsored  the 
Patient  Access  to  Responsible  Care  Act, 
which,  among  other  things,  would  allow 
patients  to  sue  health  plans  for  med- 
ical malpractice. 

PROMISE  AND  PITFALLS.  Such  antipathy 
indicates  Americans  prefer  that  providei-s 
mn  the  show.  What  would  that  mean  in 
practice?  There's  no  single  answer.  Physi- 
cian and  hospital  organizations  ai'e  evolv- 
ing in  stai'kly  diffei'ent  ways  from  one 
town  or  region  to  the  next.  The  Mai'sh- 
field  (Wis.)  Clinic  owns  its  own  hmo  that 
steers  patients  to  a  network  of  540  staff 
doctors.  In  Southern  California,  big  doc- 
tor groups  maintain  "virtual"  relation- 
sliips  with  hospitals,  contracting  for  fa- 
cilities and  sei-vices  as  needed. 

Cleveland's  medical  boom,  though  stiU 
nascent,  reflects  some  of  the  promise  of 
this  nationwide  transfoiTnation.  By  ac- 
quiring hospitals  and  physician  gi'oups, 
the  area's  big  medical  centers  have  cre- 
ated massive  feeder  systems  that  boost 


patient  volume  and  help 
retain  business  they  might 
otherwise  lose. 

At  the  same  time,  doc- 
tors and  hospitals  alike 
have  gained  muscle.  Four 
years  ago,  Anita  A.  Bojtas 
gave  up  a  thriving  pedi- 
atrics paitnersliip  because,  she  says,  "as 
health  insui"ance  became  more  complex, 
it  became  harder  for  small  practices  to 
keep  up."  Now,  she's  a  salaried  staffer. 


PATIENTS 


Cleveland-area 
families  get  local 
care  with  access  to 
nearby  experts 


financially  stable  and  re- 
tively  autonomous,  in  tp 
Cleveland  Clinic's  boomi^ 
Independence,  Ohio,  offic 
Meanwhile,  the  benef; 
of  coordinated  care  acri 
the  huge  system  ai'e  eme 
ing.  University  Hospital.- 
hiring  new  staff  and  p 
moting  uniform  care  pal 
to  impi-ove  emergency  s 
vice.  It's  linking  radiolf 
departments,  too.  By  n( 
,\ear,    suburban  Bedft 
Medical  Center  will  be  a 
tu  electronically  delive) 
I  AT  scan  of  a  critically 
jured  patient  to  UH  spec 
ists  in  Cleveland  even 
fore  it  ti'ansfers  the  patic 
Cleveland   Clinic  rota 
specialists  from  downto 
through  all  its  satellite 
fices,  so  subui'ban  patieis 
have  monthly  access  lo 
sports-medicine  experts  i 
audiologists. 
The  object:  To  decentralize  medice 
while  linking  local  providers  with  i- 
phisticated  equipment  and  staff  win  , 
needed.  Chuck  and  DeAnne  Milk; 


IMAGINE  RESPONDING  TO 
CUSTOMERS  WITH  ZERO  PATIENCE. 

In  zero  time. 

CORPpiL 

1  Cai«TI  THJ  tlll-lttri^r  S|L|.|[IIIWIIIt,(  |IH 
1  KSTlllT^MrEIIIIIPIISE 

"HANG  ON  TO  YOUR  HAT  AND  SMASH  YOUR  CRYSTAL  BALL."  Tom  Peters 

It's  not  your  imagination  -  it's  really  happening.  And  it's  called  The  Power  of  Corporate  Kinetics, 
the  first  new  business  model  for  today's  unpredictable  world.  Learn  how  leading  companies  and  people 
everywhere  are  starting  to  become  self-adapting,  self-renewing  and  poised  for  instant  action. 

SIMON  &  SCHUSTER 


MICHAEL  FRADETTE 
Afjo  SIEVE  MICHAUD 


IMPRESSIVE  PERFORMANCE 
CONSERVATIVE  APPROACH 


T.  Rowe  Price  Equity  Income 
Fund  can  help  cushion  your  port- 
foho  against  the  ups  and  downs  of 
the  market  by  investing  in  well- 
estabhshed  companies  that  offer 
strong  dividends  rather  than  capi- 
tal appreciation  potential  alone. 
And,  as  shown  in  the  chart,  this 
fund  has  consistently  outper- 
formed its  peer  group  average.  Of 
course,  past  performance  cannot 
guarantee  future  results. 
No  sales  charges. 

Call  24  iiours  for  your 

INVfiMIHeST  KIT  free  investment  kit 

including  a  prospectus 
1-800-401-5341 

WWW.  trowcpncc.  a  )ni 


How  $10,000  Invested  3/31/88 
Would  Have  Grown  vs.  Competitors' 


I  Equity  Income  Fund 
O  Lippcr  Equity  Income  Funds 
Average 


Irwest  With  Confidence 

TRowePrice 


*36.23%,  20.55%,  and  16.58%  are  the  fund's  averaf^e  annual  total  returns  for  the  I-,  5-.  and  10-year 
periods  ended  .i/31A)8,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distrihutions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  original  purchase.  (Source:  Lipper  Analytical  Services,  Inc  )  Read  the  prospectus  carefully 
before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  [•:iF()-i22.-(y 


Stuttering  Didn't 
Silence  His  Song* 


1-800-992-9392 


Country  music  star  Mel  Tillis  has 
entertained  audiences  around  the 
world.  Mel  still  copes  with 
stuttering,  hut  it  hasn't  kept  him 
trcim  a  highly  successful  career 
as  an  entertainer  and  recording 
artist. 

For  more  information  on  what  you 
i    can  do  about  stuttering,  write  or 
call  us  toll-free. 


Stuttering 
foundation 
OF  America 

A  Nonprufii  Organization 

Since  1947 — Helping  Thoic  W?io  Stuncr 

stuttersfa@aol.conn  •  wvvw.stuHersfa.org 


3100  Walnut  Grove  Road,  Suite  603  •  P.O.  Box  1 1749  •  Memphis,  TN  381  11-0749 


LINKED  CARE 


One  Ohio  group 
links  radiology 
departments 
across  the  network 


5-month-old  scj 
Chaz,  gets  wee! 
ly  blood  tests  f 
severe  anem 
from  his  i 
pediatrician 
Ashtabula,  e 
of  the  city, 
the  doctor  faxes  results  to  a  specialist 
uh's  renowned  Rainbow  Babies  &  Ch 
dren's  Hospital.  When  Chaz's  bloc 
count  ch'ops,  the  Millers  travel  to  Clev 
land  for  a  transfusion.  Eventually,  . 
UH  installs  Rainbow-staffed  satellites 
its  captive  hospitals,  such  procedun 
will  be  done  closer  to  home. 

Pi'omising  as  it  is,  there  are  pitfalls 
this  revolution.  Not  all  physician-hosj 
tal  gi'oups  have  the  expertise  to  talce 
the  financial  risk  inherent  in  capitatio 
analysts  warn.  The  providers'  land-gra 
moreover,  i-isks  creating  new  inefficie 
cies.  Both  Cleveland  institutions  boa 
world-class  organ-transplant  center 
and  Cleveland  Clinic  is  creating  a  ch 
dren's  hospital  to  compete  du-ectly  wii 
Rainbow  Babies  &  Children's  Hospit; 
'All  this  consolidation  is  definitely  i 
the  hospitals'  interests,"  says  Patrick  || 
Casey,  who  heads  the  employer-spoiju 
sored  Health  Action  Council  of  Nortl 
east  Ohio.  "The  question  is:  Is  it  in  oi 
interests  or  in  consumers'?" 

The  decline  of  the  hmo,  in  oth( 
words,  is  no  miracle  cure.  The  erne 
gence  of  powerful  local  providers  wot\ 
easily  rationalize  a  byzantine  health-caJ 
system.  But  closer  to  the  custome 
equipped  v/ith  the  right  informatio: 
and  motivated  to  cooperate,  provide); 
stand  a  good  chance  of  getting  it  righ  \ 
By  Keith  H.  Hammonds  in  Clev  \(^ 
land,  uritli  bureau  reports  jj. 
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ANUFACTURING 


I  LAUNCH  GM  CANT 
IFFORD  TO  BLOW 

5  new  pickups  may  redeem  its  reputation  for  retoolings 


Bjour  years  ago,  General  Motors 
_  Corp.  suffered  the  costliest  manu- 
facturing debacle  in  its  history. 
Chaos  reigned  as  workers  at  the 
i  dstown,  Ohio,  assembly  plant  strug- 
d  to  build  an  all-new  Chevrolet  Cav- 
T  while  learning  different  jobs  with 
\-  equipment  and  procedures.  Because 


tation  as  the  auto  industry's  laggard 
on  new-model  changeovers.  But  GM  ex- 
ecs have  taken  steps  to  improve  with 
each  new  launch  and  now  say  they've 
learned  from  those  hard  lessons.  They'd 
better  be  right.  Ovei'  this  summer,  gm's 
new  systems  will  be  put  to  the  test: 
The  company  is  switcliing  production  to 


(  lAWA  TRUCK  PLANT:  Memories  of 
t  Cavalier  fiasco  are  still  fresh 

C|  elays  in  installing  key  dies  and  tools, 
rl  'y  doors,  fendei-s,  and  windows  didn't 
i  troperly.  Ultimately,  it  took  more 

I  a  year  for  the  assembly  line  to 
1'  'h  full  speed.  The  resulting  short- 
a  of  Chevy's  mainstay  cars  cost  well 
$1  billion  in  lost  sales,  trampling 

earnings  and  stock  price. 

hat  and  other  similarly  painful  ex- 
p  ences — with  minivans  and  Chevy's 
I  lina,  for  instance — gave  gm  a  repu- 


1999  versions  of  its  biggest-selling 
product  line,  the  Chevy  Silverado  and 
GMC  Sierra  full-size  pickup  trucks. 

The  stakes  this  time  are  enoiTnous. 
Together,  the  pickups  accoimt  for  15%  of 
gm's  North  American  unit  sales;  they 
haul  in  upwards  of  $15  billion  in  rev- 
enues a  year.  And  they're  even  more 
important  to  the  bottom  line.  Because 
profit  margins  are  much  heftier  for 
tracks  than  cars — each  gm  pickup  con- 
tributes about  $7,000  to  gi'oss  income — 
the  two  pickups  chum  out  about  40%  of 
gm's  North  American  profits,  figures 


Morgan  Stanley  Dean  Witter  &  Co.  an- 
alyst Stephen  Girsky.  A  quick  startup  is 
also  vital  since  high  development  and 
overhead  costs  mean  auto  makers  don't 
make  money  on  a  new  vehicle  until  the 
factory  nears  full  speed. 

That's  why  gm  is  determined  to  get 
the  transition  right.  "We've  got  to  ramp 
this  baby  up  big-time,"  says  G.  Richard 
Wagoner  Jr.,  president  of  GM  North 
America.  To  do  that,  gm  has  made  a 
big  push  to  catch  problems  much  earlier, 
while  there  is  still  time  to  redesigii  and 
retest  components  or  tools  without  huge 
costs  or  long  delays. 

A  successful  launch  also  could  give 
GM  bragging  lights.  It  sells  some  700,000 
fiill-size  pickups  a  yeai-  in  the  U.  S.,  trail- 
ing only  Ford  Motor  Co.'s  F-series  pick- 
ups as  the  top-selling  vehicle  in  America. 
GM  executives  boast  that  the  two  much- 
improved  new  models  will  gain  share 

LESSONS  LEARNED 

After  years  of  trouble 
changing  over  its 
factories  to  new  models, 
GM  is  counting  on  these 
steps  to  improve  the 
transition: 

►  Major  new  equip- 
ment is  installed 
months  in  advance  so  it 
can  be  debugged 

►  Workers  tram  on  new 
equipment  months 
before  the  launch 

►  Assembly  workers 
and  engineers  build 
hundreds  of  early  test 
vehicles  about  two 
years  before  regular 
production  begins 

►  GM  holds  earliest 
test  tracks  to  the  same 
quality  standards  as 
salable  vehicles 

and  combined  will  race  past  Ford  for 
the  first  time  since  1994.  "We  expect  to 
conquest  both  Dodge  and  Ford  with  our 
new  trucks,"  says  Michael  A.  Grimaldi, 
head  of  gm's  big-truck  project.  Countei-s 
Paul  Morel,  Ford's  tiTick  brand  manager: 
"We  certainly  won't  give  up  the  No.  1 
slot  without  a  fight." 
THREE  PLANTS.  Grimaldi  says  the  new 
manufacturing  strategy  can  slash  the 
time  to  reach  full  line  speed  by  40%- 
over  previous  gm  model  changeovers. 
GM  won't  divulge  key  dates  or  targets, 
but  sources  familiar  with  the  process 
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say  GM  expects  its  Oshawa  (Ont.)  ti-uck 
plant  to  be  nonning  at  full  speed — about 
60  tiiicks  per  hoiu' — within  foui-  months, 
by  early  November.  Still,  that's  a  far 
cry  from  the  standard  set  by  industiy 
leaders  Toyota  Motor  Corp.  and  Honda 
Motor  Co.,  which  take  only  a  couple 
days  of  downtime  and  return  to  full  line 
speed  within  a  few  weeks  when  they 
change  over  But  that's  partly  because 
the  Japanese  companies  often  reuse  the 
same  flexible  manufacturing  equipment 
model  after  model. 

As  manufacturing  launches  go,  gm's 
pickups  rank  as  a  complicated  one,  in- 
volving thi'ee  factories  and  an  airay  of 
model  variations.  Introducing  new  en- 


gines at  the  same  time  adds  another 
layer  of  complexity — one  the  Japanese 
auto  makei-s  would  avoid.  Most  impor- 
tant, because  the  tracks'  underpinnings 
differ  significantly  from  their  pi'edeces- 
sor's,  (  JM  had  the  tricky  job  of  installing 
new  body  shops  in  all  thi'ee  plants.  Any 
sli])  by  CM  or-  its  suppliers  can  stall  the 
whole  works.  "There  are  so  many  new 
components  and  new  processes  that 
there's  a  gi-eat  possibility  for  snafus," 
warns  Michael  Robinet,  managing  di- 
rector at  FaiTnington  Hills  (Mich.)-based 
consultant  CSM  Forecasting. 

GM  started  overhauling  pickup  pro- 
duction two  years  ago  when  a  $103  mil- 
lion Validation  Center  in  Pontiac,  Mich., 


started  producing  204  "beta"  versio 
followed  by  140  prototypes.  Those  tnv. 
were  built  using  newly  designed  p;i 
and  the  same  tools  and  processes  to 
used  later  in  regular  factories.  In  i 
past,  GM  might  have  built  100  pro 
types.  Accelerating  that  early  stai 
helped  identify  3,700  problems  with  pa 
and  procedures — everything  from  si 
par  components  delivered  by  outsi 
vendors  to  instrument  panels  that  did 
fit.  Previously,  Grimaldi  says,  these  pr' 
lems  would  have  emerged  during  "pi 
production,"  when  assembly  plants  be;, 
building  the  final  round  of  test  veliicl 
and  lingered  into  regular  production. 
Those  practice  vehicles  also  gave 


NOT  EXACTLY  TOMORROW'S  TRUCK  TODAY 


Let's  suppose  General 
Motors  Corp.  does  sue  - 
cessfully  carry  off  the 
manufacturing  launch  of  its 
full-size  pickups  without 
any  major  hitches.  How  will 
the  new  trucks  do  when 
they  arrive  in  showrooms 
this  fall? 

GM,  full  of  marketing 
bravado,  insists  the  new 
Chevy  Silverado  and  gmc 
Sierra  will  gain  share  by 
boosting  sales  faster  than  ri- 
val offerings  from  Ford  Mo- 
tor Co.  and  Chrysler  Coip.'s 
Dodge  Div.  No  question,  loy- 
al  Chevy  trackers  will  flock  to  the 
new  models,  which  are  a  major  im- 
provement over  their  popular  prede- 
cessors. The  new  tracks  boast  better 
brakes,  a  sturdier  frame,  lower  step- 
in  height,  and  the  roomiest  inteiior 
in  the  segment. 

But  GM  may  be  towing  a  heavy 
load  in  trying  to  win  new  customers. 
That's  because  it  decided  not  to 
equip  the  new  pickups  with  today's 
hottest  track  option:  a  fourth  door, 
which  pickup  leader  Ford  and  No.  3 
Dodge  will  both  offer  by  this  fall. 
FAMILY  FACTOR.  (;m  was  understand- 
ably reluctant  to  r-ock  the  boat  with 
a  radical  redesign.  Sales  of  its  old 
tracks  shot  up  8%  in  the  current 
model  year — impressive  for  a  10- 
year-old  product.  But  many  new- 
track  buyers  are  tm-ning  to  pickups 
as  family  vehicles.  And  the  fourth 
door,  which  allows  access  to  the  driv- 
er's side  rear  seat,  is  increasingly 
popular  for  loading  passengers  or 


SILVERADO:  The  lack  of  a  fourth  door  may  limit  appeal 


stowing  gi'oceries,  a  briefcase,  or  golf 
clubs.  "If  you  want  to  continue  to 
get  the  person  who's  using  the  track 
as  a  family  vehicle,  the  fourth  door  is 
clearly  important,"  says  auto  consul- 
tant Christopher  W.  Cedergren  at 
Nextrend  Inc.  Concedes  Chevy  Sil- 
verado brand  manager  Kurt  Ritter: 
"In  a  perfect  world,  you  would  want 
four  doors." 

gm's  oversight  is  much  like  the  one 
Ford  committed  in  1994  when  its 
Windstar  minivans  debuted  with  a 
single  sliding  passenger  door  just  be- 
foi-e  Chrysler  and  GM  introduced 
wildly  popular  second  sliders.  The 
omission  cost  Ford  an  estimated  $560 
million  in  reengineering  costs  and 
hundreds  of  millions  more  in  lost 
sales.  Windstars  with  a  second  slid- 
ing door  will  arrive  this  summer. 

How  did  GM  goof?  Its  mar-keters 
say  customers  weren't  enthusiastic 
about  a  fourth  door  during  inter- 
views several  years  ago,  when  even 


a  third  door  was  a  novel- 
ty. Chrysler  and  For-d, 
however',  took  the  over- 
whelming popularity  of  a 
third  door  as  a  cue  to 
rapidly  redesign  and  re- 
tool for  a  fourth.  Sales  of 
Dodge's  four-door  Quad 
Cab  Ram  pickup  track, 
which  was  introduced  last 
fall,  now  account  for  77% 
of  Ram  extended-cab 
sales.  This  fall,  foiu*  doors 
become  standard  on  Ford 
extended-cab  pickups.  By 
the  time  gm  caught  on, 
adding  another  door 
would  have  cost  a  fortune  and  risked 
delaying  the  arrival  of  the  new 
trnacks.  The  company  now  says  that 
it  will  add  a  fourth  door  in  the  2000 
model  year 

In  the  meantime,  no  one  expects 
gm's  pickup  sales  to  cr-ater  Analysts 
and  dealer-s  say  that  fir-st-year  sales 
of  the  new  trucks  should  match  cur- 
rent sales  of  the  older  tracks.  How- 
ever, they  say  the  missing  door  will 
make  it  hard  for  gm  to  steal  many 
Foi'd  or  Dodge  customers  and  may 
force  it  to  cut  prices  on  the  three- 
door  trucks.  "They'll  be  able  to  sell 
all  the  three-doors  they  make,"  says 
Morgan  Stanley  Dean  Witter  &  Co. 
analyst  Stephen  Gir-sky.  "The  ques- 
tion is  how  much  of  a  discount  they'll 
have  to  offer  to  sell  them."  The 
trucks  may  be,  as  the  ads  say,  "like  a 
rock."  However,  gm's  design  decision 
now  has  it  between  a  rock  and  a 
hard  place. 

By  Kathleen  Kerwin  in  Detroit 


With  Magnifica  Class,  Alitalia  raises  the  standard  of  flying  to  a  fine  art. 


Alitalia,  the  world's  premier  airline  to  Italy,  presents 
Magnifica  Class.  A  masterpiece  of  style  and  service  that 
reflects  the  very  best  of  Italy.  Outstanding  cuisine  and  superb 
wines  served  with  the  warmth  and  friendliness  that  could  onlv 
come  from  people  who  have  turned  living  into  an  art  form. 
Every  detail  in  Magnifica  is  first  class,  from  our  luxurious, 
leather-trimmed  seats  to  our  award-winning,  five-star  meals 


and  international  wine  selection.  Best  of  all,  your  Magnifica 
Class  flight  to  Italy,  including  chauffeur-driven  transfers  in 
Rome  and  Milan,  costs  the  same  as  a  business  class  ticket. 
Alitalia  offers  superior  service  to  135  cities  in  63  countries 
worldwide,  so  whatever  your  travel  plans,  call  800-223-5730  or 
visit  our  website  at  www. magnifica. com  for  more  information. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY. 


Alitalia  participates  in  the  frequent  flier  programs  of  Continental  and  US  Ainvays.  Newark  flights  operate  in  partnership  with  Continental  -\irlmes  and  feature  BusinessFirst""  service. 
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We  are  pleased  to  announce  the  closing  of  the 

FOX  PAINE  CAPITAL  FUND,  L.P. 

$  500,000,000 

FOR  GROWTH-ORIENTED 

MANAGEMENT  BUYOUTS 
♦  ♦  ♦ 

For  further  information,  call  us: 

Saul  Fox 
Dexter  Paine 

TEL:  650-525-1300 
fax:  650-525-0657 


Child-proof  caps  protect 
those  who  can't  read. 

Medicine  labels  protect 
those  who  can. 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know, 
It^  tjie^firs^step  to  getting  better. 


A  message  from  Ihe  '1  M» n.\ 

Council  on  Family  Health 

A  public  service  by  the  manufacturers  of  medicine 
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earlier  opportunities  to  evaluate  the  i- 
ished  product.  For  instance,  on  kg 
ndes  in  beta  vehicles,  engineer  from  m 
and  its  suppliers  discovered  the  sit 
cushions  needed  to  be  redesigned  « 
gi-eater  comfort.  And  gm  began  track  g 
the  new  tmck's  quality  from  the  earl:;* 
test  models,  instead  of  waiting  for  i 
ular  production.  Flaws  such  as  mar 
paint  and  dashboard  squeaks  w 
caught  before  the  factoiy  started  m 
ing  tmcks  for  customers. 
WILD  CARD.  Meanwhile,  GM  began  m.- 
ing  machineiy  into  its  assembly  plars 
dulling  Christmas  and  summer  proce- 
tion  shutdowns.  By  five  months  bel-^ 
pilot,  each  plant  had  a  new  body  si 
where  sheet  metal  stampings  ai-e  W' 
ed  together  to  form  the  shell  of  the 
hide.  While  the  old  body  shops  con 
ued  to  crank  out  bodies  for  '98  picki 
workers  took  turns  debugging  the  i 
equipment  and  leaiTiing  to  operate 

Will  it  work?  The  big  test  come 
late  .June  when  regular  productioi 
the  new  pickups  begins  at  gm's  Osh; 
plant.  Another  plant  in  Pontiac,  M: 
will  start  making  ti"ucks  a  few  wt 
later,  followed  by  a  third,  in  Ft.  Wa; 
Ind.  Two  other  factories  will  contmu 
supply  dealers  with  the  old  moi 
through  yearend.  Given  gm's  ti 
record,  some  big  Lnvestoi-s,  analysts, 
GM  dealers  admit  they  woitj^  whe 
the  company  can  laimch  the  truck  w 
out  a  hitch.  "I  have  a  little  more  a 
dence  than  in  the  past,  but  it's  still  n 
certainty."  says  Pittsbui'gh  Pontiac- 
dealer  Rob  Cochi-an.  "The  woi-st  thii 
to  create  a  big  stir  and  then  not  1 
enough  vehicles  to  satisfy  customt 
There's  a  wild  card,  too:  Labor  un 
threatens  strikes  at  several  gm  pi; 
crucial  to  tiiick  output. 

GM  executives  insist  that  the  rani] 
is  on  schedule.  One  good  sign  is 
the  launch  of  the  1999  Pontiac  Gi 
Am — a  new,  high-volume  vehicle  b 
built  with  some  of  the  same  t 
niques — is  progi'essing  smoothly,  he 
first  of  two  factories  in  Lansing,  MY 
making  the  compact  cars  approa( 
full  production  rates  in  May,  about 
months  after  the  turnover  began.  ji 
tiac  dealei-s  say  they're  getting  pleni  ; 
high-quality  Grand  Ams. 

The  auto  industiy  will  be  w-atcn 
Oshaw^a  closely  this  summer  to  s( 
the  heavy  preparation  pays  off.  Sue 
would  go  a  long  way  toward  erai 
the  humiliation  of  Lordstowm.  Moren 
portant,  it  w^ould  signal  that  the  wed 
largest  auto  maker  is  finally  getB; 
some  traction  in  its  core  busines  f 
pumping  out  new  cars  and  tincks. 

By  Kathleen  Kerwin  in  Oshaira.  n 
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Pictured:  Goodby  Silverstein  &  Partners  Creative  Team,  Jon  Soto,  Art  Director,  Chris  Callis, 
Photographer,  A!  Kelly, Writer,  Jenny  Taich, Art  Buyer,  Steve  Simpson,  Creative  Director. 
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On  April  2,  Goodby  Silverstein  &  Partners  won 
the  Business  Week  $10,000  Best  of  Show  Award 
at  the  1998  MC  ICON  Awards  cerennony  in  San 
Francisco. 

Hailed  by  the  ICON  judges  as  having  it  all  - 
funny  copy,  intriguing  photography,  and  a  clear 
nnessage  -  the  "Cat  &  Mouse"  print  campaign 
created  for  Hewlett-Packard  Deskjet  722C  is  a 
true  winner.  And  a  big  one  at  that! 
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THE  UNION  CHIEF... 

Teamsters  boss  Carey 
maintains  that  he  knew 
nothing  about  donation 
swaps 

CAMPAIGN  FINANCE 


. .  .THE  MONEYMAN,  AND  THE  PREZ 

McAuliffe,  the  top  fund-raiser  for  Clinton 
and  the  Democrats  in  1996,  denies  that 
there  was  any  quid  pro  quo  for  some 
$600,000  in  Teamsters  contributions 


GIVE  A  LOT. 
GET  A  LOT? 

How  the  Teamsters  scandal  could  tar  the  Democrats 


A month  before  Election  Day,  1996, 
Democratic  fimd-raiser  extraordi- 
naire Terence  R.  McAuliffe  was 
light  where  you  would  expect  him 
to  be — -working  the  phones  in  a  second- 
floor  office  behind  the  U.  S.  Capitol.  Af- 
ter pulling  in  $43  million  as  finance 
chairman  for  the  Clinton-Gore  reelec- 
tion committee,  McAuliffe  had  taken  on 
a  fresh  assignment:  raising  money  for 
congressional  candidates. 

McAuliffe's  new  title  was  chainnan 
and  chief  fund-raiser  for  Unity  '96,  an 
umbrella  gi'oup  formed  by  House  and 
Senate  campaign  committees  and  the 
Democratic  National  Committee  (dnc). 
As  such,  he  broached  a  novel  idea  to 
Matthew  H.  Angle,  executive  dii'ector  of 
the  Democratic  Congi'essional  Campaign 
Committee  (dccc):  Did  Angle  know  of 
a  donor  who  might  wiite  a  check  to  Ron 
Carey?  The  Teamsters  chiefs  reelection 


bid  faced  a  tough  challenge  fi'om  James 
R  Hoffa.  Angle,  in  a  Senate  deposition, 
says  he  was  told  by  McAuliffe  that  "if 
the  DCCC  could  help  Cai'ey,  then  we  could 
get  contributions  back  to  the  dccc." 

Angle  ran  the  idea  past  Representa- 
tive Martin  Frost  (D-Tex.),  the  dccc 
chairman.  They  took  a  pass.  But  McAu- 
liffe persisted.  He  raised  the  idea  with 
Rita  M.  Lewis,  then-finance  director  of 
the  Democratic  Senatorial  Campaign 
Committee,  who  discussed  it  with  her 
boss.  Senator  Bob  Keirey  (D-Neb.). 

These  conversations  have  become  the 
focus  of  a  federal  gi"and  jury  in  Man- 
hattan that  is  investigating  whether 
Democi'atic  fund-raisers  conspired  to  find 
donors  for  Carey's  campaign  in  hopes 
of  getting  back  hefty  union  contribu- 
tions. The  case  threatens  to  drag  the 
Dems  even  deeper  into  the  controversy 
over  questionable  fund-raising  practices. 


The  yearlong  probe  into  abuses 
Carey's  campaign  consultants  has  ii 
widened  to  include  McAuliffe;  his  th 
deputy,  Laui'a  A.  Hartigan;  and  ex-i 
Finance  Director  Richard  L.  Sullivi 
Sources  close  to  the  investigation 
none  of  them  has  been  targeted  by 
gi'and  juiy,  but  they  remain  a  focu^ 
the  probe.  All  three  deny  wrongdo 
and  tlu'ough  then-  lawyers  say  they 
cooperating  with  the  investigation. 
RIPPLES.  Of  all  the  finance  inquir 
the  Teamsters  case  is  the  only  one 
far  that  has  had  serious  legal  con 
quences.  Cai-ey's  campaign  manager 
two  consultants  have  pled  guilty  in  1 
eral  court  to  charges  relating  to  lai 
dering  campaign  funds.  Ex-Teamst' 
political  director  William  W.  Hamil 
Jr.  was  indicted  on  Apr.  27  by  the  i' 
eral  grand  jury  in  New  York  an( 
fighting  charges  of  embezzlement,  fi'; 
and  perjiuy.  One  election  monitor  o\ 
turned  Carey's  victory;  another  bar 
him  from  running  again,  giving  Hi 
the  pole  position  in  a  rerun  slated 
the  fall. 

The  charges  against  the  Carey  c; 
paign  include  embezzlement  of  ne; 
$1  million  in  Teamsters  funds  i' 
complex  series  of  money-launder 
maneuvers.  In  one  alleged  c: 
wealthy  donors  were  induced  to  t 
tiibute  to  Carey;  then  Teamsters  n 
ey  was  used  to  back  left-wing  cai:! 
that  the  donors  normally  would  h 
supported.  Carey  denies  he  was  involfe' 
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in — or  even  knew  about — the  swaps. 

One  such  plan  allegedly  involved  the 
Dems,  and  Hamilton's  indictment  may 
provide  a  I'oad  map  for  U.  S.  Attorney 
Mary  Jo  White's  possible  case  against 
party  officials.  Her  office  is  focusing  on 
activities  from  June  to  November,  1996, 
when  both  Clinton  and 
Carey  were  frantically  rais- 
ing money. 

Early  that  June,  Carey 
campaign  adviser  Martin 
Davis  met  with  McAuliife,  a 
close  friend.  Davis,  who  has 
since  pled  guilty  to  fraud 
and  conspiracy,  told  pros- 
ecutors that  he  offered  to 
raise  $1  milhon  for  Clinton 
in  exchange  for  help  for 
Carey.  The  offer  to  help 
Clinton  was  not  in  itself  unusual.  Since 
Carey  had  become  head  of  the  Interna- 
tional Brotherhood  of  Teamsters  in  1992, 
the  union  had  donated  some  $8.5  million 
to  Democratic  candidates  and  been 
granted  access  to  the  President's  inner 
circle  on  important  labor  matters. 

But  McAuliffe  says  Davis  never  men- 
tioned a  quid  pi'o  quo  and  that  he  re- 
ferred Davis  to  Hartigan.  On  June  17, 
McAuliffe  and  Hartigan  escorted  Davis 
to  a  lunch  with  Clinton  at  the  White 
House  attended  by  eight  other  donors. 
Six  days  later,  the  Teamsters  gave 
$236,500  to  state  Democratic  parties. 

Sullivan  and  Davis  have  also  testi- 
fied that  they  discussed  Davis'  swap 
idea  at  an  early  June  lunch,  arranged 
and  attended  by  Hartigan,  at  The  Palm 
restaurant  in  Washington.  And  at  a  Sen- 
ate hearing  last  fall,  a  dnc'  aide  laid  out 
how  he  researched,  at  Sullivan's  request, 
whether  a  Philippine  exec  who  could 
not  legally  give  to  the  dnc  might  in- 
stead give  to  Carey.  Because  employer 
donations  are  barred  in  Teamster  elec- 
tions, the  exec's  money  was  rejected. 
"UNDERSTOOD."  In  September,  1996,  af- 
ter McAuliffe  took  on  his  new  duties 
at  Unity  '96,  Davis  says  McAuliffe  asked 
liim  for  a  $500,000  contribution.  "It  was 
imderstood  between  us  that  he  and  oth- 
ers would  tiy  to  identify  a  person  who 
would  contribute  $100,000  to  the  Carey 
campaign,"  Davis  told  prosecutors. 
McAuliffe  denies  this. 

When  McAuliffe  mentioned  to  Lewis 
of  the  Senate  campaign  committee  that 
finding  a  Carey  donor  would  get  a  con- 
tribution back  for  Unity  '96,  she  took 
the  idea  to  Kerrey.  The  senator  con- 
sulted with  Bernard  Rapoport,  a  Waco 
(Tex.)  insurance  executive  who  has  close 
ties  to  labor  and  is  one  of  the  Demo- 
crats' biggest  donors.  Together,  they  de- 
cided not  to  pursue  the  swap  idea.  Both 


WHAT  DID  McAULIFFE  KNOW? 


LAURA  HARTIGAN 


EARLY  JUNE,  1996  Martin  Davis, 
campaign  adviser  to  Teamsters 
President  Ron  Carey,  meets  with 
Terence  IVIcAuliffe,  finance  chair- 
man of  the  Clinton-Gore 
Reelection  Committee, 
and  offers  to  raise  union 
money  for  Clinton-Gore.  In 
return,  Davis  told  a  grand 
jury,  he  sought  McAuliffe's 
help  in  finding  $100,000 
for  Carey.  McAuliffe 
denies  this  and  says  he 
referred  Davis  to  Laura 
Hartigan,  finance  director 
of  Clinton-Gore. 


EARLY  JUNE,  1996  Hartigan, 
Davis,  and  Democratic  National 
Committee  finance  director  Richard 
Sullivan  lunch  at  The  Palm  in 
Washington.  Davis  again  seeks  help 
in  raising  money  for  Carey. 

JUNE  12, 1996  A  Hartigan 
memo  directs  Davis  to 
obtain  $250,000  from  the 
Teamsters  and  donate  it  to 
state  Democratic  parties. 

JUNE  17,  1996  McAuliffe 
and  Hartigan  escort  Davis 
to  a  White  House  lunch 
with  Clinton. 

JUNE  23,  1996  Teamsters 
Political  Director  William 


Hamilton  issues  Teamsters  checks 
totaling  $236,500  to  35  state 
Democratic  parties.  White  House 
documents  credit  McAuliffe  with 
raising  the  funds.  Shortly  after,  the 
DNC's  Sullivan  seeks  a  donor  for 
the  Carey  campaign. 

AUG.  10,  1996  Hartigan  asks  Davis 
for  $1  million  more  in  Teamster 
donations.  The  next  day,  Davis 
writes  "smoking  gun"  memo  to 
Hamilton,  saying  that  Democratic 
officials  haven't  yet  made  good  on 
"their  commitment"  to  find  donors 
for  Carey.  The  Teamsters  ultimately 
give  $350,000  more  to  Clinton's 
campaign. 

SEPTEMBER,  1996  Hamilton 
indictment  alleges  that  Davis  and 
McAuliffe  discuss  a  swap.  This 
time,  the  Teamsters 
would  give  $500,000 
to  the  Democrats  in 
exchange  for  $100,00C 
for  Carey.  No  swap 
takes  place. 


OCTOBER,  1996  Two 

congressional  campaigr 
committee  aides  testify 
that  McAuliffe,  as  late 
as  October,  1996, 
pursued  the  swap  idea 
with  them. 
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Kerrey  and  Rapoport  have  been  inter- 
viewed by  the  U.  S.  Attorney's  office. 

McAuliffe's  lawyer,  Richard  Ben- 
Veniste,  says  his  client  "put  no  pres- 
sui'e  on  anyone  or  even  encoui'aged  any- 
one. He  just  put  it  out  there."  He  adds 
that  McAuliffe  never  pui'sued  the  swap 
proposal  with  any  donors,  either  Con- 
gi'essional  campaign  committee  director 
Angle  agi-ees  that  his  conversation  with 
McAuliffe  lasted  only  a  few  seconds  and 
that  the  idea  was  immediately  dropped. 
"Apait  fi'om  not  being  legal  or  proper,  it 
wasn't  practical,"  says  Angle.  Lewis  did 
not  return  phone  calls. 

Lewis  now  works  for  Washington 
Group,  a  lobbying  and  consulting  fii'm 
led  by  John  D."  Raffaelli.  Until  1995,  Raf- 
faelli  was  McAuliffe's  law  partner,  and 
they  remain  close  friends.  In  early  1996, 
he  and  McAuliffe  were  hired  to  help 
lobby  the  AFL-cio  Executive  Council  to 
switch  its  union  credit-card  program 
from  the  Bank  of  New  York  to  House- 


hold International.  Cai'ey  campaign  c 
sultant  Davis  was  hired  for  the  sa 
project,  though  under  a  separate 
tract.  Household  won  the  business 
agi-eed  to  advance  the  afl  and  its  mi 
ber  unions  $40  million,  which  helpe 
bor  to  pump  millions  into  the  '96  ej 
tions.  Sources  close  to  the  investigafB 
say  the  U.  S.  Attorney  is  interested 
whether  the  credit-card  deal  playe 
role  in  the  swap  schemes.  , 
The  U.  S.  Attorney  may  decide  noW 
press  charges  because  thus  far,  thb 
is  no  evidence  that  attempts  to  s^lif 
donors  with  the  Democrats  were  :C 
cessful.  But  with  the  Teamsters  t:,a 
sury  out  about  $600,000,  it's  clear 
Carey's  campaign,  at  least,  thoughi 
had  a  deal  with  the  Dems.  If  that's  iv 
case,  it  could  come  back  to  haunt  DeQ 
crats  this  fall  when  Republicans  trtf 
make  systemic  corruption — from  ll 
White  House  on  down — a  cutting  isW 
By  Paula  Lhvyer  in  Wasluno 


$2  50,000  isn't  kid  stuff.  It's  what 
this  child  will  likely  cosl  its  parents  —  college 
included  —  o\  er  the  next  21  years.  But  the  future 


Formula  for  success 


always  demands  great  things  from  you  and  }'our 
hnancial  representative.  The  Ecjuitable  is  doing 
some  great  things  to  help.  Like  our  state-of-the- 
art  Finanaal  Fifncss  Pivjilc"  —  a  planning  tool  that 
can  help  you  meet  your  goals.  Like  providing  our 
representatives  with  the  best  training  ax'ailable 
And,  like  being  a  member  of  the  Global  AXA 
Group,  one  of  the  world's  largest,  strongest  and 
most  innovative  insurance  and  investment  orga 
nizations  —  with  o\'er  $500  billion*  m  assets 
under  management.  To  learn  more,  call  1-800 
590-5995  or  visit  us  at  wwwcquitahk.com. 
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MIDYEAR  INVESTMENT  OUTLOOK 


Tlie  Search  foi 


Like  the  late-aniving  prospectors  pan- 
ning for  gold  in  California's  riverbeds 
after  1849,  today's  investoi's  ai'e  find- 
ing it  tougher  and  tougher  to  stiike 
it  rich.  The  easy-money  years  of 
20%  or  30%  mai'ket  gains  seem  to 
be  over,  and  no  one  can  be  certain  whether 
the  stock  market  will  even  continue  its  long 
rise.  Weak  gi'owth  in  U.  S.  coiporate  profits, 
shaky  economies  across  Asia,  and  wild  caixls 
such  as  the  Yeai-  2000  computer  bug  ai-e  all 
making  the  markets  jittei-y  and  unpredictable. 
But  investors  shouldn't  desi:)air:  While  stocks 
and  othei-  investments  have  been  picked  over, 
they've  hardly  been  picked  clean.  There's 
still  gold  in  them  thai'  hills.  You  just  have  to 
know  the  right  spot  to  look. 

BUSINESS  week's  annual  Midyear  Invest- 
ment Guide  should  help  point  the  way  and 
give  you  the  right  tools  for  the  job.  Fh-st  of 
all,  how  should  you  approach  the  overall  mai- 
ket?  With  a  high  degi'ee  of  discipline  and  se- 
lectivity. The  big-name,  large-cap  stocks  ai'e 
ah'eady  spoiling  liigh  price-earnings  I'atios, 
and  they  probably  don't  have  a  gi-eat  deal  of 
play  left  in  them.  But  lofty  valuations  are 
by  no  means  universal.  Witliin  the  un-nifty 
450  lie  a  number  of  undiscovered  treasui'es 
(page  86).  Merger  candidates,  especially  in 
the  telecommunications  and  banking  busi- 
nesses, are  popular  investments  these 
days.  Buyers  need  to  apply  tough 
standards,  however.  Look  for  value 
that  transcends  the  stock's  merger 
potential:  That  is,  buy  a  stock  that 
has  reason  to  gain  even  if  it  doesn't 
end  up  a  takeovei'  target  (page  88). 
HIDDEN  BRIGHTNESS.  The  rich  vein 
of  high-tech  stocks  has  indeed  been 
heavily  mined,  and  sky-high  multiples 
hardly  seem  justified  by  the  stocks' 
recent  peifoiTnance.  But  analysts  ex- 
pect a  healthy  rebound  in  profits  dur- 
ing the  next  year  or  so,  as  computer 

inventories  ai-e  worked  down  and  as  new  Internet  and  soft- 
ware products  come  to  market  (page  90).  Then  there's  the 
biotech  arena,  which  can  be  a  heartbreaker,  with  expensive 
long  shots  and  spectacular  strikes.  With  the  biggest  price 
gains  occuning  before  new  drugs  get  approved  foi"  sale,  in- 
vestors should  tread  car-efiiUy  and  be  sui"e  they  know  when  to 
exit  (page  94).  Real  estate  investment  trusts,  meanwhile, 
may  be  ripe  for  a  comeback  (page  98). 

There  are  some  investments,  of  course,  where  it's  a 


challenge  to  see  the  bright  side.  With  many  of  Ai 
economies  taking  a  further  drubbing  in  recent  weeks, 
with  still  no  signs  of  improvement  in  Japan,  it's  har( 
make  the  case  for  plowing  money  into  a  region  that 
not  yet  have  hit  bottom.  Also,  there's  no  telling  what 
happen  next  in  highly  volatile  and  risky  financial  mar' 
such  as  Russia's. 

But  as  longer-term  prospects,  several  overseas  inv 
ments  look  attractive.  The  Latin  American  markets,  foi 


Sit 


Today  '5  picked-over  market 
demands  extra  discipline 


Si  e,  haven't  faltered  as  much  as  those  in  Asia.  And  even 
5'  Asian  markets,  such  as  Thailand's,  offer  the  venture- 
3(  investor  a  number  of  interesting  buys.  In  Europe, 
iri  while,  healthy  stock  markets  should  continue  to  rally: 
C  oHdation  and  restructuring  present  many  possibilities 
1  ■  100).  Among  mutual  funds,  those  investing  in  Eu- 
have  been  superb  perfomiers.  So,  too,  have  some  of  the 
>i  r  U.  S.-based  "focused"  funds,  which  take  lai'ge  positions 
in  ver  stocks  (page  108). 

^  I  SHOT.  Of  course,  you  may  decide  that  youi-  best  strat- 
s  a  contrarian  one.  Although  short-selling  is  an  ex- 
\'e  proposition  in  a  bullish  market,  the  smartest  short- 
s  have  done  their  homework,  and  they  typically  unveil 
Ji  em  stocks  at  an  early  stage  (page  96).  And  if  you're 
i   to  retirement  and  looking  at  a  tidy  nest  egg  that's 
1*  ly  invested  in  the  market,  don't  just  bail  out  of  stocks 
f  fear  that  the  good  times  won't  last.  Instead,  hedge 
'401(k)  portfoho  (page  111). 

lally,  bonds  do  offer  a  good  shot  at  capital  appreciation, 
ling  that  rates  trend  lower  Yield-conscious  investors, 
i  while,  can  take  a  chance  on  emerging-mai'ket  debt  (page 
'  Across  a  range  of  investments,  the  prospecting  has  got- 
i)ugher  this  yeai-.  But  with  some  ei^ort,  deteiTnined  in- 
^rs  ought  to  be  able  to  turn  up  some  rich  nuggets. 

By  Karen  Pennar  in  New  York 
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THE  SEARCH  FOR  VALUE 


STOCKS 


'It's  Not  Hard 
To  Find  Value' 

Bargains  still  abound-in  telecoms,  autos,  energy. 


-4- 


On  Wall  Street  and  Main  Street, 
at  the  beach  and  by  the  pool, 
around  the  water  cooler  and  on 
the  Internet,  there  is  one  over- 
riding question:  Is  the  stock  market 
too  high?  The  bulls  still  argue  that,  in 
the  New  Economy  of  low  inflation  and 
technology-driven  productivity  gains, 
stocks  deserve  higher  valuations.  The 
bears  pooh-pooh  that  as  delusional 
thinking  that's  bound  to  lead  to  min — 
in  a  market  that  has  broken  all  tradi- 
tional yardsticks. 

So  is  the  market  ovei-valued?  If  you 
buy  stocks  that  are  good  value,  it 
shouldn't  matter  And  believe  it  or  not, 
there  are  cheap  stocks  in  today's  high- 
priced  market.  "It's  not  hard  to  find 
value,"  says  Judith  A.  Jones,  portfolio 
manager  for  the  Victory  Value  Fund. 
"This  bull  market  has  been  concentrat- 
efl  in  a  narrow  band  of  big  growth 
stocks."  Jones  sees  good  opportunities 
in  telecommunications,  autos,  insurers, 
and  energy — to  name  a  few. 

Watching  shares  of  Yahoo!  Inc.  whiz 
by  at  a  pnce  235  times  this  year's  ex- 
pected earnings  can  give  you  a  distort- 
ed view  of  what's  happening.  Tiaie, 
stocks  are  not  cheap  by  liistorical  stan- 
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dards.  Both  the  Dow  Jones  industri- 
al average,  at  8923,  and  the  Stan- 
dard &  Poor's  500-stock  index,  at 
1098,  sell  at  21  times  the  next  12 
months'  projected  earnings.  One  rea- 
son that  the  price-earnings  ratio  is 
high  is  that  investors  have  bid  up 
prices  for  the  big  multinationals 

that  dominate  the  indexes,  the   

"Nifty  50,"  which  include  such  gi- 
ants  as  Microsoft,  Coca-Cola,  and  Gen- 
eral Electric.  Brian  F.  Rauscher,  U.  S. 
ecjuity  strategist  at  Morgan  Stanley 
Dean  Witter  &  Co.,  says  that,  based  on 
expected  earnings  for  the  next  12 
months,  the  p-e  for  the  Nifty  50  is  24. 
But  for  the  Un-Nifty  450,  it's  just  19. 
One  good  strategy:  do  youi-  stock  shop- 
ping among  the  450. 

Looking  at  the  s&P 
1500 — a  composite  of 
the  s&P  500,  the  s&P 
MidCap  400,  and  the 
s&P  SmallCap  600— 
the  disparity  in  valua- 
tion becomes  even 
more  obvious.  Small- 
er stocks,  on  average, 
sport  lower  p-e's  and 
higher  earnings- 
growth  rates.  That's 
because  investors 
have  been  much  less 
willing  to  buy  smaller 
companies,  even  wath 
theii'  better  eariiings 
gTowth.  So  far  this  year,  the  s&p  500  is 
up  12.4%,  the  MidCap  400  up  6.4%,  and 
the  SmallCap  600  up  4.2%,  (chait).  "The 
earnings  for  small  companies  are  com- 
ing thi-ough,  and  investors  will  eventu- 
ally recognize  that,"  says  Rauscher. 
"The  valuation  of  small  caps  is  ex- 
tremely compelling." 
FINE  SCREENS.  But  buying  small-cap 
stocks  or  un-nifty  large-caps  doesn't 
mean  you're  getting  good  value.  In- 
vestors who  troll  these  waters  use  a 
variety  of  quantitative  techniques  to 
find  potential  investments,  and  then 
buy  after  further  fundamental  analy- 
sis. Perhaps  the  best-known  valuation 
measure  is  the  p-e  i-atio.  Stocks  selling 


LARGE-CAP  STOCKS 
LEAD  THE  WAY 
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at  below-average  p-e's  are  usually  s 
to  be  value  plays — or  at  least  won 
prospects. 

In  that  light,  consider  investme) 
from  a  pool  of  stocks  drawn  by  Rich;i 
Bernstein,  chief  quantitative  strate^i 
at  Merrill  Lynch  &  Co.  Bernst 
looked  for  companies  with  at  least 
billion  in  market  c; 
talization,  p-e's  \o\ 
than  average  for 
s&P  500,  and  s&P  st 
ratings  of  B+  or  hi 
er.  Tliose  ratings,  s 
Bernstein,  are 
indicators  of  high-q 
ity  companies.  Sc 
160  stocks  fit  the 
including  Amoco, 
heuser-Busch, 
Holdings  (SaUie  M 
St.  Paul,  Toys  'R 
and  United  Techn 
gies  (table) 
Bemstein:  "There 
a  lot  of  safe,  heal 
companies  that  people  are  ignoring 
Of  com-se,  such  lists  are  only  star 
points.  Most  value  buyers  will  aj 
other  statistical  measures  as  well 
idend  yield,  price-to-cash-flow  r2  , 
pi-ice-to-sales  ratio,  and  how  these  c 
parisons  have  changed  over  ti 
Richai'd  J.  Moroney,  editor  of  Dow  ' 
orij  Forecasts,  an  investment  newijlpj 
ter,  says  the  price-to-sales  ratio  cai 
more  telling  than  the  p-e:  Sales 
"difficult  for  companies  to  manipuj 
and  thus  fi-ee  of  accoimting  gimmiclj 
Among  the  companies  most  attrac] 
on  price-to-sales  are  Nucor,  Supi 
Industries,  and  Vishay  Intertechil 
gy.  Vishay  is  cheap  when  it's  measife 


I  I  '  I  I  I  I  ■  I  I  I 


I  I  I  I  I  I  M 


JUNE  1, '98 


DEC,  31  '97 
A  DEC.  31, '97=100 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


iS  p-e  of  14.4,  but  it's  cheaper  still, 
Moroney,  in  light  of  its  price-to- 
ratio  of  just  1.3. 

here's  no  one  valuation  measui-e  to 
your  hat  on  all  the  time,"  says 
!  3.  With  each  stock  or  sectoi;  paitic- 
factors  will  weigh  more  heavily 
others.  Oil  companies,  for  exam- 
take  heavy  depletion  allowances, 
■  1  depress  earnings.  So  they  never 
rock-bottom  p-e's.  But  Jones  says 
'  companies  are  bargains  because 
they  sell  is  cheap — and  that  won't 
or  long.  "I'd  rathei'  buy  an  oil  com- 
when  oil  is  $14  per  bari-el  than 
it's  $21,"  she  says.  Among  her  en- 
holdings  are  usx-Marathon  in  the 
I' Stic  sphere  and  Chevron,  Mobil, 
.Texaco  among  the  international 
iianies. 

CCORRECTING.  Another  sector  at- 
I  ng  value  buyers  these  days  is  in- 
I  ce.  Bernstein's  list  includes  Con- 
st. Paul,  and  Ti"ansamerica,  and 
investors  say  that,  given  the  suc- 
)f  bank  stocks  in  this  era  of  con- 
don,  insurance  companies  ai-e  sui'e 
I  low.  And  some  investors  say  the 
;  est  of  the  cheap  ai'e  the  reinsur- 
I  vhere  insm-ance  companies  repaii" 
off  some  of  their  risks:  esg  Re, 
rsi  Re,  and  Renaissancere  to  name 
.  Like  oil,  they're  all  cheap  be- 
of  overcapacity  and  falling  rates, 
t  iose  conditions  are  usually  self- 
|i:ting.  Edwin  Walczak,  portfolio 
:er  at  Vontobel  U.  S.  Value  Fund, 
I  ally  lilies  Bemiuda-based  esg  Re, 
3nt  startup.  Walczak  says  the 
at  21,  is  depressed  because  of 


high  startup  costs.  But  he  has 
gTeat  expectations  for  esg  be- 
cause of  its  management  and 
its  focus  on  Eiu'opean  health 
care. 

Unlike  many  other  value  investors, 
Walczak  will  let  cash  build  up  in  his 
fund — now  40% — rather  than  compro- 
mise his  standards  for  cheapness.  The 
same  goes  for  Robert  L.  Rodriguez  of 


FPA  Capital  Fund,  who  now  has  about 
30%  in  cash  and  shoit-teiTn  bonds.  The 
only  stock  Rodriguez  has  bought  in 
the  past  six  months  is  Oregon  Steel 
Mills,  a  specialty  manufacturer.  The 
company,  he  says,  just  completed  a 
major  expansion  progi'am,  so  cash  flow 
should  swell  soon.  "The  company's 
trading  below  where  it  was  seven 
years  ago,"  says  Rodrigxiez.  But  he  is 
looking  out  two  to  three  years,  when 
the  now  $24  stock  could  be  earning 
$3  to  $4  a  share. 

COCKTAIL  CHAT.  If  investing  in  a  steel 
company  in  the  eighth  year  of  an  eco- 
nomic expansion  sounds  crazy,  considei- 
Scott  Black  of  Delphi  Management, 
who  likes  homebuilding  stocks.  These 
sell  at  puny  p-e's  because  most  in- 
vestors figui'e  they're  at  the  peak  of 
their  earnings  cycle.  But  Black  thinks 
differently,  arguing  that  builders  D.  R. 
Horton,  Lennar,  and  Toll  Brothers  are 
still  attractive.  "Mortgage  rates  would 
have  to  get  to  9%  or  9.25%  before  they 
hull  them,"  says  Black.  "And  they  have 
rising  backlogs  and  good  exposure  to 
the  California  market." 

Talking  up  a  steel  or  oil  company  at 
a  cocktail  party  may  not  win  you  a 
popularity  prize.  But  adding  them  to 
your  portfolio  may  win  you  the  prize 
that  counts — some  neat  gains. 

By  Jeffrey  M.  Laderman  hi  New  York 


"I  LOVE  TO  BUY  A  GROWTH  VEHICLE 
THAT  HAS  BEEN  BEATEN  UP " 

Judith  A.  Jones  of  Key  Asset  Management  Inc. 
in  Cleveland  has  managed  the  Victory  Value 
Fund  since  1993  and  its  predecessor  trust 
fund  ever  since  1977. 

ON  SEARCHING  FOR  VALUE  STOCKS: 

1  look  at  statistics  such  as  the  price-earn- 
ings ratio,  price-to-book-value,  and  price-to- 
cash  flow — both  today  and  compared  with 
the  10-year  history.  I  also  look  at  the  tradi- 
tional dividend  discount  models.  There's  no 
one  measure  you  can  hang  your  hat  on  all 
the  time." 


ON  ENERGY  COMPANIES: 

"Energy  stocks  are  attractive  because  oil 
prices  are  low.  You've  had  weather-related 
problems  and  problems  with  overproduction, 
but  those  don't  tend  to  last.  Energy  stocks 
are  also  defensive.  They  don't  get  hit  as  hard 
when  the  market  goes  down.  In  the  recent 
seli-off.  they  did  their  job." 

HOW  SHE  VIEWS  FINANCIALS: 

"We've  done  very  well  with  the  banks,  but  I'm 
a  little  concerned  now.  There  could  be  some 
margin  erosion  from  bad  loans  to  Asia.  Per- 


haps that's  why  insurance-company  stocks 
are  holding  up  better  now." 

ON  OUT-OF-FAVOR  COMPANIES: 

"1  love  to  buy  a  growth  vehicle  that  has  been 
beaten  up.  That's  why  I  bought  Motorola  Inc. 
The  company  has  great  technical  skills,  mar- 
ket penetration,  and  name  recognition.  It's  a 
lot  like  IBM  was  a  few  years  ago." 
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CONSOLIDATIONS 


How  to  Be  in  the  Right  Spot  To 
Catch  a  Merger  Wave 

Invest  in  industries  where  the  underlying  economics  is  driving  widespread  deals 


BankAmenca  and  NationsBank 
agi'ee  to  merge,  and  both  stocks 
leap.  Ameritech  jumps  in  value 
after  SBc  Communications  comes 
calling.  Ditto  Humana  with  United 
Healthcare's  bid.  Tyco  International 
wants  to  take  over  U.  S.  Surgical,  and 
shares  in  uss  surge  by  nearly  half 
again  their  value  just  last  Febniai-y. 

Seeing  these  recent  deals  and  others, 
who  wouldn't  wonder  about  how  to  get 
in  on  the  action?  There's  the  dumb  way 
and  the  smait  way.  Wliat  you  shouldn't 
do  is  invest  randomly  on  tips  from 
friends  and  brokers,  wluch  pi-ofessional 
investors  say  are  more  often  wrong 
than  right.  "Like  tiying  to  catch  light- 
ning in  a  bottle,"  says  chief  equity 
strategist  Stuart  T.  Freeman  of  A.  G. 
Edwards  &  Sons.  The  smarter  way  to 

COMPANY  NAME  PRICE*  P-E* 

FINANCIAL 

EATON  VANCE  $44'/^  18. 


play  takeovers  comes  with  no  guaran- 
tees— but  can  improve  your  odds  of 
success  while  lowering  your  risks:  In- 
vest in  industries  where  the  imderlying 
economics  is  driving  consolidation. 
PINPOINTING.  How  do  you  lower  your 
risk?  Buy  companies  that  have  suffered 
temporaiy  setbacks  but  that  still  boast 
sound  prospects.  Either  you'll  profit 
when  your  pick  gets  taken  over,  or  it 
may  come  out  a  solid  siuvivor  as  its  in- 
dustiy  coalesces.  Brian  C.  Rogers,  man- 
ager of  $15.5  billion  at  T.  Rowe  Price 
Associates,  recently  saw  two  of  the 
stocks  he  bought  for  T.  Rowe  Price 
Value  Fund — Waste  Management  and 
U.  S.  Surgical — targeted  by  acquirers. 
The  bids  sent  their  shares  soaring  far 
above  his  purchase  price.  He  bought 
neither  thinking  takeover,  but  "to  the 


COMMENT 

SERVICES 

Assets  under  management  grew  42% 
m  last  year 


extent  that  you  invest  in  beaten-do\ 
companies  where  the  problems  are  ri 
atively  short  term,  it's  that  kind 
company  that  might  attract  a  merge 
To  help  pinpoint  consolidating  i 
dustries,  we  turned  to  Houlihan  Lok 
Howard  &  Zukin,  a  Los  Angeles  i 
vestment  bank  whose  Mergerstat  dal 
base  tracks  deals  dating  back  35  yea 
Since  Jan.  1,  some  $550  billion 
mergers  have  been  unveiled,  mo 
than  twice  last  year's  pace.  Houlih 
Lokey  Managing  Director  Scott 
Adelson  sees  communications,  heal 
care,  utilities,  and  financial  services 
the  four  areas  most  prone  to  consi 
dation.  In  such  industries,  he  ml 


IPC  HOLDINGS 

23% 

8.2      Bermuda  reinsurer  with  no  debt; 
George  Soros  a  big  holder 

COMMUNICATIONS 

ALIANT 

COMMUNICATIONS 

23/6 

15.1    Diversified  telecom  company; 
strong  cash  flow 

HEFTEL  BROADCASTING 

36X 

83.9    Spanish-language  radio-station 
operator 

HEALTH  CARE 

EXPRESS  SCRIPTS 

29.4    Pharmacy  benefit  manager 
took  over  Columbia/HCA  unit 

NOVACARE 

10"/6 

13.8    Medical-rehab  employee 
benefits  provider 

UTILITIES 

ROCHESTER 
GAS  &  ELECTRIC 

31M 

13.4    Deregulation  getting  under  way 
in  New  York 

UNITED  48)^       13.9    New  CEO  bent  on  embracing 

ILLUMINATING  Competition 


•June  1       "Based  on  estimated  1998  earnings 
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CONSOLIDATION  PLAYS 


3gulation  is  releasing  a  pent-up 
;  to  merge. 

aving  isolated  four  industi'ies  ripe 
consolidation,  we  combed  through 

Morningstar  StockTools  database 

,500  public  companies  to  locate 
,j  e  with  solid  fundamentals  and 
ri  c  prices  that  have  trailed  the  mar- 
q  Because  they  tend  to  be  at  the 
4  21-  of  merger  activity,  we  focused 
H  lidsize  companies  with  mai'ket  val- 
i]  )f  $500  million  to  $2  billion.  Then 
4  ,eroed  in  on  those  that  generate 
oj  )f  cash — an  apple  of  any  acquirer's 

For  financial  companies,  we  paid 
attention  to  return  on  assets,  a 

indicator.  We  eliminated  captive 
such  as  John  Nuveen  &  Co.,  a 

cipal  bond  dealer  dominated  by 

aul  Cos. 

om  each  of  the  fom*  industries,  we 
;ed  two  companies  (table)  that  ap- 
attractive — future  merger  or  not. 
ig  financials,  Eaton  Vance  stood 
^  Dr  steady  growth  and  wide  profit 
'li}  ins.  In  the  fiscal  half-year  ended 
iO,  it  netted  $22.3  million,  up  15% 
T(l  the  previous  year,  on  revenues  of 
51:  :i  million.  IPC  Holdings  Ltd.,  a 
B('  uda  reinsurer  with  close  ties  to 
Ai  ican  International  Group,  enjoyed 
I    irn  on  assets  last  year  of  nearly 
17  according  to  Morningstar  Inc., 
)U'  ig  it  near  the  top  of  its  class  in 
ir  ability.  Investment  vehicles  con- 


trolled by  George  Soros  recently  dis- 
closed an  8.15%  stake  in  the  company. 

Our  screen  of  communications  com- 
panies turned  up  two  diffei-ent  plays. 
Based  in  Lincoln,  Neb.,  Aliant  Com- 
munications has  expanded  cellular- 
phone  and  local  landline  operations,  but 
not  at  the  expense  of  profits.  Last  year, 
on  $286  million  in  revenues,  the  com- 
pany netted  $39.7  million  and  generat- 
ed cash  flow  of  $78  million.  In  another 
branch  of  the  communications  business, 
Heftel  Broadcasting  is  growing  rapidly 
in  its  Spanish-language  radio-station 
niche.  Based  in  Dallas,  Heftel  is  ex- 
panding its  stable  of  36  stations, 
through  two  more  in  San  Diego. 
NEW  RULES.  Like  Heftel,  Express 
Scripts  Inc.,  a  St.  Louis  pharmacy  ben- 
efit-management company,  is  off  its  re- 
cent high.  But  it's  a  stock  for  gi'owth 
investors,  trading  at  nearly  30  times 
estimated  1998  earnings  of  $2.57  a 
share.  It  })aid  $445  million  last  April  to 
pick  up  a  rival  cast  aside  by  the  in- 
dustry's crippled  giant,  Columbia/HCA 
Healthcare  Corp.  NovaCare  Inc. 
shares,  by  contrast,  have  taken  a  beat- 
ing as  investors  worry  about  how 
providers  of  health  care  will  cope  with 
new  Medicare  budget  limits.  NovaCare 
claims  it's  well  ahead  in  adjusting  its 
contracts  to  the  new  niles.  But  at  $11 
a  share,  NovaCai'e  is  trading  at  just  12 
times  the  Street's  consensus  earnings 
estimate  for  the  fiscal  year  ending 
June,  1999. 

Also  attractive  are  two  utilities — 
Rochester  Gas  &  Electric  (rg&e)  and 
United  Illuminating  Co.  Both  are 
entering  a  period  of  deregula- 
tion, and  Houlihan  Lokey's 
Adelson  thinks  this  will  fos- 
ter consolidation.  Out  of  lit- 
tle more  than  $1  billion  in 
revenues,  RG&E  last  year 
generated  a  prodigious 
$235  million  in  cash  flow, 
according  to  MoiTiingstar. 
New  Haven's  LInited  Il- 
luminating saw  cash  flow 
of  $168  million  on  $710 
million  in  revenues.  For- 
mer Westinghouse  Elec- 
tric    Corp.  executive 
Nathaniel  Woodson  just 
took  charge  as  ceo  vdth 
a  pledge  to  focus  on  that 
goal  so  beloved  of  in- 
vestors, shareholder  value. 
Is  there  some  way  of 
knowing  for  sure  which  of 
these  will  wind  up  in  a  merg- 
er? Unfortunately,  no.  But 
with  stocks  like  these,  you're 
likely  to  have  your  downside 
well  covered  while  looking  for 
the  big  upside. 
—  By  Robert  Barker 


SCOTT  J.  ADELSON 

Managing  Director 
Houlihan  Lokey  Howard  &  Zukin 


"irS  LIKE 
SHOOTING  FISH 
INABARREL" 

As  the  guy  in  charge  of  the  comprehensive 
Mergerstat  database,  Scott  J.  Adelson.  man- 
aging director  of  Los  Angeles  investment 
bank  Houlihan  Lokey  Howard  &  Zukin,  gets  a 
closer-than-usual  view  of  trends  in  industry 
consolidation.  Here's  what  he  sees  now: 

ON  THE  CURRENT  WAVE  OF  MERGERS  The 

value  of  deals  is  off  the  charts.  We  will  blow 
through  last  year's  deal  volume  probably  by 
the  end  of  June.  You've  never  had  the  kind  of 
market  you  have  today." 

IS  THE  MERGER  MARKET  OVERHEATED? 

"Price-earnmgs  multiples  that  are  being  paid 
are  clearly  rising,  but  not  across  the  board." 

WILL  THE  DAIMLER-CHRYSLER  DEAL  MEAN 
MORE  AUTO  MERGERS?  "The  number  of  play- 
ers in  that  mdustry  is  already  pretty  small, 
so  no. . . .  The  megadeals  get  the  preponder- 
ance of  the  press  coverage  but  aren't  neces- 
sarily a  trend." 

WHERE  TO  LOOK  FOR  TAKEOVER  PLAYS 

"Fmancial  services—bankmg,  insurance,  bro- 
kerages— account  for  one-third  of  all  merger 
and  acquisition  activity.  It's  like  shooting  fish 
in  a  barrel." 

WHY  FOCUS  ON  MID-CAPS?  Middle-size  com- 
panies are  at  a  critical  point.  They  need  to  de- 
cide if  they  will  grow  by  acquisitions  or,  if  not, 
are  they  going  to  be  able  to  compete?" 

THE  NEXT  HOT  INDUSTRY  FOR  DEALS 

"Utilities.  It's  the  same  fact  set  [as  in  tele- 
communications], but  it  has  not  taken  off  at 
the  same  rate.  That  eventually  will  change." 


THE  SEARCH  FOR  VALUE 


TECHNOLOGY  STOCKS 


Is  the  Bull  Just  Taking  a  Breather? 

Forget  this  lull.  Analysts  see  plenty  of  Internet-powered  growth  ahead 


Technology  stocks  are  in  a  summer 
funk.  The  Pacific  Stock  Exchange 
Tech  Index  dropped  10.8%  between 
May  4  and  June  1,  taking  back  almost 
half  of  the  industry's  24%  gain  pnor 
to  the  sell-off. 

For  good  reason.  An  onslaught  of 
low-priced  personal  computers  and  an 
oversupply  of  semiconductor's  ai'e  slash- 
ing profits  across  the  industry.  The 
Asian  crisis  is  also  taking  a  heavier 
toll  on  tech  profits  than  many  expected, 
especially  at  companies  that  have  big 
contracts  in  the  region.  La- 
ments Anthony  Rizzo,  manager 
of  the  Pimco  Innovation  Fund: 
"This  is  one  of  the  toughest  pe- 
riods for  tech  investing  I've 
seen  in  a  while." 

Is  this  the  end  of  the  foui- 
year  bull  market  in  technology 
stocks?  Don't  bet  on  it,  say 
many  professional  technology 
investors.  Most  of  the  pros  re- 
main generally 
bullish  about 
the  second  half 
of  the  year. 
And  although 
they're  wonied 
about  sky-high 
prices  on  some 
Internet  stocks, 
they're  buying 
beaten-down 
personal-computer 
companies,  along 


and  semiconductor 
with  software  and 
communications  equipment  companies 
that  are  jjoised  for  rapid  gi-owth. 

Indeed,  analysts  ai'e  j^redicting  noth- 
ing less  than  a  gargantuan  rebound  in 
technology  companies'  profits  in  1999: 
First  Call  Corp.'s  consensus  estimate 
forecasts  a  31%  rise.  Why?  Enormous 
growth  in  the  Internet,  and  a  hoped-for 
rebound  in  pc  industry  profits.  If  the 
analysts  ai'e  right,  the  high-tech  indus- 
try will  gr'ow  faster  than  all  major  U.  S. 
industries. 

"POP  BACK  UP."  Of  course,  tech  ana- 
lysts have  been  knovim  for  their  wildly 
optimistic  forecasts  of  future  technolo- 
gy profits.  That's  one  reason  the  mar-- 
ket  r-ecently  headed  south.  In  January, 
analysts'  consensus  estimate  for-  tech- 
nology earnings  in  1998  called  for  a 
22%  gain,  according  to  First  Call.  The 


latest  estimate,  however,  predicts  a 
more  humble  6%-  gain  in  tech  eariiings 
in  1998. 

With  so  much  disappointment  for 
tech  stocks  to  absorb,  they  may  find 
it  tough  going  this  summer.  But  most 
of  the  pros  have  their  eyes  focused  on 
1999.  By  then,  they  believe,  the  worst 


of  the  industry's  problems  will  be  gone. 

The  bulls  argue  that  PC  industry 
profits  will  r-ecover  later  this  year  as 
older  models  sell  off  and  as  consumers 
begin  buying  faster-,  high-mar-gin  PCs. 
Consumers  will  also  step  up  their 
spending  on  a  wide  range  of  new  high- 
perfor'mance  products — such  as  cable 
modems  and  digital  camer-as — that  vrill 
improve  Interiiet  comiections  and  make 
the  PC  more  versatile  in  the  home  and 
as  a  tool  for  business. 
This  development  could 
reignite  powerful 
growth,  say  the  bulls. 
"Right  now,  the  pc  in- 
dustry is  like  a  balloon 
being  shoved  in  a  buck- 
et of  water-,"  ar'gues 
Ron  Elijah,  manager  of 
Robertson  Stephens  In- 
formation Age  fund. 
"Pretty  soon,  it's  going  to  pop  back  up 
fast,"  he  says. 

Even  if  the  tech  industry  doesn't  re- 
cover quite  so  quickly  or  smoothly, 
most  pros  expect  tech  stocks  to  shake 


COLD  WIND 


The  U.S.  government's 
antitrust  threats  against 
Microsoft  and  Intel  have 
had  a  chilling  effect  on 
tech  stocks.  But  most 
pros  fear  no  lasting  harm 


off  their  current  woes  in  the  sec< 
half.  The  U.  S.  gover-nment's  antitr^t 
thi'eats  against  Microsoft  Corp.  and 
tel  Corp.  have  had  a  chilling  effect 
tech  stocks.  But  most  pros  discoili 
the  potential  long-term  effects  on 
ther-  company  or-  the  industry.  The  r 
son:  The  suits  won't  much  alter  pow 
ful  product  cycles,  driven  by  new  Ir  i 
processors  and  Microsoft  operating  s 
tems,  coming  over  the  next  12  mont 
And  since  product  cycles  drive  tt 
stocks,  investors  are  finding  compai 
unjustly  punished  by  the  r-ecent  s 
off,  as  well  as  companies  that  : 
sidestepping  the  industry's  malais. 
Take  Compaq  Computer  Coi 
which  is  among 
hardest  hit  by 
PC  downdraft. 
the  nation's  la 
est  PC  maker, 
barely  profital 
having  built 
many  PCs  that 
now  being  sole 

  cut-rate  pric 

Though  CompaCjC 
down  one-third 
its  52-week  higl^] 
$39,  it's  trading  at  a  hefty  multiple 
33  times  expected  1998  earnings.  ] 
Rizzo  thinks  Compaq  is  poised  fo ; 
fouith-quaiter  pr-ofit  rebound.  He  pl|u 
to  load  up  on  Compaq  when  he  s^''5j 
lower  inventories  and  more  robust 
ders  for  new  chips. 

A  r-ecovery  at  Compaq  will  beni 
Intel.  And  Intel  is  one  of  Elijah's 
vorites.  His  ar-gimient:  "People  are  ( 
fusing  today's  market  problems  wit 
generational  change 
technology."  He's  ( 
vinced  Intel  will  k 
ceed  in  converting  i,- 
tomer-s  to  its  new- 
Pentium.  II  process 
well  before  competi  ; 
make  inroads  v, 
their  new  chips. 
the  tr-ansition  will  1 
Intel  overcome  I 
profit  pressure  it's  been  under  this  M 
fi-om  booming  sales  of  slower,  lo\ 
margin  Pentium  mmx  chips.  He  doij 
an  antitrust  suit  will  alter  Intel's  i| 
dominance.  At  $68  a  share  on  Jun!-'; 


GOOD  THINGS 
GOME  IN  SMALL 
COMPANIES. 


/  CAPITAL  DEVELOPMENT  FUND  When  opportunity  knocks,  it's  important  to  listen. 
S  I  caps  are  at  their  most  attractive  valuations  relative  to  large  caps  since  the  latest  bull 

market  began.  It's  time  to  consider 


M  Capital  Development  Fund 


1  Year  Inception  {i-\hU] 

60.95"  32.85" 
*52.11"  *28.72"- 

es  raailmum  5.50%  sales  charge  Average  Annual  Total  Return  as  ol  5-5l-( 


www.aimfunds.com 


taking  advantage  of  the  strong  growth 
opportunities  in  the  small  cap  market. 

The  AIM  Capital  Development  Fund 
is  an  intelligent  way  to  invest  in  small 
ce  Our  disciplined  strategy  employs  four  principles:  choose  undervalued  companies  with 
g  growth  potential,  diversify  holdings  with  numerous  stocks,  buy  and  hold  on  to  the 
iie  Derformers,  and  maximize  tax  efficiency.  These  four  elements  make  this  the  "thinking 
Ti.  ,  small  cap  fund."  And  while  investing  in  small  companies  may  involve  greater  risk 
li  nore  established  companies,  it  also  offers  greater  potential  reward, 
^mall  caps  are  knocking,  it's  time  to  answer. 

(Invest  With  DISCIPLINE"" 
MUTUAL  FUNDS 

°a!  iommrKecamotgiKimriteecomporabk  future  results. 

C/    YOUR  FINANCIAL  CONSULTANT  formorecmpleteir)fcmcithr)abouttheFurKf/irduding<iy3rgesarKie^ 

Performance  figiires  are  historical  and  refect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares.  Investment  return  and  principal  value  wifl  vary  so 
u  may  have  a  gain  or  loss  when  you  sell  shares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  AIM  and  design  is  a  registered  trademaik  of  AIM 
ment Group IncAIM Distributors,  Inc  1 998 


AIM 
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Kevin  Landis  co-manages  $225  million  in  four 
technology  funds  run  by  Firsthand  Funds  Inc., 
m  San  Jose,  Calif  His  Technology  Value  Fund  is 
up  4.6%  through  June  2.  It  had  a  three-year 
average  annual  growth  of  43%  through  Apr  30. 

ON  WHETHER  TECH  STOCKS  WILL  REBOUND 

"Tech  stocks  should  outperform  the  market 
this  year.  Companies  with  profits  driven  by  the 
Internet  will  continue  to  do  well.  In  semicon- 
ductors, it  depends  where  you  look.  I'm  opti- 
mistic about  the  capital-equipment  side,  but 
I'm  concerned  that  people  expect  a  bounce- 
back  but  won't  have  the  patience.  It  will 
come  in  Q4 — or  in  Ql  of  1999." 

ON  WHEN  SEMICONDUCTORS  WILL  RECOVER 

"The  oversuppiy  of  DRAMs  [memory  chips]  is 


real.  But  Intel  will  surprise  people  by  how 
competitive  they  can  be  at  lowering  prices." 

WILL  ANTITRUST  SUITS  HURT  MICROSOFT 
AND  INTEL?  "I'm  not  worried  about  antitrust 
suits.  Both  companies  are  going  to  be  leaders 
in  their  industry  for  a  long  time." 

HIS  FAVORITE  SECTORS  The  story  in  the  sec- 
ond half  IS  connectivity  and  the  Internet.  Any- 
one who  builds  bandwidth  has  a  tremendous 
opportunity.  Some  companies  are  already  rich- 
ly priced,  such  as  Advanced  Fiber  and  Tellabs. 
Some  Internet  stocks  are  also  pricey — and 
trade  on  promise,  not  skepticism.  It's  safer 
not  to  invest  in  [those]  stocks.  I  prefer  com- 
panies that  make  chips  to  expand  bandwidth, 
such  as  PMC-Sierra  and  Vitesse." 


"COMPANIES  WITH  PROFITS  DRIVEN  BY 
THE  INTERNET  WILL  CONTINUE  TO  DO  WELL' 


NAME 

COMDIAL 


COMPAQ 


he  thinks  Intel  is  a  bargain.  Intel's 
stock  is  trading  at  19  times  forward 
12-month  eaiTiings,  well  below  its  peak. 

Many  software  stocks  have  avoided 
the  PC  industry  malaise.  Irfan  Ali,  a 
software  analyst  for  Massachusetts  Fi- 
nancial Services,  likes  Computer  Asso- 
ciates International,  bmc 
Software,  and  Compuware. 
Shares  in  all  tlu-ee  have  risen 
sharply  this  year,  but  Ali 
thinks  there  is  room  to  run. 
They  all  have  stable  pricing, 
high  profit  margins,  high 
gi'owth  rates,  and  low  price- 
eamings  multiples  compared 
with  many  other  fast-grow- 
ing tech  stocks. 

Parametric,  which  makes 
industrial  design  software, 
and  Cadence  Design  Systems 
Inc.,  which  produces  cliip  de- 
sign software,  are  two  soft- 
ware picks  of  Marc  Klee, 
manager  of  the  John  Han- 
cock Global  Technology  Fund. 
Both  companies  have  unusu- 
ally stable  growth  prospects 
compared  with  many  tech- 
nology companies,  Klee  says, 
and  may  see  30%  profit 
gi'owth  in  1999.  And  they're 
trading  at  price-earnings 
multiples  in  the  low  20s. 

Some  pros  see  the  red-hot 
Internet  boom  continuing. 
Kevin  Landis,  manager  of 
four  technology  funds  owned 
by  Fii-sthand  Funds  Inc.,  likes 


PMC-Sieira  Inc.,  which  makes  semicon- 
ductoi"s  to  expand  bandwidth  on  the  In- 
ternet. He  says  the  company  has  a 
strong  order  backlog  and  will  likely  beat 
analysts'  1999  earnings  estimate  of  $1.29 
a  shai'e.  At  a  recent  price  of  less  than 
$40,  "it's  a  steal,"  Landis  says. 


COMPUTER 
ASSOCIATES 

COMPUWARE 


ELECTRONIC 
ARTS 


INTEL 


PARAMETRIC 


PMC-SIEI?RA 


TOP  TECH  PICKS 


STOCK  PRICE*  P-E**  COMMENT 

IIK  13  A  below-market  multiple  for  a 
company  in  the  potentially  hot 
Internet  phone  market 

26'K6  39     Look  for  a  fourth-quarter  earnings 
surprise  once  the  inventories  are 
trimmed 

51     22     A  favorable  p-e  on  this  software 
powerhouse 

44^6  32     Steady  earnings  growth  and  a  low 
price  relative  to  prospects 

42'/6  28     Faster  PCs  and  video-game 
machines  should  drive  healthy 
game  sales 

68     22     Bumps  lie  ahead,  but  two  product- 
cycles  are  coming:  a  switch  to  faster 
Pentium  II  and  Merced  processors 

30X   32     1998  profits  should  grow  30%  at 
this  software-design  firm 

3TA   35     Specialty  chipmaker  stands  to  gain 
from  Internet  grovifth 

DATA:  BW,  BLOOMBERG  FINANCIAL  MARKETS 


*June  1    "Based  on  1998  estimated  earnings 


The  top  technology-fund  manage:  j[ 
this  year  have  trimmed  theii"  holdinjr 
in  some  fi'othy  Internet  names,  inclu 
ing  Amazon.com,  N2K,  and  cdNc 
Paul  T.  Cook  and  Cai-1  Wilk,  who  e 
manage  the  Munder  Capital  Manag 
ment  NetNet  fund,  also  aren't  buyii 
more  Yahoo!  Inc.,  whii 
reached  a  mai'ket  value  of : 
billion  in  April  despite  on 
$67  million  in  1997  sales, 

Yet  Cook  and  Wilk  st 
like  Internet  telephoi 
stocks.  Inteitel  Inc.  and  Got 
dial  Coi-p.  make  boai'ds  th 
plug  into  PCS  that  allow  use 
to  make  telephone  ca 
through  the  Internet.  For  e 
ample,  at  a  recent  price 
$11,  Comdial  is  trading  at 
below-market  multiple  of 
times  1998  earnings  b 
should  gi'ow  profits  20%  tl 
year,  Wilk  says.  Cook  is  al 
betting  on  Intuit,  which  is  i 
panding  into  Internet-bas 
financial  services,  includi 
mortgages,  auto  loans,  a 
insiu'ance. 

At  a  p-e  of  41,  Intuit 
pricey  for  some.  But  if,  li 
Cook  and  others,  you  belie 
that  liigh-tech  stocks  are  si 
ply  taking  a  summer  bre 
before  returning  to  th 
bullish  ways,  now  is  a  gc 
time  to  search  out  bargaii 
By  Geoffrey  Sm 
in  Bost 
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THE  SEARCH  FOR  VALUE 


BIOTECH  STOCKS 


Warning:  May  Cause  Dizziness 

The  key  to  biotech  investing  is  knowing  when  to  get  in  and  out 


Next  to  Hollywood,  biotech  is  the 
industiy  most  apt  to  confuse  fan- 
tasy with  reality.  But  in  the  past 
year,  reality  has  held  sway:  Biotech 
stocks  are  down  2%,  while  the  Stan- 
dai"d  &  Poor's  500-stock  index  is  up  al- 
most 30%. 

So  how  does  one  find  value  in  a 
sector  that's  risky  and — for 
now — underperforming?  One 
useful  approach  is  to  study 
where  a  drug  is  in  the  de- 
velopment cycle.  Many  in 
vestors  like  to  get 
in  on  the  ground 
flooi;  when  a  drug 
is  still  in  trials.  But 
they  must  tread 
carefully:  Once  a 
drug  gets  Food 
&  Ding  Adminis- 
tration approval, 
the  stock  usually 
declines  instead 
of  i-unning  up.  On 
May  26,  for  in- 
stance, Organo- 
genesis Inc.  got 
clearance  for  its 
Apligi'af,  a  human-skin  substi- 
tute. The  stock,  which  hit  87  in 
April,  is  now  at  24 "/i..  Organo- 
genesis is  not  alone.  This  is  a 
pattern  in  biotech,  says  Matthew 
M.  Geller,  an  analyst  at  cibc  Op- 
penheimer  Corp.  in  New  York: 
"Investors  start  to  sell  because 
they're  nervous  that  ding  sales 
won't  meet  projections." 
GYRATIONS.  A  company  that  has 
faced  the  same  prospect  is  Pro- 
tein Design  Labs  Inc.,  which  re- 
cently received  approval  for  a 
kidney-transplant  ding  that  pre- 
vents  rejection  of  the  new  kidney.  The 
dmg  can  also  be  used  to  treat  psoriasis 
and  juvenile  diabetes.  Dick  Bank,  port- 
folio manager  at  First  Tier  Partners,  a 
hedge  fund  in  Los  Angeles,  says  that, 
despite  its  large  potential,  the  stock  is 
down  .50%  from  its  high  of  5VA  in  No- 
vember. But  Bank  thinks  the  company, 
with  its  pipeline  of  upcoming  dings, 
will  hit  45  by  yearend. 

Another  stock  that  got  hit  after  FDA- 
panel  approval  for  its  new  treatment 
for  Crohn's  disease  is  Centocor,  a  $2.5 


billion-market-cap  company.  The  stock 
fell  about  15%',  to  36,  last  week  after 
the  news.  But  Arnold  Snider  of  Deer- 
field  Management  in  New  York  thinks 
Avakine  will  make  a  lot  of  money  in 
the  next  few  years.  He  believes  the 
stock  could  hit  50  in  12  months. 


are  below  the  $200  million-market-c; 
level." 

Lambert  likes  nps  Pharmaceutict 
Inc.  Its  most  valuable  asset,  he  says 
a  partnership  with  Amgen  Inc.,  the 
dustiys  lai-gest  player  nps  is  develop 
a  chng  for  treating  hyjjerjjai'athyi-oidis 
which  afflicts  women  after  menopa 
The  dmg  can  also  be  used  in  renal  dii 
ysis.  At  7'/i,  NFS  stock  is  trading  near 
52-week  low.  He  thinks  it  could  mo|| 
than  double  in  the  next  year. 
"RADAR  SCREEN."  Another  eai-ly-sta 
company  is  Synaptic,  a  leader  in  pi 
ing  dings  for  obesity,  depression, 
migTaine  headaches,  using  a  new  te^ 
nology  that  helps  bind  molecules 
gether.  "It's  off  eveiyone's  radai-  scr- 
because  the  chng's  ai'e  still  in  early-s 
development.  Tlie  company  is  still  sm 
with  a  mai-ket  cap  of  $155  million,"  si 
Bank.  The  stock  is  at  14'X.  but  Ba 
thinks  it  will  reach  28  by  yearend. 

Late-stage  investing  can  also  be  : 
ful.  "What  we  ty])ically  look  for  is  hi 
to  eliminate  some  of  the  risk,"  s; 
Bank.  That  means  he  seeks  compai 


SOME  SMART  BUYS 


ADVANCED 
MAGNETICS 

CENTOCOR 

NPS  PHARMACEUTICAL 
PROTEIN  DESIGN  LABS 


STOCK 
PRICE* 

10^6 


52-WEEK 
HIGH 

14^^ 


Developing  a  new  cancer  drug — with  one  drug 
already  commercially  available 


SYNAPTIC 


37'/6      53X      Its  new  Crohn's  disease  drug  IS  slated  to  do  wel 

7K       11      A  postmenopausal  drug  is  being  developed; 

Company  has  a  valuable  partnership  with  Amge; 

25Kb       bVA      A  strong  pipeline  is  behmd  its  new  kidney  drug 

IVA       17X     Obesity  and  migraine  drugs  being  developed 

DATA  BUSINESSWEEK 


If  you  have  an  aversion  to  gyra- 
tions, you'll  be  more  comfortable  play- 
ing in  the  early  or  late  part  of  the 
development  cycle.  Mark  Lambert  of 
Biotechnology  Value  Fund  in  San 
Francisco  looks  for  companies  still 
undiscovered  by  Wall  Street  that  have 
enough  cash  to  last  a  long  while.  Says 
Lambert:  "We  like  to  find  companies  in 
their  early  stages,  with  low  liquidity, 
low  market  cap,  and  not  necessarily 
good  news  flow.  Currently,  the  best 
opportunities  I've  ever  seen  in  biotech 


that  ai'e  in  advanced  clinical  trials,  hi 
mai-keting  agi-eements  with  big  com 
nies  such  as  Merck  &  Co.  or  Pfizer  I 
and  have  multiple  products  in  devel 
ment.  He  also  wants  to  make  sure 
clinical  benefit  of  a  cbng  is  so  great  t 
managed-care  providers  have  no  chc 
but  to  reimbiu'se  patients  who  use  i 
In  short:  Take  your  pick  on  wh 
stage  of  the  development  cycle  to  p 
And  remember  to  distinguish  fant; 
from  reality. 

By  Debra  Sparks  in  New  Y 


Things  wo  ve  not  k  eel  dhoiit  Ainericans: 

There's  a  safe  way 
of  doing  everythin 
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THE  SEARCH  FOR  VALUE 


SHORT-SELLING 


How  to  Short  a  Bull  Market-and  Live 

Despite  frequent  squeezes,  savvy  players  are  profiting  frorn  overvalued  stocks 


With  the  stock  market  up  13% 
so  far  this  year,  shoit-selling 
ought  to  be  one  of  the  riski- 
est  investment  strategies 
ai'ound.  And  guess  what?  It  is.  Shorts 
complain  that  rampant  bullishness 
is  pushing  up  dubious  stocks 
more  than  ever.  They  beef 
that  some  institutions  make 
a  point  of  buying  heavily 
shorted  stocks  to  force  shorts 
to  buy  back  the  shares,  dri- 
ving prices  up  further.  Such 
"short  squeezes"  ai'e  becoming 
a  fact  of  life  for  short-sellers. 

But  bull  market  and 
squeezes  notwithstanding, 
short-seUing  can  be  worth  the 
risk.  One  need  only  check  out 
stocks  named  by  short-sellers 
when  BUSINESS  week  last  ex- 
amined the  practice  (BW — Dec. 
29).  Nine  of  their  14  picks 
have  declined,  and  among 
them  were  some  of  the  biggest  losers 
of  recent  months — including  BioTime 
Inc.,  down  559!-  this  year.  Multimedia 
Games,  which  has  cmmbled  and 
Computer  Learning  Centers,  down 
44%.  Shorts  are  among  the  savviest 
reseai'chers  on  Wall  Street  and  were 
shorting  Computer  Learning  long  be- 
fore its  accounting  practices  were  pub- 
Hcly  questioned.  (The  company  has  de- 
nied wTongdoing.) 


SHORT  TARGETS 


COMPANY 


OILMAN  &  ClOCIA 

Tax-preparation  chain 

SINGER 

Sewing  machines 

SLH 

Energy  and  real  estate 

SONUS  PHARMACEUTICALS 

Biotech-device  manufacturer 

THINK  NEW  IDEAS 

Consultmg  company 

ZONAGEN 

Pharmaceutical  company 


STOCK 
PRICE* 

17-/. 


IVA 


13 


36  M 


'June  i 


DATA  BW,  BLOOMBEi^G  FINANCiAl  MARKETS 


Short-selling  requires  an  eye  for 
what  can  go  \\Tong — the  opposite  of 
the  upbeat  mentality  that  prevails  on 
Wall  Street.  Morton  Cohen,  who  mns 
Cleveland's  Clarion  Partners  money- 
management  group,  looks  out  for  over- 
valued stocks,  stocks  that  ai-e  \1ctims  of 
broad,  seculai*  trends,  scams,  or  poorly 
managed  companies.  These  run  the 
gamut  of  large,  highly  liquid 
stocks  and  small  caps,  the  rep- 
utable and  the  sleazy.  Among 
the  stocks  that  he  feels  ai-e  los- 
ing value  because  of  secular 
reasons  ai"e  two  venerable  Wall 
Street  names:  instant-photo  pi- 
oneeer  Polaroid  Corp.  and 
Singer  Co.,  the  sewing  machine 
giant.  Both,  he  feels,  have  long 
since  seen  their  best  days — 
with  Polaroid  under  competi- 
tion from  digital  cameras  and 
Singer,  in  his  view,  overly  de- 
pendent on  sales  to  underde- 
veloped countries. 

High-fl\ing  small-cap  compa- 
nies frequently  find  then*  way 
onto  short-sellers'  hit  Usts.  One 
outspoken  small-stock  skeptic 
is  Manuel  Asensio,  who  runs 
the  Asensio  &  Co.  monev-man- 


ONE-YEAR 
TOTAL  RETURN 

709% 


-55 


159 


-51 


402 


agement  fii-m.  Today  his  t 
picks  include  Texas-bas( 
Zonagen  Inc.,  whose  stock  has  gained 
sigiiificant  following  on  Wall  Street  t 
cause  of  its  Vasomax  anti-impoten 
drug,  which  the  company  feels  m; 
compete  with  Pfizer's  Viagra.  Asen; 
shorted  the  stock  last  yeai;  and  it  c 
clined  but  then  recovered.  He  remai 
short,  despite  its  recent  Viagi'a-fuel 
mnup — the  stock  is  up  some  88%  ov 
the  past  year.  Asensio  stresses  cc 
cems  about  the  ding's  safety  and  < 
fectiveness  held  by  critics,  includi 
shareholders  wiio  have  sued  the  co 
pany  claiming  seciuities-law  \iolatio! 
The  company  vigorously  denies  i 
charges. 

SHORTING  THE  NET.  Another  shoit-seDtT 

wiio  specializes  in  microcap  stocks,  l  i 
lately  been  watching — and  shorting  1 
another  stock  that  is  a  favorite  of  c( 
callers.  Oilman  &  Ciocia.  The  compaj 
iims  tax-prepai-ation  center's,  and  it  \ 
been  a  massive  gainer,  climbing  701 
over  the  past  year  and  doubhng  t 
yeai-  alone.  Bai-ely  a  yeai-  ago.  the  st< 
was  trading  at  little  more  thank 
buck — and  this  short  is  wageiing  til 
sanity  will  soon  prevail.  | 
Short-sellers  are  keeping  an  a 
peeled  for  companies  like  Oilman  a| 
Zonagen  that  they  believe  ai-e  draml 
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2. 


How  DO  YOU  decide  whether  to 

BUY,  SELL  OR  HOLD 

A  mutual  fund  in  your  portfolio? 


With  our  new  Mutual  Fund  Report  Cards'I'  you  can  follow  these 
simple  steps  to  begin  to  evaluate  your  mutual  funds. 


Check  out  the  Morningstar  rating 

morningstar  rates  funds  on  a  scale  of 
one  to  five  stars.  how  do  your  funds 

STACK  UP? 


Examine  the  performance 


How  DO  YOUR  FUNDS  COMPARE  WITH 

benchmarks  like  the  s&p  500  and  the 
Russell  2000  and  the  category  average? 


Morningstar  Ratings 


Overall  Rating: 

Below  Average 

This  fund's  rating  of  2  stars  (out  of  5) 
indicates  that  its  performance,  when 
adjusted  for  risk,  is  below  average 
compared  to  other  domestic  stock 
funds 


The  number  oj stars  a  fund 
receives  is  one  way  to  evaluate 
Us  nsk-adjuiled  perjormance. 


You'll  jind  out  how  the  hiiloncal 
perjormance  oj  your  jund  compares 
a^aimt  relevant  henLhmarks. 


3. 


Understand  your  alternatives 


If  one  or  more  of  your  funds  are 
lagging  the  average  returns  of  the 
funds  in  their  category,  it  may  be 
time  to  rebalance  your  portfolio. 


Fund  Name 

Morningstar 

(inception) 

Ratings 

any  fufid  am) 

♦  * 

Cati-yory  Average 

Funds  from  the  Mutual  F 

und  Select  List' 

Sample  Fund  6  (6/87) 

♦  ♦*♦ 

Sample  Fund  C  (9/88) 

♦  ♦♦♦ 

Ij  appropriate,  we'll  provide 
the  names  oj  alternative  funds 
joryour  consideration 


Schwab's  FREE  Mutual  Fund  Rlport  Cards 

MAKE  evaluating  YOUR  PORTFOLIO  EASY. 

Mutual  Furiid  Report  Caixis  provide  an  easy-to-understand  analysis  of  your 
mutual  lunds  in  a  concise,  single-page  format.  They're  available  on  over  7,700  funds 
Irom  families  like  Fidelity,  Mernll  Lynch,  Vanguard  and  more  Why  not  call  for  three  free 
Report  Cards  today,  or  stop  by  a  local  Schwab  branch  and  visit  with  a  representative 


1-800-790-3808 


11.  Ar^*   


ospectuses  containing  more  complete  information  including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  them  carefrillv 
esting.  Past  performance  is  no  indication  of  future  results.  i&199f!  Charles  Schwab  &  Co.,  Inc.  .All  rights  reserved.  Member  SIPC/N^  SI:.  ( ()(i9tS-179(i ) 


Charles  Schwab 


ically  ovei-valued.  Short  candidates  are 
in  just  about  any  industry — though 
biotech  and  energj'  companies  are  tra- 
ditional short-seller  favorites.  In  recent 
yeai"s.  Internet  stocks  have  gi'owTi  pop- 
ular among  shorts.  As  the  Overpriced 
Stock  SeiTice  newsletter  ai-gued  in  one 
recent  issue,  "Short  More  Internet." 
Cohen  is  shorting  Soui'ce  Media  Inc., 
which  has  gained  a  considerable  in- 
vestor following  for  its  various  adver- 
tising and  cable-TV  products.  Another 
fast-growing  stock  to  gain  short-seller 
attention  is  SLH  Corp.,  whose  shares 
have  soared  some  159%  over  the  past 
year  though  they  have  fallen  back  in 
1998.  The  company's  main  business  is 
its  proprietaiy  "S\nitroleum  process," 
which  converts  natural  gas  into  liquid 
fuel  products.  Shorts  maintain  that  the 
company's  $230  million  market  cap  is 
far  too  high. 

Other  high-fl\ing  stocks  that  ai'e  be- 
ginning to  attract  increased  interest 
from  short-sellei-s  include  Radica  Games 
Ltd.,  which  makes  electronic  devices 
for  placing  poker  and  other  games.  An- 
other such  stock  is  Tiu'bodyne  Tech- 
nologies Inc.  a  foiTner  Vancouver  Stock 
Exchange  issue  that  has  more  than 
doubled  in  price  so  far  this  year.  Tur- 
bodyne  makes  pollution-control  ma- 
chinery'. One  publicly  held  consulting 
company,  which  is  trying  to  get  a 
foothold  on  the  Internet,  is  New  York- 
based  THINK  New  Ideas,  a  fonner  pen- 
ny stock  that  has  climbed  fivefold  over 
the  past  year.  One  experienced  short- 
seller  thinks  that  the  market  will  soon 
have  a  new  idea  about  this  stock — that 
it  is  going  to  tumble. 
BURN  VICTIMS.  Overheated  perfor- 
mance, however  is  by  no  means  the 
only  indication  of  a  stock  that  is  worth 
selling  short.  Indeed,  many 
shorts  were  burned  last  year 
when  they  shorted  Quigley 
Corp.  after  a  dramatic  rtinup. 
only  to  see  its  shai'es  continue 
to  climb.  Sometimes  shorts 
bet  on  stock-price  losers,  running 
counter  to  the  tendency  of  some  in- 
vestors to  load  up  on  stocks  that  are 
taking  a  beating,  in  the  view  that  they 
are  "cheap." 

Such  stocks  are  not  always  bar- 
gains. Cohen,  for  example,  is  shorting 
the  fi'ee-falling  shares  of  soxi  s  Phar- 
maceuticals, which  makes  ultrasound 
conti-ast  agents  and  drtig-deliverj-  sys- 
tems. The  company's  shares  are  down 
609c  so  far  this  year,  and  Cohen  is  wa- 
gering that  the  stock's  fall  is  far  from 
over  The  Street,  he  notes,  loves  the 
stock.  Too  much.  "It's  not  too  hard  to 
find  shorts  in  this  market,"  says  Co- 
hen. The  trick  is  to  get  other  investors 
to  agree. 

By  Gary  Weiss  in  Xeiv  York 


THE  SEARCH  FOR  VALUE 


REAL  ESTATE 


Finding  Shelter-and 
A  Bit  of  Comfort 

There's  reliable  income  for  investors  with  long  horizon 


m 


■artm  Cohen,  of  Cohen  & 
Steers  Realty  Shares,  has 
good  reason  to  feel  depressed. 
."It's  a  tough  environment 
when  yom'  stocks  go  dowTi  everj'  day," 
says  the  portfolio  manager  Cohen  & 
Steei-s's  $3  billion  fimd.  which  had  total 
returns  of  38.5%  in  1996  and  21.2%  in 
1997,  is  down  more  than  6%  in  1998. 
Meanwhile,  the  Standai'd  &  Poor's  500- 
stock  index  is  up  12.4%.  Says  Cohen:  "I 
think  people  look  at  real  estate  invest- 
ment trtists  [REITs]  being  down  and 
the  broad  market  up  more  than  12% 
and  say,  'I'm  in  the  WTong  asset.' " 

Can  you  blame  them?  The  stocks 
have  been  battered  by  mounting  con- 
cems  that  returns  will  fall  as  the  in- 
dustiy  enters  a  more  mature,  slower 


giTiwth  phase  and  on  fears  that 
large  pool  of  available  capital  slosh 
around  the  industiy  will  lead  to  o\ 
building.  Wonies  about  changes  in 
taxation  of  re  its  are  also  giving 
vestors  jitters.  According  to  amg  E 
Services,  the  market  perfomanc€ 
real  estate  mutual  funds  has  been  r 
ative  for  the  past  eight  weeks  and 
sets  have  shrunk  to  about  .SI  1.7  bill 
from  .S12.5  billion  eariier  in  1998.  [JP; 

Unlike  REITs,  homebuilders  h 
been  doing  well,  topping  even  W 
broad  market  with  a  17.4%  j'eai  ^ 
date  gain.  But  analysts  think  va 
tions  are  more  reasonable — and  ((ijt; 
more  appreciation  may  be  in  the  ca 
In  the  REIT  mai'ket,  many  wor 
may  be  overdone.  Indeed,  inves; 
concerned  about  the  high  level  of 
broad  stock  market  may  find  reitIc 
be  sohd  defensive  holdings.  REITs 


55  P[ 


!  a  reliable  income  stream  since 
'  must  pay  95%  of  what  would  be 
r  taxable  profits  to  shareholders  in 
dends  to  retain  their  tax-advan- 
d  status.  "With  REIT  yields  120  ba- 
points  better  than  the  five-year 
suiy  bond  and  companies  expected 
ike  dividends  faster,  people  are  go- 
to rediscover  the  yield  story  at 
I  point  this  year,"  says  Louis  W. 
or  of  Prudential  Secuiities. 
ruNG  IN.  As  momentum  players 
REITs,  investors  with  longer-term 
;ons  can  find  good  values.  "We've 
ced  REIT  multiples  back  over  10 

5  and  they're  at  their  lowest  levels 
the  gulf  war,"  says  Cydney  C. 

lell,  of  New  York-based  investment 
iger  European  Investors  Inc.  "Giv- 
lat  their  earnings-growth  poten- 
3  five  times  that  of  the  1999  esti- 
s  for  the  s&P  500  and  that  their 
pie,  based  on  1999  projections,  is 
)r  about  40%  of  the  s&p's — I  don't 
^uiTent  REIT  valuations]  at  all." 
me  of  the  highest-flying  REITs  of 
last  few  years  may  be  far  better 
now.  That  includes  Starwood  Ho- 

6  Resorts  Worldwide  Inc.  and 
:ent  Real  Estate  Equities  Co.,  says 
n.  At  a  price  around  38,  Vomado 
y  Trust  appeals  to  Donnell.  It  has 
a  big  buyer  of  properties  in  recent 
,  but  as  the  real  estate  market 
3vived,  competition  for  properties 
riven  up  the  prices  of  deals  and 
them  less  economical.  "But,"  says 
ell,  "To  date,  Vornado  has  bought 

that  have  a  natural  upside  in  the 
•oil  or  that  have  been  totally  un- 
ilized  in  their  prior  history." 
;re's  another  element  to  the  Vor- 
story  and  to  the  appeal  of  real 
■  stocks  in  general  that  may  play 
•ofitably:  development.  "Over  the 
few  years,  we  vAW  see  a  shift  in 
onomics  favoring  an  emphasis  on 
3pment  over  acquisition,"  says 
^itzpatrick,  of  Longleaf  Partners 


Mike  KIrby  is  a  co-founder  of  Green  Street 
Advisors,  wfiicfi  is  an  independent  research 
organization  based  in  Newport  Beach,  Calif. 
It  specializes  in  real  estate  investment  trusts 
(REITs).  Founded  in  1985.  Green  Street 
Advisors  has  11  analysts  who  serve  a  cus- 
tomer base  of  more  than  200  institutional 
mvestors. 


on  THE  APPEAL  OF  REITs 

REITs  have  been  such 
woeful  underperformers 
this  year  that  any  [in- 
vestors] with  any  contrari- 
an biood  in  them  at  all 
have  to  think  they  might 
be  interesting. 

STRATEGIES  TO  PURSUE 

More  than  ever,  real  es- 
tate investing  is  a  stock- 
picking  game.  REITs  that 
just  buy  properties  without 
having  a  plan  in  mmd  tor 
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G-reen  Stn-rl  Advisors 


adding  to  its  value  are  undertaking  a  strategy 
that  doesn't  make  sense  in  a  fully  priced  real 
estate  market  that's  currently  awash  with 
capital.  Growth  for  the  sake  of  gainmg  effi- 
ciencies can  make  sense  if  you  have  top- 
notch  management  able  to  take  advantage  of 
efficiencies.  Sam  Zell's  Equity  Office  Proper- 
ties Trust  and  Equity  Residential  Properties 
Trust  are  the  best  examples  of  that.  REITs 
with  plans  for  developing  properties  make  a 
lot  of  sense. 


FAVORED  STOCKS  Bay 

Apartment  Communities 
and  Security  Capital  Pacific 
Trust  both  have  terrific  de- 
velopment stories  in  Cali- 
fornia. A  development  story 
in  the  office  sector  is  Carr- 
America  Realty  Corp.  In  re- 
tail, Taubman  Centers  is 
very  aggressive  and  has  a 
very  healthy  development 
pipeline  queued  up. 


"REITS  HAVE  BEEN  SUCH  WOEFUL 
UNDERPERFORMERS  THIS  YEAR " 


Realty  Fund.  Vornado  owns  a  lot  of 
property  around  Manhattan's  Pennsyl- 
vania Station,  a  neighborhood  expected 
to  become  a  vibrant  retail  environment 
in  a  few  years. 

Feireting  out  real  estate  stocks  with 
good  development  stories  isn't  easy, 
says  Fitzpatrick.  "A  lot  of  what  we 
buy  doesn't  show  up  in  the  immediate 
numbers,"  he  says,  so  tends  to  be  mis- 
priced  by  the  market.  One  example:  a 
new  company,  Excel  Legacy,  trading 
on  the  NASDAQ  Bulletin  Board.  It  was 
spun  out  of  a  REIT  but  is  stinactured 
as  a  regular  C-corporation.  "It  has 
some  very  attractive  development  sites 
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1  BATTERED 

DOWN-AND  BARGAINS 

STOCK 
PRICE* 

CHANGE  FROM 

52-WK.  HIGH  (%) 

BA' 

PARTMENT  COMMUNITIES 

Northern  Calif,  apartments 

36'X6 

-9.1% 

m 

AMERICA  REALTY  CORP. 

Suburban  offices 

27'X6 

-16.4 

if 

f'OQOS  PROPERTIES 

Suburban  office,  industrial 

32^6 

-13.4 

CALi  REALTY  CORP. 

Northeast,  southwest  offices 

36^ 

-15.7 

ITY  CAPITAL  PAC.  TRUST 

Apartments  in  western  U.S. 

22^ 

-10.4 

EN  REALTY  CORP. 

Midtown  Manhattan  offices 

22% 

-19.4 

ONE  HOTEL  INVESTORS 

Upscale  hotels  in  western  U.S. 

WA 

-21.0 

DO  REALTY  TRUST 

Shopping  centers,  industrial 

-23.0 

le  1 
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and  opportunities  across  the  country," 
says  Fitzpatrick. 

A  far  larger  stock  with  some  upside 
fi'om  development  that  Fitzpatrick  likes 
is  Host  Marriott,  also  a  C-coip.  "It  has 
land  adjacent  to  existing  properties 
where  they  can  add  room  capacity  at 
extremely  high  rates  of  return,"  he 
says,  and  has  several  hotel  sites  that  it 
will  be  developing  over  the  next  few 
years.  For  a  play  on  land,  William  K. 
Mon-ill,  CEO  of  ABKB/LaSalle  Secmities, 
likes  Catellus  Development  Co.  "They 
should  benefit  from  an  acceleration  in 
the  gi'owth  of  land  prices  on  the  West 
Coast  that  should  continue  for  a  couple 
of  years,"  he  says. 

Sam  Lieber,  who  rans  two  real  es- 
tate funds  for  Alpine  Management  & 
Reseai'ch,  looks  for  value  among  home- 
builders  that  he  expects  to  be  consol- 
idators  in  their  industry.  Since  the 
broad  stock  market's  April  high,  the 
s&P  500  is  dowTi  3.5%,  s&p's  REIT  in- 
dex is  dovm  1.8%,  and  homebuilders 
are  down  9.7%.  "With  interest  rates 
low,  housing  affordability  high,  and  the 
fundamental  activity  in  real  estate 
strong,  we  think  homebuilders  are  the 
cheapest  sector,"  says  Lieber. 

REITS  may  be  down,  but  don't  count 
them  out.  Investors  can  expect  good 
retui-ns — but  may  have  to  wait  longer 
for  them.  Of  course,  in  a  bull  market, 
counseling  patience  is  a  hard  sell. 
By  Suzanne  Woolley  in  New  York 
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Europe  Is  the  Bright  Spot 
In  World  Markets 

Falling  rates  and  lively  economies  make  the  region  look  like  a  haven  in  the  stonn 


Global  equity  investors  ai-e  facing 
an  awlvwai'd  dilemma  as  stimmer 
begins.  An\thing  that  looks  at- 
tractive is  expensive.  And  any- 
tliing  that  looks  cheap  is  unattractive — 
and  for  good  reason. 

The  stakes  ai-e  high.  Shai'e  prices  in 
the  U.  S.  and  Em-ope  have  more  than 
doubled  since  1995.  So  an  oversize 
stake  in  one  countiy  or  sector  could 
have  dii'e  consequences  if  malaise  sets 
in.  Still,  most  experts  beheve  that  the 
best  markets  will  be  outside  Wall 
Street,  despite  its  long  recoi-d  of  strong 
gi'owth.  The  Standard  &  Poor's  500- 
stock  index  trades  ctuTently  at  a  lofty 
21  times  expected  1998  eaiTiings.  which 
show  weak  growth.  In  contrast,  many 
emerging  mai'kets  ai-e  selHng  at  fire- 


sale  prices.  But  beware:  If  the  yen 
plummets  and  Asian  markets  fall  fiu"- 
ther,  emerging  markets  everywhere 
will  get  a  dmbbing. 

Despite  theii*  high  valuations  (table), 
Eiu-opean  mai-kets  offer  the  best  po- 
tential for  fiuther,  sustainable  gains. 
Economies  of  the  11  members  of  the 
EiU'opean  Monetaiy  Union  (EMU)  ai'e 
expected  to  gi'ow  3*7  in  1998.  With  no 
inflation,  interest  rates  ai'e  headed  low- 
er, too.  So  strategists  recommend 
switching  from  the  U.S.  and  Pacific 
Basin  into  Eiu'ope.  "Between  now  and 
the  end  of  2000,  Eui'opean  mai'kets  will 
show  total  returns  of  50%  to  lOVc," 
says  Credit  Suisse  First  Boston's  Eu- 
ropean strategist  Francois  Langlade- 
Demoven. 


Investoi-s,  the  strategists  say,  sh( 
redeploy  assets  to  exploit  a  few  glu 
themes.  Rest  met  luing,  consolidatb 
and  shareholder  value  are  old  ict 
in  the  U.  S.  But  they  are  beginn 
to  catch  on  elsewhere.  Already,  - 
rope  is  stalling  to  reap  the  benefit' 
coi-porate  restnicturing,  while  re- 
sion-ridden  Japan  may  be  foi-j' 
follow  suit  soon. 

WHO  DELIVERS?  Investoi-s  can  also  V 
efit  from  sectoral  trends  in  global  n 
kets.  Teclmolog^-,  health-cai-e,  and  p|i 
maceutical  stocks  ai-e  trading  at  s£ 
premiums  after  a  long  rise.  So  Bai 
Asset  Management  Dii'ector  Micu 
Hughes  suggests  focusing  on  cor# 
nies  that  use,  rather  than  pi-o\ide, 
nologj'.  Likely  candidates  are  deli^ 


ey  will  do  business  at  a  pace  that's  hard  to  conceive  of. 


■ 


th  industry  in  constant  motion  and  global  growth  at  lightning  spee 


y  will  compute  and  invent  faster  than  we  can  imagine. 

America's  largest  generator  of  electricity  already 

^ere  in  the  world  will  they  get  the  energy  they  need^ 

provides  energy  for  millions  of 
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companies  such  as  Federal  Express 
Coip.,  mail-order  companies,  and  banks, 
which  can  use  the  Internet  to  market 
services  directly. 

Of  course,  there  are  dangers.  With 
the  imminent  launch  of  the  euro  and 
the  weakening  of  Asian  currencies,  in- 
vestors need  to  consider  cun'ency  ex- 
posure more  than  before.  The  yen  could 
drop  to  155  to  the  dollar,  from  about 
139  now,  because  of  Japan's  weak  econ- 
omy and  lack  of  sufficient  fiscal  stimu- 
lus, says  J.  P.  Morgan  &  Co.  global  cui'- 
rency  chief  Avinash  Persaud.  So 
dollar-based  investors  should  seek  mu- 
tual funds  that  hedge  currency  risk 
when  buying  into  Japan.  The  ruble, 
too,  is  a  white-knuckle  ride.  Unless 
Russia  gets  outside  help,  it  may  have 
to  devalue.  That  would  fuilher  depress 
the  Russian  stock  market,  which  has 
lost  51%  so  far  this  year,  and  other 
emerging  markets. 

LOW  RATES.  Russia  also  highlights  a 
less  obvious  trap  for  the  unwary.  After 
a  gain  of  98%  in  1997,  the  Russian  mai'- 
ket  got  whacked  when  petroleum  prices 
tumbled  because  it  is  dominated  by  oil 
companies  such  as  Lukos  and  Tatneft 
whose  export  (-arniiius  ai-e  sufferiii.u'. 


South  Aft'ica,  New  Zealand,  Canada, 
and  Chile  present  similar  risks,  how- 
ever good  their  domestic  commodity- 
based  economies  look,  warns  Persaud.' 

But  Europe  is  high  on  most  stock- 
pickers'  lists  because  political  and  eco- 
nomic risks  are  low.  Consider  the  fun- 
damentals. Interest 
rates  are  down  ahead 
of  the  euro's  introduc- 
tion on  Jan.  1.  Long- 
term  rates  for  emu 
members  should  re- 
main around  5%,  cut- 
ting the  cost  of  capital 
to  companies  dramati- 
cally. Simultaneously, 
European  companies 
have  pai'ed  costs  and  improved  the  re- 
turn they  earn  on  capital,  says  Gold- 
man, Sachs  International  Managing  Di- 
rector Jeffi'ey  M.  Weingarten. 

The  main  beneficiaries  of  cheap  cap- 
ital are  Italy,  Ireland,  Spain,  and  Por- 
tugal. Until  recently,  they  all  had  dou- 
ble-digit bond  yields.  Having  cashed  in 
gains  as  the  yields  tumbled,  local  in- 
vestor moved  aggressively  into  stocks. 
Phenomenal  returns  in  the  past  12 
months,  es])ecially  in  S]>ain  and  Italy, 
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Europe  is  high  on  most 
stockpickers'  lists: 
Companies  have  cut  costs 
and  improved  returns, 
and  the  political  and 
economic  risks  are  low 


WHAT  LOOKS  PROMISING 


COUNTRY 


1998  PERFORMANCE* 


PRICE- 


LOCAL 
CURRENCY 

DOLLARS 

EARNINGS** 

BRAZIL 

-3% 

-6% 

14.6 

Better  fiscal  policies, 
privatization,  and  lower  rates 

FRANCE 

+3S 

+37 

18.6 

Good  earnings  prospects, 
reasonable  prices,  lower  inflation 

FINLAND 

-h45 

19.6 

Small  market,  reasonably  priced 
growth  stocks,  especially  telecom 

SPAIN 

-h39 

+40 

28.4 

Economic  growth,  lower  interest 
rates,  and  privatizations 

.  .  AND  WHAT  LOOKS  DICEY 

HONG  KONG 

-20 

-20 

12.7 

More  bad  economic  news  to  come, 
real  estate  sector  still  risky 

INDONESIA 

-1 

-55 

13.5 

Cheap  but  high-risk.  Market  lacks 
liquidity,  economy  mired  in  recession 

JAPAN 

+2 

-4 

40.6 

Poor  investor  confidence,  troubled 
banking  sector 

RUSSIA 

-51 

-51 

12.3 

Ruble  in  free  fall,  market  hurt  by 
weak  commodity  prices 

Year-to-date  total  returns  through  June  2   **Based  on  estimated  1998  earnings 
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have  driven  market  multiples  close  ]f 
U.  S.  levels,  says  Jeffrey  West,  senili 
economist  with  London  research  fir| 
IDEA.  Spanish  pizza  delivery  cha, 
Telepizza  Co.,  for  example,  soan 
1,000%  in  local  currency  last  year  ai| 
now  trades  at  89  times  estimated  191 
earnings. 

But  value  investc  I 
such  as  Colin  Mclatcl 
of  London's  PanAgc  ji 
Asset  Manageme 
Ltd.  expect  furth,, 
positive  earnings  si 
prises  in  Spain  a  „ 
Italy.  He  likes  Span 
publisher  Grupo  Ana; 
wliich  has  already  di 
bled  this  year.  Moreover,  new  stock 
dexes  are  pushing  investors  to  hi 
for  stocks  throughout  the  euro  zo 
Goldman,  Sachs  &  Co.  analyst  Isab( 
Hayen  is  bullish  on  Spanish  and 
tuguese  utilities,  including  highflj'''' 
Electricidade  de  Portugal,  which  is 
36%  so  far  this  year. 

Faster  growth  will  put  more  mo: 
in  European  consumers'  pockets 
equity  strategists  at  both  csfb 
Goldman  Sachs  are  extremely  b 
on  sectors  such  as  retail,  constructii| 
and  telecommunications.  Picks  incl4- 
stocks  such  as  supermarket  chaij 
Can-efoui"  of  France  and  Ahold  of  iL . 
land,  Telecom  Italia,  and  consurrl 
products  giants  Groupe  Danone,  Nesjj^ 
and  Unilever  (table).  ! 
SCARY  ASIA.  European  restructuit 
is  likely  to  boost  mergers  and  acqdr 
tions,  share  buybacks,  and  spin-ci 
particularly   in   Germany   and  IK 
Netherlands.  The  trend  isn't  yet  fl 
priced  into  today's  market,  says  csiP  ■ 
Langlade-Demoyen.  So  fund  manag 
are  eyeing  deal-hungry  companies  sfei 
as  INC.  Bai-ings,  the  Dutch  banking  | 
insurance  gi'oup,  as  well  as  Dutch  bjpts: 
ABN  Amro,  and  Zurich  Insurance  (t 
Britain,  meanwhile,  with  a  slo\ 
economy,  is  out  of  step  with  Eur> 
It's  also  staying  out  of  the  euro.  Bi, 
still  offers  some  buys,  idea's  Westj 
vors  exporters  such  as  British  aj^ 
that  will  benefit  as  the  pound  w 
ens,  as  well  as  Siebe,  an  engineet 
company  that  has  pushed  into  Eas* 
Eiii'ope. 

In  contrast,  Asia  scares  off  all^ 
the  most  battle-hardened  investon 
vulture  investors  like  Bernard 
president  of  Boston's  Polaris  Cat 
Management,  however,  the  mai-ket; 
nage  spells  opportunity.  He  likes  '\ 
Access  Communication,  the  seO 
largest  cell-phone  provider  in  % 
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Introducing  the 
Waterhouse  Investors 
Dow  Jones  Industrial  Average  '  Index  Fund. 

Thirty  blue-chip 
companies. 

One  mutual  fund. 


Now,  for  the  first  time,  you  can  own  your 
share  of  the  thirty  companies  that  make  up 
the  Dow  Jones  Industrial  Average." 

THE  WATERHOUSE  INVESTORS 
DOW  JONES  INDUSTRIAL  AVERAGE'" 
INDEX  FUND 

The  Waterhouse  hivestors  Dow  Jones  hidustrial 
Average  Index  Fund  is  the  first  mutual  fund 
of  its  kind — a  no-load,  no-transaction-fee 
index  fund  that  seeks  to  track  the  total  return 
of  The  Dow  "  by  investing  primarily  in  The 
Dow  30." 

A  NO-LOAD,  NO-TRANSACTION-FEE 
MUTUAL  FUND 

The  Waterhouse  Investtirs  Dow  Jones  industrial 
Average  Index  Fund  can  offer  you  a  unique 
combination  of  benefits. 

•  A  no-load,  no-transaction-fee  mutual  fund. 

•  The  convenience  of  investing  in  The  Dow  30 
with  a  minimum  investment  of  $1,000. 

•  If  you  utilize  our  Free  Periodic  Investing 
Program,  your  monthly  minimum  is 
only  $100. 

•  Free  dividend  reinvestment  to  help  maximize 
total  returns. 

•  Low  fund  expenses. 

AVAILABLE  ONLY  FROM 
AMERICA'S  #1  DISCOUNT  BROKER 

This  new  index  mutual  fund  is  available 
only  through  Waterhouse  Securities,  recently 
voted  America's  #1  discount  broker  by 


Dow  Jones  Industrial  Average  < 


1988    1989     1990    1991    1992    1993    1994    1995     1996    1997  1998 


SmaitMoucx  Magazine  because  in  their 
words,  Waterhouse  Securities  has  "the  best 
combination  of  price,  products  and  services." 
Today  we  have  over  I  ,.300  Account  Officers  at 
over  125  branch  offices  ready  to  serve  you. 
24-hours-a-day.  7-days-a-week. 

CALL  NOW 

Just  call  I-800-987-86S6  and  you'll  receive 
a  free  Information  Kit  including  a  prospectus 
on  the  Waterhouse  Investors  Dow  Jones 
Industrial  Average  Index  Fund. 

1-800-987-8686 

www.waterhouse.com 


WATERHOUSE  SECURITIES,  INC. 

Where  Investors  Who  Expect  Value  Feel  Right  At  Home 
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National  Hi  adquailcis  •  100  Wall  Srn'cl  •  New  York.  ,\Y 
Over  125  Branches  Nalionwidc 

Please  read  the  prospectus  carefully,  which  includes  nianagciiient  lees  and  expenses  and  inore  complete  nilorniallon.  prior 
to  investing.  Past  pert'omiance  is  not  indicative  of  future  results.  Mutual  funds  are  neither  Ft)I('-insurcd  nor  guaranteed  by 
the  U.S.  Government  and  are  not  deposits  of.  or  guaranteed  by.  any  bank  and  are  subject  to  market  risk  incUidnig  loss  of 
principal.  "Dow  Jones'-","  "Dow  Jones  Industrial  Average''"."  "DJIA''","  "Dow  W""  and  "The  Dow^""  are  service  marks 
of  Dow  Jones  &  Company.  Inc.  and  have  been  licensed  for  use  for  certain  puiposes  by  Waterhouse  Asset  Management,  hic.  The 
Fund  is  not  sponsored,  endorsed,  sold  or  promoted  by  Dow  Jones,  and  Dow  Jones  makes  no  representation  regarding  the 
advisability  of  investing  in  such  Fund.  The  Periodic  Investing  Program  does  not  assure  a  profit  and  does  not  protect  against 
a  loss  in  declining  markets.  SmarlMoney  is  a  registered  trademark  c\\ Smart  Money,  ajoint  venture  of  the  Hearst  Corporation  and 
Dow  Jones  &  Co.,  Inc.  *Source:  Dow  Jones  &  Company  3/31/98.  The  Fund's  performance  is  subject  to  fees  and  expenses, 
and  has  reinvestment  of  dividends  which  an  index  does  not.  You  cannot  invest  in  an  index.  There  is  no  assurance  that  the  Fund 
will  track  the  DJIA.  The  Fund's  investment  objective  is  to  seek  to  track  the  total  return  of  the  DJIA  before  Fund  expenses. 
Distributor:  Funds  Distributoi.  Inc. 
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GLOBAL 


land.  On  a  visit,  he  discovered  it  is 
gaining  customers,  mostly  Thai  farm- 
ers who  can  afford  the  service  as  their- 
crops  are  priced  in  dollars.  Indeed, 
Thailand  may  offer  the  best  opportu- 
nities in  Southeast  Asia  because  it  is 
implementing  economic  reforms.  Gary 
L.  Greenberg,  managing  director  at 
Van  Eck  Global  Asset  Management 
(Asia)  Ltd.  likes  life  insurer  Ayudha 
Jardine  cmg  Life  Assurance,  wliich  has 
fallen  by  S2.%.  He  figiu'es  the  low  price 
and  the  company's  local  franchise  make 
it  a  strong  buy. 

Despite  troubled  banks,  corrupt 
politicians,  and  a  worsening  economy, 
Japan  may  also  be  too  cheap  to  by- 
pass entirely — if  you  have  a  strong 
stomach.  Four  out  of  10  issues  in  the 
Nikkei  index  now  cost  less  than  their 
net  cash  holdings,  says  Baiings'  Hughes. 
Even  so,  he  recommends  holding  only 
a  small  {percentage  of  Japanese  equities 
until  the  government  acts  to  jump- 
start  the  economy  and  corporations 
start  the  massive  restructuring  they 
need.  Says  Hughes:  "Japan  is  too  big 
to  ignore  but  too  dangerous  to  be  fully 
invested  in  yet." 

Goldman's  Weingarten  has  reduced 
the  number  of  Japanese  stocks  on  his 
buy  list  in  the  past  eight  months.  But 
he  still  likes  Nippon  Telegraph  &  Tele- 
phone Corp.,  which  has  undervalued 
assets  such  as  its  cell-phone  division, 
NTT  DoCoMo. 

Asia's  woes  have  sloshed  over  to 
Latin  America.  Mexico's  Bolsa  de  Val- 
ores  is  down  23%  in  dollar  teiTns  this 
year,  while  Brazil  is  down  6%  and  Ar- 
gentina 13%.  Corporate  earnings  have 
been  hit  by  tighter  monetary  and  fiscal 
policies  to  counter  the  Asian  shock  and 
lower  commodity  prices.  Elections  in 
Brazil  this  year,  Argentina  next  year, 
and  Mexico  in  2000  are  making  in- 
vestors cjueasy.  Redemptions  of  Latin 
mutual  funds  are  innning  at  about  $50 
million  a  week,  says  Ian  Laming,  a 
strategist  at  Robert  Fleming  Inc.  in 
New  York. 

GROWTH  SPURT.  The  exodus  may  be 
premature.  Mexico's  economy  is  set  to 
grow  almost  5%  this  year,  and  Ar- 
gentina may  reach  6%.  Even  Brazil, 
with  lackluster  1.5%  growth  in 
prospect,  could  produce  some  sur{3rises. 
C'ompanies  there  are  slashing  costs  and 
paying  down  debts.  As  a  result.  Lam- 
ing estimates,  Brazilian  companies'  cash 
flow  will  rise  23%  this  year.  Peter 
Jarvis,  manager  of  Invesco's  Latin 
American  Growth  Fund,  is  another 
Brazil  bull.  The  country's  stock  mar- 
ket trades  at  nine  times  1998  earnings. 


Jeffrey  M.  Weingarten,  managing  director  of 
Goldman  Sachs  International  in  London, 
is  no  fan  of  Asia  these  days — despite 
bargain-basement  valuations.  He's  putting 
his  bets  on  Europe.  Here  are  his  views  on 
world  markets: 

JAPAN:  "If  Japanese  companies  focus  on  re- 
structuring, and  if  the  government  takes  deci- 


sive fiscal  action  such  as  implememg 
permanent  tax  cuts,  Japan  could  tur 
out  to  be  the  biggest  investment  opf 
tunity.  But  right  now,  there's  no  sigi  ^ 
that  happening.  Still,  the  risk  of  be 
underv\/eight  in  the  Japanese  marke 
higher  than  in  the  past  because  th 
ue  of  the  Nikkei  has  dropped  by  on: 
in  the  past  few  years." 

ASIA:  "Economic  worries  haven't  dir 
peared,  and  the  recovery  will  be  fai 
protracted.  Think  defensively,  and 
on  blue-chip  stocks  such  as  Hutchi; 
Whampoa,  one  of  Hong  Kong's  large 
conglomerates,  trading  at  half  its  p 
crisis  level.  As  is  CITIC  Pacific  [anc 
^'"ng  Kong  conglomerate]. 

EUROPE:  "European  companies  are 
an  extraordinary  position.  Interest 
are  expected  to  remain  low.  Company 
returns  will  remain  high,  as  part  of  a 
trend  toward  greater  efficiency.  There  h; 
also  been  an  enormous  shift  in  the 
way  European  companies  view  their  she- 
holders.  At  the  same  time,  the  cost  of  ( 
tal  has  declined  dramatically.  Most  of  E 
rope's  strong  performance  is  the  result 
higher  earnings  growth." 


"EUROPEAN  COMPANIES  ARE 
IN  AN  EXTRAORDINARY  POSITION 


though  coi-porate  earnings  are  set  to 
gi'ow  at  a  15%'  lick  or  better  this  year 
and  next.  "It's  the  only  place  in  Latin 
America  where  you  can  see  real  mo- 
mentum for  change,"  says  Jai-vis. 

One  long-awaited  change  is  the  sale 
of  the  government's  remaining  stake 
in  Brazilian  telephone  company  Tele- 
bras  later  this  year.  James  W.  Bar- 
rineau,  Latin  equity  strategist  for  Sa- 
lomon Smith  Barney  in  New  York, 
makes  Telebras  a  top  pick  because  it  is 
so  cheap.  "It's  a  long-term  value  play 
that's  really  undervalued,"  he  says. 
Fleming's  Laming  also  likes  Telebras' 
regional  subsidiaiies  Teleij  and  Telemig, 
while  Deutsche  Moi'gan  Grenfell  prefers 
the  Sao  Paulo  subsidiary  Telesp. 

Rising  I'eal  wages  this  year  are  driv- 
ing a  spending  spree  in  Mexico.  Com- 
panies likely  to  benefit  from  the  surge  in 
consumption,  says  BaiTineau,  include  TV 
Azteca — Mexico's  No.  2  media  compa- 
ny— and  retail  chain  Elektra,  wliich  sells 
on  credit  to  wor'king-class  families.  Both 
have  recently  lagged  the  market. 


Telecommunications  companies 
main  staple  fare  in  most  inves 
Latin  American  portfolios.  Deut 
Morgan  Grenfell  recommends  Tele 
de  Mexico.  Despite  its  recent  slide 
American  depositajy  receipts  are  ( 
17%  this  year — the  company  is 
itable.  Laming,  too,  likes  telecoms,! 
ticulai'ly  the  exploding  cellular  bus| 
in  Argentina.  His  pick:  TelecomA 
gentina,  which  he  expects  to  growj 
this  year. 

Savvy  investors  can  find  plen 
global  gems  worth  buying  out  t 
All  the  same,  they  need  to  exej 
some  caution:  Global  markets  ar( 
digesting  the  roller-coaster  even; 
1997,  so  any  new  economic  or  polil 
shocks  could  give  world  markfli 
hard  punch.  The  best  way  invew 
can  protect  portfolios  against  a  k)C 
out  blow  is  by  employing  a  bit  c  ( 
fensive  diversification. 

By  Kerry  Capell  in  London,] 
Elisabeth  Malkin  in  Mexico  Citi 
Mark  Clifford  in  Hong  Kong 


"Gangbusters." 


"Sprint  Toll -Free  Service 
helped  triple  my  sales 
in  just  two  weeks." 

-Roger  Asmus 

One  on  One  Nutritu  m/Fitne.'ss 
Wheat  Ridge,  CO 


Introducing 


SPRINT 


SMALL  BUSINESS 


We  pledge  to  work  with  you  to 
solve  your  business  challenges 

using  the  right  mix  of 
products  and  proven  tools  from 
recognized  experts  to  help  you 
excel  in  critical  areas  such  as 


With  a  toll-free 
number  from 
Sprint,  Roger 
found  the  key 
to  his  success. 
And  by  apply- 
ing other  great 
Sprint  products  hke  Fridays  Free  ,  local  toll'  and 
flexible  international  calling  plans,  your  sales  can 


Ensuring  Customer  Satisfaction 
Increasing  Your  Sales 
Improving  Employee  Effectiveness 


PERFORMANCE  PLEDGE 


take  off,  too.  What's  more,  we  provide  valuable 
business  tools  and  advice  to  help  you  with: 

•  Implementing  a  marketing  plan 

•  Developing  prospect  databases 

•  Expanding  your  business  internationally 
...and  a  whole  lot  more.  Because  Sprint  not  only 
understands  your  challenges  but  can  actually  tailor 
a  plan  to  help  grow  your  business.  So  put  our  Small 
Business  Performance  Pledge  behind  you.  Call  today. 

1-800  •477-1406  vvvvwsprintCDni /pledge/ 


Sprint 


We  help  your  business  do  more  business" 


"For  $50  monthly  commilmeni  level,  minimum  of  $50  required  on  days  other  than  Fridays  Customers  who  do  not  meet  the  minimum  requirement  will  be  billed  the  difference  to  equal  the 
inimum  IVIaximum  of  $200  in  free  local  toll  and  long  distance  calling  on  Fridays  per  month,  per  customer  For  $200.  $500.  $750  and  $2,000  monthly  commitment  levels,  maximum  of  $1 ,000 
free  usage  For  $4,000  monthly  commitment  level  maximum  ol  $2,000  free  usage  Offer  good  for  up  to  110  consecutive  Fridays  total  Excludes  SprintFAX®  and  Sprint  Conference  Line® 
services  Certain  restrictions  apply  Domestic  calls  and  commercial  use  only  Limited-time  otfei  Not  valid  with  any  other  offer  Promotion  subiecl  to  change 
"Local  toll  service  from  Spnnt  may  require  dialing  an  access  code  in  certain  areas  ©1998  Sprint  Communications  Company  L  P 
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Bond  Investors  Will 
Have  to  Lower  Their  Sights 

With  most  experts  forecasting  falling  rates,  high  yields  will  mean  higher  risk 


If  you  haven't  invested  in 
fixed-income  secuiities  lately, 
you're  in  for  a  shock.  The 
30-year  Ti-easury  bond  is  at 
just  5.8%,  not  far  from  its  his- 
toric low.  And  there's  strong  be- 
lief that  long  bond  rates  could 
go  to  5%  or  below.  That  would 
be  a  big  boon  for  those  who 
play  the  capital-appreciation 
game.  But  for  the  yield  mvestor, 
seeking  out  attractive  opportu- 
nities has  never  been  harder. 

Despite  the  low  rates, 
many  bond  investors  stick 
vdth  conservative  govern- 
ment  securities.  Many 
others,    however,  are 
flocldng  to  liigh-yield  and 
emerging-mai-ket  debt.  The 
risks  ai"e  real,  but  for  those 
with  strong  stomachs,  the  ex- 
tra three  to  four  percentage 
points  over  Ti-easuries  may  be 
woith  it. 

TUG-OF-WAR.  There  are  many  reasons 
behind  the  forecast  of  lower  rates,  but 
the  most  immediate  is  the  Asian  crisis. 
"The  12-month  outlook  for  the  bond 
market  is  dependent  upon  the  damage 
in  Asia  and  the  damage  it  inflicts  on 
our  economy,"  says  William  H.  Gross, 
managing  director  of  Pacific  Invest- 
ment Management  Co.  (pimco),  one  of 
the  country's  largest  bond  portfolios, 
with  $130  billion  in  assets.  He  esti- 
mates that  Asia's  problems  could  cut 
U.  S.  economic  gi'owth  by  half:  Asian 
cmrency  devaluations  will  reduce  prices 
of  imported  goods  to  the  U.  S.  and  in- 
crease the  cost  of  American  exports. 
As  Americans  substitute  imported 
goods  for  domestically  produced  goods 
and  U.  S.  manufacturers  find  it  harder 
to  sell  goods  abroad,  the  strength  in 
U.  S.  demand  may  slow.  "That's  just 
what  the  markets  need  for  a  bond  ral- 
ly," says  Gross,  who  predicts  a  long- 
bond  yield  of  5.5%  by  yearend. 

Until  that  time,  the  cuirent  tug-of- 
war  between  deflationary  pressures 
stemming  from  slowing  growth  and 
wage  pressures  from  a  tight  labor  mai'- 
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ket  will  be  intense,  leaving  some  mar- 
ket-watchers unsettled.  "Tliis  is  the  di- 
ciest forecast  period  ever,"  says  David 
H.  Resler,  chief  economist  at  Nomura 
Securities  Intemational  Inc.  But  Resler 
and  others  still  think  that  a  low  infla- 
tion rate,  which  he  estimates  will  range 
from  the  cuirent  1.6%  up  to  2.5%,  is 
sustainable  even  "though  the  market 
is  slow  to  adapt,"  says  Resler. 

Some  bond  experts  argue  that  real 
rates  in  Ti-easuiies — the  Ti-easuiy  rate 
minus  the  inflation  rate — are  high. 
Since  1920,  real  rates  have  averaged 
2.8%,  says  Philip  Braverman,  chief 
economist  at  dkb  Securities.  The  av- 
erage inflation  rate  over  the  last  tlii-ee 
years,  as  measured  by  the  consumer 
price  index,  is  2.1%,  making  the  real 
rate  3.7%.  Given  Bravennan's  belief  in 
the  likelihood  of  lower  rates  in  the 
long-term,  he  suggests  30-year  Tr-ea- 
suries  or  zero-coupon  bonds.  Thirty- 
year  zeros  will  appreciate  thi'ee  times 
as  fast  as  30-year  Ti'easuries  if  rates 


fall.  Although  income  fi'om  zeros  iij 
distributed,  investors  must  pay  inc(  |' 
tax.  But  Braverman  argues  that 
still  a  good  deal  because  investors 
lock  in  a  highei-  yield  than  he  expi 
later  on.  ' 

Zeros,  of  course,  are  for  unre(! 
stmcted  bond  bulls.  For  the  less  zP 
ous  fixed-income  investor,  it's  be' 
to  be  in  a  diversified  portfolio  otj 
termediate  maturity.  Ten-year  T' 
suries  are  a  good  bet,  because  of 
likelihood  of  a  declining  inventor; 
U.  S.  Treasury  debt  and  contin 
strong  demand  from  foreigners 
see  U.  S.  government  debt  as  a 
haven,  plus  a  possible  stock  slu 
Also,  U.  S.  yields  are  liigher  than  r 
government  issues  worldwide:  Ger 
and  Japanese  10-year  bonds  y 
4.89%.  and  1.22%,  compai-ed  with  5, 
for  U.  S.  counterparts. 

Mortgages,  which  are  bundled 
gether  and  sold  to  investors,  are  r 
er  than  Treasuiies  but  are  a  high-( 
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IteiTiative  for  yield  seekers.  When 
mcings  soar,  many  mortgages  get 
off'  early.  Prepayments  hit  50%  on 
of  the  faster-paying  8%  coupons 

■  tii-st  half  of  this  year.  "If  the  10- 
l^reasury  rallies  25  basis  points 
today's  5.55%  and  remains  there, 
we  could  see  prepayment  rates 
aster  clip  than  50%  in  the  higher- 
m  mortgages,"  says  Dan  Dektai;  a 
olio  manager  at  Smith  Breeden 
dates.  He  recommends  investing  in 
;  with  less  repayment  risk  such 

■  lower  6%-  and  6.5%-coupon  Gin- 
iaes.  Investors  still  get  100  basis 
i  over  Treasuries  with  low  pre- 
ent  and  minimal  credit-risk  and 
•st-rate  volatility. 

nicipals  olfer  one  of  the  few  cheap 
s  of  the  bond  market.  "This  en- 
iient  is  about  as  good  as  it  has 
been,"  says  Ian  A.  MacKinnon, 
lard  Group's  fixed-income  chief, 
itio  of  the  yield  on  tax-free  A  A 
,i-d\  bonds  to  that  of  Treasuines 
at  an  attractive  92%.  Histori- 
it  has  been  around  86%  for  most 
lO-yeai*  munis.  Thomas  C.  Spald- 
a  senior  investment  officer  at 
in  Nuveen  &  Co.,  recommends 
ii\ang  15-  to  20-year  munis  be- 
cause there's  plenty  of  yield 
without  the  volatility  of  the 
^    longer-maturity  bonds. 
^Sfc,  The  two  most  popu- 
lar areas  for  yield- 
~       hunters  are  junk  bonds 
and  emerging-market 
  debt.  Junk's  payout  ad- 
vantage over  Treasuries 
ranges  from  325  to  450  basis 
points.  Adds  Leslie  J.  Nanberg, 
icome  chief  at  Massachusetts  Fi- 
Sei'vices,  "the  high-yield  mai'ket 
[thier,  less  leveraged,  and  more 
fled  than  it  once  was."  But  buy- 
vare.  Default  rates,  still  below 
istorical  average,  are  rising,  and 
-quality  issues  have  been  com- 
;nai-ket  recently.  Tclcciniimuiii- 


Margaret  Patel,  portfolio  manager  of  tfie  Third 
Avenue  Higti-Yield  Fund,  is  upbeat  about 
modest  economic  growth  and  the  sustain- 
ability  of  low  inflation. 

ON  INFLATION  "We've  had  seven  years  of 
strong  economic  growth  without  inflation.  I 
don't  see  inflation  picking  up  in  the  future 
because  we've  had  growth  without  inflation 
in  the  past,  and  we're  getting  back  to  that 
now." 


ON  THE  MARKETS  AND 

THE  FED  "The  market  is 
self-correcting,  and  only 
when  the  government 
weighs  in  do  you  get  big 
dislocations.  I  think  there 
has  been  a  philosophical 
change  on  the  part  of 
the  government.  An  in- 
terest-rate change  will 
likely  be  for  lower  rates." 


ON  INVESTMENT  STRATEGY  1  invest  in  the 
out-of-favor  sectors,  looking  for  companies" 
that  issue  bonds  priced  below  their  intrinsic 
value,  have  hit  bottom,  and  are  on  their 
way  up.  I  like  the  health-care  sector,  spe- 
cifically Columbia/HCA  Healthcare;  the 
energy  industry,  such  as  Pogo  Producing; 
and  the  telecommunications  sector,  specif- 
ically Level  Hi." 


ON  A  MARKET 
CORRECTION  "I'm  fairly 
well  protected  in  the 
event  of  a  market 
downturn.  Not  only  do  1 
invest  in  sectors  that 
are  already  in  their 
own  mini-recession  but 
also  I  invest  a  portion 
of  my  portfolio  in  con- 
vertible bonds.  Convert- 

:}les  have  defensive 

haracteristics." 


"I  DON'T  SEE  INFLATION  PICKING 
UP  IN  THE  FUTURE ' 


cations  is  a  popular  pick  among  junk 
buyers.  Nanberg  hkes  colt  Telecom 
Group  PLC,  a  local,  long-distance,  and 
Internet  company  operating  mostly  out- 
side the  U.  S. 

TOO  RISKY?  Fixed-income  managers 
are  finding  the  most  yield,  and  the 
most  risk,  in  emerging  markets.  "It's 
very  volatile  but  it  has  been  the  best 
performer,"  says  Daniel  J.  Fuss,  man- 
aging partner  for  fixed  income  at 
Loomis,  Sayles  &  Co.  For  the  five 
years  ended  April,  the  J.  P.  Morgan 
Emerging  Market  Brady  Index  has  re- 
turned a  cumulative  123%.,  compared 
with  38%  and  68%  for  the  Lehman 
Corporate  and  High- Yield  Indexes. 
P\iss  has  invcstcil  in  Tliailaiid,  Knrca, 


RECOMMENDATION 

RATIONALE 

YIELD 

VERNMENTS 

Ten-year  Treasury 

Good  capital  appreciation  and 
yield  without  the  interest-rate  risk 
and  volatility  of  long  bonds. 

5.56% 

j  IGE-BACKED 

Ginnie  Maes  6% 

100  basis-point  differential  over 
Treasuries,  low  prepayment,  minimal 
credit-risk  and  interest-rate  volatility. 

6.56 

|ELD 

PSINet 

Stable  operating  history  in  growing 
Internet  service  provider  industry 

9.42 

If 

Dollar-denominated 
Thailand  debt 

Cheap,  widespread  over  Treasuries, 
bonds  but  extremely  volatile 

9.77 

DATA:  SURVEY  OF  MONEY  MANAGERS 

and  the  Philippines  to  get  400  to  550 
basis  points  over  Treasuries.  Lincoln 
Y.  Rathnam,  chairman  of  Boston's 
Schooner  Asset  Management,  likes 
Bi'azO  and  Venezuela.  But  not  eveiyone 
thinks  emerging-market  debt  is  worth 
the  risk  of  payment  suspension  or  out- 
right default.  Kevin  M.  McClintock, 
head  of  taxable  fixed-income  at  Dreyfus 
Corp.,  thinks  the  sector  "is  overpriced 
and  will  continue  to  be  negatively  af- 
fected by  the  news  flow  from  Asia." 

Almost  everyone  agi'ees  that  flnd- 
ing  value  in  corporate  bonds  is  partic- 
ularly difficult  now.  The  yield  premi- 
ums over  Tr-easuries  are  historically 
narrow.  Jeffrey  Koch  and  John  Ben- 
der, managers  of  Strong  Corporate 
Bond  fund  are  buying  Delta  Air  Lines 
and  Riggs  National  Bank.  Earl 
McEvoy,  Vanguard's  corporate  bond 
fund  manager,  likes  the  insurance  in- 
dustry, where  many  of  the  former  mu- 
tual companies  are  fli"st-time  issuers. 

For  some  flxed-income  gurus,  asset- 
backed  securities — unlike  corporate 
debt — can  hold  great  value  for  in- 
vestors who  need  to  buy  short-term 
debt.  Robert  Kapito,  head  of  portfolio 
management  for  Blackrock  Financial 
Management,  thinlcs  asset-backeds  oEer 
a  big  supply  of  high-quaUty  issues  vrith 
long  histories  and  low  defaults. 

In  short,  bond  investors  had  best 
lower  their  expectations  or  increase 
their  tolerance  for  risk. 

By  Toddi  Gutner  in  New  York 
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Squeaking  Past  the  Index  Funds 

Most  portfolio  managers  didn't  coine  close,  of  course.  But  a  few  have  found  a  way 


In  each  of  the  past  four  years,  the 
highly  trained  and  richly  compen- 
sated folks  who  manage  U.  S.  mu- 
tual funds  have  been  humbled,  if 
not  humiliated,  by  the  fimds  that  blind- 
ly buy  the  stocks  in  the  Standar-d  & 
Poor's  5()0-stock  index.  Ajid  tliis  year  is 
no  exception.  In  the  fii-st  five  months  of 
1998,  the  average  U.  S.  diversified  eq- 
uity fund  earned  a  shade  under  9%, 
vs.  a  little  more  than  13%  for  the  s&p 
500,  according  to  Momingstar  Inc. 

But  this  year,  at  least,  some  bold 
managers  have  figxired  out  a  way  to 
beat  the  index  fluids:  "focus"  or  "se- 
lect" fimds  that  concentrate  on  20  to  30 
stocks  but  buy  them  in  larger  quanti- 
ties. "I've  always  dreamed  of  iiuining  a 
fund  like  Berger  Select,"  says  fund 
manager  Patrick  Adams.  "You  only  go 
with  yoiu'  very  best  investment  ideas." 
The  $32  million  fimd,  which  opened  in 
Januaiy  and  has  only  20  stocks,  has  so 


far  earned  dreamy  returns:  It's  up 
44.4%,  the  year's  best-peifonning  equi- 
ty fund  so  far  (table).  Among  its  hold- 
ings— Chase  Manhattan,  Chiysler,  and 
Liz  Claiborne.  Adams  also  runs  the 
$1.9  billion  Berger  100  Fund,  with  60 
stocks  and  a  14.3%-  total  retm-n. 

"The  ability  to  be  selective  will  be  an 
advantage  this  year,"  says  veteran  fimd 
watcher  Sheldon  Jacobs,  publisher  of 
Tlie  No-Load  Fuvd  Investor,  a  mutual- 
fimd  newsletter  "This  is  not  going  to 
be  the  kind  of  year  when  eveiything 
goes  up."  Other  concentrated  funds  in 
the  top  50  performers  include  Weitz 
Hickory,  Ti'ansamerica  Premier  Ag- 
gi'essive  Growth  Investors,  and  Mar- 
sico  Focus — all  with  retiuTis  inore  than 
tvdce  that  of  the  s&p  500  and  three 
times  that  of  the  average  fund. 

While  most  funds  didn't  beat  those 
nuiubers,  ftinds  generally  had  a  superb 
fii'st  quarter.  Recently,  though,  mutual 


funds  have  been  giving  up  ground.  ^ 
s&p  500  was  up  in  April  and  dowm 
May,  and  all  told,  is  down  about  1^ 
the  second  quarter.  Large-cap  gro\i) 
fimds,  which  invest  in  big  multinatij- 
al  growth  stocks  that  dominate  the  !>- 
per  tier  of  the  s&p  500,  have  heldjp 
the  best.  They've  lost  1.2  percentle 
points  in  return  this  quartei-  and  rjs 
have  the  same  return  as  the  s&p.  lit' 
eveiy  other  categoiy  of  U.  S.  diversik- 
fund,  from  large-cap  value  down'f 
small-cap  gi'owth,  while  still  in  the  j 
column,  has  lost  moi-e  ground.  Wi 
hit  were  small -cap  growth  funds, 
most  volatile  of  all  domestic  fui 
They  were  up  10.85%  at  the  end  of 
first  quaiter,  but  theii-  yeai-to-date  ] 
formance  is  down  to  just  4.29%. 

Most  of  the  largest  equity  fui 
which  by  necessity  end  up  bu> 
mainly  large-cap  stocks,  are  faring 
nificantly  better  than  average  (tat 
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BERGER  SELECT 

44.40% 

DEUTSCHE  GERMAN  EQUITY  A 

30.26% 

MONTGOMERY  GLOBAL  COMM.  R 

40.01 

FEDERATED  INTL.  EQUITY  A 

29.69 

PROFUNOS  ULTRAOTC  INV. 

39.35 

WEITZ  HICKORY 

29.64 

SMITH  BARNEY  EUROPEAN  B 

38.02 

MONTGOMERY  GLOBAL  OPP  R 

29.53 

FEDERATED  INTL.  SMALL  CO.  B 

37.32 

FIDELITY  EUROPE  CAPITAL  APR 

29.22 

WADDELL  &  REED  INTL.  GROWTH  B 

36.33 

TRANSAMERICA  PREMIER  AGGR.  GRTH.  INV 

29.06 

MONTGOMERY  GLOBAL  LONG-SHORT  A 

36.20 

ARTISAN  INTERNATIONAL 

28.97 

FIDELITY  FRANCE 

35.46 

MARSICO  FOCUS 

28.90 

SCUDDER  GREATER  EUROPE  GROWTH 

35.42 

UNITED  INTERNATIONAL  GROWTH  A 

28.67 

NICHOLAS-APPLEGATE INTL  SM.  CAP  GR.  A 

34.84 

WRIGHT  EQUIFUND-BELGIUM/LUXEMBOURG  28.41 

INVESCO  EUROPEAN 

34.35 

ICON  SOUTH  EUROPE  REGION 

27.58 

FIDELITY  GERMANY 

33.75 

PHOENIX  INTERNATIONAL  A 

27.33 

lAI  VALUE 

33.58 

BJB  INTERNATIONAL  EQUITY  A 

27.23 

BARTLETT  EUROPE  A 

33.22 

BERGER  MID  CAP  GROWTH 

27.10 

LORD  ABBETT  INTERNATIONAL  A 

33.07 

PUTNAM  EUROPE  GROWTH  A 

26.87 

AM.CENT-20TH  CENT.  INTL.  DISC.  INV. 

32.27 

GT  GLOBAL  EUROPE  GROW/TH  A 

26.75 

PIONEER  EUROPE  A 

32.10 

MERRILL  LYNCH  EUROFUND  B 

26.45 

DEUTSCHE  EUROPEAN  MID-CAP  A 

32.02 

PRIME  UPPER  EUROPE  EQUITY  RET, 

26.34 

PRUDENTIAL  EUROPE  GROWTH  B 

31.78 

PUTNAM  INTL.  VOYAGER  A 

26.31 

CHASE  VISTA  EUROPEAN  A 

31.63 

MONTGOMERY  INTL.  GROWfTH  R 

26.08 

INVESCO  EUROPEAN  SMALL  COMPANY 

31.40 

EXCELSIOR  PAN-EUROPEAN 

25.93 

ORBITEX  INFO-TECH  &  COMM. 

31.06 

FIRST  EAGLE  INTERNATIONAL  Y 

25.83 

BRAZOS/JMIC  MICRO  CAP  GROV^H'H 

31.00 

VANGUARD  INTL.  EQUITY  INDEX  EUROPEAN 

25.64 

FIDELITY  NORDIC 

30.66 

KEMPER  EUROPE  A 

25.62 

ALLIANCE  NEW  EUROPE  B 

30.56 

GAMERICA  CAPITAL  A 

25.24 

Investor 
who  senjilj 
their  mq 


best 
returns.! 
Some 
"select"! 
funds  al 
stand  01 


ei'ican  Century-20th  Century 
la  Investors,  which  concen- 
I  es  on  large-cap  gi-owth  stocks, 
(  vered  the  best  showing,  up 
%.  The  9th-  and  lOth-largest 
Is  in  the  table  could  muster 
c'   high  single-digit  results,  but 
ti  r're  hybrids — portfolios  that 
a:  include  bonds, 
ond-fund    returns    are  re- 


s  are  up  2.64%;  tax-frees,  up 
1.  But  they're  enjoying  some 
he  highest  inflows  in  years. 


\  )rs  are  also  stashing  cash  in 
n  "  creditworthy  investment- 
■  and  municipal  funds,  says 
f  Adler,  whose  amg  Data 
^  ices  tracks  mutual-fund  flows. 
N,  HABITS.  In  the  past  few  weeks, 
fc|  3ially,  investors  have  become  more 
C(j  arvative  in  their  equity-fund  in- 
V'i  ng.  That's  typical  of  jittery  in- 
VI  )rs.  Although  earnings  estimates 
h;   been  falling  all  year,  that  reality 
hi!  nly  begun  to  sink  in.  And  renewed 
e(j  )mic— and  now,  political — turmoil 
in|  da  is  also  driving  investors  towai'd 
tr!  -and-true  big-cap  stocks. 

1  deed,  equity-fund  investors  are 
chi  png  their  buying  habits.  Thi'ough 
Aj  ,  inflows  to  equity  funds  stood  at 
$8|  bilhon,  about  22%  ahead  of  the 
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FIDELITY  MAGELLAN 

$71.5 

13.25% 

VANGUARD  INDEX  500 

61.2 

13.06 

WASHINGTON  MUTUAL  INVESTORS 

45.8 

10.98 

INVESTMENT  COMPANY  OF  AMERICA 

44.8 

10.71 

FIDELITY  GROWfTH  &  INCOME 

43.6 

11.55 

FIDELITY  CONTRAFUND 

33.6 

11.14 

VANGUARD/WINDSOR  11 

29.8 

13.31 

AM.  CENT-20TH  CENT  ULTRA  INV. 

26.0 

15.60 

VANGUARD/WELLINGTON 

24.7 

8.36 

FIDELITY  PURITAN 

24.7 

8.54 

the  year,  while  world  funds,  which 
can  include  U.  S.  stocks,  are  up 
13.35%.  That's  over  four  percent- 
age points  better  than  the  aver- 
age U.  S.  diversified  equity  fund. 
Most  of  the  oomph  in  interna- 


coming  of  monetaiy  union,  and  mas- 
sive corporate  restnactming  are  fu- 


by  either  funds  specializing  in  Eu- 
rope or  broader  international  funds. 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan 
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same  period  in  1997,  according  to  in- 
dustry reports.  But  Adler  says  in  three 
of  the  five  weeks  ended  on  May  27, 
equity  funds  actually  suffered  outflows, 
and  even  the  weeks  of  inflows  were 
under  $900  million  each.  The  only  funds 
getting  any  significant  new  money,  says 
Adler,  are  large-cap  gi-owth  and  s&P 
500  index  funds. 

Dire  headlines  from  overseas  are 
prompting  investors  to  pull  cash  out 
of  international  funds  even  though  the 
returns  of  diversified  portfolios  have 
been  good.  Foreign  funds,  which  ex- 
clude U.  S.  stocks,  are  up  16.63%  for 


Reed   International  Growth  B, 
whose  managers  have  thrown  geo- 
graphic diversification  to  the  wind 
to  focus  almost  entii-ely  on  the  Con- 
tinent. "There  ai'e  a  lot  of  cheap  stocks 
in  Asia  and  Latin  America,"  says  Fed- 
erated's  portfolio  manager  Ti'acy  P. 
Stouffer.  "But  there  is  no  growth." 

Even  though  Euro  funds  are  up 
24.3%'  this  year  already,  portfolio  man- 
ager Thomas  A.  Mengel  of  Waddell  & 
Reed  thinks  the  Continent  is  the  only 
global  play  now.  "The  emu  is  a  huge 
catalyst  for  change  in  Europe,"  he  says. 
One  of  the  most  significant  of  those 
changes  is  the  European  public's  new- 
found interest  in  equity  investing.  "In 
Italy,  there's  .$20  billion  a  month  going 
into  mutual  funds,"  he  adds.  "That 
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LEXINGTON  TROIKA  RUSSIA 

-48.60% 

CAPSTONE  NEW  ZEALAND 

-17.24% 

WRIGHT  EQUIFUND-HONG  KONG 

-24.77 

FEDERATED  ASIA  PACIFIC  GROWTH  A 

-17.17 

MONTGOMERY  EMERGING  ASIA  R 

-23.55 

COLONIAL  NEWPORT  TIGER  CUB  A 

-17.05 

GAM  ASIAN  CAPITAL  A 

-23.42 

OPPENHEIMER  REAL  ASSET  A 

-16.99 

NEWPORT  TIGER  B 

-22.53 

WRIGHT  EQUIFUNO-MEXICO 

-16.84 

CmnjNDS  EMERGING  ASIAN  MKTS  EQ 

-21.86 

REMBRANDT  ASIAN  TIGERS  INV 

-16.78 

GUINNESS  FUGHT  CHINA  &  HONG  KONG 

-21.15 

FIRSTHAND  MEDICAL  SPECIALISTS 

-16.70 

U.S.  GLOBAL  INVESTORS  GOLD  SHARES 

-21.05 

PROFUNDS  ULTRABEAR  INV 

-16.70 

MERRILL  LYNCH  DRAGON  8 

-20.63 

GT  GLOBAL  NEW  PACIFIC  GROWTH  A 

-16.67 

PRUDENT  BEAR 

-20.43 

DREYFUS  AGGRESSIVE  GROWTH 

-16.59 

GUINNESS  FLIGHT  ASIA  SMALL  CAP 

-20.35 

TCW/DW  EMERGING  MARKETS  OPPORT  A 

-16.58 

U.S.  GLOBAL  INVESTORS  GLOBAL  RES. 

-20.23 

VAN  ECK  ASIA  DYNASTY  A 

-16.50 

IVY  CHINA  REGION  A 

-19.90 

IVY  ASIA  PACIFIC  A 

-18.47 

NEWPORT  GREATER  CHINA  A 

-19.65 

INVESCO  LATIN  AMERICAN  GROWTH 

-16.24 

LEXINGTON  CROSBY  SM.  CAP  ASIA  GRTH. 

-19.26 

GOVETT  ASIA  A 

-16.17 

PILGRIM  AM.  MASTERS  ASIA-PAC.  EQ.  A 

-19.14 

GT  LATIN  AMERICA  GROWTH  A 

-16.06 

EATON  VANCE  GREATER  CHINA  GROWTH  B 

-18.81 

FEDERATED  LATIN  AMERICAN  GROWTH  A 

-16.00 

U.S.  GLOBAL  INVESTORS  CHINA  REG.  OPR 

-18.62 

CVO  GREATER  CHINA  1 

-15.96 

GOLDMAN  SACHS  ASIA  GROWTH  A 

-18.39 

MAnHEWS  PACIFIC  TIGER  1 

-15.80 

VONTOBEL  EASTERN  EUROPEAN  EQUITY 

-18.23 

DEAN  WITTER  PACIFIC  GROWTH  B 

-15.60 

DELAWARE  NEW  PACIFIC  A 

-18.04 

GUINNESS  FLIGHT  ASIA  BLUE  CHIP 

-15.35 

ALLIANCE  GREATER  CHINA  '97  B 

-17.84 

KEMPER  ASIAN  GROWTH  A 

-15.34 

GOVEn  LATIN  AMERICA  A 

-17.76 

MORGAN  STANLEY  ASIAN  GROWTH  A 

-15.30 

INVESCO  ASIAN  GROWTH 

-17.37 

TCW/DW  LATIN  AMERICAN  GROWTH  B 

-15.14 

FRONTIER  EQUITY 

-17.31 

SALOMON  BROTHERS  ASIA  GROWTH  A 

-15.11 

After  a  brief 
rebound 
last  winter, 
Asian  funds 
are  sinking 
again. 
Emerging- 
market  ills 
are  also 
hurting 
Latin  funds 
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would  be  a  good  number  for  the  U.  S." 

As  for  Asia,  international  portfolio 
managers  say  they're  watching  and 
waiting.  After  all,  it  took  about  30 
months  for  Mexico's  financial  markets 
to  shake  off  the  1994-95  currency-and- 
debt  crisis,  and  that  wasn't  nearly  as 
complex  as  Asia's.  Still,  portfoho  man- 
ager Mark  Yockey  of  Aitisan  Interna- 
tional Fund  says  he  keeps  cuirent  on 
Asia  so  he'll  be  ready  to  buy  when  the 
time  comes.  "Markets  always  bottom 
before  the  economies,"  he  says. 

Asian  funds  dominate  the  list's  woret- 
peifonriing  funds,  but  others  shai'e  the 
gloom.  The  yeai"'s  woret  showing  comes 
from  one  of  last  yeai''s  best,  Lexington 
Troika  Russia  Fund,  down  48.6%.  That's 
not  quite  as  bad  as  the  battered  Russian 
mai'ket  itself.  Pi-oblems  in  the  emerging 
economies  are  depressing  commodity 
prices— and  Oppenheimer  Real  Asset 
Fund  A.  It's  a  unique  fund  that  invests 
in  bonds  linked  to  commodity  prices, 
and  it's  down  17%  this  year. 
TOO  MANY  SHOES?  The  best  perform- 
ers include  some  unusual  investments 
as  well.  Montgomery  Global  Long- 
Short  A,  up  36.2%,  takes  advantage 
of  tax-law  changes  that  make  it  easier 
for  mutual  funds  to  sell  stocks  short. 
Portfolio  manager  Nancy  Kukacka 
says  the  fund  has  about  30%  of  its 
.$27  million  portfoho  in  short  positions. 
She's  short  Japanese  stocks  but  net 
long  in  the  U.  S.  The  global  scope  of 
the  fund  allows  her  to  take  advantage 
of  industry  trends  that  cut  across  na- 
tional boundaries.  Right  now,  she's 
short  on  the  footwear  industry — start- 
ing with  giant  Nike  Inc.  "There's  over- 
capacity, too  much  inventory,  and  with 
the  problems  in  Asia,  nowhei-e  to  un- 
W 
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TOTAL  RHU 

DREYFUS  HIGH-YIELD  SECURITIES 

9.57% 

All  lANCF  MUNI  INCOME  II  VA  R 

?  ST 

FIDFI ITY  PAPITAI  &  INPOMF 

8.40 

PITiniND*^  IMATIONAI  TAX-FRFF  INPOMF 

VONTOBEL  EASTERN  EUROPEAN  DEBT 

8.04 

EATON  VANCE  HIGH-YIELD  MUNICIPALS  B 

3.39 

DELAWARE  HIGH-YIELD  OPPORTUNITIES  A 

7.78 

DELAWARE  NATIONAL  H-Y  MUNI.  A 

3.06 

PUTNAM  HIGH  YIELD  II  B 

6.89 

VAN  KAMPEN  AMER.  CAP  H-Y  MUNI.  A 

3.03 

LEGG  MASON  HIGH-YIELD  PRIMARY 

8.77 

FRANKLIN  Ml.  TAX-FREE  INCOME 

2.97 

BT  INVESTMENT  LIFECYCLE  SHORT  RANGE 

6.69 

DELAWARE-VOYAGEUR  TAX-FREE  AZ.  A 

2.93 

STEIN  ROE  HIGH  YIELD 

6.54 

DELAWARE-VOYAGEUR  TAX-FREE  FL.  A 

2.89 

FIDELITY  SPARTAN  HIGH-INCOME 

6.50 

JOHN  HANCOCK  MA.  TAX-FREE  INCOME  A 

2.87 

KEMPER  HIGH  YIELD  OPPORTUNITY  A 

6.46 

DELAWARE-VOYAGEUR  TAX-FREE  NM.  A 

2.84 

AVERAGE  OF  1,368  FUNDS 

2.64 

AVERAGE  OF  1,558  FUNDS 

1.71 
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load  the  excess  shoes,"  says  Kukacka. 

Bi-azos/.JMic  Micro  Cap  Growth  Fund, 
up  31%,  is  less  exotic.  But  what  makes 
it  stand  out  is  that  it  trounces  the  av- 
erage small-cap  fund.  Portfolio  manag- 
er John  McStay  looks  for  bargains 
among  "oi-phaned  stocks" — companies 
that  have  gone  public  in  the  past  two 
to  five  years  but  have  been  ignored  by 
company  analysts  and  investors  in 
search  of  the  next  hot  initial  pubhc  of- 
fering. "These  are  real  companies  with 
products,  sei^vices,  earnings,  and  good 
managements,"  says  McStay.  His  picks 
include  Antec,  Oak  Industries,  and  Hai- 
monic  Lightwave,  which  make  hard- 
ware for  the  next  generation  of  cable- 
TV  upgi'ades,  and  specialty  retailers 
such  as  Bed  Bath  &  Beyond,  Linens 
'N'  Things,  and  Elder-BeeiTnan. 

One  of  the  yeai-'s  most  unlikely  win- 
ners is      Value  Fund,  up  33.58%.  Tliis 


15-year-old  portfolio  has  a  medio 
record,  but  it  hit  pay  dut  last  mo 
when  a  private  company  in  whicl 
made  a  small  venture-capital  invt 
ment,  Pathnet  Inc.,  filed  for  an  IPO 
anticipation  of  the  IPO,  the  fund  re' 
ued  the  investment,  causing  its  net 
set  value  to  shoot  up  28%  in  one  ( 
lAi  then  shut  the  fund  door  to  new 
vestor-s,  lest  they  dilute  the  fimd's  st 
in  the  potential  bonanza.  lAi  never  it 
tified  Pathnet  as  the  soiu-ce  of  swe 
value,  but  Pathnet  registration  dci- 
ments  identify  lAi  Value  as  an  invesiff 
in  the  company. 

lAi  Value  is  not  a  focus  fund,  butts 
plump  return  comes  from  one  v7 
smart  stock  pick.  Of  course,  fundn- 
vestors  buy  funds,  not  stocks,  but  fie 
lesson  is  the  same:  It  pays  to  be  pity 
about  which  funds  you  select. 

By  Jeffrey  M.  Laderman  in  New  Vk 
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TOTAL  RETURN* 

TOTAL  RETURN* 

EUROPE 

24.30% 

SMALL-CAP  VALUE 

6.19% 

COMMUNICATIONS 

16.96 

UTILITIES 

6.16 

FOREIGN 

16.63 

SMALL-CAP  BLEND 

6.02 

WORLD 

13.35 

SMALL-CAP  GROWTH 

4.29 

LARGE-CAP  GROWTH 

13.11 

PRECIOUS  METALS 

-0.13 

TECHNOLOGY 

11.56 

JAPAN 

-1.15 

UNALIGNED 

10.95 

NATURAL  RESOURCES 

-2.62 

LARGE-CAP  BLEND 

10.91 

REAL  ESTATE 

-3.04 

FINANCIAL 

9.65 

DIVERSIFIED  EMERGING  MKTS. 

-7.66 

LARGE-CAP  VALUE 

9.34 

DIVERSIFIED  PACIFIC/ASIA 

-10.70 

MID-CAP  GROWTH 

8.47 

LATIN  AMERICA 

-13.18 

MID-CAP  BLEND 

7.99 

PACIFIC/ASIA  EX-JAPAN 

-14.92 

HEALTH 

7.87 

U.S.  DIVERSIFIED.  EQUITY 

8.95 

MID-CAP  VALUE 

7.33 

ALL  EQUITY 

8.11 

INTERNATIONAL  HYBRID 

7.26 

S&P  500  INDEX 

13.11 

DOMESTIC  HYBRID 

6.86 

Large-cap  fund 


THE  SEARCH  FOR  VALUE 


401(k)s 


4  Safety  Net  for  Your  Nest 

^ut  options  aren't  for  everybody.  But  they'll  pay  off  nicely  if  the  market  tumbles 

JL  s 


ou're  sitting  on  huge  gains  in 
your  401(k),  you're  close  to  re- 
tirement, and  you're  womed  that 
something — Indonesia,  India, 
Ian  Greenspan — is  about  to  make 
1  icks  crash  and  splatter  your-  nest  egg 
I  over  the  sidewalk.  You  could  diver- 
ly  your  holdings  better  or  move  en- 
ely  into  cash.  But  let's  say  you  want 
iiang  on  to  the  portfolio  you  have 
cause  you  don't  want  to  miss  any 
iwai"d  moves  the  market  may  have  in 
ire.  Some  investment  coimselors  sug- 
st  laying  on  some  "crash  insur- 
ce" — namely,  put  options. 
Put  options  aren't  for  everybody.  The 
st  candidates  are  sophisticated  in- 
stors  nearing  retirement  who  have 
bstantial  401(k)  holdings — and  enough 
on  hand  to  spend 
options  that  will 
ry    likely  expire 
irthless.  Their  main 
Faction  is  that  they 
;,'0U  stay  in  the  mar- 
with  the  stocks  you 
e,    secure    in  the 
)wledge    that  you 
t  be  wiped  out  if  the 
\v  Jones  industrial  av- 
ge  heads  south.  "The 
'tnative  is  to  exit  the 
rket,  which  could  be  expensive  if 
I're  wrong,"  says  Michael  Schwartz, 
:'f  options  strategist  at  CIBC  Oppen- 
mer  Co.  "This  way,  you  can  use 
le  of  the  40%  or  50%  returns  you've 
ned  lately  to  buy  some  protection." 
'he  vehicle  recommended  by  sever- 
trategists  for  hedging  a  diversified 
(k)  stock  fund  is  put  options  on  the 
ndard  &  Poor's  500-stock  index, 
a'll  need  to  hold  the  puts  in  a  sepa- 
'  account,  because  most  401(k)  plans 
't  permit  accounts  to  hold  options.) 
I  ■  CHEAP.  An  index  put  option  gives 
,   the  right  to  sell  an  index  contract 

■  I  preset  price  (the  "strike  price"). 

option  can  be  exercised  any  time 
0  its  expiration  date.  When  the  in- 
'   goes  down,  the  option  to  sell  at 
I  preset  price  increases  in  value, 
s,  yom-  profit  on  the  put  would  off- 

■  the  losses  in  your  401(k). 

e  aware  that  options  ai-en't  cheap. 
1  ledge  a  $200,000  portfolio  through 
t   end  of  1998  could  cost  about 


$10,000  (table).  Protection  can  stretch 
to  three  years  vrith  long-term  equity 
anticipation  securities  (leafs).  Those 
contracts  cost  moi-e:  as  much  as  $9,000 
to  protect  $100,000  through  December, 
2000.  To  reduce  hedging  costs,  you  can 


4 
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Ah  investor  inariiai  rctiirnient 
wants  to  hedge  her  401  (k)  against  a 
crash.  Her  plan  has  $200,000  in  an 
S&P  500  index  fund,  $100,000  in  her 
employer's  stock,  and  $100,000  in 
bonds.  Here  are  some  choices: 

►  Spend  about  $10,000  to  hedge 
the  index  fund  until  yearend  by  buy- 
ing put  options  on  the  index,  for  a 
separate  account 

►  Hedge  the  company  stock  by 
buying  put  options  or  taking  a  short 
position — again,  in  a  separate 
account.  Or,  buy  puts  on  a  related 
industry  index 

^  Hedge  the  bonds  with  call 
options  on  an  index  of  interest  rates 


buy  a  put  that's  a  little  "out  of  the 
money."  This  means  that  the  options' 
strike  price  is  below  the  index  value,  so 
the  first  part  of  a  decline  is  unhedged. 

According  to  Kevin  Muqohy,  manag- 
ing director  of  Salomon  Smith  Barney's 
retail  options  department,  here's  how 
you  might  use  puts  to  hedge  $200,000 
in  diversified  stocks  in  a  401  (k)  from 
now  through  December:  Each  put  op- 
tion hedges  about  $100,000,  so  you 
would  need  to  buy  two.  At  the  s&p's 
recent  level  of  1086,  Murphy  recom- 
mended buying  a  1050  put,  which  was 
about  S%  "out  of  the  money"  and  cost 
i,950.  If  the  market  fell  20%,  to  869, 
each  put  would  be  worth  $18,100.  You 
are  down  $40,000  on  youi*  portfolio,  but 
the  value  of  the  puts  is  $36,200,  less 
the  .$9,900  you  spent  on  them.  That 
gives  you  a  profit  of 
$26,300,  offsetting  most  of 
I  your  $40,000  loss. 
I  Conversely,  if  the  mai'ket 
I  climbed  20%,  the  puts  would 
expire  worthless.  But  you 
i  would  have  made  $40,000  on 
your  portfolio.  Less  the 
'  ,$9,900  you  spent  on  the 
hedge,  you  are  up  $30,100. 
If  that  much  insurance  strikes  you  as 
too  expensive,  you  could  hedge  only 
half  of  your  holdings:  Buy  one  put,  not 
two.  "After  all,  you're  looking  at  this  as 
a  hedge,  not  to  make  a  profit,"  says 
Scott  H.  Fullman,  chief  options  strate- 
gist at  Swiss  American  Securities  Inc. 

One  problem  with  puts  is  paying 
taxes  on  any  profits  you  make  on  them. 
"That's  now  a  nice  gain  in  your  own  in- 
dividual account  and  not  your  retire- 
ment account,"  says  Stewart  Winner, 
director  of  retail  options  sales  and  trad- 
ing at  Prudential  Securities  Inc. 

For  most  people.  Winner  recom- 
mends getting  out  of  the  market  in- 
stead of  using  puts.  "You're  trying  to 
put  a  Band-Aid  over  a  bigger  prob- 
lem," agrees  John  Markese,  president 
of  the  American  Association  of  Indi- 
vidual Investors.  Maybe  so.  But  for 
people  who  just  can't  beai-  to  pail  vrith 
the  401(k)  portfolio  they've  so  carefully 
assembled,  put  options  may  be  a  way 
to  ease  the  angst  over  the  market  tur- 
bulence that  surely  lies  ahead. 

By  Amey  Stone  in  New  York 
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BUSINESS  WEEK/HARRIS  POLL 


Still  Riding  That  Market  Wave 


Investors  don't  see  many  attractive  alterna- 
tives to  stocks  right  now.  While  fewer  folks 
now  expect  stocks  to  go  up  over  the  next 
year  than  did  six  months  ago,  fewer  antici- 
pate a  big  crash  or  even  think  one  is  some- 
what likely.  Indeed,  37%  of  those  polled 
think  the  stock  market  is  either  somewhat 
undervalued  or  fairly  valued  today,  up  from 
33%  asked  in  December,  1997. 


C  — 


BEST  BETS 

If  you  had  to  choose  the  one  investment  that  you  think  would  be 
the  best  to  make  right  now,  which  would  it  be? 

MAY  1998       DEC.  1997        MAY  1996 

Real  estate  30%  33%  25% 

Mutual  funds  24%  21%  24% 

Common  stock  15%  11%  10% 

Bank  or  savings  &  loan  deposits  . . .  .9%  10%  8% 

Money-market  funds  8%  5%  6% 

Government  bonds  5%  5%  9% 

Gold  or  other  precious  metals  4%  4%  7% 

Corporate  bonds  3%  4%  2% 

I  don't  save  or  invest  at  all  1%  2%  3% 

Don't  know  1%  5%  6% 

INVESTMENT  PUNS 

Over  the  next  sbc  months,  do  you  think  you  will  probably  invest  a 
lot  more  in  stocks  or  stock  mutual  funds,  invest  somewhat  more, 
reduce  your  investment  somewhat,  or  reduce  your  investment  a 
lot? 


MAY  1998       DEC.  1997 

Invest  a  lot  more  7%  5%  . 

Invest  somewhat  more  22%  22%  . 

Reduce  somewhat  8%  10%  . 

Reduce  a  lot  10%  13%  . 

Stay  the  same  25%  22%. 

I  don't  save  or  invest  23%  21%  . 

Don't  know  5%  7%  . 


MAY  1996 
.  .  .  .  5% 

. . .  22% 
...12% 
. . .  18% 
...21% 
. . . 20% 
. . . .  2% 


TAKING  STOCK 

Over  the  next  year,  do  you  think  stocks  will... 

MAY  1998       DEC.  1997        MAY  1996 

Go  up  35%  38%  39% 

Stay  about  the  same  40%  39%  36% 

Go  down  17%  16%  19% 

Don't  know  8%  7%  6% 

INTEREST  RATES 

Over  the  next,  year,  do  you  think  interest  rates  will... 


1998 


Rise  a  lot  7% 

Rise  moderately  36% 

Stay  about  the  same  46% 


1998 

Drop  moderately  6% 

Drop  a  lot  1% 

Don't  know  4% 


CRASH  TEST 

Over  the  next,  12  months,  how  would  you  rate  the  chance  of 
another  big  crash  in  the  stock  mai'ket? 

MAY  1998       DEC.  1997        MAY  1996 

Very  likely  12%  14%  12% 

Somewhat  likely  32%  43%  35% 


Investors  are  fairly  blase  about  interest 
rates  as  well.  Almost  half  of  those  polled  e; 
pect  rates  to  stay  about  the  same,  although 
36%  say  interest  rates  may  rise  moderately 

On  the  merger  front,  62%  of  investors  e) 
pect  corporate  dealmaking  and  consolidatioi 
to  give  a  boost  to  stock  market  returns  ovei 
the  next  year,  while  16%  think  M&A  could 
have  a  negative  impact  on  their  portfolios. 


MAY  1998  DEC.  1997  MAY1 

Not  very  likely  38%  30%  3 

Not  likely  at  all  14%  9%  1 

Don't  know  4%  4%  


(REMAINING  QUESTIONS  ASKED  ONLY  OF  STOCK  INVESTORS) 
GOING  LONG 

In  the  long  run,  what  sort  of  total  retm'ns  (capital  gains  plus 
dividends)  do  you  expect  the  stock  market  to  produce  for  you' 

MAY  1998  DEC.  1997  MAY1 

Below  5%  a  year  1%  4%  

5%  to  below  10%  a  vear  27%  27%  3 

10%  to  below  12%  a  year  34%  29%  2 

12%  to  below  15%  a  year  22%  21%  1 

15%  or  higher  a  year  14%  14%  

Don't  know  2%  5%  


MEASURING  THE  MARKET 

Overall,  how  would  you  describe  the  stock  market's  valuation: 

MAY  1998  DEC.  1 

Very  overvalued  11%  1 

Somewhat  overvalued  49%  5 

Fairly  valued  29%  2 

Somewhat  undervalued  8%  

Very  undervalued  1%  

Don't  know  2%  


MERGER  MANIA 

What  impact  do  you 
think  corporate  dealmak- 
ing and  consolidation 
will  have  on  overall 
stock  market  returns 
in  the  next  12  months? 


1998 

Strong  positive  impact  

Somewhat  positive  impact... 

No  impact  

Somewhat  negative  impact....  1* 

Strong  negative  impact  

Don't  know  


ASIAN  IMPACT 

Wliat  impact,  if  any,  do  you 
expect  the  instability  in 
Asia  to  have  on  your  mvest- 
ments  over  the  next  12 
months? 


1998 

Strong  positive  impact . . . . 
Somewhat  positive  impact. 

No  impact  

Somewhat  negative  impact 
Strong  negative  impact ... 
Don't  know  


EDITED  BY  KEITH  H.  HAMMONDS 


Survey  of  1,007  adults  conducted  May  21-28,  1998,  for  Bust 
WEEK  by  Louis  Harris  &  Associates  Inc.  For  complete  results  o| 
poll,  go  to:  www.businessweek.com  or  America  Online,  Keywordi 


Prudentiars  Search  for 
Undervalued  Stocks 
Has  Led  to  Better 
Mutual  Fund  Performance 


Average  Annual  Total  R.  tnrns  Knd.-d  3/31/98 


Small  Companies 


Prudential  Small 
Company  Value  Fund* 

(ClDii  B) 


ii^m^  ^^1^^  ^ijnn^  01^^^ 


(11/13/80) 


Mid-sized  Companies 


Prudential 
Equity  Income  Fund 

(Closi  B| 


Large  Companies 


Prudential 
Equity  Fund 

(Closs  B| 


Overseas  Componi 


Pnidential  World  Fund/ 
International  Stock 

(CIcss  B| 


(1/22/87) 


(3/15/82) 


(9/23/9H) 


''Prudential  Small  Company  Value  Fund  is  temporarily  closed  to  new  investors.  Above  figures  include  sales  charges  as 
disclosed  beloiv.  Share  prices  and  returns  trill  nan/,  and  ijou  may  have  a  gain  or  loss  when  fjou  sell  shares. 
Performance  is  only  for  share  classes  shoivii,  and  oilier  sliare  classes  differ. 


An  Inside  look  at  Prudential's 
value  approach.  At  Prudential,  we've  built 
a  tradition  of  finding  value  in  companies  of  all  sizes 
in  all  kinds  of  markets  —  in  the  U.S.  and  abroad. 
We  use  intensive  bottom-up  analysis  and  carefully 
managed  risk  to  identify  and  buy  undervalued 
stocks.  Then  we  take  a  disciplined  approach  to 
selling  as  they  reach  full  value.  It's  a  proven 
approach  that's  delivered  consistent  long-term 
results  without  taking  on  undue  risk.  Of  course, 
past  performance  does  not  guarantee  future  results. 


A  strategy  whose  time  has  come. 

In  today's  volatile  market,  now  may  be  a  particularly 
good  time  to  rely  on  Prudential's  proven  value 
investing  expertise.  Ask  your  advisor  to  tell  you 
more  about  Prudential's  full  range  of  value-driven 
stock  funds.  Foi'  more  complete  information  on  sales 
charges,  management  fees,  expenses  and  share 
classes,  call  for  a  free  prospectus.  Please  read  it 
carefuUy  before  you  invest  or  send  money 

Call  1-800-THE-ROCK 

extension  3110  www.prudential.com 

Prudential 

Investments 

rent  classes  of  shares  ore  offered.  Shares  have  a  common  portfolio,  but  loads  and  fees  vary  by  class,  which  may  affect  performance.  Funds 
invest  in  foreign  securities  which  are  subject  to  special  risks  including  currency  fluctuation  and  the  impact  of  social,  political  and  economic 
ge.  Investing  in  small  companies  and  in  derivatives  also  involves  additional  risk.  These  risks  may  result  in  greater  share  price  volatility.  Class  B 
i  return  takes  into  account  the  contingent  deferred  sales  charge  (CDSC)  of  5%,  4%,  3%,  2%,  1%  and  1%  over  a  6-year  time  period.  After 
,3ximately  seven  years,  Class  B  shares,  on  a  quarterly  basis,  convert  to  Class  A  shares,  v^hich  have  lower  overall  expenses.  Shares  of  the 
s  are  offered  through  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (member  SIPC),  and  Pruco  Securities 
bration,  213  Washington  Street,  Newark,  NJ  07102,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 
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A  BUYER  MAY  BE 
ON  REEBOK'S  HEELS 

Things  are  looking  pretty  gi-im  at 
Reebok  International  (rbk):  Earnings 
ai'e  under  pressure,  down  a  hefty  49%  in 
the  first  quarter.  Prices  and  orders  are 
slumping,  and  inventories  are  on  the 
rise.  Reebok's  shai'es,  which  hit  52K  last 
summer,  have  slid  to  28.  So  why  is  mon- 
ey manager  Bob 
SLOWING  Olstein  salivating 

TO  A  WALK  over  Reebok  and 
snapping  up  the 
stock? 

He  thinks  that 
Reebok  is  a  buy- 
out deal  just  wait- 
ing to  happen. 
"We're  betting 
that  a  major  con- 
sumer-products 
company  before 
long  will  recognize 
Reebok's  great 
brand  franchise 
and  assets  and 
make  a  move  to 
acquire  it,"  says  Olstein,  chairman  of 
Olstein  Financial  Alert  Fund. 

Second  only  to  Nike  in  the  U.S.  ath- 
letic-shoe and  -appai'el  mai'ket,  Reebok 
"is  ridiculously  undervalued — based  on 
its  brand  name,  goodwill,  and  free  cash 
flow,"  he  adds.  He  calculates  that 
Reebok's  annual  excess  cash  flow  (after 
capital  expenditui-es  and  taxes)  runs  to 
about  $150  million. 

Olstein  focuses  on  companies  that 
are  selling  at  a  discount  to  their  in- 
trinsic, or  private  mai'ket,  value.  "I  fijid 
such  companies  during  periods  of  dis- 
appointing earnings  and  negative  mai'- 
ket psychology,"  he  says.  Reebok  falls 
in  just  that  category,  he  adds,  with 
practically  no  analyst  recommending 
the  stock.  Olstein's  fund  has  outscored 
the  Standard  &  Poor's  500-stock  index 
each  of  the  past  two  years. 

He  figures  that  Reebok  is  worth  36. 
In  a  buyout,  however,  according  to  Ol- 
stein, Reebok  is  a  bargain  at  40. 
Reebok  has  been  in  and  out  of  the  ru- 
mor mills  for  two  years. 

"We  have  heard  that  management 
is  now  prepared  to  put  Reebok  up  for 
sale,"  says  Olstein,  "once  it  decides  that 
it  can't  turn  it  around  fast  enough." 
Adds  Olstein:  "Our  sources  say  that 
point  has  been  reached."  Reebok  Chair- 
man Paul  Fireman  "has  indicated  to 
analysts  [that  he  would  welcome  of- 
fers]," says  Olstein.  Part  of  the  compa- 
ny problem  is  the  fierce  competition  in 


the  industiy.  "Reebok  needs  a  new  di- 
i-ection  and  strategy  to  reinvigorate  its 
product  lines — which  ai'e  basically  good 
and  attractive,"  argues  Olstein. 

Analysts  figure  that  Reebok  will 
earn  $1.75  a  share  this  year  and  $2.37 
next,  compared  with  $2.32  in  1997.  The 
company's  major  brands  include  Rock- 
port,  Greg  Norman  (golf  apparel  and 
other  casual  sportswear),  and  Ralph 
Lauren  Footwear.  The  company  de- 
clined comment. 


MORE  TO  CRUNCH  ON 
AT  GENERAL  MILLS 

To  money  manager  Tony  Spai'e,  play- 
ing this  mai'ket  is  like  picking  up  ap- 
ples that  have  fallen  off  the  tree.  That's 
because  a  number  of  blue  chips  have 
dropped  out  of  this  long  bull  mn — in- 
cluding some  companies  whose  funda- 
mentals are  on  the  upswing,  he  notes. 

Take  General  Mills  (Gis),  the  second- 
largest  producer  of  ready-to-eat  break- 
fast cereal:  Its  stock  has  lagged  behind 
the  market  this  year — dropping  from 
78M  in  early  December  to  69  recent- 
ly— although  the  company's  earnings 
are  way  up.  But  that's  just  dandy  with 
Spare,  who  says  General  Mills  "is  a 
gift"  at  its  current  price.  "It's  worth 
85,"  he  adds. 

Spai'e,  chairman  of  investment  firm 
Spare,  Kaplan,  Bischel  &  Associates  in 
San  Fi-ancisco,  says  that,  apart  from  the 
rosy  earnings  projections,  one  factor 
makes  General  Mills  extra  appetizing: 
He  expects  the 
company  to  buy 
from  Nestle  the 
remaining  half  of 
Cereal  Partners 
Worldwide.  Cur- 
rently a  General 
Mills-Nestle  joint 
venture.  Cereal 
Partnere  is  expected 
to  produce  sales  of 
$1  billion  this  year. 

Since  the  joint 
ventui-e  has  yet  to 
make  money,  "the 
market  has  not  given  it  any  value  at 
all,"  notes  William  Leach,  an  analyst 
at  Donaldson  Lufkin  &  Jenrette.  He 
sees  the  venture  posting  its  first  profit 
for  General  Mills  in  fiscal  1999,  which 
ends  on  May  31.  He  figures  General 
Mills'  50%  stake  is  worth  $5  to  $7  a 
share.  Leach  has  raised  his  fiscal  1998 
earnings  estimate  from  $3.40  a  shai'e  to 
$3.55,  and  his  1999  numbers  from  $3.15 


SPARE:  The  stock 
is  now  "a  gift " 


to  $3.21.  The  company  earned  $2.9:J 
1997.  The  company  couldn't  be  reacli 

SURGERY  AHEAD  FOR 
ADVANCED  HEALTH? 

Since  hitting  2TA  in  mid-October, 
stock  of  Advanced  Health  (ad|) 
has  gone  downhill,  closing  at  12 
June  2.  Heavy  short-selling  of 
stock — partly  because  of  problemsit 
rival  doctor's-office-management  ci 
panies  such  as  fpa  Medical  Mana 
ment  and  MedPartners — has  hamme 
the  stock.  But  the  shorts'  happy  d 
may  be  numbered,  say  some  pros,  i 
Management  may  break  up  the  en 
pany  to  unlock  the  value  of  its  two 
erations,  say  some  pros.  The  won 
that  the  Advanced  Health  Techm 
gies  unit,  which  sells  information  tt 
nology  to  doctors  and  hospitals,  i\ 
be  spun  off  to  shareholders. 

Valued  separately,  the  unit — expt- 
ed  to  contribute  $15  million  in  revers 
this  year  and  about  $25  million - 
1999— would  com- 
mand a  price  of  7 
a  share,  figures 
Louis  Riley  III, 
who  heads  Riley 
Capital  Research. 
"Investors  have 
overlooked  this 
fast-growing  and 
highly  profitable 
unit,"  he  says. 
One  of  its  compo- 
nents: onhne  soft- 
ware that  auto- 
mates prescription 
writing  at  the 
point  of  care. 

Riley  says  the 
medical-practice  unit  should  tun 
$120  million  in  i-evenues,  up  from  lli' 
$49.5  million.  He  values  the  unit  at  j 
share,  based  on  11  million  shares  i 
standing.  Combining  that  vrith  air: 
$4  a  share  in  cash,  Riley  figures 
stock  is  worth  38. 

Even  without  a  spin-off,  analysts 
earnings  of  $1.05  a  share  this  yeai" 
$1.46  in  1999,  vs.  1997's  91^.  Chair  aj 
Jon  Edelson  says  the  company  il 
takes  steps  to  unlock  the  value  oji 
technology,  which  the  market  has  f!* 
to  recognize. 
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For  more  coverage  of  the  market; 
visit  our  Web  site  at  businessweek. P 


...to  enjoy  the  Second  Annual  Oakland  Raiders 

Boy  Scouts  of  Annerica 
Invitational  Golf  Tournament 
at  the  challenging  Castlewood  Country  Club  in 
Pleasanton,  CA  •  Mondayjune  22,  1998 


The  second  Annual  Oakland  Raiders  Boy 
Scouts  of  America  Invitational  Golf  Tour- 
nament gives  golfers  the  unique  opportu- 
nity to  play  with  Oakland  Raiders  legends, 
coaches  and  players. 

Your  generous  support  enables  inner  city 
East  Bay  youth  to  participate  in  Scouting. 
Scouting  is  a  fun  activity  which  develops 
desirable  qualities  of  character,  citizenship 
and  fitness  -  qualities  necessary  for  our 
future  leaders. 


Your  day  of  golfing  starts  with  brunch  and 
a  chance  to  learn  more  about  the  benefits 
of  Scouting  and  talk  with  Oakland  Raid- 
ers and  Raiderettes.  A  handsome  tee 
package  is  provided  for  each  player  and 
every  foursome  includes  an  Oakland 
Raider  legend,  coach  or  player. 

Activities  conclude  with  the  evening  gala 
reception,  dinner  and  auction. 

Participate  in  our  Second  ^^Ji^^ 

Annual  Golf  Tournament  (S^^b^R) 
and  support  inner  city  i^-ic-f 
East  Bay  Boy  Scouts. 


FOR  MORE  INFORMATION  REGARDING: 

Player  Packages  (Your  foursome  plus  a  Raider  participant  for  $3,000) 
•Tournament  Sponsorships  and  Program  Advertising 


Contact  Jason  Stein,  Development  Department  •  510-638-3600  •  SFBAC  Boy  Scouts  of  America 


The  Medicine  Label. 
Your  Road  Map  to 
Good  Health 


St  as  you  wouldn't  drive  across  the  country  without  consuhing  a  road  map,  you  should 
never  take  medicine  without  first  reading  the  label — your  road  map  to  good  health. 

A  message  from  the  Council  on  Family  Health 

For  the  Councirs  free  brochure  on  reading  the  medicine  label,  send  a  self-addressed,  stamped  envelope  to: 
Council  on  Family  Health,  225  Park  Avenue  South,  Suite  1700,  New  York,  NY  10003 


CA5 


WITH  OUR  REGISTRATION  CERTIFICATE 
YOUR  COMPANY  IS  GOING  PLACES. 

We're  QMI-a  division  of  CSA.  If  management  system  registration  is  one  of 
your  company's  goals,  call  us.  If  superior  service  and  attention  to  your  company's  neei 
are  important  to  you,  talk  to  us.  If  new  business  opportunities  here  at  home  or  around 
globe  are  in  your  plans,  meet  with  us.  At  QMI,  you  get  the  registration  certificate  you  r 
to  compete.  Find  out  why  our  customers  consistently  tell  us  our  service  is  better  than 
competitors.  Call.  We'll  give  you  a  world  of  reasons  to  give  us  your  business. 

QMI  and  CSA.  We  deliver  more  than  you  expect. 

Call  1-800-465-3717 
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PAM  THAT  YOU 
IGHT  NOT  DELETE 

<eters  are  discovering  that  personalized  E-mail  pitches  work 


nniece  Martin's  E-mail  account 
as  become  a  two-way  shopping 

U treat.  At  least  once  a  week,  the 
4-year-old  Rosedale  (N.  Y.)  sales 
j  lit  signs  on  to  find  "reminders" 
ft  ware  vendor  Pai'sons  Tech- 
!nc.  urging  her  to  buy  a  new 
;iker  or  clip-art  program, 
who  first  used  Parsons' 
ler  catalog  last  year,  enjoys 
onal  feeling  of  an  E-mail  pitch. 
I  finds  the  sei-vice  convenient, 
not  ready  to  make  a  purchase, 
\  e  to  do  is  delete  the  E-mail," 
-^.  Fortunately  for  Parsons,  Mai"- 
-n't  do  that  often:  She  frequent- 
s  (!s  up  to  $100  on  supplies  after 
«  \g  an  E-mail  nudge. 

eters  hope  Martin  is  part  of  a 
Although  users  of  E-mail  have 
ngi  mplained  about  unwanted  di- 
'ct  arketing — commonly  called 
tliat  hasn't  stopped  compa- 
ni  looking  for  new  and  im- 
'0\  ways  to  exploit  E- 
ail    a  marketing  tool. 
i)v  y  using  sophisticat- 
i-mining  techniques 
lop  far  more  tailored 
-  es,  marketers  may  well 
eeeding.  Lured  by  the 
(ist  savings,  and  personal- 
lies  that  ai'e  possible  on- 
npanies  such  as  1-800- 
^,  Amazon.com,  and 
are  testing  the  tac- 
the  customer  is  willing, 
ideal  opportunity  for  a 
ilized  dialogue,"  says  Kent 
m,  president  of  Macys.com,  the 
tent  store's  online  entity.  "It  gets 
r  to  a  one-to-one  relationship." 
IA\LERT.  One  of  the  leaders  is 
13'^  .com,  the  virtual  bookseller  that 
become  a  rival  to  brick-and- 
ehains.  Order  a  Star  Tr-ek  book 
ith  and  a  Lost  In  Space  volume 
'   ,  and  you  can  expect  to  receive 
E  lil  containing  recommendations 
^  lar  sci-fi  fare.  Amazon.com  cus- 
f  ilso  receive  E-mail  updates  if  a 
ii'  author  is  conducting  an  online 


Streamline,  a  delivery 
service,  keeps  track  of 
groceries  you  order — 
and  sends  you  E-mail 
when  you  might  be  low 
on  cereal  and  such 


chat  or  has  published  new  work.  The 
tailored  E-mail  progi-am  helps  keep 
customers  coming  back:  60%  of 
Amazon's  2.2  million  customers 
are  repeat  buyers,  up  from  40%  last 
yeai'.  But  for  Chief  Executive  Jeff  Be- 
zos, the  real  advantage  over  more 
f     traditional  direct  marketing  is  the 
ability  to  get  people  to  buy  some- 
thing they  didn't  even  know  they 
wanted.  "It's  all  about  accelerating 
the  discovery  process,"  he  says.  "It's 
high-tech  meets  hand  selling." 

While  all  of  Amazon's  sci-fi  fans 
get  the  same  message,  some  smaller 
companies  have  managed  to  sculpt 
more  personalized  E-mail  marketing. 
Consider  Streamline  Inc.,  a  deliveiy 
service  in  Boston  that  contracts  with 
local  gi'oceries,  video  stores,  and  dry 
cleaners.  Customers  send  in  shopping 
lists,  and  Streamline  fills  and  delivers 
the  order.  But  in  addition  to  doing 
your  schlepping.  Stream- 
line goes  one  step  fuither 
into  your  personal  life. 
The  company  keeps  a  data- 
base on  what  you  buy  and 
when.  Based  on  your  past 
behavior,  its  softwai'e  creates  a 
profile  and  automatically  sends 
you  E-mail  reminders  when  its 
records  show  that  you're  proba- 
bly low  on  cereal,  toilet  tissue, 
etc.  The  E-mail  prompt  en- 
courages users  to  reorder 
through  Streamline.  The  result: 
Streamline's  customers — who 
spend  an  average  $6,000  a 
-come  back  for  more  90%  of  the 
time.  "We  can  show  the  customer  prod- 
ucts that  relate  to  them  on  a  personal 
basis,"  says  ceo  Tim  DeMello,  who  ex- 
pects monthly  revenues  to  hit  $1  miUion 
by  yearend. 

But  is  E-mail  better  than  plain  old 
paper  junk  mail?  Does  an  electronic 
pitch  pack  more  oomph  than  a  dinner- 
time phone  call?  Some  users,  especially 
those  who  do  business  on  the  Internet, 
say  yes.  Dealaday.com  uses  E-mail  to 
prospect  for  customers.  The  Internet 


year- 
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closeout  seller  of  brand-name  clothing 
pays  database  companies  for  lists  of  E- 
mail  addresses.  The  company  sends 
group  E-mail  to  as  many  as  10,000 
names,  all  consumers  who  have  indicat- 
ed thev  would  like  to  receive  E-mail 


pitches.  President  Ed  Mufson,  who 

spent  two  decades  as  a  retail  executive  i  a  cost  savings  of  75%  or  more 
running   traditional  chains 


Still  more  are  lured  by  the  obvious 
lower  cost  of  letting  a  computer  do  the 
selling.  No  paper  and  postage  costs.  No 
telemarketing  staff  to  hire.  A  host  of 
new  softwai"e  progi'ams  can  sift  through 
a  company's  database  and  zap  out  E- 
mail.  Add  it  up,  and  that  can  represent 

says 


such  as  Fred  the  Furrier, 
says  prospecting  via  E-mail 
brings  in  more  customers 
than  any  advertising  or  du'ect 

marketing  he  has  used.  "In     r       t       u     4.        4.  u  4.  4.u 

normal  direct  marketing,  if    L'^^^il  pitches  to  customers  who  re^^^^^^^^ 

STAY  ON  TOPIC  Book  buyers  from  Amazon.com  receive 
E-maii  suggestions  based  on  tlieir  literature  tastes 


THIS  ISN'T  JUNK  MAIL! 

How  E-mail  marketers  tailor  their  messages: 
ASK  FIRST  Retailers  such  as  1-800-Flowers  only  send 


you  get  a  1%  or  2%  response, 
you're  happy.  With  E-mail, 
I'm  getting  a  7%,  8%,  some- 
times 10%  response,"  he  says. 
"I  give  it  a  rave  review." 

Other  companies  have  be- 
gun using  E-mail  to  create 
promotions  that  could  not  be  executed 
by  slower  "snail  mail."  Ti-avelocity,  a 
travel  site  on  the  Web,  sends  fi'equent 
E-mails  called  Fare  Watchers,  pitching 
last-minute  cheap  airfares.  The  time- 
sensitive  infoiTnation  would  be  useless  in 
a  traditional  direct-mail  campaign,  says 
Terry  .Jones,  chief  information  officer 
for  SABRE  Group,  Ti-avelocity's  owner. 


GET  PERSONAL  Streamline,  a  Boston-based  delivery 
service,  monitors  individual  buying  habits  of  customers 
and  sends  tailored  E-mail  reminders 


Chris  McCann,  senior  vice-president  at 
1-800-Flowers.  Tlie  national  floiist  chain 
sent  out  250,000  E-mail  marketing  mes- 
sages to  promote  Mother's  Day  specials, 
in  addition  to  the  usual  reminders  in 
the  post. 

AT&T  Capital  Coi-p.  has  seen  similar 
benefits  in  using  the  Internet  and  E- 
mail  to  offer  its  financing  services  to 


business  customers.  It  used  to  takeq 
to  six  weeks,  using  snail  mail,  to  deil 
op  marketing  campaigns,  such  as  anif 
fer  to  hancUe  computer  leasing  contn  ■ 
Now,  Marketing  Information  Man 
Rick  Winterkom  says  he  can  targt ; 
gi'oup  of  businesses  with  such  servicii 
a  single  day— and  for  10%  less. 

PRIVACY  FEARS.  Despite 
early  success,  many  of 
biggest  users  of  direct  i 
keting  have  yet  to  get 
E-mail  marketing  in  a 
way.  Telecommunication,- 
consumer  financial-serv 
companies,  for  example, 
largely  absent.  The  rea 
They're  afraid  customers 
hate  It,  thanks  to  rising  t 
over  privacy  on  the  Intei 
As  more  and  more  infoi 
tion  about  consumers'  fin; 
or  buying  habits  gets  tracked  and 
electronically — often  without  custoi 
even  realizing  it— concerns  over 
such  once  confidential  personal  dat; 
be  exploited  are  gi'owing.  That's 
reason  BellSouth  Corp.,  which  col 
data  on  its  customers  from  its  Web 
still  uses  the  telephone  and  mail  t( 
liver  news  of  promotions  and  othe 
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PathoTEK 
Cures  Common  Cold 


COLD  CURE  IN  A  BOTTLE, 

TEK,  is  due  for  release  in  mid  April 

CoryraCC  will  suppress,  and  in 
"ipietely  wipe-out.      -"'intonis  of  th 
r;ip|T\f >^*'v  ' 


Big  news  can  mean  big  opportunity.  In  the  tinne  it  takes  to  sneeze, 
you  can  catch  an  unbelievable  opportunity.  So  Trade  Now"^'^.  Go 
directly  to  Datek...the  fastest  and  easiest  way  to  trade  on  the 
web.  Only  $9.99  for  any  trade*.  And  if  it's  not  executed  within  60 
seconds,  it's  commission-free.  Trust  your  trade  to  Datek.  And  stay 
in  the  running. 


NOW 

www.datek.com 


•  All  trades  up  to  5.000  shares  are  only  S9  99  Your  commission  ts  waived  if  your  marketable  order  is  not  executed  withm  60  seconds  Some  restrictions  to  t^iis  offer  apply  Please  check  ou-  i^-^yy-yg^ 
website  for  more  details  Average  execution  time  on  marketable  orders  is  less  than  10  seconds  (as  of  1/10/98)  Free  news,  charts  and  research  provided  by  NewsAlert,  BigCharts'?.:  and  ONLiE 
Thomson  Investors  Network  Trade  Now  is  a  servicemark  of  Datek  Online    ©1998  Datek  Securities  Corp.,  Member  NASD  and  SIPC 


AMRICA  ONUHk 

RATED  #1 

On  The 

NTERNET 


53.2% 


Share  of  the  Online  Minutes: 

(Average  Minutes  Online) 

Source:  Media  Metrix/The  PC  Meter  Co.,  WWW/Online  Report  (at-home  data),  March  1998, 

0.7%      0.7%      0.8%  1-3% 


1 .8% 


2.7% 


Kwork    "^^"^P®'^^'"    excite.com   CompuServe     Prodigy  yahoo.com 


Hi  Today's  Online 
Le  rs  Compare: 

N  T  of  Subscribers) 


2.6 
million 


2.45 
mitlion 


Internet  Online  ratings  show  that  people  choose  America  Online  more 
than  any  one  else  on  the  Internet.  With  an  audience  ol  over  1 1  million 
members,  and  with  daily  member  usage  averaging  45  minutes, 
America  Online  is  the  clear  choice  to  connect  with  your 
customers.  For  more  information  about  our  broad 
of  marketing  programs  in  cyberspace,  please  call  Phil  Frank,  Eastern  Regional  Sales  at 
.06-4443  or  Randy  Dean,  Western  Regional  Sales  at  650-287-4239. 


"America 
Online 


:7        CompuServe  MSN 
piier  Communications,  Februarv  1998.  'Company  Estimate 


A 

AM  E  R.I  C  A 


So  effective, 
no  wonder  it's  #1 


America  Online.  Inc  All  trademarks  are  the  property  of  ttieir  respective  companies 


Red,  White  And  Blue  Chip. 


Premier  American  Portfolio 


Now  you  can  have  easy,  aFFordahle  access  to  many  oF  the 
premier  companies  in  the  country.  This  fund  offers  you  35 
of  America  s  blue  chip  companies.  And  it  seeks  total  return 
through  capital  appreciation  and  dividend  income.  These 
premier  companies  were  chosen  for  their  high  c]uality  and 
established  earnings  record. 

Along  with  a  predetermined  portfolio  and  maturity'  date, 
the  fund  offers  you: 

•  Large  capitalization  companies 

•  Defined  matuntv'  of  2  years 

•  Quarterly  income 

•  S25()  minimum  investment 

•  Diversification  among  several  industries 

Call  Defined  Asset  Funds'""  today  (toll  free)  for  our  free 
Premier  American  Potifolio  Guide  which  describes  how 
affordable  and  easv  investing  in  our  blue  chip  stock  fund  can  be. 

1-877-DEFINED  ext.  651 


ef  ined  Asset  Funds 


knowledge  ■  Hold  With  Co^. 


Family  of  funds  offered  by 

Merrill  Lynch  •  Salomon  Smith  Barney 
PaincWebber  •  Dean  Witter 

/\  fnv  //ro.s/ici  lu>  c  iinl,inuif^  iiion-  tiniijili  lc  injnmiiiUdn  on  I h'lnicJ  .Aj>(7  f-iiiuls  tquity 
hiinttu-  l  unil  ( Aitu  t'l'l  Series  Hhic  ( ./;//'  .S/ot  k  Strics  ^  Premier  Arnt'ricjn  Pfirtfolio 
iiiilihliitfi  liII  <  /.'ii;j;('.s  iUhl  cxl)cnscs,  if  JvjiLihlc  from  any  of  the  iilxn'c  sponsors. 
Rt'iiil  ihr  firnsiH'clifs  cdrejidh  hi'fort'  nn'cslm;^. 
I'l'lS  Vkrrill  Umli,  I'unc.  Knncr  \  Smilh  Ini.  VUmbir  Sll'(  , 


It's  never  too  early  to  teach  our  kids  about  economics. 

Chances  are  your  children  are  not  familiar  with  401  (k)  plans.  They  are,  after  all,  children.  As  they 
grow  older,  they're  going  to  be  faced  with  a  dizzying  array  of  economic  options.  Whether  it's  saving 
their  allowance  or  saving  for  their  retirement,  we  need  to  prepare  them  to  make  the  right  choices. 

This  is  why  The  McGraw-Hill  Companies,  alongside  the  National  Council  on  Economic  Education, 
is  supporting  a  campaign  for  economic  literacy.  With  our  expertise  in  education,  finance  and  busi- 
ness, we  can  help  students  become  more  responsible  citizens.  As  part  of  America's  Promise,  we've 
committed  $2.5  million  to  bringing  our  resources  and  volunteers  into  the  classroom. 

We're  proud  to  provide  our  nation's  children  with  the  resources  they  need  to  succeed.  We're  proud 
to  be  a  part  of  America's  Promise.  For  more  information,  visit  our  Web  site  at  www.mcgraw-hill.com. 


America  s  Promise 


The  Alliance  For  Youth'" 


The  McGraw  -Hill  Companies 

Keeping  the  world  up  to  speed. 
The  McGnm  -Hill  Companies  is  keeping  America's  Promise. 


Entertainment 


TELEVISION 


'BARRY  OWNS 

THE  WHOLE  SHOOTING  MATCH' 

Diller's  new  TV- retail  ^ 
hookup  may  give  the 
big  networks  a  run 
for  their  money 

Baiiy  Diller,  the  man  who 
brought  America  Bart 
Simpson,  Raiders  of  the 
Lost  Ark,  and  the  Mo\ie 
of  the  Week,  is  working  the 
phones.  Ensconced  in  a  sun- 
drenched guest  house  in  Bev- 
erly Hills  that  is  the  makesliift 
headquarters  of  his  USA  Net- 
works Inc.,  Diller  paces  behind 
a  large  circular  desk  as  he  lis- 
tens to  the  salaiy  demands  of 
an  executive  he  has  been  tiy- 
ing  to  recruit,  ginmacing  at  the 
cost.  "Hang  in  there,"  he  tells 
another  caller,  an  executive 
who  has  been  nursing  a  new 
product  line  for  the  company. 
"The  numbers  are  moving  in 
the  right  direction." 

For  neai'ly  tliree  years,  since 
losing  the  chaimianship  of  Qvc 
Networks  Inc.  after  an  aborted 
attempt  to  buy  the  CBS  net- 
work, Diller  has  been  not-so- 
quietly  amassing  properties  for 
his  much-heralded  retm-n  as  a 
media  mogul.  On  June  8,  he 
plans  to  unveil  the  latest  piece. 
It's  a  newly  revamped  Channel 
69  in  Miami  that  will  be  the  first  affiliate 
in  a  hybrid  TV  network  reaching  U.  S. 
homes  through  both  cable  channels  and 
broadcast  stations.  The  formula,  says 
Diller,  is  one  that  can  take  on  nbc,  cbs, 
and  the  other  traditional  networks  in 
profitability,  if  not  in  ratings. 
QUIRKY  FARE.  For  the  creator  of  the 
Fox  network,  this  is  small  potatoes.  The 
Miami  station,  which  had  been  showing 
USA's  Home  Shopping  Network  Inc. 
(hsn),  will  feature  such  quirky  fare  as  a 
couple  of  University  of  Miami  Internet 
buffs  conversing  with  folks  they  met 
online  and  Miami  Hotties,  a  weekly 
beauty  contest  (men  and  women)  with 
viewers  calling  in  votes.  Each  night  at 


MEDIA  MOGUL:  "How  many  more  half-hour  sitcoms  can  America  take^' 


11:01,  a  pair  of  disembodied  lips  will 
read  a  minute's  worth  of  news.  In  all,  a 
year's  worth  of  progi-amming  will  cost 
$20  million,  roughly  what  NBC  pays  for 
two  episodes  of  ER. 

And  that,  Diller  figures,  is  his  secret 
weapon.  His  local  fare  needs  only  3%  of 
the  audience  to  break  even  and  is  dif- 
ferent enough  to  lure  viewers,  Diller  in- 
sists. "Eveiything  else  on  TV  looks  the 
same,"  he  says.  "How  many  more  half- 
hour  sitcoms  can  America  take?"  Diller 
figures  his  low-cost  shows  can  cut 
through  the  clutter  But  a  national  net- 
work? That  comes  later,  when  he  has 
converted  usa's  other  11  stations  to  then- 
own  specially  taOored  local  progi'amming 


and  has  Unked  them  with  other  nji 
properties,  including  the  usA  cable  a 
nel,  his  Home  Shopping  Network.:! 
Ticketmaster  Group  Inc.,  the  sei' 
that  sells  an  estimated  60  million  tiic 
each  year  (table,  page  122).  l 
The  network  Diller  envisions  wil 
driven  nearly  as  much  by  retail  all 
ratings.  By  airing  prime-time  prog| 
ming  on  both  the  local  stations  and, 
he  hopes  to  hike  ad  rates  at  botl 
cable  and  broadcast  properties, 
wdth  more  viewers,  he  vrill  be  ab 
boost  fees  that  cable  operators  p; 
run  the  usA  Network  and  its  gj 
channel,  the  Sci-Fi  Channel.  At  (S 
stop,   Diller   will   be  selling 


Where  would  you  like  that  delivered? 


■  We're  probably  not  the  first  state  to  promise 
you  the  moon.  But  we  are,  perhaps,  more  qualified 
than  most  to  follow  through  on  it.  Mississippi  has 
an  aggressively  pro-business  environment.  And, 
given  our  long-standing  tradition  of  cooperation 
between  business  and  government  leaders,  you'll 
have  the  opportunity  to  establish  relationships 
destined  to  last  long  after  the  negotiations.  ■  Call 
1-800-340-3323  to  hear  exactly  what  we  have  to 
offer.  Who  knows?  We  might  be  persuaded  to 
throw  in  the  stars,  as  well. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  RO.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 


Entertainment 


tchotchkes  from  hsn  or  one  of  his  thi-ee 
online  retail  sites.  Wlien  viewers  watch 
Miami  Heat  basketball  games,  for  ex- 
ample, Diller  intends  to  pitch  them  team 
merchandise.  Wlien  the  USA  cable  net- 
work begins  auing  the  syndicated  shows 
Hercules  and  Xeiia,  a  one-minute  in- 
fomercial  pushing  dolls  and  T-shiits  will 
accompany  it. 

Other  media  moguls  aren't  so  sure 
of  the  linkage  between  TV  and  mer- 
chandise. "I  don't  know  if  it  is  the  wave 
of  the  future  or  not,"  says  Viacom  Inc. 
Chairman  Sumner  M.  Redstone,  whose 
company  operates  rival  UPN  network. 
"He's  still  got  to  put  stuff  on  the  air 
that  people  ai'e  going  to  want  to  watch." 
A  similar  upn  ventui'e  failed  last  year 
when  Sears  wouldn't  promote  clothes 
that  would  be  wom  by  characters  on 
the  UPN  show  Moeslia.  "We  had  to  co- 
ordinate too  much,  and  it  didn't  work," 
says  Lucie  Salhany,  former  UPX  chief. 
But  in  USA's  case,  she  says,  "Bany  owns 
the  whole  shooting  match." 
HODGEPODGE.  It's  potentially  a  big  em- 
pire. If  Diller  can  get  his  local  stations 
working — and  even  he  says  "it's  going 
to  look  awfully  ugly  for  a  while  until 
we  figure  this  out" — he  will  have  ac- 
cess to  more  than  90%  of  America's 
households,  just  short  of  what  nbc  and 
CBS  can  muster  He  ah'eady  controls  the 
USA  channel,  seen  by  73  million  cable- 
and  satellite-TV  households,  and  the  Sci- 
Fi  channel,  which  goes  into  50  million 
homes.  Of  liis  12  stations,  9  ai-e  situated 
in  the  nation's  top  10  markets.  Poweiful 
assets  to  be  sure,  but  USA,  a  hodge- 
podge of  such  shows  as  the  slick  La 
Femme  Nikita  and  Walker,  Texas 
Ranger  remns,  gets  only  2%  of  the  ca- 
ble audience  on  any  given  night,  and 
Diller  concedes  that  usa's  lineup  needs 
more  of  an  identity. 

Can  Diller  wing  profits  out  of  a  me- 
dia asset  that  gets  2%  of  the  national 
audience  and  won't  get  much  more  any- 
time soon?  The  USA  executive  waves 


away  such  concerns.  Fueled  by  cable-o{> 
erator  fees  and  advertising,  the  usa  and 
Sci-Fi  networks  generated  a  hefty  $164 
million  in  operating  profits  last  year. 
"That's  more  than  any  broadcast  net- 
work but  one,"  says  Diller.  And  loin- 
ning  local  stations  is  dirt  cheap.  "These 
are  the  greatest  assets  in  the  industry 
right  now."  he  says. 

Diller's  budding  media  powerhouse 

UNCHARTED  TERRITORY 

ii  I  can't  tell  you 
right  now  what  will 
work.  Because  with 
something  that  new, 
no  one  knows  what 
will  work 

—  BARRY  DILLER 

got  its  biggest  kick  with  his  purchase 
last  October  of  Universal  Studios  Inc.'s 
TV  production  assets  and  the  usa  and 
Sci-Fi  channels  in  a  $4.1  billion  cash- 
and-stock  deal  with  LIniversal  parent 
Seagi'am  Co.  The  deal  still  has  rival 
mogTils  wondering  why  Seagi'am  CEO 
Edgar  Bronfman  Jr  would  let  go  of  his 
only  TV  distribution  outlets.  Bronfman 
says  the  deal  was  "the  only  way  I  could 
be  in  business  with  Bany  Diller."  But 
others  aren't  so  sm"e.  "I  guess  Edgar 
knows  what  he's  doing,"  says  Viacom's 
Redstone,  "but  it  sure  looks  Uke  he  gave 
up  a  lot  in  an  emplo^nnent  deal." 

The  payoff  for  Seagram,  which  has 
a  46%  stake  in  usa,  could  still  come  if 
Diller  can  make  his  network  fly.  A  vi- 
brant USA  network,  which  would  lure 
youngei'  folks  with  its  hipper  fai-e,  would 
be  a  natural  for  shows  featuring  rock 

In  the  Diller  Domain 


videos  by  artists  from  Seagram's  ni/l 
acciuii*ed  Polygram  music  unit.  And  a 
gram  could  tap  Diller's  Ticketmg? 
and  online-shopping  network  to  sel 
or  concert  tickets.  The  two  comp, 
are  discussing  at  least  one  show 
tuiing  Polygi-am  aitists.  'We  don't  1 
what  fonn  our  association  is  goii 
take,"  admits  Bronfman,  "but  we  1 
we  have  a  distribution  partner  w 
going  to  need  programming  we  ha 

Will  Diller  pull  it  all  off?  "I  can' 
you  right  now  what  will  work," 
Diller  with  unchai'acteristic  caution, 
cause  with  something  that  new,  m 
knows  what  will  work."  Diller  t 
taste  of  how  it  feels  to  falter  this 
quarter.  That's  when  hsn  was  sir 
see  that  consum.ers  were  shifting 
tastes  to  computers  and  electronic 
hsn  ordered  so  much  jewelry  that 
enues  dropped  by  5%  in  the  fijrst 
ter,  and  operating  profits  fell  by  35' 
shook  us  hideously,"  says  Diller. 

Revenue  and  profit  gi-owth  at 
are  back  up,  Diller  says.  And  she 
vrill  get  another  boost  soon  when 
giant  Tele-Communications  Inc.,  y 
owner  of  usa,  designates  the  sho 
service  as  the  primaiy  retailer  fr 
digital  set-top  box  it  plans  to  ro 
next  year  to  more  than  6  millior 
tomers.  Other  deals  could  includ- 
with  the  National  Basketball  As; 
mn  the  giant  league  store  it  is  bu 
on  New  York's  Fifth  Avenut 
airangement  that  could  lead  to  nb.^ 
over  the  shopping  channels,  as  we 

It  all  looks  too  good  to  be  true, 
is  guaranteed  customers  and  pro 
ming,  thanks  to  such  heavyweight 
ners  as  Bronfman  and  TCi.  His 
are  already  providing  steady  casl 
And  cable  channels  are  eating  in 
ratings  of  traditional  broadcas 
works.  Now,  if  he  can  only  sell  Miiii 
lips  reading  the  news  and  a  talki 
with  a  couple  of  computer  nerds. 
By  Ronald  Grover  in  Los  A  s  i 


Former  Fox  and  QVC  executive  Barry  Diller  has  assembled  a  passel  of  TV  and  other  properties 
that  will  make  up  a  new  broadcasting  and  cable  empire: 


1998 


HOME  SHOPPING 
NETWORK 

(INCLUDES  ONLINE  SHOPPING) 


BROADCASTING 

(12  WHOLLY  OWNED 
AND  OPERATED  STATIONS) 


USA  NETWORK/ 
SCI-FI  CHANNEL 

(CABLE  NETWORK) 


TICKETMASTER 


TV  PRODUCTI 


■I 


REVENUES* 


$1.1  billion 


$25  million 


$855  million 


$385  million 


$662  milli  I' 


OPERATING  PROFIT*!  ^    $  1 80  mllUOn 


-$50  million 


$247  million 


$60  million 


$43  millio 


'  Estimated    t  Earnings  before  interest,  taxes,  depreciation,  and  amortization 


OATAiUSA  NETWORKS,  NATIONSBANC  MONTGOMERY  SI  ^1- 
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TWARE 


HIS  INTUIT  HUNCH 
lAY  PAY  OFF 

r  a  big  setback,  the  Quicken  maker  takes  to  the  Web 


1995 


\0 


ar  ago,  Intuit  Inc.  announced 
lat  it  would  shift  its  focus  ft*om 
;rsonal-flnance  software  packages 
Internet  services.  That  so  dis- 
d  Claudia  Cai-penter,  the  top  de- 
if  the  company's  flagsWp  Quicken 
n,  that  she  took  a  three-month 
■  absence.  Intuit's  stock  was  in  a 
too,  trading  in  the  20s — down 
high  of  84  in  November,  1995.  It 
like  the  end  of  the  company's 
ays  as  the  No.  1  maker  of  per- 
lance  software.  "Oh  God!"  Car- 
•emembei-s  thinking.  "Where  ai-e 
g  now?" 

r,  Cai-penter  knows  where  Intu- 
-aded — and  she's  fii-ed  up  about 
!tination.  She  was  coaxed  back 


'Intuit  "We've  had 

to  sublimate  our  ego,"  future 
CEO  Harris  says  of  the 
company's  new  alliances 


to  work  last  August,  a  month  early,  to 
design  Quicken.com,  the  financial  man- 
agement Web  site  that  is  the  center- 
piece of  Intuit's  new  strategy.  Caipenter 
couldn't  have  been  more  pi'epai'ed,  since 
she  had  spent  her  sabbatical  surfing  the 
Net  and  sizing  up  its  commercial  po- 
tential. Since  her  return,  she  and  her 


colleagues  have  plunged  into  the  job  of 
transfonning  a  traditional  consumer  soft- 
ware company  into  an  Internet-based 
financial-services  powerhouse. 

It's  a  bet-the-company  strategy  that 
could  finally  deliver  on  the  vision  of  its 
founder,  Scott  D.  Cook.  Back  in  the  mid- 
1980s.  Cook  could  see  a  day  when  peo- 
ple would  tend  to  all  theii'  finance  needs 
electronically — zapping  off  checks  and 
handling  everything  from  retirement 
planning  to  obtaining  a  mortgage  on- 
line. But  missteps — including  Intuit's 
aborted  merger  with  Microsoft 
Corp.  and  an  initial  focus  on 
proprietary  online  services — 
cost  the  company  precious  time. 

It  wasn't  until  last  fall  that 
Cook's  vision  began  taking  form 
with  the  launch  of  Quicken.com 
— a  Web  site  where  consumers 
and  small-business  owners  can 
go  for  all  of  then-  financial  man- 
agement needs.  Since  then.  In- 
tuit has  added  moitgage  and  in- 
surance services — and  a  payi'oll 
service  for  small  businesses  is 
l)lanned  for  this  summer.  "We 
see  it  as  an  intemoven  fabric 
of  financial  tools  and  sei^vices," 
ays  William  H.  Hams  Jr.,  an 
I  xecutive  vice-president  who 
will  become  C^EO  in  August.  A 
former  chief  operating  officer 
for  ChipSoft  Inc.,  a  maker  of 
tax  software  which  Intuit  ac- 
(|uired  in  1998,  Hanis  is  the  ex- 
I'cutor  of  Cook's  Web  strategy. 
BUOYANT  STOCK.  Hanis  might 
as  well  be  weaving  his  fabric 
out  of  gold  thread:  Intuit  has 
invested  more  than  $100  million 
to  date  in  its  Web  initiatives. 
Those  investments  already  are 
lieginning  to  dehver.  In  April, 
some  2  million  home  users  visit- 
ed Intuit's  financial  Web  sites, 
according  to  researcher  Media 
Metrix.  That's  a  60%  increase 
since  their  launch  in  October — 
making  Intuit  the  finance  leader 
among  home  users,  topping 
Yahoo!  Finance  and  Microsoft's 
Investor.com. 

That  has  buoyed  Wall  Street's 
enthusiasm:  Intuit's  stock  has 
more  than  doubled  in  the  past 
year,  from  22  to  around  47. 
"They've  tiuTied  the  situation  around," 
says  WiUiam  Blair  &  Co.'s  David  Faiina, 
who  estimates  Web  services  vrill  add  $45 
million  to  Intuit's  top  Une  next  fiscal  yeai" 
ending  July,  1999 — and  could  contribute 
one-third  of  its  profits  in  five  years. 

Still,  Intuit's  future  is  far  from  as- 
sured. Since  Cook  began  heralding  the 
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online  financial  revolution,  rivals  also 
have  gotten  religion — even  beating  In- 
tuit to  the  pimeh.  Lui'ed  by  the  promise 
of  transaction  fees  and  premium  ad 
rates,  Yahoo!,  Microsoft,  a  host  of  Web 
staitups,  and  viitually  eveiy  major  bank 
and  brokerage  is  vying  to  be  a  one-stop 
shop  for  financial  sei^vices  on  the  Net. 

Complicating  the  picture,  Intuit  also 
is  betting  on  a  radically  new  business 
model.  The  company  once  relied  almost 
totally  on  software  "i^iiiii^^^" 
sales.  Now,  it's  shifting 
to  an  unproven  mix  of 
software  licensing,  on- 
line advertising,  and 
transaction  fees.  And  in 
the  new  world  of  the 
Net,  the  company  must 
rely  on  financial  and 
media  paitners,  leaving 


views  fi'om  8  million  last  June  to  more 
than  76  million  in  April. 

The  next  wave  of  Web  revenues  is 
expected  to  come  from  transactions.  In- 
tuit doesn't  handle  trades  or  other 
transactions  itself.  Instead,  it  ushers 
customers  to  its  financial  partners'  sites 
and  collect  fees  when  they  secui'e  mort- 
gages or  business  loans.  In  some  cases. 
Intuit  simply  gets  a  referral  fee  for 
channeling  potential  customers  to  trans- 


ONE-STOP  FINANCE  SHOPPING 

hituit'sfree  Quicken.com  Web  site  has  a 
wide  array  of  personal-finance  infor- 
mation, tools,  and  columnists  such  as 


points  when  it  relaxed  its  stance)] 
forcing  banks  who  license  its  soft  war  ti 
feature  the  Intuit  brand.  "The  nuo 
our  concern  has  been  who  gets  the  •& 
tomer  relationship,"  says  Ti"ace  Po  ; 
senior  vice-president  at  NationsBil 
Corp.  "They've  become  more  flex  f 
They  realize  the  value  of  banks." 

Intuit  also  realizes  the  value  of  li 
traffic  Web  portals  in  building  ma 
share.  The  software  maker  has  ent( 
several  exclusive  di 
bution  deals  whert 
exchange  for  a  pr 
nent  spot  on  a  poi 
site,  it  creates  a 
lored  version  of  Qi 
en.com  and  shares 


cii  com  cinci  Sii^i 

consumer  advocate  Richard  Katz.  Here  are  some  key  features:  to  "30%  of  the  ad 


INVESTMENTS  Financial  news,  stock  quotes,  charts,  and  alerts  to 


news  affecting  a  company  in  your  portfolio  are  at  your  disposal. 


enues  it  receive^ 
those  pages.  Intuit 


it  sandwiched  between    cut  such  deals  with 


banks  and  brokerages 
that  do  transactions  and 
Web  portal  sites  such 
as  Excite  Inc.  and 
America  Online  Inc. 
that  distribute  its  con- 
tent. "We've  had  to 
sublimate  our  own  ego 
and  become  a  part  of 
somebody  else's  busi- 
ness," says  Han-is. 
Intuit  has  a  strong 


calling 

thanks  to  some  80% 
market  share  in  its 
three  main  businesses — 
personal  finance,  small- 
business  accounting, 
and  tax  software.  The 
beauty  of  its  new  strat- 
egy is  that  each  new 
sei-vice  is  a  natm-al  extension  of  its  soft- 
ware products,  which  let  users  easily 
link  to  seivices  on  Quicken.com.  That 
positions  the  company  to  take  advan- 
tage of  its  strong  brands — 10.6  million 
Quicken  users,  2  million  customers  of 
its  TurboTax  software,  and  2  million 
small  businesses  that  use  the  compa- 
ny's QuickBooks  accounting  software. 

For  now,  online  services  provide  just 
5%  of  the  $580  million  in  revenues  ana- 
lysts project  for  Intuit's  fiscal  year  end- 
ing in  July.  But  Hams  expects  that  to 
rise  to  50%  within  five  years.  So  far, 
advertising  makes  up  the  lion's  share 
of  Web  revenues.  Intuit  sells  banner 
ads  and  long-temi  sponsorships  to  four 
online  brokerages,  which  have  a  trans- 
action button  on  Quicken.com.  Intuit's 
banner  ads  typically  fetch  a  pricey  $50 
per  thousand  viewer  impressions,  about 
double  the  norm.  And  ad  sales  have 
soared,  along  with  an  increase  in  page 


HOME  &  MORTGAGE  Browse  home  listings  in  your  area — then  shop 
and  apply  for  a  mortgage  online  from  lenders.  A  refinance  tool  helps 
you  figure  out  if  you  should  get  a  new  loan  now. 

SMALL  BUSINESS  Get  advice  for  starting  and  managing  your  busi- 
ness. Coming  this  summer:  a  Web-based  payroll  service  that  could 
cut  processing  costs  in  half. 

INSURANCE  Evaluate  your  insurance  needs,  then  shop  online  for 
home,  car,  life,  long-term  care,  and  disability  insurance. 

BANKING  Pay  bills,  check  account  balances,  or  apply  for  loans  with 
one  of  more  than  80  online  banking  partners. 


Excite,    and  cn 
These  don't  come  cl 
though.  Intuit  invt 
$40  inillion  in  Exci  i 
seal  that  partner- 
and  it  pledged  to 
AOL  $30  miUion 
guarantee  againslfi 
ture  ad  revenues. 

Meanwhile,  Micr 
squeezed  most  ot 
profit  out  of  the  t 


card,  though,   '   tional  personal-fir 


TAX  In  addition  to  tax  tips  and  tools,  there's  an  electronic  filing  ser- 
vice which,  for  $9.95,  walks  you  through  the  tax  preparation  process 
and  transmits  your  return. 

RETIREMENT  Helps  you  figure  out  if  you  are  socking  enough  away 
for  your  golden  years,  and  provides  valuable  information  on  IRAs, 
401{k)s,  and  other  savings  plans. 


action  sites.  It  gets  larger  fees  for  com- 
pleted transactions — about  $800  on  a 
.$200,000  mortgage,  for  instance. 
NO  "EUREKA!"  Ti'ansaction  revenues  are 
just  a  trickle  so  fai\  But  there's  huge  po- 
tential: Forrester  Research  Inc.  figui-es 
that  revenues  from  online  financial  ser- 
vices— including  banking,  trading,  and 
insui'ance — could  total  more  than  $4  bO- 
lion  in  2000.  That's  why  Intuit  is  racing 
to  forge  partnerships  with  dozens  of  fi- 
nancial institutions  that  ai'e  selling  prod- 
ucts and  services  online. 

It  was  either  partnei'  or  perish.  Both 
Microsoft  and  Intuit  alienated  banks  in 
the  mid-'90s  with  their  ambitious  plans. 
Lately,  Intuit  has  tried  to  convince 
banks  that  it's  wiUing  to  be  an  ally 
rather  than  a  competitor — with  some 
positive  results.  Nearly  80  banks,  in- 
cluding Bank  of  America  and  Bank- 
Boston,  have  online  links  fi'om  Quicken. 
And  two  months  ago.  Intuit  earned 


oftware  business 
it  began  letting  PC 
ers   bundle  its 
Money  program  : 
few  dollars  each-i 
Intuit  was  force 
match  that.  Sure,  ! 
it's  stock  looks  he: 
says  Lewis  Levin,  general  manag( 
Microsoft's  desktop  finance  divisioi 
"if  you  look  more  closely  at  the  f 
mentals,  it  doesn't  look  so  good." 

To  be  siu'e,  earnings  are  eriati 
tuit  made  $42  million  in  the  st 
quaiter,  but  because  of  an  up-frontK 
ment  of  $16  million  to  aol,  it  los'?: 
milhon  in  the  third  quarter,  endec^ 
30.   And   although   Intuit  has  ^ 
healthy  revenue  gi-owth  for  the 
several  years,  its  1998  sales  are  e> 
ed  to  be  slightly  less  than  last  yesi 
to  the  sale  of  a  direct  marketin^^i 
sidiaiy  in  April,  1997.  And  it's  gag 
be  in  investment  mode  for  the  fo  ? 
able  futm-e.  That's  why  CEO  Willin 
Campbell  warns:  "There's  no  'Eu, 
coming.  This  is  going  to  be  a 
steady  build."  That's  still  better! 
what  Intuit  seemed  to  face  a  year| 
a  slow  dechne. 

By  Steve  Hamm  in  San  Mateo, 
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rTOlMLATI^NCi  NationsBanc  Montoomkrv's  sai.ks  opkratioxs  is  oxe  of 

THE  MOST  IMPOKT.\XT  BIJSIJ^ESS  DECISIONS  THAT  WE  HAVE  MADE  IJV  TWEXTY  YEARS." 


Since  1990,  NationsBanc  Montgomery  Securities  has  grown  explosively.  Revenues  increased  from  $104  million 
in  1990  to  more  than  $700  million  for  1996  and  staff  quadrupled.  To  continue  this  growth  and  maintain 


nc  Montgomery  Securities 


NoMonaBank 


NationsBanc  Montgomery's  exceptional  customer  satisfaction,  Thorn  Weisel  partnered  with  Siebel  Systems.  With  Siebel  Sales  Enterprise, 
NationsBanc  Montgomery  professionals  quici<ly  identify  and  analyze  new  opportunities,  slash  the  sales  cycle,  and  increase  value  to 
their  clients.  And  management  effectively  allocates  precious  sales  resources  to  maintain  NationsBanc  Montgomery's  leadership  in  the 
booming  capital  markets.  With  Siebel,  NationsBanc  Montgomery  is  ready  for  the  next  century.  To  learn  how  Siebel  Systems  can  prepare 
your  organization  for  the  future,  call  1-800-720-3115,  ext.  9194  or  visit  Siebel  at  www.siebel.com. 


Sates  •  Marketing  •  Customer  Service 


i'1998  Siebel  Systems.  Inrorporaterf    Siebel  is  a  trademark  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions. 


Information  Technology 


THE  INTERNET 


AN  INSTANT  SUCCESS! 
SO  WHERE  S  THE  PAYOFF? 

Quicker  than  E-mail,  instant  messaging  is  red-hot 


N 


Iot  everyone  in  the  city  planning 
department  of  Albany,  Ga.,  has  E- 
mail.  But  all  20  of  the  depaitment's 
personal  computer  users  have  icq.  Short 
for  I  Seek  You,  the  free  progi-am  ft'om 
Israeli  startup  Mirabilis  Ltd.  lets  them 
exchange  messages  instantly  over  the 
Internet — faster  than  regular  E-mail. 
Colleagues  use  it  to  trade  drafting  files 
and  stay  in  touch  on  the  road.  Says  city 
project  manager  Jack  Hierholzer:  "It's 
more  immediate  than  E-mail,  and  it's  a 
lot  less  intrusive  than  a  phone  call." 

It's  also  the  latest  craze  on  the  Net — 
and  the  reason  Mii-abilis  is  the  Internet's 
hottest  takeover  target.  Insiders  say 
America  Online  Inc.,  which  offers  a  sim- 
ilar service,  is  negotiating  to  buy  the 
two-year-old  company  for  up  to  $300 
million  in  cash  or  stock.  Neither  compa- 
ny will  comment.  But  the  prize  for  aol 
is  clear:  In  the  race  to  capture  bigger 
audiences,  MLrabilis'  6  million  users  are 
a  potential  gold  mine.  "We're  trying  to 
aggi-egate  as  many  eyeballs  as  possi- 
ble," says  Yossi  Vardi,  Mirabilis'  chair- 
man and  financial  backer,  who  founded 
the  company  with  son  Aj-ik  Varxli,  Yair 
Goldfinger,  and  two  others. 
BUDDY  SYSTEM.  Other  companies  are 
tiying  as  well:  Overall,  neai'ly  35  million 
Web  users  have  made  instant  messag- 
ing a  prime  communications  tool,  right 
next  to  E-mail.  Instant  messages  close- 
ly mirror  the  swift  ex- 
changes  found  in  chat 
i"Ooms,  but  are  more  pri- 
vate since  they're  one- 
to-one  conversations. 
Unlike  E-mail,  with  the 
delay  between  replies 
and  answers,  instant 
messaging  is  nearly  si- 
multaneous, taking  place 
within  a  dialogue  box  on 
the  screen.  For  busi- 
nesses, instant  messag- 
ing software  oftentimes 
iTjns  on  a  company's  net- 
work, pi'oviding  some  se- 
cuiity  for  documents  and 
discussions. 

The  boom  was  kicked 
oft"  two  years  ago  when 


Yair  Goldfinger's  and 
Ai-ikVardi's  ICQ 
program  claims 
6  million  users 


WANNA  CHAT? 


COMPANY 


AOL 

20  million 

MIRABILIS 

6  million 

E-SHARE 

5  million 

ONLIVE 

2.2  million 

TRIBAL  VOICE 

600,000 

ACUITY 

500,000 

PEOPLELINK 

225,000 

ACTIVERSE 

100,000 

Those  who  logged  on  in  the  past  30  days. 

DATA:  COMPANIES 


AOL  developed  a  key  in- 
novation called  "buddy 
lists."  These  small  on- 
screen windows  pop  up 
to  tell  people  when 
friends  and  colleagues 
ai'e  online.  Now,  225  mil- 
lion instant  messages 
whiz  daily  around  aol's 
buddy-list  network.  And 
some  500,000  people  use 
Mirabilis'  icq  simultane- 
ously at  peak  hours. 

The  big  question:  Can 
anybody  make  money  on 
instant  messaging?  Be- 
sides outright  acquisi- 
tion, "it's  not  clear  what 
the  business  model  is," 

says  Mark  Saul,  ceo  of  MIRABILIS  DUO 
Acuity  Coi-p.,  which  sells 
communications  pro- 
grams that  include  in- 
stant messaging. 

The  most  immediate 
prospect — besides  selling 
out — is  simply  selling  software.  Many 
instant-messaging  startups  are 
mimicking  Netscape  Communications 
Corp.,  which  gave  away  Web  browsers 
to  build  demand  for  lucrative  server 
software.  Likewise,  instant-messaging 
programs  are  free,  but  they  run  on 
backi'oom  software  costing  $500  and  up. 

The  fii'st  target  of  the 
instant-messaging  start- 
ups: Web-site  opei-ators. 
Acuity,  for  instance,  sells 
software  packages  that 
have  helped  Yahoo!  and 
Sony's  The  Station  Web 
site  set  up  chat  rooms 
and  instant  messaging. 
Still,  there's  a  limit  to 
how  many  sites  want  to 
offer  those  services.  So 
now.  Acuity  and  others 
are  aiming  at  coi-porate 
intranets,  where  instant 
messages  fill  a  void  be- 
tween E-mail  and  pro- 
grams such  as  irm's  Lo- 
tus Notes,  which  lets 
employees  collaborate. 


ACTIVE  INSTANT- 
MESSAGING  USERS* 


AOL,  Mil'abilis,  am 
ers,  however,  are  h 
to  generate  differen 
enue  streams,  such  : 
vertising.  Buddy-lis' 
dows  offer 
advantages  over 
sites  for  ad  placement:  People  t 
more  time  chatting,  and  they  u  a 
provide  information  about  them:' 
when  they  register  for  the  soft. 
That  means  advertisers  can  targelh 
audience  more  precisely.  Problo 
many  advertisers  seem  reluctai 
stant-messaging  windows  are  siii 
less  than  ]  0%  of  the  screen.  And 
advertisers  v/ony  people  will  rese 
in  such  a  private  setting.  "We  o 
prefer  to  be  less  intnisive,"  says  u: 
Weinstein,  Wells  Fai-go  Bank's  vicoi 
ident  of  online  financial  services. 

The  uncertain  revenue  prospectjn 
well  relegate  instant  messaginjtt 
mere  adjunct  to  other  communi(w 
programs.  Microsoft  Corp.  plans 
the  instant-messaging  technoli;) 
bought  when  it  acquii'ed  Flash  CiH 
nications  in  Febmary  to  its  Exia 
E-mail  program.  No  wonder  MiH 
main  goal  is  to  be  acquii'ed.  With  a 
ly  a  ti-ace  of  irony,  Vardi  insists  ri 
ing  revenue  is  a  big  distraction."  it 
timately,  instant  messaging  will  Iv' 
deliver  profits,  not  just  promise. 
By  Robert  D.  Hof  in  San  Mateoi. 
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With  more  than  100  nonstop  flights 
weekly  to  Asia,  your  travel  options 
are  endless. 


Your  choices  are  extensive... 
the  possibilities,  iiifinite. 
With  more  tlian  100  nonsttjp 
flights  a  week  from  9  U.S. 

gateways  to  cities  tliroughout 
A.sia,  Northwest  Airlines 
provides  more  convenient 
access  to  the  Far  East 
than  any  other  airline. 
More  experience,  more 
flights,  and  more  flexibility 
for  you. 

Call  Northwest  Airlines  at 
1-800-447-4747,  book  online 
at  www.nwa.com,  or  call  your 
travel  agent. 

Your  best  options  to  Asia 
will  always  be  with  Northwest. 


!     ©1998  Northwest  Airlines,  Inc  Northwest  recydei  enough  pi;.'-'  pr.-J' /■  ts  m  or 


/ear  \£j  ..r/e  l':.,000  tiee:..  C> 


NORTHWEST 

AIRLINES,; 


Some  People  Just  Know  How  to  Fly^ 


1-8  0  0-4  4  7-4747  /  www  nwa.com 


Science  &  Technology 


ELECTRONICS 


THE  GAMES 
SONY  PUYS 

PlayStation  is  a  blockbuster,  but  can  the 
company  make  the  grade  in  cyberspace? 


?eems 


A recent  episode  of  the  hit  U.  S. 
comedy  show  Frieitds  tells  it  all. 
One  of  the  characters  offers  to 
beai'  a  baby  for  a  childless  couple. 
"I'm  going  to  be  giving  someone  the 
gi-eatest  gift  you  can  possibly  give,"  she 
says.  Replies  Chandler,  the  show^s  resi- 
dent wiseacre:  "You're  going  to  cany 
their  child  ajid  give  them  a  Sony 
PlayStation?" 

The  Sony  PlayStation.  It 
that  just  a  few  nanoseconds  ago,  we 
lived  in  a  world  where  video  games 
meant   Nintendo  and  Sega.  Now. 
PlayStation's  sales,  profits,  and — most 
important — its  buzz  are  so  strong 
that  the  32-bit  game  machine  has  ^ 
become  a  fixtui-e  in  the  popular 
imagination.  Its  quirky  men 
agerie  of  sports,  action,  and  cai* 
toon  characters  has  romped  across 
four  continents  and  made  Sony 
Corp.  the  Master  of  the  Game 
Universe — for  now. 
BANNER  YEAR.  Sony  Computer 
Entertainment,  the  company's 
foui-yeai-old  game  division,  has 
sold  more  than  33  million  units 
of  PlayStation  worldwide,  along 
with  236  inillion  game  CDs.  In 
the  fiscal  year  that  ended 


March  31,  the  PlayStation 
business  accounted  for  $5.5 
billion,  or  10%,  of  Sony's 
worldwide  revenue,  but  it 
chipped  in  $886  million,  or 
22.5%,  of  its  operating  in- 
come. Thanks  to  PlayStation 
and  a  weak  yen,  Sony 
_  notched  up  a  banner  ^ 
year,  with  record  op- 
erating income  of 
.S-3.9  billion  on  record 
sales  of  $51  bilhon. 
'We've  never  had 
business  like  this.' 
exclaims  ChaiiTnai 
and  Chief  Execu 
tive  Noiio  Ohga. 
Tliat's  impres- 
sive, especially 
because  Sony 
stumbled  into 
the  game  busi- 
ness almost  by 
accident.  Now, 
PlayStation  is  a  money- 
maker for  the  company,  one 
of  the  few  Japanese  multi- 
nationals to  shi-ug  off  the 
countiy's  dh"e  recession.  More 
■-  important,  PlayStation  has 
CRASH  proven    a  point 

BANDICOOT,     that   Sony  man- 
AND  LARA         ^gers  have  long 

""^SmVraIder  fflt  intuitively: 
that  digital,  inter- 
active entertainment  offers  the 
only  plausible  futui'e.  In  recent 
years,  the  company  has  pro- 
duced a  string  of  tmn-of-the- 
;crew  product  innovations 
li-om  MiniDisc  playei-s  to  flat- 
ter television  screens.  Yet 
the  margins  on  "boxes"  get 
low'er  and  lower.  And  none  of 


these 

developments  has  unleashed  eith( 
profits  or  excitement  of  PlayStatio. 

Thus  PlayStation  has  provi«j 
glimpse  of  what  the  new  Sony  co 
capable  of — a  company  with  great 
ware  that  spawns  even  more  ej  te 
and  much  more  profitable  sofl 
Sony  wants  to  apply  the  less(  ta 
PlayStation  to  its  marketing  and  it 
bution  of  music,  film,  TV,  and  gar  ifi, 
the  Internet.  And  it  wants  to  a  iv 
something  unheard  of  in  the  PC  w  r; ; 
make  it  all  as  easy  and  crashpr  tip 
the  PlayStation.  Masa^oiki  Nozc 
ecutive  vice-president  at  Sony  P  sf,. 
Entertainment,  is  one  of  the  arc  ^ij. 
of  this  strategy.  As  Sony  niutureil 
new  businesses,  he  says,  "It  will  ll^.^ 
to  5-yeai-  peiiod  of  adjustment  ariljj. 


Sony  must  stay  ahead  in  the  hideously  fickle  game  busiiP] 


KUTARAGI: 
NINTENDO  LEFT 
HIM  IN  THE 
LURCH,  WHICH 
WAS  A  BAD  MOVE 

a  10-year  cycle  of 
real  changeover." 

Looking  ahead, 
the  company  sees 
fresh  profit  streams 
in  music  and  video 
downloaded  from 
Sony    Web  sites 
straight   to  Sony 
home-entertainment 
systems.  Movies 
from  its  Hollywood 
studios  could  morph 
into  PlayStation  and 
Internet  games.  As 
the  innovations  mul- 
tiply, the  PlayStation 
hardwai-e  itself  could 
evolve.  Imagine, 
muses  Trip  Hawkins, 
CEO  of  game-softwai'e 
maker  3D0  Co.,  that 
you  are  shopping  for 
the  latest  game  con- 
sole that  doubles  as  a 
digital   VCR:  "What 
brand  would  a  cus- 
tomer   rather  play 
movies  on?  Sony,  Nin- 
tendo, or  Sega?" 

Yet  the  pitfalls  in 
Sony's  path  outnumber 
the  ones  that  beset  its 
hyperenergetic  game 
mascot.  Crash  Bandi- 
eoot.  Challenge  No.  1: 
catch  up  with  Ameri- 
ca's high-tech  leaders, 
from  Microsoft  Corp.  to 
Amazon.com  Inc.,  which 
ining  circles  around  Sony  in  cy- 
:e.  Challenge  No.  2  (and  this  is 
one):  stay  ahead  in  the  hideous- 
game  business,  so  that  PlaySta- 
1  banki'oll  all  this  development. 
r,  Nintendo  gave  Sony  plenty  of 
tion,  with  its  more  sophisticated 
isole.  Now,  Nintendo  of  America 
an  Howard  Lincoln  admits,  the 
s  lost  some  U.  S.  market  share, 
-says  a  very  strong  summer  soft- 
ineup  could  even  the  score, 
not  selling  cat  food.  This  is  the 
june  business,  and  mai-ket  shai-es 
iry  dramatically,"  he  says. 
:  action  is  essential.  With  Japan 
I  recession  and  the  Asian  crisis 
iig,  Sony  managei-s  estimate  that 


profits  will  probably  decline  some  10% 
this  year.  Some  analysts  are  more  bull- 
ish. Still,  Sony's  stock  on  the  New  York 
exchange  has  drifted  from  96  in  Febru- 
ary to  a  recent  83.  Even  though  Play- 
Station could  continue  to  win  converts 
in  the  West,  the  Japanese  market  is 
neai'ly  satui-ated.  "Sony  is  at  the  peak  of 
its  cycle  now  and  has  nowhere  to  go 
but  dovm,"  says  Kimihide  Takano,  senior 
analyst  at  Tokyo's  Dresdner  Kleinwort 
Benson.  Long  teiTn,  the  Internet  could 
also  bring  new  upheavals.  "The  digital 
explosion  is  creating  drastic  change  and 
forcing  Sony  to  transform  itself,"  says 
Sony  President  Nobuyuki  Idei. 

The  wizards  of  Silicon  Valley  wonder 
if  Sony  can  hack  it.  After  a  noisy  entry 
into  the  PC  market  with  the  much  ad- 
mired VAio  line,  Sony  priced  the  ma- 
chine out  of  most  people's  reach  last 
year — ^just  when  Compaq  and  others 
were  launching  sub-$  1,000  PCs.  Valley 
mavens — and  some  recently  departed 
Sony  execs — wonder  why  Sony  hasn't 
merged  PlayStation  with  its  slow-selling 
PC  products,  to  give  them  a  little  lift. 
Ancl  they  note  that  Sony's  experimental 
digital  communicators  and  dvd  machines 
haven't  sold  any  better  than  its  rivals'. 

Nonetheless,  with  the  PlayStation, 
serendipity  has  favored  Sony  mightily. 
The  origins  of  the  game  are  perfectly  in 
sync  with  the  helter-skelter  nature 
of  digital  invention.  A 
decade  ago,  Ken  Kutara- 
gi,  a  Sony  computer  en- 
gineer with  a  passion  for 
video  games,  proposed  a 
console  that  would  com- 
bine the  grapliic  capabili- 
ties of  a  workstation  with 
Sony's  CD-ROM  drive. 
When  Nintendo  Co. 
jumped  on  board,  Ohga 
gave  Kutaragi  the  go- 
ahead  to  set  up  a  joint 
development  team.  But 
several  years  later,  in 
1992,  Nintendo  abruptly 
pulled  out,  leaving  Ku- 
taragi in  the  lurch. 

Bad  move,  Nintendo. 
When  Ohga  confronted  Nintendo  Pres- 
ident Hiroshi  Yamauchi,  the  latter  de- 
nied any  knowledge  of  a  binding  agi'ee- 
ment.  "Ohga  was  so  fuiious,  he  told  me 
to  proceed  with  my  project,"  says  Ku- 
taragi, now  head  of  R&D  for  the 
PlayStation.  Today,  Nintendo  says  it 
preferred  to  stick  with  its  ROM  car- 
tridge approach,  which  has  less  memoiy 
but  more  speed.  Whatever  transpired. 


Sony  enticed  most  of  Japan's  game  de- 
velopers to  its  platfoiin — along  with  top 
U.  S.  developers  such  as  Electronic 
Arts — by  offering  some  4,000  game  de- 
velopment tools  and  a  bigger  share  of 
the  profits  than  Nintendo. 

All  told,  Sony  has  swamped  the  $8 
billion  Japanese  game-software  market 
with  nearly  1,300  titles,  prompting  an 
outraged  Nintendo  President  Yamauchi 
to  warn  last  year  that  Sony  could  kill 
off  the  industry  with  all  of  "its 
garbage."  Nintendo  was  light:  Its  care- 
fully chosen  N64  titles  sell  well.  But  in 
Japan,  the  paucity  of  game  titles  tui'ned 
off  fans — many  of  whom  turned  to  the 
PlayStation. 

SPORTS  SPLASH.  From  the  day  it  was 

launched,  the  PlayStation  has  projected 
an  am"a  of  hipness.  For  one  thing,  Sony 
largely  ignored  Nintendo's  subteen  fol- 
lowing and  zoned  in  on  older  customers, 
offering  racier,  more  complex  games. 
They  enlisted  athletes  such  as  Terrell 
Davis,  running  back  for  the  Denver 
Broncos  football  team,  and  Chaiies  "Bo" 
Outlaw  of  the  Orlando  Magic  basket- 
ball team  to  help  promote  world-beating 
sports  titles. 

Now  the  challenge  is  to  move  beyond 
PlayStation's  hip  franchise  into  even 
more  lucrative  and  far-reaching  busi- 
nesses. In  the  world  as  Idei  sees  it, 
Sony  will  supply  "content"  to  homes  via 


AN  ANIMATED 
CYBER 
SOCCER 
COMMENTATOR 


digital  satellite,  cable, 
and  the  Internet. 
Compaq  Computer, 
Hewlett-Packard,  and 
IBM  also  believe  that  pes  and  entertain- 
ment devices  will  merge.  But  Sony  is 
the  one  that  dominates  the  living  room. 
And  it  understands  that  movies  and 
games  are  a  bigger  draw  than  word 
processors  or  electronic  checkbooks.  As 


it  PlayStation  can  bankroll  the  giant's  digital  future 
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Nick  Donatiello,  president 
of  U.  S.  market  researcher 
Odyssey  Ventures,  puts  it: 
"Entertainment  is  an  800- 
pound  gorilla,  and  productivi- 
ty tools  [such  as  spreaflsheets] 
are  just  Chihuahuas." 

The  computer  and  TV,  or  a 
hybrid,   would   anchor  this 
multimedia  world,  and  Sony  is 
now  squarely  in  the  game.  Al- 
though its  VAio  PC  has  flopped 
in  the  U.  S.,  Sony  can  barely 
keep  up  with  demand  in  Japan 
for  its  two  notebook  versions. 
The  VAIO  comes  with  an  inter- 
face that  makes  it  compatible 
with  all  of  Sony's  digital  prod- 
ucts. Eventually,  it  may  have 
some  unic}ue,  PlayStation-derive- 
game  feature. 

In  the  meantime,  the  company 
is  rolling  out  some  exotic  digita 
toys.  In  May,  it  took  the  wrap 
off  a  $30  handheld  game  code- 
named  "PDA,"  for  personal  digital 
assistant.   It   plugs   into  the 
PlayStation  and  shares  bits  of 
software  such  as  digital  pets. 
Players  can  nurture  their  crit- 
ters on  the  PDA  alone,  and  swap 
them  with  friends  over  an  infi"a- 
red  link.  The  PDA  could  grow, 
critterlike,  into  an  information 
and  communications  device.  Dit- 
to, the  welter  of  cool  ideas  in 
Sony's  Computer  Science  Lab  in 
Tokyo.  Ever  see  a  data  wand? 
You  point  it  at  an  interactive 
poster,  a  TV,  or  a  printer  and 
capture  the  information,  which  you  can 
transport  to  a  computer.  Sony  engi- 
neers also  dig  robots  and  like  to  match 
their  creations  in  RoboCup  events. 
There's  a  creative  entertainment  twist: 
Animated  commentators  whose  words 
and  facial  expressions  track  develop- 
ments in  the  race. 

TITANIC  TRACKS.  In  the  U.S.,  Sony's 
networked  future  is  in  sharper  relief. 
Today,  Sony's  Web  site  promotes  music 
with  snippets  of  songs  sent  in  streaming 
formats.  But  as  bandwidth  becomes 
more  plentiful,  Sony  plans  to  harness 
the  power  of  the  Web  with  a  plethora  of 
new  services  marketed  dii-ectly  to  con- 
sumei-s — bypassing  the  middleman  and 
pocketing  higher  margins  for  itself.  In- 
deed, the  Web  looms  so  large  that  even 
though  Sony  is  amung  the  best-knowTi 
brands  in  the  world,  Idei  wants  to  create 
a  new  name  for  its  online  ventures  that 
will  resonate  as  clearly  as,  say,  mtv. 

Sonymusic.com  is  already  among  the 
most  popular  music  sites,  thanks  to  hits 
such  as  the  Titanic  soundtrack  and  Ce- 
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hne  Dion's  Let's  Talk  about  Love.  The 
site  is  linked  to  all  of  Sony's  labels,  in- 
cluding Columbia,  Epic,  and  Sony  Clas- 
sical, and  attracts  up  to  1  miUion  visits 
per  week,  says  Fred  Ehrlich,  senior 
vice-president  and  general  manager  for 
new  technology  and  business  develop- 
ment at  Sony  Music  Entertainment  Inc. 
in  New  York.  The  attractions  are  many. 
At  subsidiary  site  bobdylan.com,  fans 
can  w'atch  a  six-minute  streaming  \ideo 
of  Dylan's  recent  hit  Xot  Dark  Yet  and 
search  for  IjTics  from  his  records  on 
Columbia  stretching  back  to  the  '60s. 
Fans  can  also  buy  cos  and  concert  tick- 
ets online,  read  Mner  notes,  and  listen  to 
previously  unreleased  material. 

Another  tactic  is  to  connect  multi- 
media content  on  the  Web  directly  to 
music  CDS.  When  played  on  a  CE>-ROM  in 
a  PC  linked  to  the  Web,  so-called  Con- 
necteD  cds  let  listeners  click  on  a  menu 
and  search  cds  for  Ijiics  or  guitar  licks 
or  view  fresh  material  such  as  musical 
scores  and  photographs  of  the  artists — 
tasks  that  would  boggle  your  boom  box. 


IDEI  AND  OHGA:  BETTING 
THAT  DIGITAL  INTERACTIVE 
ENTERTAINMENT  IS  THE  ON 
PLAUSIBLE  WAY  TO  GO 

Films  like  Sony's  God: 
won't  be  distributed  oii 
anji:ime  soon.  But  other  > 
entertainment  properties 
be,  including  such  lucrati\ 
game  show-s,  as  Jeopardy 
Wheel  of  Fortune.  Or 
games  like  these  will  eve 
ally  complement  and  e 
supplant  its  PlayStation  1 
ness  as  game  consoles 
connectivity  to  the  ^ 
Says  Paul  Matteucci,  ( 
executive  of  Mpath  Int( 
tive,  which  runs  a  hot  ^ 
and  chat  area  on  the  ' 
"Sony  has  a  lead  pos 
in  one  segment — coi 
games — and  is  takir 
revolutionaiy  strategy  ir 
other."  International 
Corp.  in  Framingham,  J 
says  online  games  coul 
worth  $1  billion  a  yea 
2000.  Sony  claims  its  < 
site  already  has  1.25  n: 
users,  half  of  them  won 
But  in  the  here-t 
gone-tomorrow  video-; 
mdustn,',  there  is  no  gu 
tee  Sony  can  keep  Pla 
tion   humming.  Late 
month,  on  the  eve  o 
"E3"  game  industn,'  evi 
Atlanta,    Sega  sneal 
\iewed  its  128-bit  Drea. 
console,  w-hich  debuts  in  -Japan  thih 
vember.  Later,  Sega  will  spend  .1 
million  on  the  U.  S.  launch. 

Many  game  developers  think  Da 
cast  has  a  chance  only  if  either 
or  Nintendo  fumbles.  No  chance 
Kutaragi.  "We  are  worKing  on  pla 
a  next-generation  machine,  but  V-n 
say  more."  Sony  Computer  Entca 
ment  President  Tokimaka,  howevet 
a  DVD  game  machine  is  a  poss: 
Tokunaka  has  been  making  the  la 
of  the  top  game-development  c< 
nies,  according  to  an  executive  at 
jor  Osaka  game-software  make 
came  around  two  months  ago,  - 
us  to  support  their  new  platfo|( 
month  later,  the  Sega  president' 
around,"  he  recalls.  The  word  :;i 
once  PlayStation  sales  peak,  Soi'' 
be  ready  with  something  new.  TJ 
course,  is  how  Sony  plays  the  g£« 
Bi^  Irene  Kunii  in  Tokyo  andt 
V.  Brull  in  Los  Angeles,  withf 
Burrows  in  San  Mateo,  Calij 
Edward  C.  Baig  in  Atlanta 


1  •»n  PIICIMCQC  lA/CCK-   /    IIIMC    11^     IQ  .H 


Now  there's  a  new  way  to  carry  your  most  vital  information  with  you 
anywhere— with  Palm-size  PCs  powered  by  the  CE 
operating  system.  While  designed  from  the  ground  up  to  be  the  easiest 


Is  it  possible  to  fit  Windows 
in  the  palm  of  your  hand? 


and  most  intuitive  palm-size  device,  Palm-size  PCs  maintain  the 
power  and  familiarity  of  Windows. 

You'll  like  the  way  Palm-size  PCs  keep  you  effortlessly 
up-to-date.  Because  of  your 
Palm-size  PC  files  stay  continuously  and  automatically  in  synch 
with  your  desktop  PC.  Just  connect  a  Palm-size  PC  to  your  com- 
puter, and  it  does  the  rest,  updating  your  contacts,  calendar, 

tasks,  e-mail  and  notes.  You  can  even  download  Web  pages 
/  for  convenient  offline  viewing. 

If  you  know  Windows,  you  can  use  a  Palm-size  PC  imme- 
diately. And  entering  data  is  a  cinch,  whether  you  handwrite 
notes,  or  use  the  voice  recorder  or  on-screen  keyboard. 

Whether  your  Windows-based  world  includes  a  network, 
a  desktop  PC,  or  a  laptop,  you'll  want  the  palm-size  unit  that  best 
connects  with  it  all.  Look  for  the  logo  that  says  "Powered  by 
Microsoft  Windows  CE"  to  ensure  secure  access  to  every  Windows- 
based  device. 

Palm-size  PCs  powered  by  Windows  CE  are  available  today  from 
multiple  hardware  vendors.  For  a  reseller  near  you  or  for  more 
information  about  the  companies  that  provide  Palm-size  PCs,  go  to 
www.microsoft.com/windowsce/ppc/. 
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Windows  CE 


www.microsoft.com 
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Microsoft 


i  398  Microsoft  Corporatfon.  All  nghts  reserved.  Microsoft  WmOows,  AciiveSync.  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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BOW-TIE  LASER:  It  may  help 
sh  rink  fiber-optics  systems 


FOLLOW  THE  BOUNCING  LIGHT 

NONCONFORMISTS,  IT'S  SAID,  PREFER  BOW  TIES.  IF  SO, 

the  shape  that  light  traces  in  tlie  latest  semiconductor 
laser  couldn't  be  more  suitable.  The  bow-tie  laser  breaks 
almost  all  the  rales.  The  laser  is  a  disk,  not  a  rod,  and 
its  light  caroms  around  the  inside  of  a  curving  periph- 
ery. In  a  normal  lasei',  the  light  bounces  back  and  forth 
between  the  straight  ends  of  a  semiconductor  rod. 

The  disk  laser  was 
bom  more  than  a  decade 
ago  at  Bell  Laboratories. 
It  was  then  hailed  as  the 
world's  smallest  laser: 
Hundreds  could  sit  on  a 
pinhead.  But  the  micro- 
lasers  weren't  good  for 
much.  Hardly  any  light 
ever  got  out.  Then  inspi- 
ration strack  Federico 
Capasso,  head  of  semi- 
conductor physics  re- 

seai'ch.  If  the  disk  were  shaped  like  an  ellipse,  light 
would  almost  never  bounce  twice  at  the  same  angle.  So, 
sooner  or  later,  light  would  stiike  the  edge  at  a  steep 
angle.  Then  it  would  drill  tlu'ough,  not  reflect  back. 

Still,  the  power  output  was  disappointing — until  the 
ch-cle  was  squished  moi'e  so  the  bouncing  light  foiTned  a 
bow-tie  pattern.  The  power  coming  out  exploded  a  thou- 
sandfold. Intrigued,  scientists  at  Yale  University  and 
Max  Planck  Institute  of  Physics  helped  figure  out  what 
was  going  on  to  optimize  performance.  Now,  Capasso  is 
working  on  prototj^Des  that  proinise  to  shrink  the  size 
and  power  needs  of  tomoiTow's  fiber-optics  systems. 

SHARPER  IMAGES  FOR  X-RAY  PICTURES 

FOR  DECADES,  X-RAY  MICROSCOPES  HAVE  BEEN  SHOWING 

details  too  small  to  see  with  the  best  optical  systems. 
Yet  researchers  still  peer  into  optical  microscopes. 
That's  because  optical  images  are  normally  far  clearer. 
Just  magnifjing  tiny  features  isn't  of  much  benefit  if  the 
image  lacks  contrast— like  a  grossly  overexposed  photo. 

To  sharpen  X-ray  pictiu'es.  University  of  Michigan  re- 
searchers built  a  tabletop  throttle  for  X-ray  lasers.  The 
gas-filled  tube  takes  laser  pulses  and  generates  a  coher- 
ent beam — meaning  the  pulses  stay  in  step.  In  older  X- 
ray  microscopes,  the  pulses  got  jumbled,  hurting  image 
quality.  But  the  Michigan  team,  headed  by  electrical  en- 
gineer Heniy  C.  Kapteyn,  found  a  way  to  keep  the 
pulses  in  sync — by  adjusting  the  pressure  of  argon  gas 
in  the  throttle.  That  affects  the  speed  of  the  X-rays. 

The  setup  is  so  simple,  Kapteyn  says,  that  virtually 
any  research  lab  could  duplicate  it.  By  yearend,  he  ex- 
pects dozens  of  labs  to  be  using  the  technique  to  im- 
prove images  of  chemical  and  biological  processes.  □ 


ASPIRIN  TAKES  ON 
A?iEWJOB:  FIGHTING 
COLON  CANCER 

THE    NEWEST    HOPE  FOR 

cancer  treatment  may  be 
something  as  commonplace 
as  aspirin.  There  has  been  a 
flui'ry  of  excitement  in  recent 
months  about  the  discovery 
of  several  much  more  exotic 
compounds  that  seem  to  stop 
the  spread  of  cancer  in  mice 
by  cutting  off  a  tumor's  blood 
supply,  essentially  starving 
cancer  cells  to  death  (BW — 
Apr.  27).  But  in  the  latest 
issue  of  the  journal  Cell, 
researchers  report  that,  in 
test-tube  experiments, 
aspirin  also  can  inhibit  the 
growth  of  blood  vessels  in 
colon  cancer. 

Doctors  have  known  for  a 
few  years  that  people  who 
regularly  take  aspirin  or  oth- 


er so-called  nonsteroidal  |ij 
inflammatory  drags  caia 
their  risk  of  colon  cancdi 
40%  to  60%.  They  believi 
aspirin  targets  an  en:k 
called  cox-2,  foimd  in  elej 
levels  in  about  80%  of 
cancer  victims.  A  res(B 
team  headed  by  Dr.  Ray  t 
N.  Dubois,  a  profess(ii 
Vanderbilt  University,  i 
that  cox-2  secretes  si| 
that  encourage  blood  vdf 
to  grow  toward  the  c|| 
cells,  bringing  the  blooJ 
oxygen  needed  to  sui 
Aspirin,   they  disco\ 
blocks  this  process.  "I 
really  quite  a  surprising 
ing,"  says  DuBois — sc 
prising  that  Cell  decii 
speed  up  publication 
discoveiy.  Further  tesl 
being  done  in  mice  to 
aspuin  will  have  the  sai 
feet  outside  the  test 
DuBois  says.  Catherine 


■NASA  wants  to  slick  down 
yoiu"  hair — after  it  has  been 
trimmed  off.  Human  hair,  it 
seems,  makes  a  great  mop 
for  cleaning  up  oil  spills. 
Hairdresser  Phillip  A.  Mc- 
Crory  wondered  if  it  would 
work  while  watching  a  sea 
otter  being  rescued  during 
the  Exxon  Valdez  cleanup  on 
TV.  He  figiu-ed  that  if  sea  ot- 
ter hair  could  hold  so  much 
oil,  why  not  human  hair? 


li- 


lt turned  out  that 
hair  holds  more.  Th; 
trigued  reseai'chers  at 
Huntsville  (Ala.)  oper 
Lab   tests   there  rei 
showed  that  human-hs 
ters  can  sop  up  a  gaUor 
in  just  two  minutes — vs. 
hom's  for  conventional 
niques — and  at  a  fract 
the  cost.  McCrory's  coi 
BEPS  Inc.  in  Madison,  i 
now  starting  field  testa 
■Listening  with  your  ei 
the  only  way  to  he^^ 
many  deaf  people  knc 
also  can  listen  with 
bones.  Sound  waves 
through  the  skull  and 
late  the  inner  ear.  ^ 
new    telephone  har 
bone-borne  sound.  The 
set  has  both  a  normal 
er  plus  an  oscillator  ps 
hearing-impaired  peof 
press  against  their  hei 
cording  to  Openti 
Inc.  in  Lyn( 
N.J.,  the  big  ^f-; 
is  that  thes( 
sounds  are 
torted  by  eX' 
amplification. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjun@businessweek.com 
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Stay  Just  Two  Times  To  Qualify 


TO  EARN  TRIPLE  MILES  ON  EACH  STAY 


•  Present  your  Gold  Passport  card/account  number  and  airline 
frequent  fiver  membership  card/account  number  at  check-in 

)oii  will  icii  ivc  the  sitiihliu,!  >i)f)  mi/o  /tins  l.iltlll  honKs  iiiiU'>  loi  ,i  loliil  tif  (,5r)() 


TO  EARN  QUADRUPLE  MILES  ON  EACH  STAY 


•  Present  your  Gold  Passport  card/account  number  and  airline 
frequent  flyer  membership  card/account  number  at  check-in 

•  Charge  your  stay  with  the  American  Express 
Card  and  request  the  American  Express  Card  | 
"bonus"  at  check-in  |~  '  _ 

You  will  recciir  the  ilaitiliiril  5(IU  miles  plus  ;.       Imiiis  miles  tor  ,i  total  ol  2.()l>l)- 


ith  Maximum  Miles  from  Hyatt,  you  can  earn  triple  miles  with 
participating  airline  partners  on  every  stay*  fi'om  lune  I  through  August  3 1 , 1 998. 
Or  when  you  charge  your  stays  with  the  American  Express  Card,  you  can  earn 
quadruple  miles  -  that's  2,000  miles  per  stay!  To  qualify,  simply  enroll  in 
Gold  Passport,  Hyatt's  worldwide  frequent  guest  program,  and  stay  two  times  at 
any  of  over  180  Hyatt  Hotels  and  Resorts  worldwide.  The  more  you  stay,  the  more 
you  can  earn! 
\i  Participating  Is  Easy 

Enroll  in  Gold  Passport  and  receive  your  membership  account  number  to 
participate  in  Maximum  Miles  from  Hyatt 
|H  Qualify  by  staying  just  two  times  lune  1  through  August  3 1 , 1998  -  you  will  be 
credited  for  all  your  stays  during  the  promotion,  beginning  with  your  first 
qualifying  stay 

Ask  for  the  American  Express  Card  "bonus"  each  time  you  charge  your  stay  with  the  American  Express  Card 
•I  Hyatt  will  automatically  track  your  Maxlvium  Miles  bonuses  and  send  vou  the  award  for  which  you  qualif}'  after  October  15, 1998 

jold  Passport  Membership 

'our  membership  will  begin  with  special  privileges  and  complimentary  benefits  designed  to  enhance  your  Hyatt  experience.  Enroll  now  to  see  how 
nembership  makes  a  difference. 

Here's  Another  Great  Deal  From  Hyatt 

ave  up  to  50%  off  the  published  room  rates  at  select  Hyatt  Hotels  in  Asia  from  lune  1  through  September  15, 1998,  and  receive  special  discounted 
ates  at  other  select  Hyatt  Hotels  and  Resorts  worldwide.  For  information  and  reservations,  please  call  1-800-233-1234. 

To  enroll  in  Gold  Passport 
visit  www.goldpassport.com  or  call  1-800-51  HYATT 

For  reservations:  1-800-233-1234 


fyoii  are  alreatiy  a  Goiti  Passport  member,  you 
nust  register  to  participate  iii  the  promotion  via 
vww.goldpa5sport.com  or  by  calling  1-800-51  HYATT. 
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I  ( ' participating  in  the  MAXIMUM  MiLESfrom  Hyatt  promotiotu  Acromcxico'.  Alaska  Airlines.  American  Airlines'.  Bnlish  Airways.  Continental  Airlines,  Delta  Air  Lines,  Korean  Air,  Midwest  Express  Airlines, 
■-  ^Airlines.  Passages  (Cathay  Paafic  Airways,  Malitysia  Airlines  and  Singapore  Airlines j.  South  .African  Airways,  Tliai  Airways  International,  T\VA'.  United  Airlines  and  US  Airways.  Aerotncxico  Club  Premier' 
'  sages  members  choosing  kilometers  for  iheir  stays  willrecenv  I, (W  kilometers  for  every  500  nnles/credils  awarded.  British  Airways  Ewattive  Club'  U.K.  members  choosing  Air  Miles  for  their  stavs  will  receive  50 
s  for  every  500  miles/credits  awarded.  The  American  Express  Card  "botiitses"  are  valid  on  all  participating  airlines  except:  Anurican  Airlines',  Hruish  Amvays  and  Northwest  Airlmes. 

pif)^  you  must  enroll  in  Gold  Piissportand  record  a  minimum  oj  two  ipuilify'tng  <iavi  between  jiiiic  I  and  August  31,  1998.  You  must  also  provide  your  Gold  Passpon  account  number  at  time  of  rescnvtion  and  check-in, 
wllligible  rate  and  provide  your  airline  frequent  flyer  number  at  check- in  when  choosin;,^  miles/cicdits  'Eligible  rale  is  any  hotel  published  room  rate  except:  airhne  employee.  Iravel  a\;ent  indu^^trv.  intercompany  or  Hyatt 
'  e discount,  permanent  contract  and  hotel  contract  room  rales.  To  receive  the  .  XnicriLun  L\pic>s  C.iUil  "bonus",  you  must  also  charge  your  slay  with  the  Ainencan  Express  Card  and  rcijiiesi  the  Amei  ican  Express  Card 
ii  at  check-in.  Gold  Passport  members  must  choose  to  receive  only  one  of  the  lollowiri\^  henefns  lor  each  >inv:  Gold  Passport  points  or  airline  freijuent  flyer  miles/credits  in  one  of  the  participating  airlme  programs. 
1.  loose  base  miles/credits  for  your  stays:  Vie  bonus  miles/credits  earned  m  this  promotion  include  the  500  base  miles/credits  normally  earned  for  each  ijualih'ing  Hvati  stay  m  which  tniles/creilits  are  chosen.  All  base 

■  ^dits  earned  during  this  promotion  will  be  posted  to  your  airhue  account  tis  you  record  eli\:ihle  stays.  >ubieci  to  normal  mileage  posnng  procedures,  hi  addition  to  the  biise  miles/credits  received,  after  October  15,  I99H. 
receive  your  Maximum  MiUzS  award  certificate  for  the  promotional  bonus  miles/aedits  for  which  you  qualify  A  stay  is  defined  as  one  or  more  cunsccuiive  nights  at  Hyatt  Hotels  anil  Resorts  worldwide;  back-to-back 

I'  I  single  Hyatt  property  qualify  as  one  slay.  Members  paying  for  multiple  rooms  will  earn  credit  for  one  room  only.  In  cases  of  double  occupancy,  only  one  member  occupving  the  room  may  receive  aedil  toward  this 
m.  Award  stays  do  not  qualify.  Eligibility  for  niiles/credits  is  subjea  to  the  terms  and  conditions  oj  the  chosen  airline  program.  Award  Certificate:  A  single  awtird  certificate  indicaiing  the  total  bonus  miles/credits  for 
H  'U  qualify  will  be  sent  after  October  15,  1998.  Complete  award  terms  and  conditions  will  appear  on  the  award  certificate.  Hyatt  resenvs  the  right  lo  alter  or  withdraw  this  program  at  any  lime.  Tins  promotum  is  subiecl 

■  ms  and  conditions  of  the  GoLi  Passport  program  This  promotion  is  void  if  prohibited  by  local  law.  Other  restrictions  may  apply  Hyatt  Hoteh  and  Resorts  encompasses  hotels  and  resorts  managed,  franchised  or  opemied 
'parale  groups  of  companies  -  Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ®  1998  Hyatt  Corp.  American  Airlines'  is  a  registered  Ircuicmark  of  American  Airlines.  Inc. 


Legal  Affairs 


INVESTIGATIONS 


INSIDE  BIG  TOBACCO'S 
SECRET  WAR  ROOM 

For  years,  a  hush-hush  committee  of  lawyers  mapped  the  strategy  that  led  to  disaster 


Early  on  the  morning  of  Sept.  10, 
1981,  13  of  the  tobacco  industry's 
most  powerful  lawyers  assembled 
in  a  conference  room  at  the  law 
fii-m  Chadbourne  &  Parke,  high  above 
the  Rockefeller  Center  skating  rink  in 
midtown  Manhattan.  Although  they 
were  at  wai-  in  the  marketplace,  Philip 
Morris,  R.J.  Reynolds,  Brown  & 
Williamson  Tobacco,  Liggett  Group,  and 
Lorillard  Tobacco  each  sent  at  least  one 
attorney  to  the  secret  meeting.  Also  on 
hand  were  partners  from  some  of  the 
industry's  most  trusted  outside  law 
finns,  including  Shook,  Hardy  &  Bacon 
and  Jacob,  Medinger  &  Finnegan. 

The  occasion  was  a  gathering  of  the 
Tobacco  Institute's  Committee  of  Coun- 
sel— the  high  tribunal  that  critics  say 
set  the  industry's  legal,  political,  and 
public  relations  strategy  for  more  than 
thi-ee  decades.  On  this  particular  day, 
the  main  topic  of  discussion  was  espe- 
cially sensitive:  the  Council  for  Tobacco 
Research's  "special  projects."  These 
were  the  controversial  scientific  stud- 
ies the  industry-sponsored  CTR  produced 
in  an  alleged  attempt  to  debunk  the 
idea  that  smoking  was  a  health  hazard. 

Lorillard  General  Counsel  Arthur 
Stevens  kicked  off  the  session  by  com- 
plaining that  because  the  same  scientists 
repeatedly  worked  for  ('TR,  they  "wiW 
start  to  lose  credibility  for  themselves 
and  for  us,"  according  to  minutes  of  the 
meeting  taken  by  Francis  K.  Decker,  an 
outside  lawyer  for  Liggett.  "He  is  con- 
cei'ned  with  the  degree  to  which  we 
make  advocacy  \nimn\y  and  science  be- 
comes secondaiy,"  Decker  wrote. 
JUNK  SCIENCE.  But  Edwin  Jacob,  a  long- 
time industry  outside  counsel,  said  it 
was  important  to  maintain  ties  with 
fiiendly  researchers.  "If  you  have  a  doc- 
tor, you  have  to  keep  him  busy  or  he 
will  lose  interest,"  said  Jacob,  according 
to  Decker's  notes. 

That  didn't  sati.sfy  Stevens.  "I  un- 
derstand there  will  be  times  when  we 
need  to  get  money  into  the  hands  of  a 
researcher. ..  but  I  would  rather  not 
create  a  project  that  does  not  make  any 


sense,"  he  responded.  When  another 
outside  lawyer  declared  that  "[tjhese 
projects  are  not  embarrassing  to  us," 
Stevens  responded  that  he  "is  concerned 
if  the  science  is  not  worth  a  damn." 
Stevens,  Decker,  and  Jacob  each  de- 
clined repeated  recjuests  to  comment 
for  this  stoiy. 

At  the  time  that  Stevens  was 
deciying  the  industry's  junk  sci- 
ence in  private,  in  public.  Big 


campaigns  against  local,  state,  an( 
eral  efforts  to  regulate  tobacco, 
dence  also  is  accumulating  thai 
group  may  have  played  a  key  r( 
suppressing  health  research  and 
cealing  damaging  internal  industi-A 
uments.  "The  Committee  of  Co 


Tobacco  was  using  this  same 
health  research  to  downplay  the 
risks  of  smoking.  But  such  duphcity 
was  typical  of  the  Committee  of  Coun- 
sel, according  to  industry  critics.  A 
tightly  knit  group  of  battle-hardened 
litigators,  it  was  the  primaiy  ai'chitect  of 
the  unyielding  fight-and-deny  strategy 
that  turned  Big  Tobacco  into  such  a  na- 
tional pariah. 

Among  other  things,  critics  say,  the 
committee  told  scientists  what  they 
could  study,  vetted  cigai-ette  advertising, 
directed  the  industry's  scorched-earth 
litigation  battles,  and  orchestrated  the 


ruled  the  industry.  Their  powt 
pervasive,  deep,  and  longstanding  (ni(j 
Michael  V.  Ciresi,  the  lead  trial  Lite 
in  Minnesota's  recently  settled  llfrje; 
against  the  industry.  r  k 

While  the  committee's  aggTesslfetp 
fense  tactics  worked  brilliantly  foiWf  to 
the  industry  is  now  paying  an  ifeff 
lablc  price  for  that  success.  Not  Jjuj, 
it  facing  hundreds  of  lawsuits  ^sfrg, 
possibility  of  punitive  legislation  ikj^jj 
gress  but  the  Justice  Dept.  iJtijK^. 


no  whether  to  bring  conspiracy 
against  the  companies — appar- 
-cd  in  part  on  the  committee's 
says  a  source  famihar  with  the 
1  ion.  Justice's  inquiry  received  a 
\pril  when  Liggett  Group  Inc. 
I  cooperate  with  the  agency, 
recently,  almost  nobody  outside 

ustry  even  knew  the  Committee 

nsel  existed.  The  group  never 
l)ubLic.  Cigarette  manufacturers 
■ntioned  it.  When  a  few  refer- 
ihe  Committee  of  Counsel  sur- 
a  trove  of  internal  Brown  & 
m  memos  made  pubUc  in  1994, 
.  health  community  "had  never 
ird  of  them,"  says  Action  on 
&  Health's  John  Banzhaf,  who 
i  locked  in  combat  with  the  in- 

MHce  1967. 

he  i-ecent  release  of  thousands  of 


"  The  committee . . .  ruled  the  industry.  Their  power  was 
pervasive,  deep,  and  longstanding  " 

—MICHAEL  V.  CIRESi,  Lead  trial  lawyer  in  Minnesota's  antitobacco  suit 


ing  of  the  industry's  Scientific  Research 
Liaison  Committee.  "Lorillard's  man- 
agement is  opposed  to  the  total  [ijndus- 
try  future  being  in  the  hands  of  the 
Committee  of  Counsel."  Lorillard  did 
not  comment  on  the  document. 

In  court  papers  and  public  state- 
ments, the  cigarette  companies  and  the 
Tobacco  Institute  have  consistently 
maintained  that  everything  the  Com- 
mittee of  Counsel  did  was  completely 
legal.  Keith  Teel,  a  partner  at  Covington 
&  Burling  in  Washington,  which  repre- 
sents the  Tobacco  Institute,  notes  that 
gi'oups  roughly  comparable  to  the  com- 
mittee exist  in  several  indus- 
tries and  that  it's  permissi- 
ble for  lawyers  from 
competing  companies  to  dis- 


es  previously  secret  uidustry  doc- 
)rovide  an  inside  look  at  how 
imittee  of  Counsel  operated, 
lerges  from  a  business  week 
tion  is  a  picture  of  a  group  so 
that  even  high-level  executives 
lie  to  challenge  it.  "We  have 
idicated'  the  scientific  research 
ill  management  of  the  industiy 
law^yers,'"  wrote  Curtis  H. 
resident  of  Lorillard  Tobacco, 
^written  note  from  a  1978  meet- 


cuss  legal  and  politi- 
cal issues  of  mutual  con- 
cern. "Trade  associations 
often  have  lawyers'  commit- 
tees. We  don't  think  [the  Com- 
mittee of  Counsel]  is  any  different  from 
that,"  Teel  says.  "This  is  an  industry 
that  for  a  long  time  has  dealt  with  legal 
and  regulatoiy  issues." 

Both  Teel  and  two  other  industiy  at- 
torneys familial-  with  the  committee  say 
they  ai-e  not  aware  of  the  group  ever 
sanctioning  document  destruction  or 
misuse  of  the  attorney-client  privilege  to 
conceal  damaging  documents.  All  the 
committee  did,  accordmg  to  one  tobacco 
attorney,  was  what  advocates  are  sup- 


posed to  do:  represent  clients  vigorous- 
ly. "The  more  unpopular  the  client,  the 
more  they  need  lawyers.  Lawyers  have 
an  obligation  not  to  shirk  from  that," 
this  attorney  says.  Adds  Philip  Monis 
spokesperson  Michael  York:  "There  has 
not  been  a  day  over  the  past  40  years 
that  this  industry  has  not  been  facing  a 
lawsuit  by  somebody  somewhere." 

Representatives  from  rjr,  Brown  & 
Williamson,  Liggett,  and  the  law  firms 
Shook,  Hai'dy  &  Bacon  and  Chadboume 
&  Parke  declined  to  comment  for  this 
story.  Despite  repeated  attempts  to  con- 
tact them,  representatives  at  Lorillard, 
Jacob  Medinger,  and  Ai-nold  &  Porter 
didn't  return  calls. 

The  roots  of  the  Committee  of  Counsel 
date  back  to  aroimd  1958,  the  yeai*  the 
Tobacco  Institute  was  founded.  At  the 
time,  the  industry  was  facing  its  first 
wave  of  serious  legal  attacks,  which 
prompted  the  general  counsel  of  the  then 
six  major  companies  (Brown  & 
Wilhamson  later  acquu-ed  American  To- 
bacco Co.)  to  meet  regularly.  Before  be- 
ing christened  the  Committee  of  Counsel 
in  the  early  1970s,  the  group  went  by  a 
variety  of  names,  including  the  Commit- 
tee of  Six,  the  Secret  Six,  and  the  Com- 
mittee of  General  Counsel. 
LOCKSTEP.  Even  before  the  advent  of 
modem,  multibiUion-doUai"  tort  litigation, 
the  committee  was  a  force  to  be  reck- 
oned vrith.  In  1964,  two  British  tobacco 
executives,  Phillip  J.  Rogers  and  Geof- 
frey F.  Todd,  spent  more  than  a  month 
studying  how  the  U.  S.  tobacco  industry 
operated  at  the  time.  "This  Committee  is 
extremely  powerful,  it  deteiTnines  the 
high  policy  of  the  industry  on  all  smoking 
and  health  matters  . . .  and  it  i-epoits  di- 
r-ectly  to  the  Presidents,"  they  WTote.  It 
is  not  clear-  who  read  this  report  or  why 
it  was  commissioned. 

Although  meetings  varied  in  fre- 
quency, they  generally  took  place  every 
few  weeks,  say  sources  inside  and  out- 
side the  industry.  While  individual  com- 
panies frequently  entered  committee 
meetings  with  differing  views,  they 
rar-ely  left  that  way.  Critics  say  the 
gr-oup  was  the  pr-incipal  forum  in  which 
the  companies  hammered  out  their  lock- 
step  position  on  key  pohcy  matters — a 
unity  that  always  made  it  much  harder 
for  health  groups  to  counterattack. 

Most  of  the  cr-iticism  directed  at  the 
Committee  of  Counsel  today  is  based 
on  the  role  that  the  group  allegedly 
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played  in  controlling  the  industry's  sci- 
entific research.  For  example,  many 
health  advocates  and  plaintiffs'  attor- 
neys claim  that  the  committee  prevent- 
ed scientists  from  investigating  how  to 
make  cigai'ettes  safer.  That's  lai'gely  be- 
cause the  committee  was  allegedly  con- 
cerned that  any  discovery  of  safety  im- 
provements in  cigarettes  would  prompt 
personal-injury  attorneys  to  file  suits 
charging  that  the  changes  should  have 
been  made  earlier. 

The  industry  has  always  denied  | 
these  claims,  but  one  of  the  newly  I 

available  documents  provides  fod-  |  

der  for  the  other  side.  In  an  un-   

dated  Litigation  memo  on  "Strate-   

gic  and  Tactical  Considerations 
Concerning  Ingr-edients,"  three 
RJR  attorneys  examined  the  legit- 
imacy of  claims  by  plaintiffs' 
lawyers  that  manufactm-ers  failed 
to  adequately  test  cigar-ette  addi- 
tives. One  potentially  damaging 
piece  of  evidence,  the  memo 
notes,  is  a  document  written  by 
a  Lorillar-d  employee  suggesting 
that  "in  1984  the  Committee  of 
Counsel  thwarted  the  industry 
scientists'  desires  to  assiu'e  the 
safety  of  the  product  by  testing 
ingr-edients  adequately."  r.tr 
and  the  Tobacco  Institute  de- 
clined to  comment  on  this  doc- 
ument, arguing  that  any  public 
r-emar-ks  might  jeopar-dize  fu- 
ture attempts  to  claim  that  it 
is  pr'otected  by  attomey-cUent 
privilege.  But  one  attorney  af- 
filiated with  the  industry, 
while  refusing  to  discuss  the 
content  of  the  memo,  says  it 
was  a  draft  and  that  an  inves- 
tigation into  its  allegations  re- 
vealed that  the  committee  nev- 
er blocked  ingr'edient  testing. 


the  Committee  of  Counsel's  meeting  on 
Sept.  23,  1981,  which  were  recor-ded  by 
an  in-house  attor-ney  at  Br-own  & 
Williamson.  At  this  gathering,  the  main 
topic  of  discussion  was  whether  ciga- 
r-ette  makers  should  give  in  to  demands 
by  the  U.  S.  Health  &  Human  Services 
Dept.  to  see  a  complete  hst  of  the  cas- 
ings, flavorings,  and  other  ingr-edients 
in  cigar-ettes. 

Outside  counselor  Roberl  Northrip, 
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"  Lorillard's 

management  is  opposed  to  the  total  [i]ndustiy  future 
being  in  the  hands  of  the  Committee  of  Counsel " 

-CURTIS  H.  JUDGE,  President  ofLorillard  Tobacco  in  a  1978  document 

RECENTLY  RELEASED  DOCUMENTS  SHOW  THE  COMMITTEE'S  INNER  WORKINGS 


In  addition  to  purportedly  discourag- 
ing researchers  from  studying  safety  is- 
sues, critics  claim  that  the  committee 
played  a  key  role  in  ensuring  that  any 
damning  information  industry  scientists 
did  happen  to  uncover  was  kept  under 
wraps.  New  evidence  that  document  de- 
struction may  have  been  a  common 
practice  is  provided  by  the  minutes  of 


a  Shook  Hardy  partner,  told  the  com- 
mittee he  believed  "that  a  toxicologist 
who  reviewed  the  industry  Hst  of  addi- 
tives would  probably  find  four  or  five 
substances  that  were  problems."  As  a 
result,  he  recommended  that  before  sub- 
mitting an  ingr-edients  list  to  HHS,  the 
companies  conduct  their  owti  research. 
"If  company  testing  began  to  show  ad- 


verse results  pertaining  to  a  partkj 
additive,  the  company  control  woulc 
able  the  company  to  terminate  thr 
search,  remove  the  additive,  an(! 
stroy  the  data,"  he  is  quoted  as  sa 
Citing  attorney-client  privilege,  Nor 
decUned  to  comment  on  this  docun 
A  source  affiliated  with  the  indir 
says  that  ther-e's  no  evidence  that 
companies  took  Northrip's  advice. 
CANDID   DISCUSSION.   Another  1 
standing  criticism  of  the  to! 
industry's  lawyers  is  that 
allegedly  misused  the  attoi 
cUent  privilege  to  conceal  > 
aging  infor-mation.  This  ] 
tice  is  candidly  discussed 
1968   memorandum  to 
Committee  of  Counsel 
I    the    Washington  law 
I    Ar-nold  &  Porter.  Big  Tol 
f    planned  to  commission  a 
vey  to  prove  people  1 
about  the  danger-s  of  smok 
information  the  industry  in 
ed  to  use  to  fight  off  Con 
sional  efforts  to  strengthei 
;  warning  label  on  cigarettes 
\      In  the  memo,  Arnold  &  F 
f  raises  the  discomfiting  possi  '^^ 
that  "should  the  results  o 
sm-vey  pr-ove  unfavorable,"  t:; 
might  fall  into  the  hands  o 
Feder-al  Trade  Commission,  ^„ 
the  law  fir-m  argues  that  thii  y-^ 
is  minimal  because  the  con 
doing  the  survey  has  agrei  i, 
"transmit  to  us  every  intei  ^ 
and  every  copy  of  the  ana  soni 
Thus,  when  it  is  completed,  ita 
will  be  notliing  in  the  recori  Kst 
the  survey  takers]  to  subf  ^ 
The  danger  of  a  successful 
poena  would  be  reduced  (til 
not  entirely  eliminated)  i' 
survey  were  in  an  attois 
files."  Arnold  &  Porter  de!» 
repeated  requests  to  comment  oil 
document.  A  sour-ce  affiliated  wit 
industry  says  that  the  siu^^ey  wa' 
er  conducted. 

Documents  such  as  these  ar*e  lik 
give  the  Justice  Dept.  more  am 
tion  in  its  ongoing  investigation  > 
industry.  But  however  the  inquiry 
out.  Big  Tobacco  ab-eady  has  paid  : 
price  for  the  committee's  aggressivj 
tics.  In  fact,  the  public  and  Coil 
are  so  outraged  by  cigarette  rri 
that  it's  unlikely  any  amount  of  i] 
will  buy  them  immunity  from  thp 
legedly  illegal  actions.  That  mayB 
today's  tobacco  executives  to  vtO 
how  they  ended  up  so  beholden  f 
Committee's  questionable  counsel 
By  Mike  France  in  Neil 
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UCTION  INDEX 


rroni  last  week:  0. 1% 
'  from  last  year:  7.4% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX - 

May  23=133.3 
1992=100 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STEEL  (5/30)  thous.  of  net  tons 

2,208 

2,160# 

3.2 

AUTOS  (5/30)  units 

98.437 

117,632r# 

-5.1 

TRUCKS  (6/30)  units 

116,969 

131,589r# 

8.0 

ELECTRIC  POWER  (5/30)  millions  of  kilowatt-hrs. 

64,258 

64,533# 

10.7 

CRUDE-OIL  REFINING  (5/30)  thous.  of  bbl./day 

15,532 

15,389# 

2.1 

COAL  (5/23)  ttious.  of  net  tons 

20,723# 

21,341 

-5.0 

LUMBER  (5/23)  millions  of  ft. 

480. 3# 

467.6 

-4.0 

RAIL  FREIGHT  (5/23)  billions  of  ton-miles 

27. 2# 

27.4 

1.9 

Sept. 
1997 

IS  a  4-week  moving  average 


Jan 
1998 


May 
1998 


Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept  ,  WWPAl,  SFPA2,  Association  of 
American  Railroads 


uction  index  was  up  fractionally  in  ttie  week  ended  May  23,  while 
iged  index  dipped  0.7%,  to  132.9  from  133.9.  After  seasonal 
electric  power  output,  wtiicti  tias  been  steadily  rising  for  the  past 
soared  4.8%,  with  a  10.8%  increase  in  the  west  central  region. 
•  on  was  also  up  and  the  rated  capacity  was  at  98.4%.  Lumber 
•ed  a  2,2%  increase.  All  other  components  were  down. 
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M  jE  APPLICATIONS.  PURCHASE  5/29) 


PRICES 


GOLD  (6/3)  $/troy  oz. 


LATEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

292.400  292.750  -14.4 


STEEL  SCRAP  (5/2)  #1  heavy,  $/ton 

135.50 

135.50 

0.7 

JNG  INDICATORS 

1 

COPPER  (5/29)  e/lb. 

79.4 

78.6 

-34.1 

LATEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

1090.82  1110.47  28.6 

ALUMINUM  (5/29)  e/ib. 

65.3 

65.8 

-17.1 

'RICES  (5/29)  S&P  500 

COTTON  (5/30)  strict  low  middling  1-1/16  in. 

e/lb.  57.71 

55.53 

-2.9 

(TE  BOND  YIELD.  Aaa  (5/29) 

6.62%      6.69%  -13.4 

OIL  (6/2)  $/bbl. 

14.55 

14.67 

-27.1 

iUPPLY,  M2  '5'18)  billions 

$4,157.5  $4,156.4r  6,9 

ORB  FOODSTUFFS  (5/2)  1957=100 

238.37 

239.11 

11.1 

UAIMS.  UNEMPLOYMENT  (5/23)  thous 

312         314r  -1,9 

ORB  RAW  INDUSTRIALS  (6/2)  1967=100 

304.93 

304.51 

-9.8 

259.8  248.1 


38.8 


lE  APPLICATIONS.  REFINANCE  (5/29)    1,174  3   1,049  0    297  3 

Standard  &  Poor's,  Moody's.  Federal  Reserve,  Labor  Dept  ,  Mortgage 
.:n.  (Index:  March  15.  1990=100) 


Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals  Week,  Memphis 
market,  MYMEX,  Commodity  Research  Bureau 


FOREIGN  EXCHANGE 


1  ^ 


ST  RATES 


FUNDS  (6/2) 

LATEST 
WEEK 

5.50% 

WEEK 
AGO 

5.52% 

YEAR 
AGO 

5.42% 

HAL  PAPER  (6/2)  3-month 

5.50 

5.50 

5.57 

ATES  OF  DEPOSIT  (6/3)  3  month 

5.59 

5.59 

5.67 

iRTGAGE  (5/29)  30-year 

7.12 

7.15 

8.12 

3LE  MORTGAGE  (5/29)  one-year 

5.78 

5.79 

6.06 

29) 

8.50 

8.50 

8.50 

-ederal  Reserve.  HSH  Associates.  Bloombe 

g  Financial 

Markets 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (5/3) 

138.35 

137.50 

115.30 

GERMAN  MARK  5/3) 

1.77 

1.78 

1.73 

BRITISH  POUND  6/3) 

1  54 

1.63 

1.63 

FRENCH  FRANC  (6/3) 

5.94 

5.98 

5.84 

ITALIAN  LIRA  6/3) 

1743.5 

1758.1 

1599.0 

CANADIAN  DOLLAR  6/3) 

1.45 

1.45 

1.38 

MEXICAN  PESO  6  3< 

8.788 

8.870 

7.919 

TRADE-WEIGHTED  DOLLAR  INDEX  (6/3) 

112.0 

112.2 

103.9 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


1  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
=Western  Wood  Products  Assn        2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


WEEK  AHEAD 


III  iLE  INVENTORIES 

^  'une  9,  10  a.m. EDT>- The  Com- 
't.'s  report  on  wholesale  trade 
normally  a  minor  report,  but  the 
stributors'  inventories  in  the  first 
5  turned  some  attention  toward 
ale  data.  Stock  levels  grew  by  an 
0.5%  in  each  month  of  the  first 
ading  to  a  conjecture  that  imports 
for  a  large  chunk  of  the  record 
ccumulation  of  last  quarter. 

WL  iLES 

June  1 1,  8:30  a.m. EOT ^  RetaW 
ibly  increased  a  modest  0,3%  in 
he  median  forecast  of  econo- 
yed  by  Standard  &  Poor's  mms,  a 


division  of  The  McGraw-Hill  Companies, 
Excluding  motor  vehicles,  sales  likely  rose 
0,4%  last  month.  In  April,  both  total  sales 
and  nonauto  buying  increased  a  solid  0.5%. 
April  sales  were  helped  by  more  seasonal 
weather  and  a  late  Easter.  Economists  are 
looking  for  weaker  growth  in  consumer 
spending  to  usher  in  a  slowdown  in  overall 
economic  activity. 

PRODUCER  PRICE  INDEX 

Friday.  June  12,  8:30  a.m.EOT^  Producer 
prices  of  finished  goods  likely  edged  up  a 
small  0.1%  in  May.  Total  prices  advanced 
by  0.2%  in  April,  the  largest  gam  since 
September.  Excluding  the  volatile  food  and 
energy  sectors,  prices  probably  also 


increased  by  0.1%  last  month,  on  top  of  a 
0.2%  rise  in  April.  A  spike  in  tobacco 
prices  led  the  April  gain  in  producer  prices. 
Even  so,  overall  prices  are  down  1.6%  from 
a  year  ago. 

BUSINESS  INVENTORIES 

Friday,  June  12.  10  a.m.EDT^  The  s&p  mms 
survey  forecasts  that  inventories  held  by 
manufacturers,  wholesalers,  and  retailers 
grew  by  0.3%  in  April.  If  so,  that  would  be 
a  significant  slowdown  in  stockpiling. 
Inventories  rose  0.7%  in  February  and 
another  0.5%  in  March.  Business  sales 
probably  increased  0.5%  in  April,  after 
advancing  0.9%  in  February  and  0.6%  in 
March. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABKB/LaSalle  Securities  98 
ABNAMRO  100 
Acuity  126 
Adidas  4 

Advanced  Fiber  92 
Advanced  Health  (ADVH)  114 
Aetna  (AFT)  68 
Ahold  4,100 

Aliant  Communications  (ALNT)  8 
Alpine  Management  & 
Research  98 

Amazon  com  (AMZN)  90, 115, 
128 

American  CenturY-20th  Century 

Ultra  Investors  108 
American  Home  Products 

(AHP)  53 

American  International  Group 
(AIG)  88 

America  Online  (AOL)  123, 126 
Ameritech  (AIT)  88 
AMG  Data  Services  98, 108 
Amgen  (AMGN)  94 
Amoco  (AN)  86 
Anheuser-Busch  (BUD)  66,  86 
Antec  108 

Apple  Computer  (AAPU  10 
Arbor  Software  (ARSW)  48 
Arco(ARC)  53 

Artisan  International  Fund  108 
Asensio  96 
ATSTO)  51,53,115 
Ayudhalife  100 

B 


BankAmenca  (BAC)  88, 123 
BankBoston  (BKB)  123 
Bank  of  New  York  (BK)  80 
Baring  Asset  Management  100 
Bay  Apartment  Communities 
(BYA)  99 

Bed  Bath  &  Beyond  (BBBY)  108 
Bell  Atlantic  (BEL)  51 
Bell  Laboratories  132 
BellSouth  (BLS)  115 
Bendix  22 
BEPS  132 
Berger  Select  108 
Bertelsmann  60 
Bimantra  Citra  56 
Biotechnology  Value  Fund  94 
Biotime  96 
Blackrock  Financial 

Management  106 
Blair  (William)  123 
Blue  Cross  &  Blue  Shield  68 
BMC  Software  90 
Boeing  (BA)  10 
Brazos/JMIC  Micro  Cap  Growth 

Fund  108 

British  Sky  Broadcasting 

(NWS)  60 
British  Steel  100 
British  Telecommunications 

(BTV)  60 

Brown  &  Williamson  Tobacco  134 
Burnham  Securities  53 
Bun-oughs  22 


Cable  &  Wireless  (CWP)  60 
Cadence  Design  Systems  90 
Canal  Plus  60 

CarrAmerica  Realty  (CRE)  99 
Carrefour  100 


Catellus  Development  (CDX)  98 

CBS  (CBS)  66 

CD  Now  90 

Centocor  (CNTO)  94 

Cereal  Partners  Worldwide  114 

Chevron  (CHV)  86 

ChipSoft  123 

Chromatics  Color  Sciences  96 
Chi^sler(C)  53,58,76,89,108 
CIBC  Oppenheimer  94,111 
Ciena  (CIEN)  53 

Cisco  Systems  (CSCO)  10,42,53 
Citicorp  (CCD  4 
CITIC  Pacific  104 
Clarion  Partners  96 
CNNFN  123 
Coca-Cola  (KO)  86 
Cohen  &  Steers  Realty  Shares  98 
COLT  Telecom  (C0LT7)  106 
Columbia/HCA  Healthcare 
(COL)  88,107 
Comcast  (CMCSA)  50 
Comdial  90 

Compaq  Computer  (CPO)  26, 90, 
128 

Computer  Associates  (CA)  90 
Computer  Learning  (CLCX)  96 
Compuware  90 
Conseco  (CNC)  88 
Credit  Suisse  First  Boston  100 
Crescent  Real  Estate  (CEI)  98 
CSM  Forecasting  75 


Daihatsu  58 

Daimler  Benz  (DAI)  42,89 
Dealadaycom  115 
Deerfield  Management  94 
Dell  Computer  (DELL)  10 
Deloitte  &  Touche  68 
Delphi  Management  86 
Delta  Air  Lines  (DAL)  106 
Deutsche  Morgan  Grenfell  100 
Deutsche  Telekom  56,60 
Digital  Equipment  (DEC)  26, 46 
Donaldson  Lufkin  &  Jenrette  114 
Dresdner  Kleinwort  Benson  128 
Dreyfus  106 


Eaton  Vance  (EV)  88 
Edwards  (A  G  )  88 
Elcoteq  42 
Elder-Beerman  108 
Electricidade  de  Portugal  100 
Elektra  100 

Equity  Office  Properties  Trust 
(EOP)  99 

Equity  Residential  Properties  Trust 
(FOR)  99 

ESG  Re  (ESREF)  86 
European  Investors  98 
Excel  Legacy  98 
Excite  123 

Express  Scnpts  (ESRX)  88 


Fannie  Mae  86 
Federal  Express  (FDX)  10,100 
Federated  International  Small 
Company  B  108 
Finast  4 
First  Call  35,90 
Firsthand  90,92 
First  Tier  Partners  94 
Flash  Communications  126 
Fleming  (Robert)  100 


Ford  (F)  53,  58,  75, 76 

Forrester  Research  (FORR)  123 
FPA  Capital  Fund  86 
FPA  Medical  Management 

(FPAM)  114 
France  Telecom  60 
Fred  the  Fumer  115 
Freeport  McMoRan  Copper  &  Gold 

(FCX)  56 
Fujitsu  26 


Gartner  Group  (GART)  51 
Gemala  Group  56 
General  Electric  (GE)  50, 56,  86 
General  Mills  (CIS)  114 
General  Motors  (GM)  53, 75,  76 
General  Re  (GRN)  86 
Giant  Food  4 
Gillette  38 

Gilman  &  Ciocia  (GTAX)  96 
Glaxo  Wellcome  (GLX)  56 
Goldman  Sachs  42, 100, 104 
Green  Street  Advisors  99 
Group  Danone  100 
GTE (GTE)  68 

H 


Harmonic  Lightwaves  (HUT)  108 
Heftel  Broadcasting  (HBCCA)  88 
Hewlett-Packard  (HWP)  26,128 
Hilton  Hotels  (HLT)  50 
Hino  Motor  58 
Honda  (HMC)  53,  58, 75 
Horton  (D.R )  (DHI)  86 
Host  Mamott  (HMT)  98 
Houlihan  Lokey  Howard  & 
Zukin  88,89 

Household  Intemahonal  80 
HSBC  Securities  42 
HSN  120 

Hughes  Electronics  (GMH)  56 
Humana  (HUM)  88 
Hutchinson  Whampoa  104 
Hyatt  56 
Hyundai  56 


lAI  Value  Fund  108 
IBM  (IBM)  26,87, 126 
IDEA  100 

Immobiliria  Urbis  100 
ING  Barings  100 
Intel  (INTO  46,  90,  92 
Intergraph  (INGR)  46 
International  Data  48,128 
Intertel  90 
Intuit  (INTU)  123 
Invescn  100 

IPC  Holdings  (IPCRF)  86, 88 


Jardine  Fleming  Securities  38 
Jefferies  38 

John  Hancock  Global  Technology 
Fund  90 

Jones  (Edward)  51 


Kaiser  Foundahon  Health  Plan  68 
Key  Asset  Management  (KEY)  87 
Kirch  Group  60 


Lennar (LEN)  86 

Level  3  Communications  (LVLT)  51 
Lexington  Troika  Russia  Fund  108 
Liberty  Financial  (L)  115 


Liggett  Graup  134 
Linens 'n  Things  (LIN)  108 
Liz  Claiborne  (LIZ)  108 
Longleaf  Partners  Realty  Fund 
(LLREX)  98 
LoomisSayles  106 
Lorillard  134 
Lukos  100 
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Macy's(FD)  115 
Marsico  Focus  108 
Massachusetts  Financial 

Services  90, 106 
Mattel  (MAT)  10 
McGraw-Hill  (MHP)  141 
MCI  Communications  (MClC)  51, 

60 

Medical  Mutual  of  Ohio  68 
MedPartners  (MDM)  68, 114 
Mercedes-Benz  (DAI)  58 
Merck  (MRK)  94 

Merrill  Lynch  (MER)  50,  53,  56,  86 
Microsoft  (MSFT)  10,46,48,50, 
128 

Mirabilis  126 
Mitsubishi  26 
Mitsubishi  Matenals  56 
Mitsui  56 
Mobil  (MOB)  86 
Monsanto  (MTC)  53 
Montgomery  Global  Long-Short 
A  108 

Morgan  (J  P)(JPM)  42,100 
Morgan  Stanley  Dean  Witter 

(MWD)  30,  75, 86 
Morningstar  (MSTR)  88, 108 
Motorola  (MOT)  68,  87 
MPath  128 
Multimedia  Games  96 
Munder  Capital  Management 

NetNetFund  90 

N 


NationsBanc  Montgomery 

Securities  (NB)  48 
NationsBank  (NB)  88, 123 
NBA  120 
NBC(GE)  66 
Nestle  100,114 
Netscape  Communications 

(NSCP)  126 

New  York  Life  Insurance  68 
Nextrend  76 
Nike(NKE)  4,108 
Nintendo  128 
Nippon  Telegraph  & 
Telephone  100 
Nokia  108 

Nomura  Securities  56, 106 

NovaCare  (NOV)  88 

Novartis  (NVTSY)  4 

Novell  (NOVL)  48 

NPS  Pharmaceuhcals  (NPSP)  94 

N2K  90 

Nucor(NUE)  86 
Nuveen(John)  106,88 


Oak  Industries  (OAK)  108 
Odyssey  Ventures  128 
Olstein  Financial  Alert  Fund  114 
1-800-Flowers  115 
OpentecUSA  132 
Oppenheimer  Convertible 

Secunties  Fund  53 
Oppenheimer  Real  Asset 

Fund  108 

Oregon  Steel  Mills  (OS)  86 


Organogenesis  (ORG)  94 
Orlando  Magic  128 
Overpriced  Stock  Service  96 

P 


PacifiCare  Health  Systems 

(PHSYA)  68 
Pacific  Investment 

Management  106 
Paiton  Energy  56 
PanAgora  Asset  100 
Parametric  90 
Parker  Hannifin  (PH)  68 
Parsons  Technology  115 
Pathnet  108 

Penn  State  Geisinger  Health 
System  68 
Pfizer  (PFE)  94 
Philip  Moms  (MO)  134 
Pimco  Innovation  Fund  (PIVAX)  90 
PMC  Sierra  90,92 
PNC  Bank (PNC)  86 
Pogo  Producing  (PPP)  107 
Polaris  Capital  100 
Polaroid  (PRD)  96 
Pnce  Waterhouse  68 
Primark  Decision  Economics  44 
Pnvate  Healthcare  Systems  68 
Protein  Design  Labs  (PDLI)  94 
Prudential  Secunties  98,  111 


Quigley  (QGLY)  96 
Qwest  Communications 
(QWST)  51 


Radica  Games  (RADAF)  96 
Reebok  (RBK)  114 
Riggs  National  (RIGS)  106 
Riley  Capital  Research  114 
RJ  Reynolds  (RN)  134 
Robertson  Stephens  Information 
Age  90 

Roche  Holding  4 

Rochester  Gas  &  Electric  (RGS)  88 


SABRE  Group  115 
Salomon  Smith  Barney  (TRV)  38, 
42,44,100,111 
SAP  42 

SBC  Communications  (SBC)  88 
SBC  Warburg  38 
Schooner  Asset  Management  106 
Seagram  (VO)  53, 120 
Security  Capital  Pacific  Trust 

(PTR)  99 
Sega  128 
Siemens  42,  56 
Singer  (SEW)  96 
SLH(SLHO)  96 
SLM  Holdings  (SLM)  86 
Smith  Breeden  Associates  106 
SONUS  Pharmaceuticals 

(SNUS)  96 
Sony(SNE)  126,128 
Source  Media  (SRCM)  96 
Southern  California  Gas  10 
Southern  Pacific  53 
Spare  Kaplan  Bischel  114 
Sprint  (FON)  51 
St,  Paul  (SPC)  86, 88 
Standard  &  Poofs  (MHP)  35,41, 

86. 94, 141 

Starwood  Hotels  &  Resorts 
(HOT)  98 
Stop  &  Shop  4 
Streamline  115 


Strong  Corporate  Bond  IQ 
Suez  Lyonnaise  Des  Eaux 
Sun  Microsystems  (SUMWI 
Supenor  Industnes  (SUP) 
Swiss  American  Securities  l 
Synaptc (SNAP)  94 
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Tatnef  100 

Taubman  Centers  (TCO)  ! 
Technology  Value  Fund  9: 
Tele-CommunicationsdC 
Telebras  100 
Telecom  Argentina  100 
Telecom  Italia  100 
Telefonica  60 
Telefonos  de  Mexico  100 
Telepizza  100 
Tellabs  ffLAB)  53,  92 
Texaco  (TX)  86 
Thames  Water  56 
Think  New  Ideas  96 
Third  Avenue  High-Yield  I 
3Com  (COMS)  53 
3D0mD0)  128 
Ticketmaster  (TKTM)  12( 
Time  Warner  (TWX)  53 
Toll  Brothers  (TOD  86 
Toshiba  26 
Total  Access 
Communications  100 
Toyota  aOYOY)  53, 58, 
Toys  'R'  Us  aOY)  86 
Transamerica  (TA)  86, 1 
Travelers  Group  (TRV)  4 
T  Rowe  Price  88 
Turbodyne  96 
Turner  Broadcasting 
TVAzteca  100 
Tyco  International  flYC) 


U 


Unilever  100 
Union  Pacific  (UNP)  53 
United  Healthcare  (UNHIi, 
United  Illuminating  (UIL  8 
United  Technologies  (UT" 
USA  Networks  (USAI)  1 
U  S.  Surgical  (USS)  88 
USX-Marathon  (MRO)  ( 
UUNFT  60 


Van  Eck  Global  Asset 
Management  100  , 
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:turn        52-week  total  return 
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Dow  Jones  Industrials 

8803.8 

-1.5 

21.1 

NASDAQ  Combined  Composite 

1742.3 

-2.2 

26.3 

S&P  IVIidCap  400 

353.7 

-0.4 

26.6 

S&P  SmallCap  600 

188.0 

-0.2 

20.2 

S&P  SuperComposite  1500 

231.1 

-0.8 

28.3 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

324.2 

-3.2 

27.4 

S&P  Financials 

131.5 

0.2 

38.0 

S&P  Utilities 

244.0 

5.2 

27.2 

PSE  Technology 

322.2 

-3.3 

19.0 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5898.4 

0.5 

29.4 

Frankfurt  (DAX) 

5613.8 

2.2 

53.3 

Tokyo (NIKKEI  225) 

15,347.0 

-2.0 

-25.5 

Hong  Kong  (Hang  Seng) 

8819.2 

-1.8 

-40.5 

Toronto  (TSE  300) 

7493.2 

-0.7 

16.6 

Mexico  City  (IPC) 

4455.2 

-0.6 

8.1 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1 .42  % 

1 .42  % 

1.76% 

S&P  500  P/E  Ratio  (Last12mDS.) 

26.0 

26.0 

21.4 

S&P  500  P/E  Ratio  (Next  12  mos.)*  21.1 

21.3 

17.5 

First  Call  Earnings  Revision* 

-0.60% 

-0.63  % 

-1.44% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1003.8 

999.7 

Positive 

Stocks  above  200-day  average 

49.0% 

50.0% 

Neutral 

Options:  Put/call  ratio 

0.61 

0.60 

Neutral 

Insiders:  Vickers  Sell/buy  ratio 

2.72 

2.71 

Negative 

Automobiles  19.4 

Genl.  Merchandise  Chains  9.4 

Drug  Chains  8.9 

Housewares  5.5 

Specialty  Retailers  5.3 


Specialty  Appar.  Retailers  105.5 
Automobiles  80.5 
Broadcasting  75.2 
Homebuilding  74.5 
Personal  Loans  70.7 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Oil  &  Gas  Drilling 
Semiconductors 
Gold  Mining 
Oll-Well  Equip.  &  Svcs. 
Oil  Exploration  &  Prod. 


-23.2  Metals  -41.7 

-18.5  Gold  Mining  -27.2 

-15.8  Shoes  -19.1 

-14.9  Oil  Exploration  &  Prod.  -18.7 

-14.4  Photography/Imaging  -17.9 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

America  Online 

77^8 

-11^8 

BankAmerlca 

82  V2 

-4 

IBM 

115^/16 

-1  Vl6 

Ascend  Communications 

41  V2 

-1  V2 

AT&T 

58  "/i  6 

-3^8 

H.F  Ahmanson 

75 '5/16 

-1  3/16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

WorldCom 

44 '^16 

1  "/16 

Cisco  Systems 

76 '/i  6 

1  V2 

L.M.  Ericsson-ADR 

28 '/4 

1  %2 

Abbott  Laboratories 

36^/16 

5/16 

American  Home  Products 

48 

'Vl6 

Travelers  Group 

63 '/8 

2 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.15 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.10 

5.09 

5.09 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-Yr.  bond 

6-MONTH  BANK  CDS 

5.07 

5.08 

5.22 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.40 

5.41 

5.77 

GENERAL  OBLIGATIONS 

4.44% 

4.45% 

4.97% 

4.98% 

10-YEAR  TREASURY  NOTES 

5.55 

5.56 

6.62. 

PERCENT  OF  TREASURIES 

80.00 

79.88 

85.95 

85.28 

30-YEAR  TREASURY  BONDS 

5.78 

5.83 

6.88 

TAXABLE  EQUIVALENT 

6.43 

6.45 

7.20 

7.22 

LONG-TERM  AA  INDUSTRIALS 

6.36 

6.41 

7.39 

INSURED  REVENUE  BONDS 

4.55 

4.57 

5.15 

5.17 

LONG-TERM  BBB  INDUSTRIALS  6.80 

6.85 

7.80 

PERCENT  OF  TREASURIES 

81.98 

82.03 

89.06 

88.53 

LONG-TERM  AA  TELEPHONES 

6.62 

6.69 

7.64 

TAXABLE  EQUIVALENT 

6.59 

6.62 

7.46 

7.49 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return 


% 


lAI  Value 
lAI  Balanced 
Prudent  Bear 
Wright  EquiFd.-Belg./Lux. 
Fidelity  Germany 


24.6  Lexington  Troika  Russia  -39.5 

6.7  U.S.  Global  Investors  Gold  -23.6 

5.8  Vontobel  Eastern  Europ.  Eq.  -21.6 

5.2  Invesco  Asian  Growth  -19.0 

4.3  Gienmede  Emerging  Markets-1 8.3 


EQUITY  FUND  CATEGORIES 

Leaders  Laggards 

Four-week  total  return  %  Four-week  total  return  % 

Utilities  -0.6  Precious  Metals  -15.1 

Europe  -0.7  Pacific/Asia  ex-lapan  -14.5 

Domestic  Hybrid  -1.4  Diversified  Emerging  Mkts.  -14.2 

International  Hybrid  -1.7  Latin  America  -13.5 

Foreign  -2.0  Diversified  Pacific/Asia  -10.2 


Leaders 

Laggards 

Leaders 

Laggards 

 6 

S2-week  total  return 

%    52-week  total  return  % 

52-week  total  return 

% 

52-week  total  return  % 

FMI Focus 

66.2  Matthews  Korea  1  -65.8 

Financial 

40.1 

Pacific/Asia  ex-lapan  -47.8 

 8 

Scudder  Greater  Europe  Gr. 

60.3  U.S.  Global  Investors  Gold  -61.8 

Europe 

36.1 

Diversified  Pacific/Asia  -38.4 

• —  % 

Fidelity  Select  Brokerage 

59.0  Lex.  Crosby  Sm.  Cap  Asia  -61.3 

Communications 

33.6 

Precious  Metals  -36.5 

Icon  South  Europe  Region 

56.8  Morg.  Stan.  Inst.  Asia  Eq.  A  -59.8 

Large-cap  Growth 

28.2 

lapan  -25.3 

ngstar, 

Inc. 

lAI  Value 

55.8  Morgan  Stan.  Asian  Grth.  C  -59.6 

Utilities 

28.1 

Diversified  Emerging  Mkts.  -24.3 
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S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek,com.  NA=Not  available  **Vanguard  Index  500  Fund 

BUSINESS  WEEK  /  JUNE  15,  1998  143 


Editorials 


RETHINK  THE  ASIAN  BAILOUT 


Americans  gassing  up  at  $1  a  gallon  and  living  the  good  life 
may  not  yet  have  noticed,  but  a  financial  fii'e  is  burning 
through  Asia.  Its  intense  heat  is  scorching  Russia  and  Latin 
America.  The  U.  S.  is  ah-eady  feeUng  the  effects.  Profits  and 
pricing  power  for  American  coiporations  are  under  pressure 
from  the  crisis,  and  this  thi-eatens  the  strength  of  the  stock 
market.  This  wasn't  supposed  to  happen.  A  year  ago,  the  In- 
ternational Monetary  Fund  and  the  U.  S.  Treasury  mounted 
massive  bailouts  and  promised  results.  What  went  wi-ong? 

Plenty.  Fu"st,  the  IMF  niisread  the  situation  in  Asia  and  act- 
ed as  if  the  problem  were  public  profligacy.  It  insisted  on  high 
intei-est  rates,  austerity,  and  currency  devaluation:  precisely 
the  wrong  policies.  Take  South  Korea.  Today,  its  gi'oss  do- 
mestic product  is  shrinking  at  a  4%  annual  rate.  A  year  ago, 
it  was  growing  at  6%.  With  a  high  savings  rate  and  conser- 
vative fiscal  policy,  its  public  finances  were  in  good  shape. 

Korea's  problem  was  private  debt.  Banks  and  corpora- 
tions bon'owed  short-tenn  to  finance  long-tenn  investments. 
That's  a  classic  banking  no-no — but  it  didn't  faze  the  Japanese, 
European,  and  American  bankers  who  provided  the  money. 
Korean  banks  also  boiTowed  in  dollai's  and  lent  in  won,  with- 
out hedging:  another  high-risk  mistake  that  should  not  have 
been  lost  on  "sophisticated"  Western  and  Japanese  bankers. 
The  Koreans  invested  too  much  too  fast.  Tliey  didn't  have  the 
undei'lying  profits  to  pay  back  the  loans.  But  foreign  bankers 
didn't  care,  or  at  least,  they  didn't  insist  on  seeing  consoli- 
dated balance  sheets,  a  basic  banking  procedure. 

Korea  started  coming  apart  in  1995,  when  Japan,  with 
U.  S.  Treasm-y  encouragement,  devalued  the  yen.  That  made 
Korean  goods  less  competitive  and  put  pressure  on  the  won. 
Then  the  semiconductor  market  collapsed,  hurting  exports.  A 
run  on  the  Thai  baht  eventually  hit  the  won.  Bank  credit 
dried  up.  Korea  needed  help — but  it  got  the  wrong  kind. 

The  IMF  marshaled  a  $57  biUion  rescue  using  its  own  re- 
sources. World  Bank  funds,  and  government  money  from 
the  U.  S.,  Japan,  and  Europe.  In  return,  the  imf  demanded 
that  Korean  interest  rates  be  hiked  and  government  spending 
cut.  This  was  supposed  to  generate  investor  confidence.  It 
didn't.  Korea's  economy  tanked.  Ten  months  later,  the  whole 


Pacific  Rim  is  sinking.  In  the  fu'st  quarter,  Indonesia'.- 
omy  shi-ank  by  8.5%,  Thailand's  by  6%,  Hong  Kong's  1 
and  Malaysia's  by  1.8%.  The  bailout  has  been  a  disast 

Global  capital  markets  in  the  1990s  are  dominat 
mostly  private  flows  to  mostly  private  banks  and  coipoi 
Asia's  financial  problems  are  corporate,  not  goveriii 
and  require  a  private  solution  between  borrowers  and  h 
Instead,  the  imf  handed  a  huge  war  chest  to  Asian 
ments.  Foreign  banks — knowing  they  would  be  bailed 
they  have  always  been— did  little.  The  imf  should  li 
sisted  that  foreign  banks  take  a  sizable  hit  from  the  be; 
and  renegotiate  their  short-term  dollar  loans.  Or  it 
have  done  nothing  and  let  the  markets  do  the  dirty 

The  bnital  truth  is  that  there  ai'e  two  kinds  of  capit; 
capital  and  market  capital,  such  as  stocks  and  bon 
vestors  who  put  money  into  Asian  stocks  have  been  . 
ly  disciplined  by  the  markets.  Bangkok,  for  examp 
dropped  78%,  to  an  11-year  low.  But  banks  have  goi 
unscathed.  When  pressur'ed  six  months  after  the  Asia 
to  r-oll  over  their  private  loans,  the  banks  per*suaded  ^■ 
transform  them  into  national  obligations.  No  penalty 

What  Asia  needs  is  not  so  much  a  lender  of  last  re^ 
a  liquidator  of  last  resort.  It  should  be  an  Internationa 
alent  of  the  Resolution  Trnast  Corp.,  which  liquidateo 
U.  S.  savings  and  loan  institutions  in  the  1980s.  Unles.- 
liquidator  appear's  soon,  ther-e  is  a  real  risk  of  financi; 
mire.  Japan  has  been  stuck  in  r-ecession  for  seven  ye 
is  in  a  dangerous  deflationary  spiral.  The  rest  of  As 
follow.  Ther-e  is  no  way  the  imf  can  launch  yet  anotl 
ventional  bailout.  Nor  should  Tr-easury  Secretary  Rc 
Rubin  ui'ge  another  round  of  the  kind  of  yen  depr-eciat 
intensified  the  Asian  crisis  in  the  fu'st  place. 

Instead,  the  IMF  must  renegotiate  agi-eements  wit 
nations,  lowering  interest  and  permitting  more  gr-owt 
important,  the  imf  must  recognize  that  markets  have  ( 
Gover-nment  money  is  a  fi'action  of  private  flows.  Nei 
IMF  nor-  the  U.  S.  Ti-easmy  should  bail  out  private  cap|i 
uity  and  bond  investor's  are  already  subject  to  marlf 
pline.  Banks  can  no  longer  be  pennitted  to  avoid  it. 


WHERE  HAVE  ALL  THE  PROFITS  GONE? 


What  is  missing  from  this  picture?  An  economy  that 
grew  at  4.8%  in  the  fii'st  quarter,  unemployment  dowTi 
to  4.-3%,  and  inflation  that  is  barely  visible.  The  answer  is 
profits.  Amid  the  good  news,  one  giim  detail  is  that,  for  the 
economy  as  a  whole,  profit  growth  has  all  but  disappear-ed. 

No  wonder  so  many  conversations  at  weekend  barbecues 
turn  to  whether  or  not  the  stock  market  is  too  high.  'WTio 
Imows  for  sure?  But  BUSINESS  WEEK  explains  the  case  for  val- 
ue investing  in  its  Midyear  Investment  Outlook  (page  84).  One 


trend  is  clear:  Much  of  the  bull  market  has  been  concit 
in  the  Nifty  50  or  high-flying  Internet  stocks.  The  ^ 
price-earnings  i-atio  for-  the  big  multinationals  that  cjn 
the  indexes  is  24.  The  p-e  for  Yahoo!  Inc.  is  2S5.  Comji'i 
with  the  "unnifty  450,"  whose  p-e  is  only  19.  So  farn 
the  Standard  &  Poor's  500-stock  index  is  up  12.4%,  en 
with  4.2%  for  the  SmallCap  600  and  6.4%  for  the  Midin 
Perhaps  it's  time  to  analyze  the  family  porlfolin— u 
bur-gei's  are  done. 
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Today, 

W^w     business  uses  technology 

to  gain  a  strategic  advantage 
And  the  higher  the  technology, 
greater  the  advantage.  So  long 
technology  does  what  it's  supposed  to  do, 
that  is.  At  Fujitsu,  ours  does.  cP  We  create, 
from  the  connponents  up,  computer,  communi- 
cations and  microelectronic  products  of  not  only 
le  highest  technology,  but  the  highest  quality  and 
I  liability  as  well.  cP  And  we  support  them  in  ways  that 
fi  ^  other  companies  do.  With  extended  warranties. 
Lperal  replacement  policies.  And  superior  technical 
ipport.  cO  Moreover,  as  part  of  a  company  at  the 
Drefront  of  today's  emerging  and  converging 
computer  and  communications  technologies, 
our  systems  support  teams  offer  unique 
expertise.  cP  Fujitsu.  Our  technology 
helps  keep  you  moving  upward. 
And  our  people  won't 
let  you  down. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


SAVIN 
IS  WORKING 

HARD  TO 
RE  YOUR  NEXT 
DOCUMENT 
OUTPUT 
COMMNY. 

1il9</8  Savin  Coiporation  Xerox®  is  a  trodemaik  of  XEROX  CORPORATION  All  other  trademarks  pictured  ore  registered  Irddemarks  ol  tfieir  respective  com'« 


At  Sa\1n  \ve  ha\'e  one  simple  goal.  To  be  the  one  document  output  compan\-  yi 
that  answers  all  vour  doamient  handling  needs.  rOf^ 


Tliat's  ^vhy  \ve\'e  been  \vorking  o\-ertime  to  bring \'0u  the  forward-thiiiking,  ffiijfij, n^jiiii it* 
au"ard-^\"innihg  technology'  essential  to  boosting  pro'ducti\ln'  in  toda\"'s  digital         i  g  g  s 
offices.  With  fast,  versatile,  connectable  digital  imaging  systems  that  allow  you  ' 
(or  your  u'orkgroupi  to  print,  sort,  duplex  and  staple  —  right  from  your  desktop.  And  full- 
color  imaging  svstems  that  turn  electronic  documents  into  brilliant  hard  copy. 

But  advanced  digital  technology"  is  just  the  beginning.  Because  at  Sa\in  we're  u-orking 
hard  on  becoming  the  fastest,  most  responsi%'e  name  in  the  business.  With 
smart,  highly-trained  Sa\ln  professionals  who  will  do  \vhate\"er  it  takes  to 
.give  }'0u  the  satisfaction  and  ser%1ce  }'0u  deser\"e. 

To  find  out  just  ^vhat  we'll  do  to 'be  your  next  —  and  last  - 
document  output  company,  contaa  us  at  1-800-234-1900  or 
wA\-\v.sa\ ln.com. 
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up  Front 


EDITED  BY  ROBERT  McNATT 
TRADE  WARRIORS 

AN  AFRICA  BILLS 
BUMPY  RIDE 

THE    WHITE    HOUSE  WAS 

shocked  when  South  African 
President  Nelson  Mandela 
unexpectedly  attacked  the 
Africa  Gi'owth  and  Opportu- 
nity bill  as  "not  acceptable" 
during  President  Chnton's 
March  tiip  to  the  continent. 

But  in  a  bit  of  good  news 
for  the  Administration,  South 
African  officials  are  quietly 
:  passing  the 
word  that  Man- 
dela  has  re- 
versed course 
and  now  endors- 
es the  free-trade 
legislation.  The 
hill— O.K.'d  by 
the  House  but 
stalled  in  the 
Senate — would 
I'lid  trade  bani- 
(■rs  on  imported 
Afiican  clothing 
and  encourage 
economic  liberal- 
ization in  A&ica. 
Mandela's  criti- 
cism, says  the 

  U.S.,  resulted 

from  a  misunderstanding  of 
parts  of  the  bill  that  have 
since  been  clarified  to  him. 

Final  passage  is  still  not 
assured,  though.  Textile  in- 
terests, feaifiil  of  low-cost  im- 
ports, oppose  it.  So  do  some 
African  American  legislators. 
Senator  Carol  Moseley-Braun 
(D-Ill.)  won't  back  the  bill  be- 
cause she  is  looking  for  la- 
bor's hel])  in  her  tough  up- 
coming reelection  battle.  And 
Representative  .Jesse  .Jackson 
Jr  (D-Ill.)  bluntly  says  the 
bill  just  doesn't  do  anything 
for  black  Americans. 

But  South  Africa  is 
pleased  that  the  U.  S.  sees 
Africa  as  a  global  economic 
player.  Says  Franklin  Sonn, 
its  U.S.  Ambassador:  "This 
is  significant,  and  it  is  appre- 
ciated."     Paul  Magiiusson 


MANDELA: 

Change 
of  heart 


TALK  SHOW  uwhiie  it  is  possible  that  we  have,  in  a 
sense,  moved  'beyond  history,'  we  also  have  to  be  alert  i 
the  possibility  that  less  favorable  historical  relationshij 
will  eventually  reassert  themselves.'' 

— Alan  Greenspan,  testifying  to  Congress  about  the  economt. 


AFTERLIVES 

THE  STREET  SIGNS 
SAID  GO  WEST' 

HE  WAS  PLUCKED  FROM 
obscurity  in  1991  by  Warren 
Buffett  to  be  the  general 
counsel  of  Salomon  duiing  its 
Ti'easury  bond  scandal.  He 


then  rose  to  become  chair- 
man. But  now,  as  they  say, 
the  party's  over.  And  Robeit 
Denham,  52,  is  going  home. 

In  1997,  Salomon  was  sold 
to  Travelers,  which  is  now 
set    to  merge 
HOMEWARD:   with  Citicoip.  So 
Robert  and    Denham,  out  of 
Caroline       a  job  this  year, 
Denham       will  rejoin  the 
law     firm  of 
Munger,  Tolles  &  Olson  in 
Los  Angeles,  staiting  his  own 
mergers    and  acquisitions 
practice.  He  says  Ti'avelers' 
purchase  of  Salomon  was  for 
the  best — it  needed  to  be  big- 
ger to  stay  profitable  and 
competitive.  But  he  fi-ets  that 
investment  bankers  are  too 
deal-driven:  "When  a  compa- 


VITAL  SIGNS 

A  BLOODY  AFFAIR 
FORTHEAMA? 

PHYSICIAN,   HEAL  THYSELF. 

The  1998  American  Medical 
Assn.  convention,  starting 
June  14  in  Chicago,  promises 
to  be  a  fractious  one,  with  a 
serious  battle  brewing  for 
the  AMA  presidency. 

At  the  heart  of  it  all  is  the 
Sunbeam  affair.  Last  year, 
the  AMA  agreed  to  endorse 
Sunbeam  })roducts  for  $7  mil- 


lion  but  re- 
neged   on  the 
deal  after  criticism 
fi'om  members.  Sunbeam  is 
now  suing  the  ama  for 
$20  million. 

So  some  angry  docs 
want  foiTner  A]vu  Chairman 
Raymond  Scalettar,  a 
Wasliington  (D.  C.)  rheum- 
atologist,  to  challenge 
current  chairman  Thom- 
as Reardon,  a  Portland 
(Ore.)  genei^al  practitioner  and 
the  man  they  blame  foi'  the 
deal.  Scalettar  lost  a  1993  bid 


ny  is  looking  for  help, 
ment  bankers  often  ai'e 
best  people  to  be  tall: 
because  they  bring  a  ti 
tion  bias." 

Denham  and  his  wif 
oline,  will  live  in  Pas 
As  with  any  good  powi 
pie,  she  has  a  new  gi 
Caroline,  who  headed 
ucational  institute  at 
ham  University,  will  bi 
ident  of  Pacific  Oaks  ( 
&  Children's  School,  a 
institution.  She  hopes 
contribute  to  the  natio 
bate  on  child  care.  "We 
like  to  be  the  voice  of 
on  cliilch'en's  issues,"  sh 
That  might  be  even  t 
than  running  a  Wall 
fii'm.      Leah  Natliany 


AMA  by  ( 


votes.  He  is 
critical  of  the 
zation's  co-brit; 
push,  calling  th  S 
beam  affair  "crasslo 
mercial."  Rif. 
could  not  be  raei 
for  comment.  E'  v 
vrin,  however 
ama's  294,000  m( 
don't  seem  to  blame  h 
sonally.  Others  just  cai 
about  managed  care  ai 
reform.  David  G" 


THE  LIST  SUMMERTIME.  AND . . .  YOU'RE  GROUNDED 


Hate  airport  construction 
detours?  Well,  construction 
is  going  full  tilt  at  airports 
across  the  country  this 
summer.  Here's  a  list  of 
airports  with  the  biggest 

AIRPORT 


BEWARE:  LAX  termi 


mi 

potential  nightmares, 
the  headaches:  Use  n 
transit,  and  book  airp 
hotels  for  meetings 


PROJECT 


COST 


COM! 


BOSTON  LOGAN  INTERNATIONAL 


Terminal  expansion;  roadway  improvement; 
parking  garage,  transit  connector, 
and  hotel  construction 


$1  billion 


GEORGE  BUSH  INTERCONTINENTAL, 
HOUSTON 


Terminal  improvements  and  people-mover 
improvements 


$200  million  2 


PORTLAND  (ORE.)  INTERNATIONAL 


Expansion  of  roadways  and  parking  areas       $105  million  11 


DALLAS/FORT  WORTH  INTERNATIONAL     Terminal  expansion 


$100  million  1 


LOS  ANGELES  INTERNATIONAL 


Terminal  expansion  and  renovation 


$45.1  million 


DATA'  HNTB  CORP. 
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world's 
t-selling  UPSs 
start  at  $99 


Lasts  Longer 


ii 


g  Fault  Indicator 
illy  identifies  biiildi 
li  blems   


outlets  give  you  room  to  plug  in 
r  blocks   


PowerChule'  plus  poiver 
management  software  lets 
you  configure  UPS  re- 
sponse to  over  twenly 
events.  During  an  extend- 
ed outage,  WorkSafe^"  can  automatically  save 
data,  close  programs,  and  shut  down  your 
computer,  whether  you're  there  or  not. 

Automatic  Voltage  Regulation  (AVRJ  with 
DoubleBoost"  and  CellGuard"  intelligent  bat- 
tery management  let  you  work  through  the 
deepest  prolonged  brownouts  without  wasting 
battery  power,  extend  battery  life,  and  speed 
recharging. 

APC  Safety,  Readiness  and  Reliability 

Microprocessor-controlled  automatic  battery 
self-test  regularly  checks  status  of  the  unit 
and  ensures  battery  readiness 

QuickSwap"  user-replaceable  battery 
system  Ids  you  easily  renew  the  UPS  system 
and  avoid  factory  service  delays 

Push-button  circuit  breaker  provides  user- 
resettuble  overload  protection  and  eliminates 
the  need  to  replace  a  traditional  fuse  or  even 
the  entire  "disposable"  UPS 

Internet  and  iiclwork  readv 


'Editors'  Pick:  "We  wouldn't 
be  caught  dead  without  an 
uninterruptible  power  supply  - 
and  neither  should  you." 


low  the  world's  best-selling  desktop 
'PS  units  offer  you  even  more  value 
■  )r  your  power  protection  dollar!  With 
)  of  all  data  loss  and  downtime 
/  bad  power,  your  APC  invest- 
s  for  itself  the  first  time  you  use  it. 

e  power  and  guaranteed 
Class"  Longest  Runtime. 

me  will  meet  or  exceed  that  of  any 
UPS  for  desktop  applications,  or 
ley  back! 

protection  for  your  whole  system 

'Cts  your  CPU,  monitor,  external 
)ser  printer,  fax  machine,  and  zip 
d  provides  telephone/network  surge 
>n. 

iwable  UPS  system 

icSwap"  battery  packs  are  the 
nd  easiest  way  to  safely  renew  a 
ce  "disposable"  UPSs  which  don't 
user  replacement  and  mean  the 
ir  investment. 


CCI  Catalog  and  UPS 
LLa  Selection  Guide 

mail  or  lax  this  completed  coupon 
(or  your  FREE  catalog  and  UPS  selection 
Guide.  Better  yet,  order  them  today  at: 

http://promo.apcc.com  [ 


KEY  CODE  D620Z 


APC  Back-UPS  Pro®, 
Back-UPS^  and  Back-UPS  Office'^  will  provide  run- 
time which  meets  or  exceeds  that  of  any  same  VA 
UPS  for  desktop  PC  applications  or  your  money  back. 
Por  more  information,  visil  www.;i|)rc.rnm. 


'Long  Lasting'  "Back-UPS  Pro  was 
our  lavorite  unit...,  [it]  won  top 
honors  in  our  battery  lile  tests" 


trademarks  are  the  property  of  their  owners.  BK1B8EF  -  US 


Safe,  even  from  lightning 
APC  multi-stage  surge  suppression  clamps 
down  on  lightning  and  offers  a  $25,000  guar- 
antee against  dam;ige  to  your  equipment. 
See  policy  for  derails. 

APC  packs  the  power  and  features  desktop 
users  want,  plus  the  peace  of  mind  and 
legendary  reliability  reflected  by  over 
8,000,000  field-tested  and  proven  units. 

Insight  OfficeMax' 


YES! 
NO, 


Name:, 
title:  _ 


I'd  like  more  information.  Please  send  my 
FREE  catalog  and  UPS  selection  Guide. 

I'm  not  interested  at  this  time,  but  please 
add  me  to  your  quarterly  newsletter  mailing  list. 

 Company:   


City/town: 

State:   

Phone:  


-Zip:  . 


.  Country 


Brand  of  UPS  used? 

Brand  of  PCs  used?  

Brand  of  Servers  used? 


APC 

AMERICAN  POWER  CONVERSION 

(888)  289-APCC  x8158  •  FAX:  (401 )  788-2787 


800-8S«-56l4 


(800)347-FAXX  Per 


COMPI 


E-mdil:  apcinfofSJapcc.cori 


GLOBAL 


il  Fdirgmun-l',  Road,  Weot  hnrjston,  RI  02892  USA 
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PRODUCT  PEEK 

COLLECT  THE 
WHOLE  SET! 


FUN  WITH  RUBBERS:  Oreo's  lu 
IS  THIS  WHAT  THE  FALL  OF 

the  Iron  Curtain  has 
wrought?  Six  years  ago  in 
the  Czech  village  of  Doub- 
rava,  Jaroslav  Richtr  was  in 
one  of  those  baiToom  conver- 
sations that  usually  amount 
to  nothing.  Not  this  time.  Out 
of  that  talk,  Richtr  founded 
Erco,  a  little  company  whose 
products — novelty  condoms — 
would  make  any  hard-line 
Marxist-Leninist  see  red. 
As  Richtr,  a  onetime  farm 


laborer,  says  of  his  new  job: 
"This  seemed  better."  Erco's 
newest  line  is  a  World  Cup 
condom,  seUing  in  sex  shops 
near  game  sites  in  France. 
The  rubbers  sport  a 
mini-soccer  ball  on  the 
end,  topped  with  a  na- 
V  tional  flag.  Erco,  with 
-J^  $300,000  in  1997  rev- 
enues, gets  a  market- 
ing assist  from  Trade 
&  Industry  Ministry 
official  Jan  Puschman. 
"I  always  take  a  few 
samples  with  me  on 
foreign  trips,"  he  says. 
"They're  a  great  way  of 
spreading  aids  awareness." 
Most  of  Erco's  600,000  con- 
doms were  exported  to  the 
European  Union,  the  Far 
East,  and  Australia  last  year, 
but  the  company  hopes  the 
World  Cup  visibility  vdll  open 
South  American  and  African 
markets.  Even  if  it  doesn't, 
an  Erco  condom  is  bound  to 
make  a  more  distinctive  sou- 
venir than  an  "I  Love  Paris" 
T-shirt.  James  Drake 


SLUGFESTS 


SUPPLEMENTS:  DO  THE  LABELS  LIE? 


THE   BUSINESS   OF  HEALTH 

and  nutritional  supplements 
is  booming,  but  controversy 
about  what's  actually  in 
those  bottles  lining 
health-food  store 
shelves  is  raising 
the  industiy's  blood 
pressure. 

While  the  Food 
&  DiTig  Administra- 
tion has  proposed  lim- 
iting the  dosage  of  the 
supplement  in- 
gredient ephe- 
drine — a  stimulant — verifying 
label  claims  has  fallen  to  pri- 
vate groups  in  the  interim. 
A  Mississippi  watchdog 
group.  Advance  Supplement 
Testing  Systems  (asts),  re- 
ports that  of  107  products  it 
farmed  out  for  testing,  over 
half  deviated  in  ingredient 
contents  by  20%  or  more. 

Some  supplement  makers 
have  threatened  to  sue  over 


those  claims,  and  fitness  types 
aren't  happy,  either:  "Lab 
Test  Doo  Doo"  shouts  an  All 
Natural  Muscular  De- 
velopment magazine 
headUne.  The  asts 
periodical  Lab 
Test  Review 
claims  that  Twin- 
lab's  Ripped  Fuel 
diet  aid  exceeds  its 
stated  dosage  of 
ephedrine  by  23%. 
This  could  be  a 
problem  for  the 
$213  million  company,  a  major 
industry  player.  The  fda, 
meanwhile,  wants  to  limit 
ephedrine  to  less  than  half 
Ripped  Fuel's  dosage — re- 
ports have  linked  it  to  heart 
attacks. 

Twinlab  counters  that  its 
independent  tests  confirm  its 
labeling  and  that,  properly 
used,  ephedrine  "does  not  kill 
anybody."  Joati  Oleck 


TOY  STORY 

INVASION  OF 
THE  WOODEN  IMP 

after  scoring  TWICE  WITH 

Thomas  the  Tank  Engine  and 
Teletubbies,  Kenn  Viselman 
and  his  licensing  company, 
itsy  bitsy  Enter- 
tainment, hope 
to  charm  the 
preschool  set — 
and  make  a  bun- 
dle— with 
Britain's  Noddy. 

The  impish  wood- 
en figure  that  comes  alive  in 
a  ciuiosity  shop  has  been  a 
staple  of  kids'  books  in 
Britain  for  decades  and  has 
his  owTi  BBC  series.  The  U.  S. 
marketing  push  is  based  on  a 
Noddy  series  that  will  pre- 
miere this  fall  on  pbs. 

Marketing  kids'  toys  isn't 
cliild's  play.  Eai'lier,  at  anoth- 


er company,  Viselma 
venated      the  mc 
Thomas  the  Tank 
product  line,  which  h 
$2  billion  worth  of  m 
dise  since  1990.  Now, 
bitsy  Entertainment, 
of  music  and  video  dis 
Handleman,  he  has 
ing  deals  for  Tele 
toys,  which  have  h 
y  here 
'  April.  V 
hopes  Nod 
are  in  st( 
^  Christmas, 
^     Itsy  bits 
$3  million  in  1997  refei 
already  has  Noddy  li|B 
deals  with  German  ll 
toy  maker  Gund  an  J 
gram  Videos.  If  the  k 
ries  does  well,  kids  hj* 
join  those  in  40  other  I 
that  are  already  Nodi 
And  itsy  bitsy's  busirii 
get  bigger.  Tamrr 


THE  BIG  PICTURE 


WHO  NEEDS  YOU  MOSH  By  2005, 37%  of  u  s  w 

will  be  more  concerned  with  caring  for  a  parent  ths 
child,  a  major  shift.  Employees  are  expected  to  den 
benefits  toj^eflect  this  change. 

DEPENDENT  CARE  NEEDS 


■  INCREASE      CHILD  CARE 
B  NO  CHANGE  PAST  5    NEXT  5 
DECREASE  YEARS  YEARS* 


ELDEII 

PASTS 
YEARS 


DATA;  THE  CONFERENCEBO 


FOOTNOTES  Those  who  prefer  doing  business  with  a  locally  ovraed  bank:  in  the  West,  31.1%;  in  the  Northeast, 


pEE  ALL  THE  WAV5  IT  PAV5  TO 
GET  METLIFE  FOR  BUSINESS. 


iUto  &  Homeowners 
rsurance 

lyatt  Legal  Plans^ 


i ion-Qualified  Executive 
fenefits 

j  fefined  Contribution 
'»rograms/401  (k) 

Hefined  Benefit  Plans 


nuaranteed 

I  Non-Guaranteed 

i\ivestment  Products 


je  benerits  ana  investment  Kroaucis  are  neiping 
of  Americans  become  financially  secure. 


75  years  of  institutional 
investing.  $330  billion 
in  assets  under 
management.** 


Plans  for  every  business 
Even  small  businesses. 


America's 
fastest- 
growing 
major 
401  (k) 
provider.* 


voluntary  benefits 


The  source  to 
support  diverse 
employee  needs. 


Instant  online 
information  for 

you  and  your 
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ABBY  COHEN'S 
WINNING  WAYS 


Whether  intended  or  not,  "The 
prophet  of  Wall  Street"  (Cover  Storj; 
June  1)  sen'ed  two  purposes.  The  first, 
of  course,  was  to  note  the  success  and 
methods  of  Abby  Joseph  Cohen,  who 
has  so  accurately  and  eloquently  fore- 
cast this  bull  mai'ket. 

The  other  was  to  shed  some  much- 
needed  light  on  the  error-laden  predic- 
tions of  Michael  Metz,  BjTon  Wien,  and 
Elaine  Gai-zai-eUi.  Then'  guesses,  if  fol- 
lowed, wotild  have  cost  investoi-s  money. 
All  they  offer  in  response  is  a  "this- 
market-is-\\Tong"  type  of  defense.  What 
is  amazing  is  then-  ability  to  remain  em- 
ployed. Thank  you  for  not  having  the 
same  type  of  amnesia  as  other  business 
media  in  failing  to  hold  "market  wiz- 
ards" accoimtable. 

Michael  W.  Riley 
Hiawatha,  Kan. 

I  was  surpi-ised  that  Abby  Cohen  has 
only  Go'vc  of  her  model  portfolio  invested 
in  stocks.  Most  people  who  are  bulls 
opt  for  a  much  higher  percentage  than 
this.  I  pei-sonally  am  98*^  in  stocks.  Of 
com-se,  many  stocks  ai-e  paitially  bonds. 
Dnig  stocks  ai-e  10'yf-20<7f  bonds,  major 
oils  ai'e  45'7c.  and  many  other  industries 
are  in  between.  If  Cohen  recommends 
putting  65%  in  equities,  and  many  of 
the  stocks  have  some  partial  bond  fea- 
tiu*es,  then  she  really  isn't  sticking  her 
neck  out  too  fai". 

Alvin  Golub 
Brookl\Ti,  N.  Y. 


GRADING  THE  FED'S 
PERFORMANCE 


The  Federal  Reserve  performs  the 
ticklish  balancing  act  of  holding  the  U.  S. 
economy  on  coiu'se — of  keeping  home 
ownersliip  gi'owing.  keeping  wages  and 
salaiies  increasing,  and  keeping  new  busi- 
nesses merging.  Meanwliile.  it  must  avoid 
sptuTirig  inflation  and  must  take  into  ac- 
count the  many  market  forces  in  full 
view  while  anticipating  untold  economic 
forces   ("When   Greenspan  should've 


hiked,"  News:  Analysis  &  Commtlj 
June  1). 

Within  this  complicated  enviroa 
it  ttu-ns  out  that  the  Federal  R«i 
has  been  doing  the  right  thing  "l 
rate  increases  that  economist  Ja 
Cooper  would  have  had  the  Fei 
would  have  dampened  homeb 
and  business  gi-o\Mh.  Other  foi  i 
continue  to  offset  the  overshoe 
the  stock  market  that  Cooper 
cerned  about. 

Someday,  the  Fed  will  probab 
to  lower  rates  to  keep  the  ec 
moving.  Today's  interest  rates  ^ 
relatively  high  for  the  recent  lov 
of  inflation.  Asian  issues  and  othe 
problems  may  bring  gi'eater  re 
lower  rates,  not  raise  them.  Eitli 
many  of  us  believe  the  Fed  is  d 
job  veiy  well. 

Morley  G. 
Jamesbm 

GIANT  STEPS  AHEAD 

FOR  BIG  BLUE  

In  order  for  IBM  to  reach  dou 
it  gi'owth  again,  it  will  have  to 
its  view  of  the  information  ii 
fundamentally  ("ibm:  Back  to 
digit  growth?,"  The  Corporatio 
1).  Bujing  Lotus  Developmen 
was  a  good  move.  A  better  mov 
have  been  to  give  Lotus  os/2  a 
port  the  company  as  an  inde] 
Microsoft  Coi'p.  competitor.  In 
product  mix  comprising  a  robu 
ating  system,  the  next-genera 
fice  suite,  and  Lotus  Notes,  all  ( 
ly  integi'atedl 

IBM's  possible  next  moves: 

(1)  Purchase  Netscape  Co 
tions  Coi-p..  which  has  several 
looking  entei"prise  offerings  tl 
mai'keting  muscle.  This  would 
en  IBM's  E-commerce  initiative 
it  to  capitalize  on  Netscape's 
strategy'. 

(2)  Drive  an  industry  task 
PC  makers,  including  Apple  C 
Inc.,  to  develop  univer*sal  operai 
tem  specifications  fostering  star 
tion  and  modularity.  Then,  any 
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vvrite  new  os  modules,  and  the 
would  reward  the  best. 
>aunch  independent  companies  to 
)  new  software  applications.  Al- 
ii has  a  comprehensive  software 
;  .IBM  must  wonder  why  few  con- 
e    an  apphcations  leader. 

Michael  Avari 
Garden  City,  N.  Y. 

;i  .  IMMIGRANTS 

f  lEIR  WAY  IN  FULL'  

at  makes  the  door  so  golden" 
:(  nic  Trends,  June  1)  sets  out  to 
k  1  case  that  mature-age  immi- 
T  who  have  a  shortened  period  of 
rion  to  Social  Security  benefit 
rtionately  from  it — and  at  the 
of  U.  S.  citizens.  The  article 
1  reflect  a  grovdng  desire  to 
•leap  shot  at  legal  immigi-ants, 
e  neither  political  representation 
jr  power  of  response. 
1  immigrants  pay  theu'  way  in 
1  if  there  is  an  appearance  that 
e  net  winners  in  the  Social  Se- 
3me,  it  is  illusory.  Midlife  immi- 
tend  to  bring  with  them  sub- 
tax-unqualified  benefits  in  their 
ent  plans.  Upon  retirement, 
melits — accrued  through  seinrice 
tribution  outside  the  U.  S. — be- 
lly taxable  here.  The  immigrant 
;  have  the  protection  of  rollover 
ax-deferred  vehicle,  such  as  an 
lal  retirement  account,  which 
those  who  have  spent  their 
■  life  in  the  U.  S.  The  real  bene- 
5  the  U.  S.  Treasury,  regardless 
Social  Security  payments  made 
Bmigrant. 

Rod  McKellar 
Houston 


IFFSHQRE  TRUSTS 
#OUT  TO  EVADE  TAXES 


:  are,  admittedly,  far  too  many 
s  funds  managers  and  small 
hose  operations  are  ambiguous 
icouraging  their  cUents  to  com- 
1  the  U.  S.  Income  Tax  code 
ven  whiz  or  rogue  banker?"  Fi- 
une  1).  As  the  Internal  Rev- 
"vice  is  well  aw^are,  thousands  of 
and  beneficiaries  of  offshore 
ive  not  reported  their  existence 
e  on  their  1040s  and  have  foimd 
ssure  from  offshore  ti-ustees  to 

was  the  primary  impetus  for 
ig  the  foreign  trust  rules  in 
ill  Business  Job  Protection  Act 
which  now  requires  virtually 
»re  trusts  to  file  annual  reports 
lint  U.  S.  agents  with  authority 
1  connection  with  tax  exams. 
16  bulk  of  the  $2  trillion  of  off- 


shore trusts  in  overseas  jurisdictions 
protect  assets  from  fraudulent  credi- 
tors, adverse  matrimonial  settlements, 
forced  heirship,  and  harassment  and 
unwarranted  malpractice  suits  thrust 
upon  medical  and  legal  professionals. 
Tax  evasion  is  not  and  never  should 
be  a  motive  behind  an  asset-protection 
trust. 

Walter  H.  Diamond 
Senior  Vice-President 
Offshore  Institute 
Hartsdale,  N.  Y. 


MGI-WORLDCOM:  LABOR  HAS 
ALWAYS  OPPOSED  THIS  DEAL 

In  "Why  GTE  is  fighting  an  MCi- 
WorldCom  merger"  (Readers  Report, 
May  25),  MCi  Communications  Corp. 
charged  that  gte  Corp.  is  "banki-oUing" 
the  efforts  of  the  Communications  Work- 
ers of  America  (CWA)  to  block  a  merger 
between  MCi  and  WorldCom.  MCi  must 
be  desperate  to  distract  regulators  and 
customers.  That's  the  only  plausible  ex- 
planation for  its  lying  about  us.  The 


Promises  not  kept  can  come  back  to  haunt  you. 
Tliat's  why  that  Williams  network  will  keep 
its  promise  to  be  wholesale  only 


that  Williams  network 
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CORRECTIONS  &  CLARIFICATIONS 

Sidney  Harris  created  tlie  mathematics  car- 
toon mentioned  in  "Mergers:  Crack  down  on 
stupid  accounting  tricks"  (News:  Analysis 
&  Commentary,  May  4).  Tlie  correct  caption 
is:  "I  think  you  should  be  more  explicit  here 
in  step  two." 


CWA  has  opposed  tliis  merger  ever  since 
it  was  first  announced  last  fall.  Such  a 
consolidation  is  anticompetitive  and  \ao- 
lates  the  intent  of  U.  S.  telecommimi- 
cations  policy. 

We're  not  the  only  ones  who  know 
that  the  potential  for  MCi-WorldCom 
to  dominate  the  Internet  is  too 
serious  a  threat  to  ignore.  Such  tele- 
communications companies  as  Sprint 
Corp.  and  some  of  the  regional  Bells, 
Internet  service  providers,  consumer 
advocates,  unions,  and  others  have 
raised  these  concerns  with  the  Justice 
Dept..  Federal  Communications  Com- 
mission, and  European  Commission. 
And  it  appears  that  these  objections 
are  being  given  serious  consideration 
by  regulators  on  both  sides  of  the 
Atlantic.  Perhaps  that's  what  has  MCi 
so  upset. 

The  price  tag  on  this  merger — mo- 
nopoly control  of  the  Internet  backbone, 
reduced  competition  in  the  local  tele- 
phone mai'ket,  and  fewer  long-distance 
options — is  just  too  high.  That's  why 
the  c\y.\  has  been  pressing  regulatoi-s  to 
stop  this  megadeal. 

Morton  Bahi- 
President 

Communications  Workers  of  America 
Washington 

JAPAN'S  REPORTS  ON  LENDING 
ARE  DETAILED  AND  CLEAR  

In  ".Japan's  real  ciisis"  (Cover  Stoiy, 
May  18),  Brian  Bremner  states  that  in- 
fonnation  about  Japan's  fiscal  invest- 
ment and  loan  program  is  not  disclosed 
appropriately.  In  fact,  a  detailed  report 
is  issued  annually  to  the  public.  This 
infoiTiiation  is  accessible  in  English  over 
the  Internet  (www.mof.go.jp/english/ 
zaito/filp97.html). 

Mr.  Bremner  contends  that  the  out- 
standing fiscal  investment  and  loans  ai-e 
identical  to  the  national  debt.  Japan's 
fiscal  investment  and  loan  progi'am  is 
a  system  under  which  funds  accumulat- 
ed through  government  organizations 
and  the  credit  system  are  channeled  to 
local  governments  and  public  financial 
institutions  in  the  fonn  of  investments 
and  loans.  It  is  essentiallv  the  same  as 


federally  assisted  credit  programs  in 
the  U.  S.  Accordingly,  the  progi^am's  out- 
standing liabilities  are  not  included  in 
general  government  debt.  This  classifi- 
cation is  in  accordance  with  the  U.  N. 
System  of  National  Accoimts.  Moreover, 
the  portion  of  the  investment  and  loan 
progi'am  apportioned  to  loans  to  cen- 
ti"al  and  local  governments  is  coimted  as 
debt  of  the  relevant  government,  and 
thus  it  is  en'oneous  to  count  this  portion 
twice  by  including  it  among  genei-al  gov- 
ernment debt. 

Second,  the  fiscal  investment  and  loan 
progi'am  has  no  nonperforming  loans. 
As  for  the  public  fijiancial  institutions, 
major  recipients  of  those  loans,  the  av- 
erage bad-debt  percentage  is  reported 
as  0.78%  as  of  the  end  of  March.  1997, 
well  below^  the  coiresponding  percentage 
at  major  private-sector  banks  (3.34'yf). 
Each  of  these  institutions  has  taken  pi-e- 
ventative  measm'es  in  the  fonn  of  loan- 
loss  reseiTr-es,  capital,  and  pro\isions. 

Finally,  all  Japanese  banks  are  al- 
ready reporting  the  amount  of  bad  loans 
as  of  March,  1998.  based  on  disclosure 
standai'ds  of  the  Seciuities  &  E.xchange 
Commission.  The  recently  approved  Fi- 
nancial System  Reform  Law  will  ex- 
pand this  disclosure  standard  to  all  the 
depositoiy  institutions'  financial  state- 
ments on  a  consolidated  basis  from 
March.  1999.  We  are  confident  that 
these  measiu'es  will  enhance  the  trans- 
parency of  the  quality  of  loans  made 
by  the  private  financial  sector. 

Naoki  Kajiyama 
Counselor,  Inteniational 
Pubhc  Pielations 
Ministiy  of  Finance 
Tokyo 

HISTORY'S  LESSONS, 

FROM  ROCKEFELLER  TO  GATES 

The  extract  from  Ron  Chernow's 
book  Titan  was  well  done  ("The  mo- 
nopoly that  went  too  far,"  Book  Ex- 
cei-pt.  May  18).  The  ston,'  reads  like  a 
modern  version  of  wiiat  is  occurring 
with  Bill  Gates  at  Microsoft  Corp.  I 
have  gained  some  insight  into  John  D. 
Rockefeller  and  his  empii-e  and  some  of 
the  issues  facing  Microsoft.  Sometimes, 
histoiy  offers  the  best  perspective  on 
cuiTent  events. 

J.  Dekosky 
Coral  Springs,  Fla. 

FACE-TO-FACE  WITH 

ALVIN  TOFFLER  

In  youi-  ailicle  about  the  new  role  of 
big  cities  in  the  Infoi-mation  Age,  you 
assert  that  "Alvin  Toffler,  Roger  Nais- 


r 

bitt,  and  other  seers  in  the  1980|p 
dieted  that  fax  machines,  the  Intft 
mobile  phones,  and  similar  higljtt 
gear  would  eliminate  the  need  fo)fa 
to-face  interaction"  ("Brighter  hj; 
big  cities,"  Social  Issues,  May  4 
Please  explain  exactly  whe; 
found  me  denjing  the  need  foi 
to-face  human  interaction,  since 
spent  years  in  print  and  on  th 
form  arguing  that,  even  with  t!: 
technologies  of  today,  there  stiL 
substitute  for  some  face-to-fac 
tact.  In  The  Third  Wave  (B; 
1981),  in  a  chapter  forecasting  tl 
rent  sliift  to  hume  offices,  you  w 
"...  it  w'ould  be  a  mistake  to  ui. 
timate  the  need  for  direct  face- 
contact  in  business,  and  all  the  ^ 
inal  and  non-verbal  communicatii; 
accompanies  that  contact." 

Al\in 
Los  A 
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U.S.  Robotics™  V.90  56K* 
standard  modem.  It  con- 
nects up  to  80%  faster 
than  other  28.8  modems, 
giving  you  quicker  access 
to  quotes,  charts  and  reports 
than  ever  before.  And  it's 
compatible  with  nine  of  the 
top  ten  Internet  providers 
and  over  1,400  more  around 
the  globe.  No  wonder  U.S. 
Robotics  is  the  world's  best 
selling  modem.  To  learn 
how  you  can  capitalize  on 
more  of  the  action,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56l<central. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

TWO  FOR 

THE  PRICE  OF  ONE 


i 


These  laptops  can 
do  double  duty  as 
desktops-and  they're 
affordable 

It  used  to  be  that  if  you 
wanted  to  use  a  laptop  as 
your  only  computer,  you 
had  to  make  some  hai-d  choic- 
es. If  you  wanted  maximum 
power,  you'd  end  up  with  a 
laptop  that  weighed  eight 
pounds  and  cost  somewhere 
north  of  $5,000.  You  could  go 
for  something  lighter  and  less 
expensive,  but  you'd  end  up 
paying  a  price  in  features. 
Processing  speed,  storage  ca- 
pacity, and  video  peifoiTnance 
were  subpar  even  when  your 
notebook  was  ensconced  in  a 
docking  station  for  hookup  to 
a  full-size  monitor. 

No  more.  The  specifica- 
tions of  laptops  have  soared, 
while  prices  have  plunged. 
The  most  powerful  desktops 
still  outiam  the  best  laptops 
in  raw  speed,  video  capabili- 
ty, and  expandability.  But 
even  low-end  notebooks  of- 
fer more  than  adetjuate  per- 
foiTnance  for  all  but  the  most 
demanding  uses,  such  as 
video  editing  or  computer-as- 
sisted design.  And  while  con- 
siderable cost  differences  still 
exist  between  desktops  and 
laptops  with  equal  features, 
laptops  have  become 
quite  affordable. 

Mainstream  Win- 
dows notebooks  are 
evolving  toward  two 
basic  designs.  One, 
aimed  pnmarily  at  the 
mobOe  executive,  is  the 
thin-light  model.  The 
typical  specifications  of 
these  units:  thickness 
less  than  1.5  in.;  weight 
about  5  lb.;  a  single 


bay  that  can  hold  a  floppy 
chive,  (;:d-rom,  second  batteiy, 
or  other  accessories;  13.3-  or 
14.1-in.  active-matrix  display; 
and  a  price  around  $3,000  or 
more. 

The  second  design, 
aimed  at  retail  cus- 
tomers and  cost-sensi- 
tive corporate  buyers 
such  as  salespeople,  fo- 
cuses on  price  rather 
than  portabihty.  Units 
are  bulkier  and  heav- 
ier and  generally  have 
both  floppy  and  CD-ROM 
drives  pennanently  in- 
stalled. Many  of  these 
laptops  carry  price 
tags  of  less  than 
$2,000,  especially  if  you 
settle  for  a  12.1-in.  pas- 
sive-matrix display, 
which  is  less  bright 
and  crisp  than  the  ac- 
tive matrix.  Even  at 
the  very  low  end  of 
the  market,  you  now  get 
power  that  until  recently 
could  be  found  only  in  the 
most  expensive  notebooks. 
FLEXIBLE.  The  new  NEC  Ver- 
sa sx,  stalling  at  $3,499,  with 
a  13.1-in.  active-matrix  dis- 
play and  a  233  Mhz  Pentium 
II,  is  an  interesting  thin-light 
machine  in  a  class  that  in- 
cludes such  worthy  competi- 
tors as  the  IBM  ThinkPad  600 
and    the  Hewlett-Packard 


OmniBook  4100.  The  Versa, 
1.3  in.  thick  and  about  5  lb., 
offers  unusual  flexibility.  A 
bay  on  the  right  side  of  the 
case  holds  either  the  floppy 
diive  or  the  standard  cd-rom, 
and  these  can  be  swapped 
without  rebooting.  Additional 
options  for  the  bay  include  a 
digital  videodisk  drive,  a  sec- 
ond hard  drive,  an  extra  bat- 
tery, a  120  Mb  Imation 
SuperDrive,  and,  later  this 
year,  the  SuperDrive's  bet- 
ter-established competitor,  an 
Iomega  Zip  drive.  In  a  re- 


WINBOOK  XL:  A  loiv-pnce  jjiuneer 


flection  of  another  industry 
trend,  all  of  the  accessories 
also  can  be  used  in  the  bay  of 
NEC's  bulkier,  less  expensive, 
LX  series  notebooks.  The  two 
lines  also  share  the  same 
docking  stations  and  port 
rephcators  for  desktop  use. 

At  the  other  end  of  the 
market,  the  Winbook  XL 
marks  the  birth  of  the  not 
quite  sub-$l,000  notebook, 
with  a  base  price  of  just 


THE  TRADE-OFF:  PRICE  VS.  FEATURES 


CHIP 
RAM 

HARD  DRIVE 
WEIGHT 
PRICE 


NEC 

VERSA  SX 

Pll  233-266  Mhz 
32  Mb 
2.1-4  Gb 
5  lb. 
$3,499-$3,999 


FUJITSU 
LIFEBOOK  280DX 


233  Mhz 
32  Mb 
3.2  Gb 
7.6  lb. 
$1,999 


WINBOOK 
XL 


233  Mhz 
16  Mb 
1,6  Gb 
7.3  lb. 
$1,199 


DATA:  COMPANIES 


$1,199.  True,  the  Winbok 
big  and  heavy,  its  11- 
passive-matrix  screensa 
hold  a  candle  to  todaji  h 
bright  active  displays,  ;d 
nickel-metal-hydride  b  + 
gives  bai'ely  two  houi's 
per  charge.  (A  longe 
lithium-ion  battery  is 
option.)  But  its  23:; 
processor  was  the  fastf 
bile  Pentium  made 
cently  as  March,  and 
$125  upgrade  to  brii 
Winbook  to  32  Mb  o 
this  machine  can  do  y 
service  as  a  di 
replacement,  i 
port  replicator 
it  a  breeze  to  c 
the  Winbook  to 
dard  monitor, 
board,  and  othei 
top  accessories. 

At     a  son 
higher  niche,  tl 
jitsu  LifeBook 
offers  unusual  fl.. 
ty  in  a  value  noibo( 
It  uses  the  sar' 
Mhz  Pentium 
Winbook,  but  itoi: 
specs  ai-e  a  step  p. 
eluding  32  Mb  r 
dard  memory,  : 
um-ion  battery,  id . 
GB  hard  disk.  It  1^ 
in.  passive-mati 
play  is  brighter  and 
higher  contrast  than  tl 
book's.  But  what  mak; 
$1,999  laptop  really  lusi 
is  a  flexible  bay  thatfli: 
with  a  CD-ROM,  a  floppiaii 
Zip  drive  standard.  I  ' 
of  the  ubiquitous  toi 
the  Fujitsu  has  a  sort 
ber  bubble  called  thei 
Ti-ak  that  you  push  t<m 
the  cursor.  It  takes  1 
getting  used  to,  but 
little  bit  of  practice,  I  u- 
liked  it  better  than  thi'm 
pads  on  the  Winbo( 
Versa. 

I  travel  a  fair  amoi  : 
for  my  purposes,  I  dn 
find  the  thin-light  apro, 
the  way  to  go.  But  r 
budget-minded,  the  ne'  p 
erful,  low-cost  notebocs 
attractive,  especially  f 
don't  need  the  ultint 
mobility. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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}'  JTIFULMIND 

1  aphy  of  John  Forbes  Nash  Jr.,  Winner  of  the  Nobel  Prize  in  Economics,  1994 

!a  Nasar 

r  &  Schuster  •  459pp  •  $25.00 


IE  TORTURED  GENIUS 
miND  GAME  THEORY 


I 


1950,  at  the  age  of  22,  John 
ibes  Nash  Jr.  created  modern 
lie  theory  wath  two  brilhant  pa- 
n  1959,  shortly  after  being  grant- 
!ire  in  the  mathematics  depart- 
the  Massachusetts  Institute  of 
idgy,  he  was  involuntarily  com- 
to  McLean  Hospital  in  Belmont, 
with  a  diagnosis  of  paranoid 
)hrenia.  He  left  mit,  driven  by 
and  visions,  and  for  the  next  30 
anguished  in  obscurity.  In  1994, 
■r;  Nash  was  awarded  the  Nobel 
ial  Prize  in  Economic  Science  as 
t  of  his  youthful  work  on  game 

I  Bemdiful  Mind,  Sylvia  Nasar, 
nomics  correspondent  for  The 
'ork  Times,  tells  the  story  of 
roller-coaster  ride  up  to  the 
if  mathematical  prowess,  down 
i  madness,  and  finally  out  again. 
3k  is  a  fascinating  account  of  cre- 
barely  under  control,  of  a  math- 
il  genius  who  was  driven  by — 
entually  overwhelmed  by — his 
ler  demons.  It  represents  a  stag- 
I'eat  of  wi'iting  and  reporting, 
Lides  an  unprecedented  look  at 
r  workings  of  the  Nobel  prize 
tee. 

the  best  intellectual  biographies 
!  ideas  as  well  as  people,  and 
?here  Nasar  falls  short.  Missing 
any  discussion  of  how  game  the- 
hich  tries  to  offer  a  comprehen- 
Dlanation  of  how  individuals,  cor- 
ns, and  governments  make 
ic  choices — fits  into  economics, 
lan  a  repeated  and  unsupported 
m  of  its  importance, 
without  that  intellectual  fi"ame- 
l  Beautiful  Mind  is  a  vivid  por- 
the  world  of  top-level  mathe- 
in  postwar  America.  Nasar 
I  most  of  her  attention  on  the 
f  Nash's  development,  fi'om  his 
■d  undergraduate  life  at  the 


.      -  A 

feAUT 

Mind 


Carnegie  Institute  of  Technology  to  his 
short-lived  tenured  position  at  mit.  She 
deftly  lays  out  his  self-centered,  arro- 
gant pei-sonality,  which  made  him  a  hai'd 
person  to  be  around  but  also  enabled 
him  to  attack  difficult  mathematical 
problems  vrithout  flinching. 

In  the  space  of  a  few  years,  Nash 
gained  a  reputation  as  one  of  the  best 
mathematicians  of  his  generation.  He 
also  fathered  a  child  out  of  wedlock,  got 
arrested  for  indecent  exposure  in  a 
men's  rest  room  (which,  in  that  era  of 
intense  homophobia,  resulted  ,  , 
in  his  being  kicked  out  of 
RAND  Corp.  as  a  security 
risk),  and  married  a  beauti- 
ful MIT  physics  student  who, 
despite  having  later  divorced 
him,  continued  to  take  care 
of  liim  diu-ing  his  decades  of 
infu-mity. 

Nasar  gives  an  eloquent 
account  of  Nash's  straggle 
with  pai'anoid  schizophrenia. 
By  the  summer  of  1960,  he 
was  roaming  the  streets  of 
Princeton,  N.J.,  where  he 
was  then  living.  "With  dark  haii'  to  his 
shoulders  and  a  busy  black  beard,  he 
had  a  fixed  expression,  a  dead  gaze," 
writes  Nasar.  "Women,  especially,  found 
him  frightening." 

By  1970,  after  several  stays  in  mental 
institutions,  Nash  had  calmed  down 
somewhat.  Having  returned  to  Prince- 
ton, where  he  was  looked  after  by  his 
ex-wife  and  protected  by  a  few  friendly 
mathematicians,  he  became  known  as 
the  "Phantom  of  Fine  Hall,"  the  building 
in  which  Princeton's  mathematics  de- 
partment was  located.  Nash  would  leave 
ciyptic  messages  and  equations  on  class- 
room and  hallway  blackboards,  and  he 
spent  countless  hours  in  the  Princeton 
library. 

Despite  the  incr-easing  pr'ominence  of 
Iiis  early  work,  Nash  was  effectively  in- 


visible  and  forgotten  during  this  period. 
Indeed,  the  book  opens  a  window  upon 
how  society  treats  the  mentally  ill.  Dui"- 
ing  the  1980s,  in  fact,  there  were  several 
honors  that  he  would  have  received, 
says  Nasar,  if  he  had  not  been  deemed 
insane. 

But  over  a  period  of  time,  Nash  re- 
covered his  lucidity.  By  the  late  1980s, 
when  the  Nobel  committee  started  con- 
sidering awarding  a  prize  for  game  the- 
ory, Nash  was  well  enough  to  be  at  the 
top  of  the  list  of  potential  r'ecipients. 
Still,  ther-e  was  enor-mous  opposition 
within  the  committee,  based  on  skepti- 
cism about  the  usefulness  of  game  the- 
ory and  wonies  about  Nash's  state  of 
mind. 

And  even  though  the  Nobel  prize 
committee  eventually  voted  in  favor  of 
giving  the  awai'd  to  Nash,  the  fight  was 
not  yet  over.  On  the  day  the  winner  of 
the  prize  is  announced,  the  Royal 
Swedish  Academy  of  Sciences  has  to 
vote  to  approve  it.  Almost  always,  the 
vote  is  purely  a  matter  of 
form.  But  on  this  occasion, 
according  to  Nasar;  the  nom- 
inees were  attacked  for  be- 
ing "too  narrow,  too  insub- 
stantial, too  technical."  In 
the  end,  writes  Nasar*, 
"Nash  and  the  two  other 
candidates  for  the  1994  eco- 
nomics prize  passed  by  a 
mer-e  handful  of  votes — the 
first  in  history  to  skirt  so 
close  to  defeat." 

The  closeness  of  the  vote 
also  exposed  the  hostility 
felt  by  natural  scientists  and  mathe- 
maticians towar-d  the  economics  prize. 
They  doubted  the  rigor  of  the  discipline 
and  worried  that  "the  shallowness  of 
the  field  [of  economics]  was  leading  to  a 
shaip  and  rapid  decline  in  the  quality  of 
Laureates."  The  turmoil  over  Nash's 
Nobel  pr'ize,  accor-ding  to  Nasar;  helped 
prod  the  Academy  in  February,  1995, 
secretly  to  r-edefine  the  economics  award 
"as  a  prize  in  social  sciences,  open  to 
great  contributions  in  fields  Hke  poUtical 
science,  psychology,  and  sociology." 

Despite  her  reporting  str-ength,  Nasar 
is  sometimes  pr-one  to  hyperbole.  She 
writes  that  "Princeton  in  1948  was  to 
mathematicians  what  Paris  once  was  to 
painters  and  novelists  . . .  and  ancient 
Athens  to  philosophers  and  play- 
wrights." The  chairman  of  Princeton's 
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math  department,  Solomon  Lef 
becomes  "the  supercharged  hur 
comotive  that  had  pulled  the  Pri 
department  out  of  genteel  med 
right  to  the  top."  Another  Pn 
mathematician  is  described  as 
matic"  and  "elegant." 

More  woiTisome,  Xasar  subst; 
exaggerates  the  role  of  game  tht 
economics.  In  an  effort  to  infla 
importance  of  her  stibject,  she 
Nash's  theoiy  "one  of  the  most  i 
tial  ideas  of  the  twentieth  ct 
transfomiing  the  yotmg  science 
nomics  the  way  that  Mendel's  ; 
genetic  transmission,  Darwin's  m 
nattiral  selection,  and  Newton's 
tial  mechanics  reshaped  biolo^ 
physics  in  their  day.'' 

Unfortimately,  game  theorj'  hs 
a  major  disappointment.  Nash'- 
did  not  become  the  new  founda 
economics.  There  was  enormous 
enthusiasm,  but  game  theoiy  wa: 
bund  by  the  1960s,  as  its  lack  i 
dictive  power  became  clear.  A 
spite  a  re\aval  of  game  theory 
1980s,  it  was  crucial  for  only  a  : 
lected  problems,  such  as  analyz: 
gopohes,  where  there  ai'e  a  smai 
ber  of  companies  plotting  agaiii 
another.  j 

Moreover,  Nasai"  mentions  butif 
develops  the  fascinating  notio 
modem  game  theoiy  was  inventt 
paranoid  schizophi-enic.  "Nash 
to  think  of  people  as  out  of  touc 
one  another  and  acting  on  their 
wTites  Nasar.  Little  wonder  thai 
theoiy  assumes  httle  or  no  comn 
tion  between  indi\iduals  and  nci 
bihty  of  empathy  or  cooperation  - 
not  backed  by  thi-eats.  But  most  : 
iments  to  test  Nash's  theories  fii 
people  give  substantial  weight  t 
ciples  of  fairness  rather  than  sii>. 
self-interest. 

Indeed,  Nasar  devotes  veru'' 
space  to  discussion  of  economic 
The  only  application  of  game  thee 
explains  at  length  is  its  use  in 
cent  government  auctions  of  th' 
spectimm.  And  oddly  enough,  th^ 
relatively  few  mentions  of  others 
mists  tmtil  page  354 — and  this  in^ 
about  the  winner  of  a  Nobel  i  Z' 
economics. 

In  many  ways,  Nasar  reflects  le 
titude  of  her  subject,  who  care  ' 
more  about  his  status  as  a  ma;: 
cian  than  as  an  economist.  In  tl 
the  portrait  of  Nash  is  tine — ar 
worth  reading.  ! 

BY  MICHAEL  J.  f|N 

Mandel  wrote  his  doctoral  d)' 
tion  on  game  theory .  ^ 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


r 


LEFT-OF-CENTER 
CAPITALISTS,  UNITE 


BIG  CHANCE: 

The  growing 
number  of  left 
governing 
parties  has 
an  opportunity 
to  temper  the 
excesses  of  the 
global 
economy 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


If,  as  expected,  the  Social  Democrats  win 
the  September  election  in  Gemnany,  there 
will  be  an  unprecedented  concert  of  left- 
of-center  governments  simultaneously  in 
Washington,  London,  Paiis,  Berlin,  and  Rome. 
Consider  the  irony:  At  the  very  moment  of 
capitalism's  triumph,  voters  are  electing  gov- 
ernments to  defend  a  mixed  economy  and  re- 
ject what  Margaret  Thatcher  liked  to  call 
capitalism  "red  in  tooth  and  claw."  Yet,  in 
their-  political  triumph,  these  liberals  and  social 
democrats  have  neither  the  desire  nor  the 
means  to  temper  capitalism  all  that  much. 

In  Britain,  Tony  Blair's  New  Labour 
frankly  emulates  Clinton's  New  Democrats. 
Most  of  Blair's  energy  has  gone  towards  re- 
foi-ming  Britain's  institutions  of  government — 
regional  parliaments  for  Scotland,  Wales,  and 
Northern  Ireland,  more  power  for  locally 
elected  governments.  Blair  has  made  only  mi- 
nor revisions  in  Tory  economic  and  social  pol- 
icy, and  has  assiduously  comted  capital  mar- 
kets. In  Rome,  a  coalition  of  socialists  and 
former  communists  led  by  the  respected  Ro- 
mano Prodi  ar-e  essentially  in  the  role  of  tech- 
nical modemizei's.  In  Paris,  the  strong  ft-anc 
pohcy  tramps  all  others. 

An  SPD  government  undei'  the  charismatic 
Gerhai'd  Schi'oder  would  be  quite  in  step  with 
the  others.  It  would  continue  the  bipartisan 
march  in  Gennany  to  full  Eui'opean  economic 
union  and  seek  to  reduce  unemployment  while 
defending  (but  not  expanding)  Eiu'ope's  mid- 
dle-class welfare  state. 

The  growing  nmiber  of  left  governing  pai'- 
ties  are  constrained  in  their  policy  choices 
thanks  to  global  capitalism,  which  does  not 
like  large  deficits,  high  wages,  costly  regula- 
tions, generous  social  supports,  or  the  taxes 
necessaiy  to  pay  for  them.  To  reassure  mar- 
ket forces,  the  entire  West  is  now  ranning 
veiy  tight  fiscal  and  monetary  policies. 
WARY  VOTERS.  Yet  the  very  dominance  of 
left  governments  suggests  that  voters  don't 
trust  pure  laissez  faire.  Europe's  universal 
health  insurance,  its  generous  pensions,  its 
family  supports,  and  its  good  mass  transit 
remain  popular.  Left-of-center  parties  are 
stewards  of  this  legacy. 

The  real  problem,  in  a  global  economy,  is 
the  lack  of  policy  levers  to  retain  the  social 
supports  while  reducing  unemployment.  The 
right  argues  that  the  way  to  create  jobs  is  to 
follow  the  U.  S.  model — deregulate,  privatize, 
and  reward  private  investors.  The  left  r-e- 


sponds  that  the  U.  S.  model  comes  at  a 
gi'otesque  inecjualities  of  wealth  and  ii 
shabby  public  services,  and  little  ii 
growth  for  those  at  the  bottom. 

Europe  seems  hemmed  in  by  th( 
groimd  rules.  It  can't  incr  ease  borTOvrim 
ation,  or  regulation  without  losing  in 
confidence.  Yet  it  can't  jettison  its  soci; 
tections  without  losing  voter  confident 
intriguing  question  is  whether  a  com 
left-of-center  governments  could  altt 
ground  rales.  Two  are  worth  alteiinj. 
fij'st  is  macroeconomic.  The  second  is  s 

Eui'ope's  social  model  is  often  blam 
its  high  unemployment,  but  Europe 
1950s  and  1960s  had  effectively  full  ei 
ment  despite  its  social  supports  and 
regulated  labor  markets.  The  main  diffi 
is  that  today's  fiscal  and  monetary  p 
are  both  too  tight,  leading  to  slow  ^ 
and  high  joblessness.  Fortunately,  thi 
European  central  bank  will  remove  Ei 
monetary  policy  fi-om  the  notoriously 
Gerinan  Bundesbank. 
BROADER  UNION.  With  Schi-oder's  electi 
the  major-  gover-nments  would  share  a  ^ 
left-of-center  ideology.  They  should  call : 
mit  on  high  growth  and  full  employm 
r'einvent  a  mixed  economy,  so  that  tl 
tential  of  the  Atlantic  economies  is  n( 
strained  by  the  myopia  of  private  capita 
kets.  Full  employment  would  require  1|j 
more  supportive  macroeconomic  ciim£!, 
well  as  stractur-al  measur-es  to  incr-ea: ,  i 
quality  of  the  workforce  to  assur'e  noni 
tionaiy  full  employment. 

Second,  the  European  social  model  cod 
br-oadened  into  an  Atlantic  social  mod, 
social  standards.  Third  Worid  countries 
are  accused  of  leading  a  "race  to  th  b 
tom,"  yet  the  U.  S.  r-emains  one  of  the  fi'' 
vanced  countries  where  people  get  fir 
joining  a  union  and  where  19th-centui7 
sweatshops  ai'e  per'sisting  into  the  21st.,- 
Eur-ope  has  something  to  teach  the  I 
higher  inter-national  floor  for  national 
standards  would  defend  them  against 
ket  pressures  to  dismantle  them. 

It's  all  too  r-are  for  left-of-center  g 
ments  to  be  in  power-  at  the  same  time.^ 
Reagan  and  Thatcher-  raled,  they  maij 
most  of  their  common  ideology  to  at^ 
then-  woridview.  It  would  be  a  shame  i 
Schr-oder,  and  Clinton  et  al.  could  do  no 
than  Thatcherism  with  a  human  face.  ' 
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onomic  Trends 


BY  GENE  KORETZ 

BAHING  .400  ON 
WALL  STREET 

It's  riskier  in  an  efficient  market 

Insights  into  the  stock  market's  work- 
ings can  come  from  unexpected 
sources.  While  reading  biologist  Stephen 
J.  Gould's  recent  book,  Full  House:  The 
Spread  of  Excellence  from  Plato  to 
Darwin,  Wall  Street  economic  consul- 
tant Peter  L.  Bernstein  was  stiuck  by  a 
possible  analogy  to  stock  investment 
perfomiance. 

In  the  book,  Gould,  an  avid  baseball 
fan,  observes  that  .400  hitters  have  van- 
ished from  baseball,  even  though  the 
gi'and  average  of  all  players'  batting 

BEATING  THE  MARKET 
HAS  GOnEN  HARDER 


EQUITY  MUTUAL  FUNDS 

AVERAGE  ANNUAL  RETURN 
RELATIVE  TO  S&P  500 

■  1960-81 

■  1982-97 


BOnOM  20%  OF  FUNDS 

A  PERCENT 

DATA:  UPPER  ANALYTICAL  SERVICES,  PETER  L.  BERNSTEIN 

averages  since  data-gathering  began  in 
1870  has  stayed  close  to  260.  In  9  of  the 
30  seasons  from  1901  to  1930,  for  ex- 
ample, at  least  one  batter  reached  .400, 
and  Ty  Cobb  and  Rogers  Homsby  made 
it  three  times.  But  in  the  67  seasons 
since  then,  just  one  man  managed  to 
do  it  once — Ted  Williams  in  1941. 

What  happened?  Noting  that  individ- 
ual athletes  in  such  sports  as  track  and 
swimming  continue  to  set  records,  Gould 
rejects  the  idea  that  batters  have  some- 
how become  less  skilled.  Rather,  he  con- 
cludes that  opposing  players — from 
pitchers  to  fielders — have  also  gotten  a 
lot  better,  limiting  the  ability  of  even 
the  best  batters  to  break  .400. 

In  a  coming  study  in  Financial  Ana- 
lysts Journal,  Benistein  ajjplies  this  in- 
sight to  the  track  records  of  portfolio 
managers.  Analyzing  the  historical  per- 
formances of  equity  funds,  pension  and 
endowment  funds,  and  market  letters 
with  model  portfoliot;,  he  finds  that  each 
shows  a  nan-owing  in  the  overall  dis- 
persion of  returns  and,  more  important, 
a  shrinkage  in  the  margin  by  which  top 
performers  exceed  the  market. 


Take  the  equity  mutual  funds  tracked 
by  Lipper  Analytical  Ser-vices  Inc.  From 
1960  to  1981,  the  top  20%  of  fiands  beat 
the  market  by  an  average  17.5  percent- 
age points  a  year,  but  since  then,  their 
edge  has  shrunk  to  only  8.5  points. 
"Wall  Street's  .400  hitters  are  a  vanish- 
ing breed,"  says  Benistein. 

As  he  sees  it,  two  trends  explain  this 
development.  The  first  is  similar  to 
Gould's  baseball  thesis — namely,  that  in- 
vestment managers  have  become  savvi- 
er  over  time  regai'ding  mai'ket  behavior, 
risk-reward  trade-offs,  quantitative 
analysis,  valuation  fonnulas,  and  a  host 
of  other  factors.  As  a  result,  the  market 
has  become  more  efficient,  which  means 
it's  much  harder  to  beat  the  pack. 

Secondly,  managers  have  become 
more  conservative.  In  the  face  of  an  ef- 
ficient market,  those  who  want  to  bat 
.400  must  take  on  considerable  risk, 
which  means  they  will  bomb  in  some 
yeai"s  even  if  they  do  well  over  the  long 
teiTn.  And  because  clients  now  measure 
them  against  benchmarks  such  as  a 
stock  index,  they  face  censiu'e  and  pos- 
sibly dismissal  if  they  fail.  "The  penal- 
ties for  strikeouts  far  outweigh  the  re- 
wards for  home  runs,"  says  Benistein. 

For  the  investing  public,  he  obsei-ves, 
all  of  this  bodes  well,  since  an  efficient 
market  with  savvy  and  disciplined  man- 
agers is  best  able  to  cater  to  its  needs. 
On  the  other  hand,  his  analysis  sug- 
gests that  a  minority  of  managers  still 
haven't  honed  their  investment  skills, 
since  those  at  the  bottom  of  the  heap 
ai'e  doing  as  badly  as  ever  (chart).  "The 
moi"al  of  this  story,"  Benistein  concludes, 
"is  that  manager  selection  may  be  the 
greatest  investment  risk  of  all." 


PASSING  UWS  TO 
PROMOTE  ENGUSH 

They  may  foster  discrimination 

One  by-product  of  the  huge  surge 
in  immigration  in  recent  decades 
has  been  a  fluiry  of  U.  S.  legislative  ef- 
forts to  stress  the  importance  of  learn- 
ing and  speaking  English.  Although  the 
latest  example  is  the  passage  of  Propo- 
sition 227  in  Califomia,  which  curtails 
funding  for  bilingual  education,  another 
tack  has  been  for  states  to  adopt  Eng- 
lish as  their  official  language.  Between 
1979  and  1996,  the  number  of  such 
states  rose  from  three  to  22. 

While  state  official  Enghsh  laws  are 
largely  symbolic  (a  few  laws  restrict 
the  use  of  foreign  languages  in  specified 
government  functions),  critics  have  ar- 


gued that  they  inspire  some  emj 
to  discriminate  against  worker 
don't  speak  English  well.  In 
study,  economist  Madeline  Zav 
the  Federal  Reserve  Bank  of 
comes  up  with  evidence  thai 
charges  may  have  some  validity. 

Using  1980  and  1990  Census  da 
vody  analyzes  how  workers  with 
English  fared  in  states  that  adopt 
cial  EngUsh  laws,  compared  witi 
workers  in  those  and  other  stat( 
finds  that  annual  earnings  of  m( 
speak  English  poorly  decline  by 
12%  relative  to  other  men  aftei 
states  adopt  official  English  statu 

These  results  don't  necessarilj 
that  official  English  laws  are  a  ba 
But  they  do  suggest  that  such  la 
have  negative  consequences  whic 
backers  failed  to  consider 


WHERE  LIVING 
CAN  BE  PRICEY 

Try  Silicon  Valley  and  Honolu 

Which  regions  in  the  U.  S.  hs 
highest  living  costs,  and 
show  the  biggest  jump  in  such  exffl 
in  the  1990s?  According  to  Regiod 
nancial  Associates'  latest  tally,  : 
politan  areas  in  Califomia,  Hawi 
the  Northeast  continue  to  ha^ 
highest  living  costs  in  the  countr  r 
ticulai'ly  the  regions  ai'ound  Silic( 
ley  and  New  York  City.  Headi; 
list  are  San  Jose,  Honolulu,  ar 
Francisco,  where  costs  are  379^ 
above  the  national  average.  A  1: 
pricey  is  the  New  York  region's  e 
um  of  around  20%. 

High  hving  expenses  don't  nec 
ly  mean  rapidly  rising  costs,  ho 
The  leaders  in 
1990s  inflation,  in 
fact,  are  mainly 
fast-gi'owing  met- 
ropolitan areas  in 
states  such  as  Col- 
orado, Utah,  Ore- 
gon, and  Washing- 
ton, where  living 
costs  ai'e  still  with- 
in 10%  of  the  na- 
tional average.  In 
other  words,  says 
RFA  economist 
Patrick  J.  Howie, 
"prices  have  been 
rising  fastest  in  ar- 
eas where  employ- 
ment has  surged  and  unemployri' 
low — ^just  as  you  might  expect." 
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BusinessWeek  Books 


Intelligence  at  wnrk 


''ransCompetition  shows  you  how  to 
ransform  your  corporate  culture  and 
organizational  style  by  integrating  the  best 
Ktics  of  competition  with  the  new  spnit  of 
;amwork. 


Eric  Hahn,  CTO,  Netscape  Communications, 
says  M  diti-r  t  n  g  the  Art  of  Crcativ  f 
Collaboration,  "Captures  the  vision  and  power 
of  the  creative  breakthroughs  people  can 
achieve  when  they  truly  collaborate...." 


In  Conquering  Unccrtanity,  Theodore  Modis, 
president  of  the  international  consulting  firm 
Growth  Dynamics,  explains  how  companies  go 
through  "seasons,"  and  uses  this  insight  to 
present  the  first  reliable  way  of  insuring  the 
vitality  of  organizations  and  careers. 


BusinessWeek  Books  are  available  at  the  following  bookstores 
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Waterstone's  Booksellers 
Pittsburgh  International 
Airport 

Pittsburgh,  PA  15231 

412-472-3165 

Yale  Coop 

924  Chapel  Street 

New  Haven,  CT  06520 

800-Eli-Yale 

Tatnuck  Booksellers 

335  Chandler  Street 

Worcester,  MA  01602 

508-756-7644 
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New  England  Mobile 
Bookfair 

82-84  Needham  Street 
Newton  Highlands,  MA 
02161 

617-964-7440 

Harvard  Business  School 

Coop 

80  North  Harvard  Street 

Boston,  MA  02163 

617-495-6592 

Harvard  Bookstore 

1256  Massachusetts  Avenue 

Cambridge,  MA  02138 

617-661-0494 

MIT  Press  Bookstore 

292  Main  Street 

Cambridge,  MA  0^142 

617-253-0300 

Waterstone's  Booksellers 

26  Exeter  Street 

Boston,  MA  02116 

617-859-7300 


Waterstone's  Booksellers 

Burlington  Mall 

Burlington  Mall  Road 

Burlington,  MA  01803 

781-229-2222 

Fountain  Bookstore 

1312  E.  Cary  Street 

Richmond,  VA  23219 

804-788-1594 

Pages  for  All  Ages 

1749W.  Kirby 

Champaign,  IL  61801 

217-351-7011 

Brent  Books  &  Cards 

309  W.  Washington 

Chicago,  IL  60606 

312-364-0126 

Books  &  Bytes 

415  East  Ogden  Avenue 

Naperville,  IL  60563 

630-416-0102 

Stacey's  Professional 

Bookstores 

581  Market  Street 

San  Francisco,  OA  94105 

800-926-651 1 


Stacey's  Professional 

Bookstores 

219  University  Avenue 
Palo  Alto,  CA  94301 
650-326-0681 
Stacey's  Professional 

Bookstores 

19625  Stevens  Creek  Blvd. 

Cupertino,  CA  95014 

408-253-7521 

Cody's  Books 

2454  Telegraph  Avenue 

Berkeley,  CA  94704 

800-995-1180 

Cody's  Books 

1730  Fourth  Street 

Berkeley,  CA  94710 

510-559-9500 

Kepler's  Books  & 

Magazines 

1010  El  Camino  Real 

Menlo  Park,  CA  94025 

650-324-4321 


Stanford  Bookstore 

White  Plaza 
Stanford  University 
Stanford,  CA  94305 
800-533-2670 
Stanford  Bookstore 
135  University  Avenue 
Palo  Alto,  CA  94301 
800-673-2348 
Tower  Books 
2538  Watt  Avenue 
Sacramento,  CA  95821 
916-481-6600 
Tower  Books 
7840  Macy  Plaza  Drive 
Citrus  Heights,  CA  95610 
916-961-7202 
UCSD  Bookstore 
9500  Oilman  Drive 
LaJolla,  CA  92093-0008 
619-534-3149 
800-520-READ  (7323) 


Visit  us  online  at  www.books.mcgraw-hill.com  or  www.businessweek.com 
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Ever  wonder  why  more  than  10,000  U.S.  companies 
operate  17,000  turbine  powered  aircraft?  | 

Surprised?  More  Main  Street  companies  are  operating  more  aircraft  than  ever  before.  In  f;l 
business  aircraft  are  fast  becoming  the  sign  of  a  well-run  company.  Why?  Among  the  benefs: 


Saving  Employee  Time 

"Efficient  employee  scheduling"  ;ind  "employee  time  saved"  are 
key  ad\antages  of  business  aircraft  use.  Because  business  aircraft 
can  fl\  nonstop  between  3.^00  small,  close-in  aiiports-  10  times 
the  number  of  locations  seized  by  scheduled  airlines  in  the 
I'nited  Slates  -  highly  efficient  employee  time  management 
becomes  a  \en  real  benefit.  .Additionally,  the  \alue  of  employee 
time  often  exceeds  its  cost  to  the  company  b\  substantial  mar- 
gins, hmher  increasing  the  importance  of  emi)lo\ee  time  savings. 
Simply  stated,  business  a\iation  helps  a  company  obtain  m;L\i- 
mum  producli\ity  from  its  two  most  important  a.ssets  -  people 
and  time. 

Increasing  Productivity  Enroute 

Hmpknee  producti\it\  sustained  enroute  to  a  business  destina- 
tion -  in  a  secure  office  environment,  free  from  interruptions, 
distractions  or  ea\esdropping  -  can  ha\e  substantial  \alue  to  an 
emjiloyer  (iroup  productiNity,  ma\imi/ed  due  to  the  common 
a\ailabilit\  of  club  seating  and  tables,  often  is  uni(|ue  to  business 
iiircraft.  Strategi/ing  before  meetings  and  debriefing  aftenvards 
are  common  i)i'actices  often  facilitated  and  eiicom-aged  by  busi- 
ness aircraft  cabin  configurations. 

Minimizing  Non-Business  Hours  Away  from  Home 

"I'amiK  time"  before  and  after  traditional  business  hours  is  crit- 
ical to  most  emplou'es.  Ik'cause  a  stable,  supportive  family  can 
have  an  acute  effect  on  emi)lo\ee  morale  and  productivity,  sched- 
uling that  minimizes  time  a\\a\  from  home  can  be  a  ke\  benefit. 

Ensuring  Industrial  Security 

For  main  companies,  the  protection  of  personnel  from  uncon- 
trolled public  exposure  alone  is  ju.sfificalion  for  business  aircraft 
use.  \\()iding  eawsdrojiping,  reducing  travel  visibilit),  eliminat- 
ing unwanted  and  unnecessan  coinersations  and  interruptions, 
all  su|)poi1  the  use  of  business  aircraft  to  safeguard  comjianv 
empknees  and  the  sensitive  information  tlie\  earn. 

Maximizing  Personal  Safety  and  Peace  of  Mind 

Turbine-powered  aircraft  fiowii  b\  two-person  protessional 
crews  lia\e  a  safet\  record  comparable  to  or  better  than  that  of 
scheduled  airlines.  The  peace  of  mind  that  results  from  complete 
com|)an\  control  oxer  the  aircraft  fiown.  passenger  and  baggage 
m;mifests.  pilot  (|ualit\  and  training,  aircraft  maintenance,  and 
operational  safet}  standards  is  substantial.  This  benefit  also  can 
include  the  ability  to  reschedule  tlights  due  to  weather  mechan- 
ical or  other  factors. 

Exercising  Management  Control 
Over  Efficient,  Reliable  Scheduling 

The  near-total  scheduling  fiexibilit}  inherent  in  the  use  of  busi- 
ness aircraft  -  e\en  changing  itineraries  enroute  -  can  be  a  pow  - 
erful ;Lsset.  As  aircraft  can  arrive  and  depart  on  the  passengei's 
schedule,  often  waiting  for  him  or  her  in  the  ordinan  course  of 
business,  meetings  can  be  moved  up.  moved  back  or  extended 


without  penalty,  risk  or  unnecessan  scheduling  prcMi 
Overnight  trips  also  can  be  avoided.  If  managed  proactive 
benefit  can  improve  business  results. 

Projecting  a  Positive  Corporate  Image 

For  customers  particulariv.  and  often  for  vendors,  the  arri\ 
departure  of  companv  emplovees  via  business  aircraft  is  tl 
of  a  well-run  companv,  signaling  the  progressive  nature 
orgiuiization  with  a  keen  interest  in  efficient  time  mana;. 
and  high  levels  of  productivitv.  If  used  lor  charitable  pin 
significimi  public  sen  ice  contributions,  as  well  as  ])ossibl 
lie  relations  benefits,  also  CiUi  be  realized. 

Attracting  and  Retaining  Key  People 
(Customers  Included) 

The  right  i)erson  in  the  right  place  at  the  right  time  c;m  i 
evenlhing.  Finding  and  keeping  those  people  c;ui  hinge  oi 
factors,  including  the  abilit\  to  maintain  reasonable  travel 
ules,  maximizing  personal  productivit)  and  assuring  famil 

Reducing  Post-Trip  Fatigue 
Increasing  Post-Trip  Productivity 

Schedules  that  recjuire  late  night  travel,  or  longer  than  nei 
trips,  often  result  in  post-trip  fatigue,  damaging  product 
the  day(s)  afier  the  trip.  Because  business  aircr;ift  can  fa 
more  etficient  scheduling,  tliev  can  minimize  this  loss. 

Optimizing  Payroll 

I  nder  "rightsizing"  initiatives,  manv  organizations  have 
covert'd  the  need  to  miLximize  the  productivity  of  the  s: 
fewer  employees  to  accomplish  e(|iial  or  greatei"  amoi 
work  and  ensure  their  competitive  position  ;md  long-ter 
cess,  .\s  business  aircraft  im])ro\e  employee  time  m;uiai 
and  efficiency  thev  can  help  eliminate  the  need  for  adc 
personnel,  reducing  jiavroll  costs,  and  help  nuLximize  a  c 
ny's  competitive  market  advantage. 

Truncating  Cycle  Times 

The  compound  effect  of  increased  productivity  and  .savcii 
time  is  that  more  can  be  accomplished  in  less 
Conseciuently,  many  companies  attribute  reductions  in 
times"  -  when  facilities  are  brought  on-line  sooner  ;md  p'l 
finislied  kister  -  to  business  aircraft  use.  .Mthough  challenn 
quantifv  or  attribute  entirely  to  business  aircraft  u.se.  this 
often  can  be  substantial. 

Charging  the  Entrepreneurial  Spirit 

Bv  minimizing  or  eliminating  manv  of  the  barriers  to  travel 
ness  aircraft  allow  business  opportunities  to  be  more  • 
considered  and  acted  upon.  Business  cultures  and  theiri 
gies  change  ;ls  markets,  facilities,  and  customers  in  other* 
rural  areas  of  the  countiT  -  once  practically  unreachal' 
thus  unconsidered  -  are  newly  accessible. 
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Ever  wonder  what  they're  doing  with  all  of  them? 

(Here's  a  hint:  It's  more  than  you  might  imagine. . .) 


Employee  Travel 

I  the  right  person  in  the  right  phice  at  the  right  time  can 
e  evenlhing.  As  most  anyone  w  ho's  been  aboard  w  ill  tell 
leres  no  more  efficient  way  to  travel  -  you  go  where 

needed,  when  you're  needed,  even  changing  course 
e  if  necessary  Nothing  is  more 
i  or  responsive. 

mer  Visits  - 
I)  ijdest  (and  perhaps  best) 
i'  in  the  Book 

II  0  the  mountain  -  trips  made  to 

I  S,  to  hsten  and  learn,  on  then' 

A  companies  in\'est  hea\ily  in 
aircnift  travel  to  their  cus- 
ii  base,  facilitating  face-to-face 
If  nication. 

IS  Tier  Trips  -  Bringing  Your 
IS  Tiers  to  You 

'  court  press;  importing  cus- 

i)r  prospective  customers  to 
o;  lies.  One  of  business  aviation's 
)s  iwerful  uses  is  to  facilitate  cus- 
iK  isits  to  company  facilities  or 
n  )ften,  these  trips  are  practic^il 

II  her  means  of  transportation  - 
lomers  simply  won't  show 

le'  ley're  picked  up  in  the  morning 
d  1  rned  home  that  night. 

h(  led  Customer  Service 

I)  I  h  is  never  enough;  improving 

ill'  istomer's  reliance  on  you. 

the  only  customer  senice  impression  more  poweiful 
gular  visit  is  im  emergency  visit  for  senice  or  mainte- 

ici  1  either  Ciise,  the  perceived  commitment,  made  practical 

il  I'  laiT  \ia  business  iiircraft,  can  be  p;dpable. 

le  ^porate  Fire  Truck  - 
nei|  ncy  Customer  Service 

ien|  mething's  amiss  now,  nothing  means  more  to  a  cus- 
' '  tn  being  there  yesterda\'.  .\s  one  CEO  said,  "We  get  a  call 
say,  "We'll  see  you  at  nine  tomorrow  morning,'  and  it 
«iyt|  ms  them  away."  And  they're  a  customer  for  hfe. 

imi  tarian  and  Charitable  Flights 

'i'  :i  good  life  is  about  more  than  just  malting  widgets  and 
ars.  Thousands  of  companies  use  their  iiircraft  to  sup- 
pecial  Ohmpics  and  to  earn  donor  organs  or  cancer 
trough  the  Corporate  ,\ngel  Nemork  (9 14-328- l.M.S) 


''Year  in,  year  out, 
the  vast  majority 
of  the  top  peiforming 

companies  -  those 
returning  the  most  to 

stockholders, 
inchiding  dividends 
and  capital  gains  over 
the  last  10  years  - 
are  operators  of 
business  aircraft/' 


The  Office  Enroute 

Two  missions,  really:  1 )  to  get  from  A  to  B,  and  2 )  w  hat's  accom- 
plished along  the  way  Many  progressive  companies  are  pro- 
actively  planning  to  use  the  time  enroute  for  meetings  or  prod- 
uct demonstrations,  and  reaping  the  benefits. 

Production  Teams 

W  hat  to  do  when  you  ha\e  one  group  of 
engineering  and  manufacturing  wizards 
and  work  enough  for  two?  Business  air- 
cnift often  are  used  as  force-multiphers, 
le\eraging  limited  manpower. 

Sales  &  Marketing  Blitzes 

Multi-day,  multi-state  trips  b\  your  com- 
pan\  s  most  effective  sales  team  to  re^dly 
push  company  products  and  senices. 
Put  your  best  group  on  the  road  on  a 
Monday  By  Friday,  they've  hit  nine  cities 
in  eight  states. 

The  Surprising  Charter  Options 

Making  noim'  aircraft  a\ailable  for  char- 
ter. With  the  appropriate  hcense,  you  can 
offset  aircraft  ownership  costs  by  char- 
tering out  your  aircraft  when  you  don't 
need  them. 

Flying  Internationally 

You  don't  ha\e  to  be  a  global  business 
titan  to  think  beyond  the  border  nowa- 
days. North  America  alone  is  a  big  mar- 
ket, but  Central  America  is  just  a  couple 
of  hours  awa\. 

The  World  as  Supplier  and  Marketplace 

Distant  markets  once  thought  impractical  to  consider,  much  less 
enter  or  manage,  suddenK  are  accessible.  With  new  and 
remarkably  long-range  aircraft,  the  global  marketplace  is  here. 
Some  iilready  know  it;  there  are  an  average  of  more  than  80 
transoceanic  crossings  by  business  aircraft  e\er\  day. 

Point-to-Point/Vertiflite 

Sometimes  the  greatest  potential  gains  in  productivity  can  be 
found  ven  rapidly  going  door  to  door  via  helicopter. 

The  Corporate  Shuttle 

Regularly  scheduled  senice  behveen  major  company  facilities  or 
customer  sites.  Not  Detroit  to  Dallas,  but  nonstop  from 
Tallahassee  to  Texarkana  can  make  a  lot  of  sense  if  your  two 
biggest  facilities  are  there.  Check  your  company's  travel  records. 

Got  you  thinking?  (And  this  is  just  the  short  list.) 


harities.  .\nd  the  worid  is  a  better  place  for  it. 

Find  out  more.  For  additional  information,  call  (800)  9-AVIATE 
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CHRONOMAT  GT 

Developed  in  tandem  with  Italy's  crack 
Frecce  Tricolori  aerobatics  team,  the 
Chron'umai  is  now  available  in  a  GT  (for 
Grand  Totalizer)  version,  with  its  un- 
mistakable precision-instrument  dial 
face.  ~ 
Ot  all  selfwinding  chronographs,  the 
Chrosomat  is  surely  the  most  univer- 
sally popular,  cutting  through  time  at 
will  to  capture  and  measure  the  instant 
as  eftlciently  as  the  fabled  delta-winged 
Concorde. 

ALTHORIZFD  BREITLING  AGENT: 

BALANO  FINE  JEWELRY 

111  NW  Barry  Road 
Kansas  City,  MO  64155 
(816)  436-6888 

FOR  A  CATALOG  PLt:ASE  CALL  .S(){)/641  73  43 


Mechanical  chronograpl 

Designed  for  the  implacable  \\ 
of  air  combat,  the  Chrono 
counts  and  displays  all  time  sp 
from  '/5th  of  a  second  to  1 2  h- 
providing  intermediate  ana  a. 
lative  tlying  times.  Its  rider 
rotating  bezel  also  doubles 
practical,  at-a-glance  visual  gu 
^Vater-resistant  to  100  m  (330 1 
its  case  comes  in  steel,  two- 
tlnish,  steel  and  gold  or  solid 
\'ellow  or  white  gold,  fitted  witl 
Breitlinc.  bracelet  of  vour  choii 


INSTRUMENTS    FOR  PROFESSIONALS 
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I  AMES  C.  COOPER  &  KATHLEEN  MADIGAN 


[OUSEHOLD  AMERICA  IS  GAINING 
( V  CORPORATE  AMERICA 

] :  how  long  can  profits  keep  falling  and  wages  keep  rising? 

of  abating  noticeably,  thereby  threatening  to  place  still 
further  strains  on  our  labor  markets." 

What  Greenspan  realizes  is  that  the  strength  of  de- 
mand will  not  slow  just  because  worker  shortages  put 
limits  on  output.  If  anything,  the  robust  labor  mar- 
kets and  their  corresponding  pay  raises  are  helping 
consumers  to  spend  at  a  greater  pace  than  was  ex- 
pected for  the  second  quarter.  In  addition,  Greenspan 
said  that  financial  conditions  such  as  rising  equity 
prices,  available  credit,  and  low  nominal  interest  rates 
"are  accommodating  strong  domestic  spending." 

Growth  in  the  second  quarter  is  being  held  down 
mainly  because  of  slower  inventory  growth  and  a  wors- 
ening foreign-trade  deficit.  But  robust  domestic  de- 
mand is  feeding  a  virtuous  cycle:  Income  gains  lift  de- 
mand, which  creates  a  bigger  need  to  hire  more 
workers,  who  get  ever  larger  paychecks. 


ECORD  PERCENT  OF 
RICANS  HOLD  JOBS 


DATA'  LABOR  DEPT. 


liHSIafiTlWlVfilJI  y^^^^  of  picking  from 

l'^?fWrtWl/y  an  abundance  of  workers, 
anies  in  1998  are  finding  it  harder  to  fill  their  job 
ngs.  The  shortage  sets  up  an  interesting  dilemma 
i  economy  and  monetary  policy:  How  can  output 
lue  to  expand  vdthout  inflationary  pressures  when 
ibor  cupboard  is  growing  bare? 

The  increasing  shortage  of 
workers  was  evident  in  the 
Labor  Dept.'s  look  at  May 
payrolls.  Yes,  nonfarm  payi'olls 
rose   again,   but   the  data 
showed  that  a  record  64.2%  of 
Americans   are   already  at 
work  (chart).  Plus,  the  jobless 
rate  remained  at  a  28-yeai"  low 
of  4.3%,  proving  that  the  dip 
to  that  level  in  April  was  no 
fluke.  The  jobless  rate  of  col- 
raduates  is  down  to  1.6%,  and  even  among  high 
dropouts,  unemployment  has  fallen  to  6.7%,  from 
I  year  earlier. 

high  demand  for  labor  is  the  key  to  the  reversal 
7  ;une  going  on  between  Corporate  America  and 
io  hold  America.  Wage  gi'owth  is  appreciably  strong, 
nr  lat's  one  reason  why  profits  fell  in  the  fourth 
1.  T  of  1997  and  first  quarter  of  1998.  How  compa- 
■spond  will  determine  the  outlook  for  productiv- 
ome  growth,  and  inflation  (page  34). 

HI  lONSEQUENCES  of  a  tight  job  market  were  on 
lid  of  Federal  Reserve  Chairman  Alan  Greenspan 
\e  testified  before  the  Joint  Economic  Committee 
le  10.  The  chairman  noted  that  the  economy's 
lation  of  strong  growth  and  low  inflation  has 

•  oth  "impressive"  and  "extraordinary."  Even  so, 
1,  "I  remain  concerned  that  economic  gi-owth 
in  into  constraints  as  the  reservoir  of  unem- 

',  people  available  to  work  is  di-awn  down." 

H  main  worry  is  that  the  demand  for  labor  will 
p  wage  gr'owth  so  much  that  productivity  gains 
over  cost  increases.  Then  businesses  will  begin 

i  3  their  prices  and  bring  the  low-inflation  era  to 

H  .So  far,  Greenspan  said,  workers  in  this  expan- 
ve  been  slow  to  press  for  wage  gains.  While  the 
tone  of  the  speech  was  not  hawldsh,  Greenspan 
that,  "Monetary  poUcy  might  need  to  tighten  if 
]  demand  were  to  continue  to  exhibit  few  signs 


FACTORY  INVENTORIES 
DON'T  LOOK  EXCESSIVE 


THE  MAY  EMPLOYMENT  REPORT  is  the  last  one  to  be 

released  before  the  Fed's  next  policy  meeting  on  June 
30  and  July  1.  And  the  data  make  clear  that  while 
Asia  is  hurting  the  goods-producing  sector,  demand 
for  labor  in  the  service  sector  remains  quite  healthy. 

Payi'oUs  gi'ew  by  296,000  in  May,  and  April's  gain 
was  revised  up  to  302,000,  from  the  reported  262,000. 
So  far  in  this  quarter,  payroll  gains  are  averaging 
299,000  a  month,  much  higher  than  the  monthly  in- 
crease of  208,000  in  the  first  quarter. 

Manufacturing  jobs,  howev- 
er, feU  26,000  in  May  the  thii-d 
drop  in  four  months.  The 
woi'kweek  recovered  a  bit,  ris- 
ing 18  minutes  to  41.7  hours, 
but  that  gain  followed  four 
consecutive  monthly  drops  in 
the  workweek. 

The  factory  layoffs  reflect 
the  fallout  from  Asia,  as  well 
as  the  slowdown  in  inventoiy- 
building  in  the  second  quar- 
ter after  a  record  runup  in  the  fii-st  quarter.  Factoiy  in- 
ventories in  April  rose  0.5%,  but  a  large  chunk  of  that 
was  aircraft.  At  the  wholesale  level,  inventories  unex- 
pectedly fell  0.6%  for  the  month. 

Before  1998,  factory  shipments  grew  far  faster  than 
the  pace  of  inventories.  Now,  the  gi-owth  rates  are  in 
better  alig-nment,  and  the  ratio  of  inventories  to  sales 
remains  lean  (chart).  That  suggests  that  while  inventory 
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INVENTORY-SALES 
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gi'owth  is  probably  slowing,  manufacturers  do  not  con- 
sider their  stockpiles  excessive. 

At  the  same  time,  wholesale  inventories  are  outpac- 
ing sales.  But  the  runup  probably  reflects  an  influx  of 
foreign-made  goods.  So  a  drawdown  in  wholesale  in- 
ventories may  result  in  some  slowdowTi  in  imports. 

Foreign  trade,  however,  is  most  hkely  subtracting 
fi-om  real  gross  domestic  product  gi-owth  in  the  second 
quarter.  And  the  ongoing  surge  in  the  U.  S.  dollar 
hints  that  the  trade  gap  could  deteriorate  in  the  second 
half  as  well.  The  dollar  has  strengthened  some  12% 
against  the  yen  since  February,  commanding  more 
than  140  yen  since  June  8.  The  dollar's  appreciation 
worsens  the  outlook  for  U.  S.  exporters  at  a  time  when 
demand  from  Asia  is  ah'eady  falling. 

The  weakness  in  manufacturing  has  kept  the  total 
number  of  hom's  worked  so  far  in  the  second  quarter 
about  even  with  its  first-quarter  level,  but  hours 
worked  in  the  private-service  sector  are  gi'owing  at  a 
2%  annual  rate,  the  same  pace  expected  for  overall 
GDP  growth. 

AND  IT  IS  SERVICE  PROVIDERS  who  aie  the  biggest 

souiTe  of  new  jobs,  with  291,000  jobs  added  in  May. 
The  healthy  demand  for  service  workers  means  that 
wage  gains  are  rising  faster  in  services  than  in  facto- 
ries. The  average  hourly  wage  in  the  nonfarm  sector  in- 
creased 0.3%  in  May,  to  stand  4.3%  above  its  year-ago 
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SERVSCES  ARE  PULL 
UP  WAGE  GROWT 


level.  Service  pay,  also  up  0.3%  in  May,  has  risen 
over  the  past  12  months  (chart). 

Wages  clearly  are  growing  faster  than  either  inf 
or  productivity  gains.  The  Labor  Dept.  revise 
fii'st-quarter  data  to  show  that  output  per  hour  wi 
grew  at  an  annual  rate  of  1.1%,  better  than  the  i 
report  of  0.2%.  But  compensation  gi-ew  at  a  4.2% 
so  unit  labor  costs  grew  3.1%  last  quarter 

Over  the  past  year,  unit  la- 
bor costs  have  risen  2%,  leav- 
ing businesses  with  some 
tough  choices.  Companies  can 
continue  to  watch  their  profit 
margins  fall,  or  they  can  try 
to  cut  costs  or  raise  prices. 
For  consumers,  of  course,  the 
larger  pay  raises  suppoit  big- 
ger increases  in  spending. 

In  fact,  because  consumer 
fundamentals  look  so  strong, 
it's  hard  to  project  what  will  slow  this  economy, 
in  mind,  there  is  no  immaculate  slowdowm.  With 
firm  step  on  the  brakes,  such  as  a  stock  mai'ket 
rection,  greater  problems  in  Asia,  or  higher  sho: 
long-term  interest  rates,  this  economy  will  not 
much  power  And  most  worrisome  to  the  outloo 
profits  and  costs,  growth  will  not  ease  enough  to  1 
the  labor  markets  anytime  soon 
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INTEREST  RATES:  THE  PRESSURE  IS  STILL  ON 
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The  Bank  of  England  crossed 
up  just  about  everybody  by 
raising  its  base  lending  rate  by  a 
quarter  point,  to  7.5%,  on  June  4. 
Most  economists  had  thought  that 
interest  rates  had  peaked  or 
would  remain  stable 
for  several  months. 

The  BOE,  though,  is 
womed  about  pay 
raises  and  a  weakening 
sterhng.  Average  wage 
gains  rose  from  4.6% 
in  January  to  4.9%  in 
February  (chart),  and 
initial  data  suggest  a 
5.4%  rate  in  March. 
This  is  well  above  the 
4.5%  or  so  that  the  bank  thinks  is 
acceptable.  Moreover,  since  the 
end  of  March,  steriing  has  slid 
nearly  3%-  against  the  U.  S.  dollar 
and  7%  vs.  the  Deutschemark. 
While  a  cheaper  sterling  will  help 
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beleaguered  British  exporters,  the 
strong  pound  of  the  last  two 
years  has  been  key  to  keeping  in- 
flation under  control.  Overall  infla- 
tion is  nanning  at  4%,  well  above 
the  2.5%  target,  but  underlying 
inflation,  with  tax  in- 
creases and  mort- 
gages stripped  out,  is 
just  2.2%. 

The  central  bank's 
new  Monetary  Pohcy 
Committee  now  has  a 
tricky  job.  While  most 
economists  expect 
real  gi'oss  domestic 
product  growth  to 
slow  from  3.1%  in 
1997  to  just  above  2%  for  1998 
and  somewhat  below  2%  for  1999, 
it  is  not  yet  clear  that  the  econo- 
my is  cooling  down  enough  for  the 
BOE.  True,  exports  are  dropping, 
and  the  jobless  rate  is  falling  at  a 


slower  rate.  But  consumer  spe 
ing  is  set  to  gi'ow  4%  or  more 
this  year.  And  unemployment 
at  a  historic  low  of  4.8%.  More 
discomfiting  data  may  prompt 
other  hike  in  short-teiTn  rates, 
which  are  already  the  highest : 
the  industriahzed  world.  i 
The  Monetaiy  Policy  Commi! 
tee  has  been  finely  balanced  ht 
tween  two  gi'oups:  those  who 
gue  for  tough  action  now  to  a\id 
even  sharper  rate  rises  later  ai 
those  who  prefer  to  wait  for  ran 
data.  But  a  June  10  bank  repoj 
shows  that  in  May,  six  of  the  , 
members  were  against  raising 
rates,  while  one  even  wanted  £ 
rate  cut.  That's  one  reason  wh; 
the  June  hike  was  so  surprisin: 
Apparently,  the  recent  develop 
ments  on  the  wage  and  curi'en 
fronts  changed  some  minds. 

By  Stanley  Reed  in  Lon 
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There  are  over  7500  ISPs. 

But  only  one  of  them  is  an 
Internet  Communications  Company  for  business, 
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Businesses 
suffer  a  reversal 
of  fortune  as 
higher  labor 
costs  crimp 
earnings 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword;  BW 


When  Hewlett-Packard  Co.  re- 
ported a  13%  drop  in  its  sec- 
ond-quaiter  eai'nings,  the  com- 
pany pointed  to  two  causes, 
both  beyond  its  control:  falling  PC  prices 
and  Asian  flu.  But  that's  not  the  whole 
story.  Partly  due  to  rising  labor  costs, 
hp's  operating  expenses  jumped  18%, 
while  sales  increased  16%  from  a  year 
ago.  Now,  insiders  say  CEO  Lewis  E. 
Piatt  is  freezing  huing  and  cutting  trav- 
el and  discretionary  spending,  and  some 
units  may  shorten  their  workweeks  to 
cut  costs. 

Hewlett-Packard  isn't  alone.  Labor 
costs  are  now  rising  faster  than  pro- 
ductivity gains  can  offset:  Unit  labor 
costs,  or  wage  increases  minus  produc- 
tivity gains,  rose  3.5%-  in  the  fourth 
quarter  of  1997  and  the  ftrst  quarter  of 
this  year,  the  fastest  two-quarter  in- 
crease in  five  years.  "It's  a  reversal  of 
how  things  have  been,"  says  hp  econo- 


mist Pvichard  C.  O'Brien.  "Now 
kinds  of  productivity  numbers  wg 
seeing  just  don't  compensate." 

And  with  businesses  hard-pres^ 
pass  on  price  hikes,  companies 
Corporate  America  are  scramblii 
preserve  the  bottom  line.  For  mil; 
the  1990s,  U.S.  companies  investe; 
restinctured  their  way  to  record  ! 
its — often  at  the  expense  of  wage; 
job  security.  From  1992  to  1995,  IJ 
rose  more  than  20%  annually  as  C(p_ 
nies  announced  some  2  million  lag 
Real  wages  stagnated. 
NO  CUSHION.  But  now  the  tide  is 
ing.  Labor  is  no  longer  cheap, 
ful,  or  docile,  benefit  costs  are 
faster,  and  generating  earnings  gi| 
will  be  a  lot  tougher.  Higher  \^ 
mean  that  shocks  such  as  the  Asij  ^  ' 
sis  will  be  harder  to  handle  ^incij^'^ 
management  mistakes  will  be  expcjj^^; 
lot  faster  And  companies'  respomi.?^' 
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BUSY  IN 
MARYLAND: 
SERVICE 
WAGES  ARE  UP 
4.8%  FROM  A 
YEAR  AGO 


ibor  costs  will  atTcri  i'\  (Tyiliiiii; 
flation  to  capital  spending  to  the 
arket.  Ali-eady,  stock  prices  have 
'ing  sideways  since  mid-May,  re- 
jitters  that  earnings  expecta- 
e  overly  optimistic, 
une  10,  Federal  Reserve  Board 
ui  Alan  Greenspan  singled  out 
bor  markets  as  a  cause  for  con- 
his  otherwise  exuberant  con- 
lal  testimony  about  the  econo- 
3sent  some  easing  of  wage 

he  said,  "tightei-  economic  pol- 
r  be  necessary  to  help  guard 
a  buildup  of  pressm-es  that  could 
ae  cm-rent  prosperity." 
is  stage  of  an  economic  expan- 
lige  gains  amid  weakei'  profits 
lurprising.  From  1991  to  1997, 
'  pay  fell  to  the  lowest  share  of 

income  since  1968  while  the 
')ing  to  profits  rose  to  the  high- 
II  since  that  year.  Now,  labor's 


share  is  rising  and  profit's  share  is 
falling.  "Wliat  we  are  witnessing  is  the 
normal  cyclical  increase  in  labor's  share 
of  the  pie,"  says  economist  Henry 
Wilmore  at  Barclays  Capital  Inc. 

The  upside  of  this  reversal  of  for- 
tune: Workei-s  who  once  felt  left  behind 
by  the  economic  boom  are  shopping 
with  a  vengeance  (page  37).  Unemploy- 
ment in  May  held  at  April's  28-year  low 
of  4.3%,  and  workers  on  the  lower  mngs 
of  the  payi'oll  are  feeling  the  updraft. 
Yeai'ly  gi'owth  in  hourly  pay  of  produc- 
tion workei's  in  May  sped  up  to  4.3%,  a 
nine-year  high,  led  by  retailing  and  an 
array  of  services.  And  with  inflation 
down  to  1.4%,  real 
wages  are  growing  at 
their  fastest  clip  since 
the  1970s.  One  sign  of 
this  buying  power:  May 
car  sales  hit  a  record 
16.4-million  annual  rate, 
and  April  sales  of  new 
homes  reached  an  all- 
time  high  of  888,000. 

But  for  many  busi- 
nesses, it  could  be  a 
profitless  prosperity. 
Despite  robust  con- 
sumer demand,  few 
companies  have  pricing 
power.  Polaroid  Corp. 
and  Motorola  Inc.,  along 
with  HP,  are  only  the 
latest  in  a  growing  list 
of  companies  posting 
weaker-than-projected 
profits.  Each  has  its 
own  problems:  Polai'oid, 
which  on  June  9 
warned  investors  about 
second-quarter  profits, 
is  suffering  fi-om  excess 
inventory  at  distribu- 
tors, while  Motorola  is 
being  hurt  by  weaken- 
ing demand  and  global 
pricing  pressures — but 
the  mix  of  higher  costs  and  weak  pric- 
ing only  makes  matters  worse. 
"CANT  RAISE  PRICES."  Already,  the 
gi'ovi^h  in  earnings  of  the  500  companies 
in  the  Standard  &  Poor's  stock  index 
has  ground  to  a  halt.  And  the  Com- 
merce Dept.'s  roundup  of  profits,  cover- 
ing 20,000  companies,  shows  aftertax 
earnings  declining  in  both  the  fourth 
and  fii'st  cjuarters,  even  in  a  booming 
economy.  Those  were  the  first  back-to- 
back  drops  since  the  1990-91  recession. 

The  Commerce  numbers  imply  that 
smaller  companies,  where  labor  short- 
ages are  acute,  are  especially  hard-hit 
by  the  cost  squeeze.  Roger  J.  Sustar, 
owner  of  Fredon  Corp.,  a  precision  ma- 
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chining  company  in  Mentor,  Ohio,  has 
seen  pay  of  his  semiskilled  workers 
jump  in  the  past  two  years  from  $9- 
.$10  per  horn-  to  $12-$14.'"We  can't  raise 
prices,"  he  says,  "because  customei-s  will 
just  go  overseas."  Moreover,  even  with 
higher  wages,  Sustar  is  having  a  hard 
time  holding  on  to  his  best  employees. 

There  are  pockets  of  relief  from  the 
cost  squeeze,  mostly  among  service  in- 
dustries.. Services  are  largely  isolated 
from  overseas  competition  and  are 
showing  increased  pricing  power,  while 
manufacturers  of  goods  have  no  such 
luxury.  That  situation  has  helped  con- 
vince General  Electric  Co.  that  it 
should  keep  pushing 
into  financial  services 
and  other  high-margin 
service  businesses  that 
offset  low  margins  in 
basic  manufacturing 
operations. 

The  pressm-e  to  raise 
prices  in  services  is  es- 
pecially intense.  Ser'vice 
wages  ai'e  up  4.8%  from 
a  year  ago,  racing 
ahead  of  productivity 
gains.  So  hotel  compa- 
nies, cable-TV  operators, 
and  freight  haulei-s  are 
hiking  prices  aggres- 
sively, according  to  a 
survey  of  analysts  at 
Salomon  Smith  Baniey. 
Many  airlines  are  also 
jacking  up  fares  and 
racking  up  recoi'd  prof- 
its. One  with  trouble  on 
the  horizon,  however,  is 
Northwest  Airlines, 
wliich  has  seen  a  jjlimge 
in  Asian  traffic  and 
faces  union  demands  for 
long-awaited  wage  hikes 
(page  36). 

But  for  many  compa- 
nies, especially  manu- 
facturers, there  are  no  easy  answers. 
Often,  they  have  already  cut  costs  to 
the  bone  while  investing  in  computers 
and  other  equipment.  Now,  the  gains 
from  past  cost  cuts  are  slowing.  East- 
man Kodak  Co.  went  through  several 
rounds  of  cost  slashing  and  layoffs  in 
the  early  1990s,  hoping  to  imj^rove  its 
competitiveness  with  Japan.  But  after 
no  wage  increases  in  1996  and  1997,  Ko- 
dak was  forced  to  raise  wages  4%.  this 
year  to  retain  its  best  people,  even  as 
Chan  "man  George  M.  C.  Fisher  an- 
nounced another  $1  billion  in  cost  cuts 
and  19,900  layoffs.  And  once  again,  Gen- 
ei-al  Motors  Coip.  is  butting  heads  vrith 
the  United  Auto  Workers  over  fiM's  con- 
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tinuing  efforts  to  cut  costs  (page  38). 

In  an  effort  to  cope  with  rising  costs, 
companies  are  trying  a  variety  of  mea- 
siu'es,  such  as  one-time  bonuses  in  lieu  of 
higher  wages  as  well  as  stock  options 
and  flexible  woi'k  houi's,  but  these  tricks 
eventually  add  to  costs.  And  some  com- 
panies are  simply  shedding  workers. 

Capital  spending  could  also  get  the  ax 
at  some  businesses.  Already,  the  imbal- 
ance is  growing  between  abundant  ca- 
pacity and  scarce  labor.  Industrial  ca- 
pacity has  been  rising  roughly  5%  a 
year,  the  fastest  in  30  years.  A  key  dan- 
ger is  that  a  dearth  of  profits  could 
spark  a  sharp  stock-market  correction 
that  would  take  away  the  low-cost  eq- 


Without  pricing  power 
for  many  businesses,  it 
could  be  a  profitless 
prosperity 


uity  financing  that  has  supported  capital 
sijending,  wliich  in  turn  has  helped  chive 
the  seven-year  business  expansion. 

Expect  the  bottom  line  to  sag.  "The 
margin  sciueeze  is  intensifying  and  like- 
ly to  continue  thiwgh  the  second  half  of 
the  year,"  says  J.  P.  Morgan  &  Co.  econ- 


j 


omist  Robert  E.  Mellman.  Along 
wages,  such  benefit  costs  as  medii 
siu'ance  premiums  are  speeding  u] 
"Some  large  providers  ai-e  already 
ing  up  1999  quotes  by  double-digi 
centages,"  notes  Goldman  Sachs  i 
economist  John  M.  Youngdahl. 

The  shifting  fates  of  businesse 
households  will  continue  until  labor 
kets  loosen  up  enough  to  hal 
speedup  in  wage  gi-owth.  But  with 
fatter  pay  raises  pumping  up  dor 
demand,  that  could  take  a  while. 

By  James  C.  Cooper  in  New 
with  Peter  Burrows  in  San  A: 
Calif.,  Peter  Galuszka  in  Cleve 
and  bureau  reports 


NORTHWEST  WORKERS  GAVE.  NOW  THEY  WANT  TO  TAKE 


Want  to  see  where  the  profit 
squeeze  is  really  beginning  to 
hmt?  Check  out  Northwest 
Airlines  Inc.  When  1998  began,  its 
four-year  run  of  record  profits  was 
already  in  jeopardy.  Contracting 
Asian  economies  were  choking  off 
ti-affic  on  I'outes  that  account  foi'  30% 
of  Northwest's  sales.  Then  a  freak 


made  five  years  ago  to  keep  the 
then-stinggling  canier  alive.  "The 
unions  are  acting  fairly  confidently," 
says  John  Budd,  an  associate  profes- 
sor at  the  University  of  Minnesota's 
Carlson  School  of  Management.  "The 
confidence  is  stemming  fi'om  the  job 
market  and  the  economy." 

The  fight  has  the  nation's  fourth- 


hailstorm  hit  the  carrier's  Minnesota 
hub.  The  result:  Analysts  cut  second- 
quarter  earnings  projections  by 
about  .$10  million. 

But  now  the  airiine,  based  in  St. 
Paul,  Minn.,  faces  a  biggei-  problem. 
A  deteriorating  labor  situation  has 
pilots  talking  strike  and  mechanics 
delaying  planes.  With  contract  talks 
nearing  the  end  of  their  second  year, 
and  labor  markets  tight,  Northwest's 
unions  expect  to  make  up  for  the 
wage  cuts  and  other  concessions  they 


largest   ,       .  :  .•(■liii.u.  Mechanics  are 
adhering  strictly  to  contract  niles, 
causing  delays  that  alienate  passen- 
gers. More  than  99%  of  pilots  have 
voted  to  authorize  a  strike.  The  flight 
attendants'  union  has  blasted  North- 
west ads  that  criticize  the  pilots'  ne- 
gotiating strategy,  calling  them  "ex- 
ceptionally disgusting." 

The  fallout:  Delayed  and  cancelled 
flights  dropped  Northwest  to  last  in 
on-time  perfoi'mance  in  April  and  are 
causing  corporate  clients  to  tuni  to 


rival  carriers.  While  the  industry 
should  see  a  5.5%  jump  this  quartt 
in  revenue  per  available  seat  mile, 
Northwest  will  get  only  a  1%  in- 
crease, says  Credit  Suisse  First 
Boston  analyst  Thomas  S.  Schreiei 
On  June  3,  Northwest  warned  Wa! 
Street  that  its  second-quarter  ean 
ings  would  likely  be  "significantly 

If  lb  d  I  IbKLtHd  $131 
Mechanics  are     ond-quarter  pre 

adhering  At  the  barga 

strict Iv  to  ing  table,  the  PI 
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contract  rules,  the  latest  comp 

causing  delays  ny  proposal, 

and  alienating  which  called  foi , 

^     salanes  to  be  k 
passengers  equal  to  pay  av  [ff 

ages  at  United, 
American,  and  Delta.  "We  can't  fj. 
adopt  a  labor-cost  structure  that  j,., 
would  take  us  out  of  line  with  our  >^ 
competition,"  says  Ben  Hirst,  Nort  ^t] 
west's  senior  vice-president  for  coi  j,, 
porate  affairs.  But  the  pilots  want 
9%  wage  hike  to  make  up  for  the  ]^ 
five  raiseless  years  and  5%  annual  |  [| 
boosts  over  the  life  of  the  contrac 
says  Paul  Omodt,  spokesman  for  tl 
Northwest  chapter  of  the  Air  Line 
Pilots  Assn.  The  two  sides  began  i^f, 
more  talks  on  June  10. 

The  mechanics  are  fuither  along 
than  the  pilots,  but  they  remain  fa:< 
from  the  company  on  pay  and  worl 
lules.  The  flight  attendants  ai'e  not 
even  that  far  along.  So  that  hailsto 
isn't  going  to  provide  the  only  darl 
clouds  over  Minnesota  this  summe] 

By  David  Leonhardt  in  Chicagc 


COIVIIVIENTARY 

By  Aaron  Bernstein 

WHY  WAGES  AREN'T  GIVING  THE  MARKET  THE  WILLIES 


Corporate  America  has  been  on 
-an  extraordinary  roll  in  the  late 
'1990s,  with  profits  hitting  new 
hs  quarter  after  quarter.  Now, 

profit  party  seems  to  be  winding 
/n:  Earnings  are  still  healthy 

are  no  longer  growing  so  fast, 
^es  and  employment,  on  the  oth- 
land,  are  still  on 
I  rise. 

i  lormally,  this 
!  lario  would  send 
stock  market 
a  fuiy  of  sell- 
i  And,  clearly, 
i  markets  are 
I  e  skittish.  But 

Street  greeted 
I  most  recent 
I  3  of  wage  gains 
r  job  gi'owth  as  a 
)  signal,  sending 

Dow  up  167 
.  :s  on  June  5. 
[  's  because  the 
1  vet  has  recog- 
1  I  that  Corporate 
i  ica  may  need 
flush  workers 

the  economy 
ling.  With  the 
i  crisis  biting 
manufacturing  and  exports,  soar- 
ernand  from  U.  S.  consumers  is 
ding  a  well-timed  hft,  while 
)  imports  and  commodities  are 
ijig  inflation  in  check. 
liRD  MOBILITY.  There's  also  an  el- 
t  of  fairness  in  these  trends. 
■Jy  wages  for  nonsupervisoiy 
ers — who  comprise  80%  of  the 
force — have  risen  by  more  than 
djusted  for  inflation,  in  each  of 
ast  two  yeai's,  according  to  the 
m  of  Labor  Statistics  (bls). 
at  $435  a  week,  average  pay  has 
;his  year  topped  its  1988  peak 
;).  Household  income  tells  a  sim- 
;oiy.  It  hit  $35,500  in  1996,  the 
year  available,  an  inflation-ad- 
1  gain  of  some  4%  since  incomes 
sd  falling  in  1993,  says  the  Cen- 
ui'eau.  Families  undoubtedly 
farther  strides  in  1997 — but  in- 
would  have  to  be  above  $36,600, 
inflation,  to  beat  1989's  peak, 
itv,  upward  mobility  is  being 
1  by  the  poor,  as  well.  Even 
ailed  workers,  who  have  suf- 
[  the  most  from  globalization  and 
)logy  advances,  are  finding 


jobs.  Pay  hikes  are  strong  at  the 
bottom,  too.  In  fact,  the  inflation-ad- 
justed weekly  pay  of  workers  in  the 
lowest  quartei'  of  wage-earners 
jumped  by  an  impressive  3%  in  the 
12  months  ended  in  March,  according 
to  an  analysis  of  bls  data  by  the 
Economic  Policv  Institute.  Mean- 
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while,  the  earnings  of 
those  in  the  top  quar- 
ter climbed  by  1% 
during  this  period. 

The  key  question  is 
whether  the  economy 
can  afford  these  wage 
hikes  over  the  longer 
i-un.  Some  of  the  in- 
creases may  be  a  re- 
distribution of  income 
fi'om  profits.  If  so, 
companies  and  in- 
vestors lose  out,  but 
the  overall  economy  doesn't — unless 
the  higher  wages  trigger  inflation. 
And,  given  the  uncertainty  about  the 
global  economy,  even  inflation  hawks 
are  hesitant  to  demand  that  the  Fed- 
eral Reserve  Board  jack  up  rates  to 
preempt  a  price  spiral.  "I'm  wonied 
about  wages,  but  if  the  Asian  slow- 
down and  other  factors  knock  wind 
out  of  the  economy,  we  may  dodge 
the  inflation  bullet,"  says  Joel  L. 
Prakken,  chairman  of  Macroeconomic 
Advisors  LLC  in  St.  Louis. 

Still,  to  be  sustainable,  pay  can't 
outpace  productivity,  at  least  not  for 


extended  periods.  And  economists 
are  divided  on  whether  it  will.  Some 
believe  the  2%  productivity  rate 
reached  in  1996  and  1997  was  driven 
largely  by  rapid  gross  domestic  prod- 
uct growth,  which  caused  output  to 
race  ahead  of  hiring.  Thus,  a  slow- 
down could  be  inflationary.  Warns 
Fleet  Financial 
Group  chief  econo- 
mist Nicholas  S. 
Perna:  If  Asia  slows 
U.  S.  economic 
growth  to  2%,  "pro- 
ductivity gains 
could  drop  to  zero, 
at  least  for  a  year 
or  so."  But  other 
economists,  such  as 
David  A.  Wyss  of 
Standard  &  Poor's 
DRi,  a  unit  of  The 
McGraw-Hill  Com- 
panies (which  owns 

BUSINESS  WEEK), 
think  productivity 
will  climb  at  a  re- 
spectable 1.5%.  One 
reason:  Capital  in- 
vestment remains 
healthy,  sustaining 
efficiency  gains. 

If  Wyss  is  right, 
the  economy  could 
undergo  the  prover- 
bial soft  landing: 
Profit  gi'owth  will 
slow,  the  stock  mar- 
ket will  back  off  its 
highs,  and  con- 
sumer spending  will 
ease.  All  this  would 
eventually  feed 
back  to  the  labor 
markets,  curbing 
job  growth  and  pre- 
venting wage  gains  from  accelerating 
faster  than  productivity. 

The  economy  right  now  is  experi- 
encing both  hot  domestic  demand  and 
the  chill  fi'om  abroad.  If  the  two  don't 
continue  to  balance  out,  wage  growth 
may  turn  out  to  be  excessive.  But  if 
the  Asian  downch'aft  persists,  execu- 
tives will  be  grateful  that  workers 
have  enough  money  in  their  pockets 
to  keep  the  economy  rolling  and  prof- 
its gi'owing,  albeit  at  a  slower  pace. 

Bernstein  covers  labor  for 
BUSINESS  WEEK  in  Washington. 


PAYCHECKS  ARE 
RECOVERING  AT  LAST 


J  I  I  L 


DATA:  BUREAU  OF  LABOR  STATISTICS  'APRIL 
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THE  ECONOMY 


I'LL  TAKE  THAT 

AND  THAT  AND  THAT  AND... 

Income  is  up,  and  retailers  are  happy-especially  discounters 


Listen  closely,  and  you  can  hear  it: 
ka-ching!  Cash  registers  are  ring- 
ing at  U.  S.  stores — making  the 
sweet  music  that  retailers  have  been 
hearing  for  five  months  now  as  con- 
sumers dispose  of  bigger  chunks  of  theii' 
rising  incomes.  At  tliis  pace,  figiu'es  Cai'l 
Steidtmann,  chief  economist  at  consult- 
ing fain  Management  Homons,  1998  re- 
tail sales  will  increase  6%,  vs.  about 
4.5%  in  1997. 

Viitually  all  tyjoes  of 
retailei's  appear  to  be 
benefiting.  But  no  one's 
gaining  moi-e  than  dis- 
coimt  chains,  wliich  be- 
gan dominating  retail- 
ing when  the  economy 
was  weaker  and  now 
are  grabbing  share 
fi'om  dej^aitment  stores 
and  si)ecialty  outlets  as 
the  economic  boom  fi- 
nally reaches  less  afflu- 
ent Americans. 
VALUE-HUNGRY.  With  low  interest  rates, 
a  booming  stock  market,  rising  real 
wages,  and  almost  no  inflation,  con- 
sumers have  been  shopi)ing  like  mad. 
Boston-based  consultant  I'rimark  Deci- 
sion Economics  Inc.  figures  consumer 
spending  will  be  up  4%  this  year,  the 
strongest  since  1986. 

A  big  chunk  of  those  dollars  will  land 
at  discount  chains.  According  to  a  new 


DISCOUNTERS  DOMINATE 


DISCOUNTER!, 


NATIONAL  DEPT.  STORES 


PERCENT 

DATA  UR  REDBOOK  RESEARCH 


study  fi'om  UR  Redbook  Research,  dis- 
counters now  command  a  hefty  63.6%  of 
the  countiy's  $270  bOlion  in  retail  sales, 
up  from  43.4%  in  1986.  "Today's  shop- 
pers love  discount  stoi'es,"  says  John  B. 
Menzer,  chief  financial  officer  at  Wal- 
Mait  Stores  Inc.,  where  same-store  sales 
in  the  thscount  division  rose  10.2%  for  its 
fiscal  year's  fii'st  foiu-  months,  the  fii'st 
double-digit  gain  in  sL\  yeai-s.  "They  ap- 
preciate value." 

Do  they  ever.  And 
as  discounters  have 
spiTJced  up  then-  stoi'es 
and  merchandise,  they 
are  even  winning 
a  growing  following 
among  higher-income 
consumers.  A  recent 
survey  by  WSL  Strate- 
gic Retail,  a  consulting 
and  market  research 
firm  in  New  York, 
shows  that  90%  of 
shoppers  from  house- 
holds earning  moi-e  than  $70,000  a  year 
now  do  some  shopping  at  discount 
stores.  That's  up  from  45%-  five  years 
ago.  Says  retail  consultant  Kurt 
Barnard,  president  of  Bantard's  Retail 
Tt-erid  Report:  "What  we're  seeing  is 
cross-shojjping— consumers  buying  one 
item  at  Neiman  Marcus  and  another  at 
Wal-Mart  or  Dollar  General." 

Meanwhile,  as  lower-wage  earners 


EST 


find  LliaL  they,  too,  BIG  SPENDI 
now  have  more  to  A  Kmart  d 
spend,  they're  crowd-  Michigan  i 
ing  the  aisles  at  dis- 
coimters.  According  to  ljr  Redbo' 
the  fii'st  five  months  of  1998,  di 
stores  racked  up  5.6%'  same-store 
growth,  vs.  4.6%  for  all  retaile 
May  alone,  same-store  sales  jumpej 
at  Wal-Mart,  6.9%  at  Kmait  Coiij 
at  Target,  and  14%-  at  Dollar  G 
Corp.,  which  targets  shoppers  w 
comes  undei-  $25,000.  Overall,  1 
tailers  saw  sales  increase  7.1%  ii 
CLOTHES  ENCOUNTERS.  The  valu 
tion  does  mean  tight  margins.  Rt 
concede  they  must  slash  prices  U 
shoppers  coming.  "Prices  will  cont' 
come  down,  and  as  a  result,  gros 
gins  will  continue  to  be  under  enc 
pressure,"  says  Kmait  Chairman 
Hall.  Still,  if  volume  stays  iiigl 
should  lessen  margin  pressure. 

So  what's  selling?  Sporting 
giills,  patio  fiu'niture,  home  elect 
and  appliances.  Discounters  ar^ 
doing  well  in  apparel:  Kmart's 
Smith  line  and  Wal-Mart's  Kathi 
brands  are  moving  briskly,  for  s 
pie.  "Appai'el  has  been  sensationali 
David  D.  Glass,  chief  executive  c 
Mart,  where  same-store  appare- 
are  up  20%  year-to-date. 

Retail  execs  hope  such  consuni 
mand  will  carry  over  into  the  <. 
half.  David  Kelly,  senior  econorhiijf 
Primark,  predicts  strong  seconc  Loj] 
ter  consumer  spending,  but  says  ifsavs 
evitable"  that  the  buying  frenafeajj 
wind  down  in  the  second  half — wjjf,!, 
from  Asia  or  just  a  slower 
Until  then,  let  the  cash  registers 

Bjj  Stephanie  Anderson  Foi^^^^ 
Dallas  and  Keith  Naughton  in  ifc^ 
with  Wendy  Zellner  in  Bento\^^ 


Ark.,  a}id  bureau  reports 


iRMS:  Job  security  is  the  central  issue 


iGMIRE 
HINT 

!!  look  for  any  winners  in 
i  atest  strike 


I' 


•al  Motors  Corp.,  which  had  11 
ces  and  job  actions  in  1996  and 
■  alone,  had  almost  a  year  of  la- 
e — until  wai"  broke  out  on  June 
when  3,400  United  Auto  Work- 
bers  struck  gm's  Flint  stamping 
thin  days,  the  strike  had  spread, 
OOO  workers  at  seven  assembly 
(1  four  parts  factories  across  the 
Canada.  And  another  Flint 
lity  was  threatening  to  strike  on 
which  could  lead  to  the  shut- 
most  of  gm's  assembly  plants, 
says  it's  all  about  $300  million 
vas  supposed  to  invest  in  Flint 
de  the  factory  and  save  jobs, 
t's  all  about  the  union's  failur'e  to 
•ork  rules  to  boost  pr'oductivity. 

a  third  view:  What  it's  really 
narket  share.  How  so?  Because, 
If  incWng  back  up  to  35%  of  the 
Iket,  as  CM  executives  wer-e  ho|> 


ing  to  do  when  they  made 
the  contr-actual  commitment 
to  invest  in  Flint,  the  com- 
pany is  straiggling  to  hold 
on  to  a  31.6%  slice.  To  Fur- 
man  Selz  analyst  Maryann 
N.  Keller,  the  fate  of  the 
Flint  plant  was  sealed  by 
the  declining  shai"e,  coupled 
with  rising  efficiency  at  oth- 
er stamping  operations.  Un- 
less GM  has  a  siu'ge  in  de- 
mand, within  five  year-s  it 
will  have  one  stamping 
plant  too  many:  Flint.  "This 
is  a  rear-guard  action  by 
the  imion  to  preserve  jobs 
that  pi'obably  can't  be  pre- 
ser-ved,"  she  says. 

GM  declined  comment  on 
the  plant's  futur-e,  but  a 
company  spokeswoman  said 
that  pr'ogr'ess  depends  on 
the  union's  agreement  to 
change  wor'k  rules. 

Tlie  new  strike  is  part  of 
a  longstanding  stalemate. 
Wor'kers  fear  that  if  they 
help  the  company  become 
mor'e  pr-oductive,  it  will 
mean  losing  their  jobs. 
They  point  to  gm's  Ander- 
son (Ind.)  lighting  factory, 
where  wor-kers  made  con- 
cessions in  1996  and  1997 
to  save  jobs,  only  to  have  gm  sell  the 
plant,  "gm's  lack  of  credibility  is  fueling 
the  situation,"  says  Hariey  ShaDien,  a  la- 
bor* pr'ofessor"  at  University  of  CalLfomia 
at  Berkeley.  'Wor"ker"s  tlrink  they've  gone 
the  extra  nrile,  then  feel  betrayed." 

The  r-esult  is  that  gm  is  still  by  far 
the  least  efficient  of  the  Big  Thr-ee. 
Meanwhile,  strikes  have  pounded  gm's 
bottom  line — cutting  $1.5  billion  from  net 
income  in  1996  and  1997  and  helping  to 
erode  that  pr-ecious  market  shar-e. 

Things  could  get  even  uglier.  On  June 
10,  Bloomber-g  News  r-eported  on  secret 
GM  memos  that  confu-m  auto  workers' 
worst  fear-s:  plans  to  export  mor-e  pro- 
duction overseas.  The  documents  from 
the  office  of  Mar-k  Hogan,  gm's  small-car 
operations  czar,  lay  out  a  plan  to  shut 
the  6,400-employee  Lordstown  (Olrio)  as- 
sembly plant  and  shift  jobs  to  Mexico,  ac- 
cording to  Bloomberg,  gm  refused  to  con- 
fir-m  the  documents  exist.  But,  says 
Hogan:  "Gener-al  Motors  is  always  ex- 
amining ways  to  improve  its  manufac- 
turing. We'r-e  not  about  to  comment  on 
futiu-e  design  or  manufacturing  plans  ex- 
cept to  say  that  we  have  not  made  a 
decision  about  the  Lords- 
town  plant."  Talk  like  that  mtamm 
won't  lead  to  i:)eace  any-  iltUU- 
time  soon. 

By  Kathleen  Kerunn  ' 
hi  Detroit 
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A  GRAND 

(CHEROKEE)  PLAN 

Already-hot  Cliiysler  bets 
big  on  its  retooled  sport-ute 

It  was  the  moment  of  trnath  for  the 
engineers  behind  Chrysler  Corp.'s 
three-year,  $2.3  biUion  investment  in 
the  1999  Jeep  Gr-and  Cher-okee.  A  week 
before  the  model's  June  16  unveiling, 
Chrysler  Chair-man  Robert  J.  Eaton  was 
putting  the  new  sport-utility  vehicle 
thr-ough  its  paces  on  Chrysler's  secr-et 
test  tr-ack  in  Chelsea,  Mich.  Would  it 
pass  muster?  "This,"  said  a  smiling 
Eaton,  "is  definitely  a  winner-." 

He's  got  to  hope  so.  While  Chrysler 
has  had  strong  sales  so  far  this  year" — 
up  27%  in  May,  vs.  12%  for  the  overall 
U.  S.  market — it  has  a  lot  riding  on  the 
update  of  what  had  been  its  cr"own  jew- 
el. As  the  auto  maker  r-aces  towar-d  its 
mer-ger  later  this  year  with  Daimler 
Benz,  analysts  see  the  new  Jeep  as  piv- 
otal to  earnings  in  Chrysler's  second 
half. 

"NOT  MUCH  LOYALTY."  A  lot  has  changed 
since  the  Grand  Cherokee  debuted  in 
1992  and  took  command  of  the  high-end 
SUV  segment.  Specifically,  models  such 
as  the  Lexus  rxsoo  and  the  Mer-cedes 
M-Class  have  anived.  "Ther-e's  not  much 
loyalty  in  the  suv  mar^ket  anymore," 
says  Michael  W.  Lowe,  a  Jeep  dealer  in 
Atlanta.  "We've  lost  customer's  to  Mer-- 
cedes,  and  I'm  not  sur-e  the  changes  on 
the  new  Grand  Cherokee  ar-e  dramatic 
enough." 

Still,  Wall  Street  thinks  Chrysler  is 
on  a  roll.  Accor-ding  to  First  Call,  the 
consensus  among  analysts  is  for  the  car*- 
maker  to  earn  .$900  million  in  the  second 
quarter- — nearly  twice  the  net  in  the 
strike-jilagned  '97  quarter  At  that  pace, 
profits  would  add  up  to  $3.4  billion  on  a 
record  3  million  vehicles  in  1998. 
"Things  will  only  get  better  with  the 
new  Grand  Cher-okee,"  says  Scott 
Meriis,  a  Westport  (Conn.)  auto  analyst. 
If  he's  right,  Clirysler-  and  Daimler-  could 
drive  off  on  a  happy  honeymoon. 

By  Bill  Vlasic  in  Detroit 
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PHARMACEUTICALS  

CAN  MERCK  GROW 
WITHOUT  A  MEGAMERGER? 

Even  a  batch  of  new  drugs  may  not  be  enough 


For  a  stock  that  was  once  an  icon  for 
investors  and  a  company  that's  ai'- 
griably  the  premier  dnig-discoveiy 
juggemaut,  Merck  isn't  getting  much  re- 
spect. Ding  stocks  trade  at  almost  29 
times  1999  earnings,  but  Merck  &  Co.'s 
price-eaming's  ratio  is  only  about  26.  even 
after  a  recent  ninup.  The  reason:  Wall 
Street  exjjects  a  big  slowdown  in  Merck's 
gi'owth  rate  after  2000  as  a  number  of  its 
chugs  go  ofi'  patent  and  lose  a  lot  of  sales 
to  cheaper  generic  versions. 

Merck  Chairman  Raymond  V. 
Gihnaitin  is  now  reshaping  Merck's  poit- 
foUo,  in  moves  that  may  help  win  back 
Wall  Street.  What  Gilmaitin  won't  do, 
he  insists,  is  follow  the  crowd  and  make  a 
big  acquisition.  For  now,  he's  betting  on  a 
series  of  new  dings  in  Merck's  pipeline. 
And  he  is  undoing  two  key  joint  ven- 
tures to  buttress  growth.  In  May,  he 
stinck  a  deal  to  sell  Merck's  interest  in  a 
slow-gTowing  joint  ventm-e  with  DuPont 
Co.  for  $2.6  billion.  Gilmtutin  is  expected 
to  ink  another  agreement  the  week  of 
June  15  to  restioictiu'e  a  ventui-e  with 
Astra.  Soui'ces  say  the  deal  could  give 
Astra  control  of  Astra  Merck  Inc.,  with 
the  option  to  buy  Merck  out  entii'ely. 
BOLDER  MOVES.  The  Astra  deal  could 
fetch  Merck  a  pretty  penny.  Astra  seems 
to  need  to  revamp  the  venture  more 
than  Merck.  Analysts  say  the  Swedish 
company  is  a  natm'al  candidate  for  an 
industiy  merger,  but  because  the  Merck 
joint  venture  has  U.  S.  marketing  rights 
to  most  Astra  (hoigs,  Astra  has  less  to  of- 
fer a  potential  paitner.  Stephen  S.  Tang, 
who  heads  A.  T.  Kearney  Inc.'s  U.  S. 
phannaceutical  consulting  practice,  says 
Astra  will  pay  Merck  a  premium  to  undo 
the  ventui'e.  The  talks  may  still  falter, 
but  most  analysts  think  a  deal  could  net 
Merck  more  than  .$10  billion  over  sever- 
al years.  Tlie  market  is  optimistic  that 
Merck  will  come  out  on  top;  the  stock 
rose  9%  from  June  4-10. 

What  will  Merck  do  with  the  money? 
Most  analysts  and  investors  think  the 
company  will  accelerate  the  .$5  billion 
share  buyback  it  announced  last  year.  In 
addition,  some  money  could  go  to  invest- 
ments in  small  pharmaceutical  and 
biotech  companies,  a  strategy  that 
GUmailin  has  been  piu-suing.  He  has  also 
stepped  up  efforts  to  get  licensing  rights 


to  eai'ly-stage  compounds  being  devel- 
oped by  smaller  companies  such  as 
Boston-based  Biogen  Inc.  Analysts  say 
Merck  will  do  even  more  of  that. 

While  the  DuPont  and  Astra  deals 
should  give  Merck  a  shot  in  the  arm, 
they  hai'dly  solve  its  problems.  In  the 
next  foui'  yeai's,  patents  will  expire  on 
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YEAR  OF  U.S.  1997  U  S.  SALES 
PATENT  EXPIRATION    (IN  BILLIONS) 


PRILOSEC* 

2001 

$2.2 

VASOTEC 

2000 

I.I 

PEPCID 

2000 

I.O 

MEVACOR 

2001 

0.9 

PRINIVIL 

2001 

0.5 

*Sold  through  Astra-Merck  loint  venture;  Merck  books 
Income  from  the  venture 

DATA  SALOMON  SMITH  BARNEY 


products  such  as  cholesterol  reduce 
itor.  In  recent  yeai's,  Merck  hasn't 
after  such  deals.  "If  it  were  me. 
Bear,  Steams  &  Co.  analyst  JoS' 
Riccai'do,  "I'd  hedge  my  bet." 

For  now,  Gilmartin  is  bettii^ 
Merck's  pipeline.  The  company  is 
out  a  record  five  new  products  thi; 
and  its  new  asthma  dmg,  Sin 
doing  well.  Analysts  have  high  ho} 
migTaine  ch-ug,  Maxalt,  which  is  ex 
to  debut  tliis  yeai",  and  for  a  new  ji. 
tis  diTJg,  Vioxx,  which  could  hit  thr 
ket  next  year.  And  Merck  scienti^ 
veiy  excited  about  a  new  class  o 
depressants  in  development  that 
lysts  say,  could  be  ready  as  eaiiy  a 

Still,  as  Merck's  new  produc; 


five  ol  Llie  company's  biggest  sellers,  in- 
cluding Astra  Merck  Inc.'s  ulcer  medica- 
tion, Prilosec,  the  best-selling  dnig  in 
the  world.  And  dnigniakers  often  lose 
up  to  80%  of  the  sales  of  a  drag  to 
generic  versions  after  patents  expu'e.  In- 
deed, many  on  Wall  Street  aren't  con- 
vinced the  new  products  will  be  enough. 
Cowen  &  Co.  analyst  Stephen  M.  Scala 
says  net  income  will  gi'ow  just  6%  in 
2002,  down  fi'om  1997's  torrid  19%  pace. 

That's  why  some  would  like  to  see 
Gilmaitin  make  even  bolder  moves.  Pfiz- 
er Inc.,  has  liit  the  jackpot  by  stiiking  co- 
marketing  agi'eements  with  rivals  for  hot 


CEO  GILMARTIN:  L'nduiiig  old 
and  budding  up  a  hoard  of  cash 

there  is  little  mai-gin  for  error.  Ja)|: 
Baker,  a  portfolio  manager  at  ARKjv 
Management,  a  Merck  institutioji 
vestoi;  says  shai-eholdei-s  will  be  wr. 
to  see  if  these  new  chugs  adequati 
set  those  going  off  patent.  "If  in  |} 
we  don't  see  that  there's  enough  |i 
pipeline,"  he  says,  "there's  no  qii? 
there  will  be  pressui-e  on  Gilmatj 
do  a  deal."  If  Gilmailin  can  avoift 
Merck  may  regain  its  icon  status.' 
By  Amy  Barrett  in  Phila<l 
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Introducing  The  Document  Exchange. 
The  best  of  UPS  by  an  entirely  new  route. 


there's  a  revolutionary  way  to  send  documents  and  files  quickly  and  securely  over  the  Internet.  Welcome  to 
JPS  iDocument  Exchange?'  At  exchange.ups.com  you  can  access  free  software  that  lets  you  address  any  digital  file, 

the  level  of  security  you  need,  and  send  from  yoiir  desktop.  You  get  tracking  and  delivery  confirmation.  \bur  recipient 
universally  readable  file.  And  neither  one  of  you  has  to  wait  for  a  delivery,  stand  by  the  fax  machine,  or  struggle 

-mail  attachments.  It's  ftist.  It's  easy.  And  it's  exactly  the  kind  of  innovation  you'd  expect  from  UPS.  ^ 

MOVINGattheSPEEDo/^BUSINESS:  (UpS 

.lcdR„vclS,:rv,cc,.fA,neno,,lnc.  V;      ^  WWW.eXChange.UpS.COITl  ^v,..-'^^ 
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TRUSTBUSTERS 


HOW  STRONG  IS 

THE  CASE  AGAINST  INTEL? 

The  government's  narrow  suit  may  be  fundamentally  flawed 


Federal  tiustbustei's  learned  a  hard 
lesson  a  generation  ago  after  decade- 
long  litigation  against  IBM  and  AT&T: 
Tliin]<  small.  Tliat's  why  the  Justice  Dept. 
has  filed  a  nan-ow  suit  aimed  at  Win- 
dows 98  wliile  it  continues  to  investigate 
a  broader  case  against  Microsoft  Corp. 
And  that's  why  the  Federal  Ti'ade  Com- 
mission's .June  8  complaint  against  Intel 
Corp.  is  limited  to  chai'ges  that  the  chip- 
maker  stifled  competition  by  punishing 
three  customers  in  patent  disputes. 

The  FTc's  legal  sti-ategy  is  cleai"  Seek 
a  swift  victoiy  in  a  case  where  key  facts 
aren't  in  dispute,  then  build  on  that  tri- 
umph to  pui"sue  a  wider  probe.  The  com- 
mission's larger  concern  is  whether  Intel 
leverages  its  dominance  in  micro- 
processoi"s  to  enter  new  mai'kets,  such  as 
gi'aphics  chips.  The  ftc  is  also  looking  at 
whether  Intel  is  shutting  out  rivals  by 
using  projjrietaiy  standai'ds.  The  agency 
is  still  gathering  evidence  on  those  ques- 
tions and  hopes  a  tough  stance  now  could 
encoiu-age  rivals  to  give  evidence  to  build 
the  bigger  case  and  induce  Intel  to  back 
off  its  hardball  tactics.  Says  ftc;  Bui'eau 
of  Competition  chief  William  J.  Baer: 
"When  we  have  evidence  of  anticompet- 
itive behavior,  we  are  ready  to  act." 
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Sounds  like  a  smait  approach.  But  the 
FTc's  cmrent  case,  say  legal  analysts,  is 
no  legal  cinch.  The  FTC  will  have  a  hard 
time  proving  that  the  customers  Intel 
acted  against  are  competitoi-s  or  potential 
ones.  Even  more  difficult:  The  ftc  will 
have  to  prove  that  the  tactics  Intel  em- 
ployed against  these  tlu'ee  would  actual- 
ly dampen  competition  in  micropi'oces- 


NO  CINCH 


It  won't  be  easy  to 
prove  that  Intel  tightened  its  grip 
on  the  market  if  it  did  more 
damage  to  customers  than  to  rivals 


sor  technology.  If  Intel  can  force 
customers  and  othere  to  turn  over  patent 
rights,  Baer  says,  "other  fimis  will  have 
little  incentive  to  invent  new  features  to 
challenge  Intel's  dominance." 

At  the  heart  of  the  case  are  charges 
that  Intel  retaliated  against  Intei'gi'aph 
Coip.  and  Digital  Equijiment  Coip.  when 
they  sued  to  stop  Intel  fi'om  infiinging  on 
their  patents.  The  FTC  also  says  Intel 
punished  Compaq  Computer  Corp.  after 


the  PC  maker  sued  a  rival  that  haoe 
using  Compaq  patents  in  motherbn 
made  by  Intel.  After  the  suits 
filed,  Intel  stopped  giving  these  i 
customers  infomiation  they  neecd 
develojj  systems  based  on  Intel  i 
Intel  says  that's  tine,  but  spoki 
Chuck  Mulloy  says  "we  were 
our  rights  imder  existing  intell( 
property  and  antiti-ust  law." 

The  FTc's  arg-ument  rests  c 
80-year-old  theoiy  of  "potential 
petition."  It  posits  that  a  comi 
actions  can  be  deemed  anticompe 
even  if  it's  not  clear  a  rival  has 
harmed  yet — and  even  if  the  pri 
toi-s  can't  say  who  a  competitor's  li- 
the future  could  be.  In  practice 
arguments  have  generated  only 
results.  And,  says  Washington  am 
attorney  Joe  Sims,  the  chances  ( 
ceeding  on  potential  competition 
any  better  now.  "Since  the  three; 
tomei"s]  ai"e  not  direct  competitors, 
make  it  harder  for  the  commiss 
prove  that  Intel  is  tiying  to  get  a  . 
monopoly,"  he  says. 

But  the  FTC  argues  that  the 
companies  targeted  by  Intel  are  a 
competitors  or  potential  ones.  D] 
Alpha  chip  competes  dii'ectly  agaii 
tel's  Pentium  line.  Intergi'aph  anci 
compete  in  computer  gi'aphics.  Moi 
the  two  companies  are  locked  in  a 
battle  over  processor  patents  held 
tergi'aph  that  may  have  been  violf 
Intel's  Pentiiuns — making  them  riv' 
processor  technology.  (In  April, 
graph  won  an  injunction  against . 
forcing  the  chipmaker  to  tui-n  o\ 
formation  it  had  withheld  after  < 
graph  sued  Intel  for  alleged  pater 
lations.  On  -June  8,  Intel  sued  tc 
that  niling  overtimied.)  As  for  Cc, 
the  FTC  claims  it  competes  with  Ii  * 
motherboard,'  ""o 
though  Coi^* 
builds  them  or 
its  own  comput 
Legal  exper 
the  FTC  will 
tough  time  sh 
that  Intel's  rel 
with  those  thr© 
chilled  innovatlfecpc 
cliip  technology  among  other  deve 
Says  Chicago  antitrust  attorney  1 
M."  Steriing:  "The  effect  has  to  bef; 
than  hyiDothetical  and  speculative 
Baer  insists  he  has  lots  of  evide 
so,  his  tliink-small  strategy  could  t 
big  win.  If  not,  the  ftc  may  hi 
pack  up  its  stacks  of  Intel  files.  ^ 
By  Susan  B.  Garland  hi  Washi 
with  Andy  Reinhardt  i)i  San 
Calif. 
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Wheie  In  The  Vlft>rid 
Should  You  Invest  Now? 


One-year  ^tock  moiket 
total  returns  in  U  S  dollars 
entled  I2/31/97- 


Overall  Morningstar  \ 
Rating,  4/30/98  * 

rudential  Europe  Growth 
Fund  (Class  A) 


among  740  international 
equity  funds 

frudenllal  World  Fund/ 
Global  Series  (Class  A) 

irkirk 

among  740  international 
equity  funds 


I'rudential  World  Fund/ 
ternatlonal  Stock  Series 
(Class  A) 

irningstor  rates  funds  otter 
iree  years  of  performance. 
Inception  date  of  Class  A 
sliares:  9/23/96 

(I  for  a  free  prospectus  with 
are  complete  information, 
including  soles  chorges 
ind  expenses,  and  other 
■losses  of  shores.  Please 
read  it  carefully  before 
ou  invest  or  send  money. 


Prudential  Has  The  Answers 


Investing  overseas  offers  many  exciting  rewards — and  special  risks.  Changing  econoniic  and 
political  conditions  around  the  world  can  cause  some  markets  to  soar  while  others  stumble. 
That's  why  you'd  be  wise  to  tap  the  investing  expertise  of  Prudential.  We  can  help  you  navigate 
the  challenges  of  international  investing  and  find  some  of  today's  most  promising  opportunities. 


It's  time  to  discover  the  rewards  of 
global  investing.  The  U.S.  stock  market  has 
delivered  strong  returns  in  the  past  few  years.  But 
today,  many  investors  are  recognizing  that  a  portion 
of  their  portfolio  should  be  overseas  in  order  to  be 
positioned  for  future  growth  opportunities. 

Prudential  can  help  you  discover 
foreign  investment  opportunities  you 
might  not  find  on  your  own.  As  one  of 

the  largest  money  managers  in  the  world,  Prudential 
offers  years  of  international  investing  expertise,  a 
wide  range  of  overseas  stock  and  bond  funds,  and 
seasoned  fund  managers  with  timely  access  to  world 
financial  news  and  data. 


Aim  for  results.  Manage  risk.  When  you're 
venturing  overseas,  you  want  to  make  sure  you  have 
the  right  combination  of  risk  and  potential  reward. 
At  Prudential,  we  manage  our  funds  to  achieve 
consistent,  long-term  risk-adjusted  performance.  Of 
course,  past  performance  is  no  guarantee  of  results. 

Call  today  for  your  free  prospectus. 

Find  out  how  Prudential's  international  and  global 
funds  can  help  you  discover  a  world  of  investment 
opportunity. 

1-800-THE-ROCK  ext.  46io 

www.prudential.com 

Prudential 


3rices  and  returns  will  vary,  and  you  may  have  a  gain  or  loss  whien  you  sell  shares.  Not  all  funds  in  the  Prudential  Family  of  Funds  were  rated  as  high 
e  appeanng  in  this  advertisement.  Ratings  cited  are  only  for  share  classes  indicated  above.  Different  classes  of  shares  are  offered.  Although  the  shares 
common  portfolio,  their  performance  and  ratings  may  vary  because  of  differences  in  loads  and  fees  paid  by  shareholders  investing  in  different  classes. 
1  investments  are  subject  to  special  risks  including  currency  fluctuation  and  the  impacrt  of  social,  political  and  economic  change.  These  risks  may  result 
.ter  share  price  volatility.  'Source:  Morgan  Stanley  Capital  International  (MSCI).  The  obove  map  illustrates  the  performonce  of  major  world  stock 
s  for  the  1  -year  period  ended  December  31,1 997.  It  does  not  represent  the  performance  of  any  FVudential  mutual  fund.  MSCI  country  indices  are 
oged  indices  which  include  those  stocks  making  up  the  largest  two-thirds  of  each  country's  total  stock  market  capitalization.  Returns  reflect  the 
tment  of  gross  dividends.  This  map  is  for  illustrative  purposes  only  and  is  not  indicative  of  the  post,  present  or  future  performance  of  any  specific 
tent,  nor  is  it  indicative  of  the  countries  in  which  the  above  funds  may  invest.  Investors  cannot  invest  directly  in  stock  indices. 


1 


gstor  periods  ended  4/30/98.  Ratings  are  subject  to  change  every  month,  ate  historical  and  do  not  represent  future  performance.  10%  of  the  funds  in  o  category  receive  5  stars.  The  next  22.5%  receive  4  stars; 
5%  receive  3  stars.  Prudential  Europe  Grovrth  Fund  (Class  A)  received  5  stars  (3  years)  among  740  funds.  Prudential  World  Fund/Global  Series  (Class  A)  received  3  stats  (3  years)  ond  4  stars  (5  years)  among 
i26  funds,  respectively,  Morningstar  proprietary  ratings  reflect  risk-adjusted  performance.  Momingstat  ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  returns  (v^ith  fee  adjustments)  in  excess  of 
;asury  bill  returns,  and  a  risk  foctot  that  reflects  fund  performance  below  90-doy  T-bill  returns.  Shoies  of  the  Funds  ore  offered  through  Prudential  Securities  Incorporated,  1 99  Water  Street,  New  York,  NY 
id  Pruco  Securities  Corporation,  213  Washington  Street,  Newark,  NJ  07102,  both  subsidiaries  of  The  Prudentiol  Insurance  Company  of  America. 


News:  Analysis  &  Commentary 


COMPUTERS 


COMPAa-DIGITAL: 
LET  THE  SLIMMING  BEGIN 

Can  the  combine  be  made  as  cost-efficient  as  the  PC  industry? 


Eckhard  Pfeiffer  is  on  his  way  to 
achieving  Ms  biggest  dream — vault- 
ing Compaq  Computer  Corp.  into 
tlie  top  three  of  the  computer  industiy. 
On  June  11,  Compaq  shareholders  are 
expected  to  bless  the  $9  billion  merger 
with  Digital  Equipment  Corp.  that  will 
make  Compaq  No.  2  behind  IBM. 

On  June  12,  ceo  Pfeiffer  wall  start  to 
lay  out  his  plan  for  making  sure  his 
massive  new  comj^any  doesn't  become  a 
bloated,  inefficient  giant.  The  basic  idea 
is  to  sell  corporate  customers  bundles 
of  computers,  services,  networks,  and 
software — the  so-called  "enterprise" 
systems  that  companies  such  as  Digital 
traditionally  offer — while  maintaining 
the  lean  overhead  of  the  PC  industry. 
"We  are  creating  a  new  breed  of  com- 
puter company  that  takes  the  PC  mod- 
el of  efficiency  to  the  enterprise  mar- 
ket," he  says.  Pfeiffer  won't 
reveal  his  cost  target,  but 
analysts  expect  him  to 
set  the  newly  combined 
Compaq's  sales  overhead 
at  17%  of  revenues — 
well  below  Digital's  24% 
or  the  21%  at  ibm 
and  28%  at  Sun 
Microsystems. 
BIG  CHOP.  Getting  there 
won't  be  easy — or  pret- 
ty. First,  the  merger 
will  chop  some  17,000 
people  from  the 
combined  compa- 
nies' 67,000-member 
workforce  in  the  next  six 
months,  at  a  projected  cost  of  .$1  bil- 
lion. Among  them  will  be  top  Compaq 
executives,  including  Senior  Vice-Presi- 
dents Piobert  W.  Steams  and  Alan  Lutz. 
Compaq  won't  conftrm,  but  soiu'ces  say 
Pfeiffer  also  plans  to  replace  his  disk- 
storage,  server,  and  PC-division  execs 
with  Digital  people. 

On  the  rise  are  such  Digital  execs  as 
John  Rando,  named  senior  vice-presi- 
dent for  senices,  William  D.  Strecker, 
named  senior  vice-president  for  tech- 
nology and  coiporate  development,  and 
Thomas  A.  Siekman,  named  senior  vice- 
president  and  general  counsel.  On  the 
retirement  list:  Digital  Chief  Executive 
Robert  B.  Palmer. 


Pfeiffer  will  also  close  a  handful 
of  factories  where  the  companies  over- 
lap. But  Wall  Street  is  looking  for  big- 
ger cuts,  since  Compaq's  costs  are  al- 
ready significantly  higher  than  those  of 
Dell  Computer  Corp.'s. 
Some    are  asking 
How  can  Compaq  , 
absorb  the  r  ' 
tively  fat  Dig 
tal  operation 
and  push 
down  costs 
in  its  core 
busi- 


COMPAQ'S 
POST-MERGER  REGIMEN 

■  Slash  17,000  from  the  combined 
workforce 

■  Refocus  Digital's  Unix  software 
around  mainframe-class  machines 

■  End  Digital's  PC  production  and 
fold  into  Compaq 

■  Expand  Digital  Service's  push  into 
systems  integration 

■  Scale  back  Compaq's  network- 
equipment  business 

DATA:  BUSINESS  WEEK 


ness,  too?  Indeed,  Compaq  ah-each 
an  earnings  problem.  For  the  firstma 
ter,  it  reported  profits  fell  96%., 
million,  as  a  result  of  piice  cuttiri 
dealer  incentives.  Its  shares  are 
22%  since  February,  even  as  the 
dard  &  Poor's  Computer  Systen 
dex  has  climbed  10%. 
BIG  LOSS.  The  PC  price  war  sho 
sign  of  letup,  and  despite  effo 
tighten  up  inventories,  Compaq  st 
as  much  as  seven  weeks  of  sup 
some  products.  "Compaq  today  is  < 
with  its  pants  down,"  says  Pipe 
fray  Inc.  analyst  Ashok  Kumar, 
lysts  now  expect  the  company  to  1 
$70  million  operating  loss  in  the 
quarter — as  revenue  slip> 
projected  $5.2  billion,  ft'oi 
billion  in  the  fii'st  quarte 
Pfeiffer  dismisses 
doubters.  "I  am  exti' 
comfortable  we  can  haii 
ficiency  and  strategjV"  hi 
And  in  his  35  years  in 
puters,  he  has  proved  sl- 
WTong  before.  This  time, 
factor  will  be  how  well  he  ci 
Digital's  high-margin  services  bu: 
which  includes  22,000  technical-st 
experts,  who  can  help  sell  bum 
computers,  software,  and  service 
executive  involved  in  the  merge 
that  Compaq  is  "coimting  < 
vices  to  drive  the  com 
repositioning." 

Other  promising  pieces  i 
Digital  portfolio  include^! 
storage  systems,  whei 
new  Compaq  will  hold  tl 
ond-largest  market 
with  $4  billion  in  reven 
ternet  servers,  where  D 
Alpha   servers   are  a. 
No.  2;  and  server  comit 
nuining  the  Unix  opcit 
system.  Critically,  h 
are  all  areas  wheivr 
gins  are  as  high  a^ 
are  the  strategic  art- 
watch,"  says  Compaq  Chief  Fim 
Officer  Eaii  L.  Mason. 

Pfeiffer  can  count  on  supporfi 
Digital's  long-suffering  customers  \ 
a  decade  of  downsizing  and  retre.'i 
at  Digital,  customers  breathed  a  j 
relief  when  Compaq  showed  ^ 
Joseph  Pollizzi,  president  of  thi 
chapter  of  Digital's  user  group 
we  need  is  [somebody]  to  move 
ucts  and  get  the  company's  m  ito 
out.  Those  are  all  things  Com 
very  good  at,"  he  says.  Pfeiffe: 
will  be  to  make  sure  it's  bette 
ever. 

Bij  Ganj  McWilliams  in  H 


"These 


n's  leading  telecom  provider  —  NTT  —  has  been  connecting  people  and  businesses  with  cutting- 
•  services  for  over  1 00  years.  Today,  our  Global  Systems  Integration  Services  provide  failsafe  solutions 
nd-to-end  corporate  connections  around  the  planet.  And  our  Arcstar  Global  Communications 
ces  unite  major  cities  across  the  U.S.,  Europe  and  Asia  with  high-speed  infocommunication 
highways.  As  we  continue  to  branch  into  new  areas,  one  principle  is  certain  to 
(CStar        endure:  we're  here  to  bring  people  together,  now  and  for  generations  to  come. 


3re  information  on  how  NTT  can  connect  you,  call  1 -800-4-NTT-USA,  or  visit  our  website:  lnttp://info, ntt.co.jp 


® 

NTT 


NIPPON  TELEGRAPH  AND  TELEPHONE  CORPORATION 


{How  technology  lets  you  e.:; 


Agility,  as  defined  by  C 


Taking  one  of  the  world's  premier  sports  cars 
to  the  next  level  of  performance  is  not  an  easy  task, 
or  one  we  take  lightly.  Corvette'  owners  are 


Thf  82nd  running  of  the  Indy  500'  marks  the  fourth 
time  Corvette  has  been  chosen  as  the  Official  Pace  Car. 


enthusiasts,  and  when  we  consider  enhancing  their 
driving  experience,  we  do  so  with  the  knowledge 
that  we  must  do  cxaclhi  that.  Esoteric  engineering 


By  Fred  Gallaci 


exercises  that  result  in  little  or  no  benefit  to  the 
driver  have  no  place  in  the  Corvette  mission. 

Wlmt  Is  Active  Handling?  Corvette  Active 
Handling  is  the  logical  next  step  in  the  evolution 
of  enhanced  chassis  control  systems  like  ABS 
brakes  and  traction  control.  The  Active  Handling 
System  activates  when  there  is  a  significant 
difference  between  how  the  driver  intends  for  the 
car  to  corner  and  how  the  car  is  actunlly  cornermg. 
Working  with  the  ABS,  it  automatically  applies 
any  of  the  four  brakes  to  help  actively  control 
the  situahon. 

The  Tough  Pnrt,  Realhi,  Is  the  Human  Part.  The 
thing  we've  learned  about  Corvette  drivers  is  that 


The  C5  was  designed  without  a  roof  from  t  bf 

it's  not  only  the  car's  performance  th 
but  it's  being  ;';/  control  too.  Active  Hi 
to  be  developed  to  enhance  the  driv  e 
without  being  intrusive.  Before  we  ct 


to  its  fullest  capability.) 


with  Active  Handling. 


r  neering  Group 


.  lass  sports  car  that's  also  a  convertible.  J 

•  tor  the  software,  we  had  to  drive 
afi  nd  thousands  of  miles,  mlicipating 

\  driving  situation  imaginable,  not 
n  roads,  but  on  wet  and  snowy  roads. 


too.  This  is  what  we  mean  by  the  human  part. 
Computers  are  great.  But  you  have  to  collect 
accurate  data  and  set  up  the  computers  properly 
to  deliver  the  kind  of  driving  experience  that  a 
Corvette  driver  demands. 

Agility  and  Subtlety  for  the  Real  World.  The  Corvette 
Active  Handling  System  offers  amazing  agihty  for 
the  kinds  of  situations  you  encounter  in  real-world 
driving.  Imagine  a  sudden  lane  change  on  a  wet 
road  surface  to  avoid  an  unexpected  hazard  —  like 
a  huge  pothole.  Let's  say  you  turn  the  wheel  sharply 
to  the  left  to  a\'oid  it.  This  input,  combined  with  the 
low-traction  surface,  could  exceed  the  limits  of 
traction  available  to  the  front  wheels,  causing 
"understeer,"  allowing  the  car  to  "plow"  straight 
ahead.  In  this  situation.  Corvette  Active  Handling 
will  work  to  help  correct  the  car's  understeer 
condition  by  automatically  applying  the  left  rear 
brake,  coaxing  the  car  into  a  left  turn.  Of  course, 
an  aftereffect  of  this  maneuver  could  be  that  the  tail 
of  the  car  may  actually  start  to  swing  out  the  other 
way  in  a  classic  "oversteer"  condihon.  The  subtlety 
of  Corvette  with  Active  Handlmg  is  that  it  responds  to 
this  natural  overreaction  and  brmgs  the  rear  of  the 
car  back  in  line. 

A  Note  of  Caution:  The  overall  effecti\'eness  of  the 
Cor\'ette  Achve  Handling  System  is  directly  related 
to  available  tire  traction  and  the  agressiveness  of  a 
given  maneuver.  Active  Handling  is  designed  to  use 
existing  traction  to  assist  the  driver  —  but  it  cannot 
overcome  the  laws  of  physics.  Please  drive  responsibly. 


Competitive  Driving  Mode  for  the  Track.  The 
Corvette  Active  Handling  System  will  be  the  first 
of  its  type  in  the  world  to  offer  dual-mode  opera- 
tion. You  can  engage  a  competitive  driving  mode 


(Design  attributes  like  the  nostalgic  waterfall  make  1 
the  new  C5  immediately  recognizable  as  a  Cor\'ette.  J 

for  autocross,  gymkhana  or  other  on-track  activi- 
ties. In  this  mode.  Active  Handling  remains  fully 
functional  —  while  the  traction  control  is  dis- 
abled, allowing  for  some  wheelspin  and  oversteer, 
so  more  experienced  drivers  can  exploit  the 
dynamic  capabilities  of  Corvette  on  the  track. 

This  Is  a  Corvette  to  Love.  You  have  to  drive 
the  1998  Corvette  with  Active  Handling  to 
appreciate  how  great  it  really  is.  We  set  out  to 
design  the  ultimate  Vette  for  enthusiasts  and 
I  think  we  knocked  it  out  of  the  park.  We  love 
driving  it.  And  we  thmk  you'll  love  it  too. 


Call  1-800-950-2438 
or  visit  www.chevrolet.com 


i  GM  Corp.  Buckle  up,  America!  liT 


News:  Analysis  &  Commentary 


THE  INTERNET 

IS  A  STAMPEDE 
STARTING? 

NBC  has  a  Web  portal,  so 
others  may  soon  want  one,  too 

Broadcast  networks  have  \iewed  the 
Internet  mostly  as  a  promotional 
tool  for  their  brands.  But  nbc, 
which  is  joint  owner  of  the  MSNBt'  cable 
stationAVeb  site,  has  a  new  idea.  On 
June  9  it  announced  plans  to  take  a 
stake  in  Snap!,  an  Internet  "portal," 
and  invest  in  its  parent  CNET  Inc.  In 
additoion  to  snagging  cybersurfers  to 
watch  TV  shows,  nbc  will  use  its  shows 
to  drive  traffic  to  recently  founded 
Snap!,  a  search  site  that  online  enthu- 
siasts visit  daily.  The  question  is:  Does 
this  make  sense? 

Excite  Inc.  Executive  Vice-President 
Brett  Bullington  isn't  so  sm-e.  "It  hasn't 
been  clear  that  ha\'ing  a  presence  on  TV 
and  the  Web  correlates  to  having  a 
dominant  role,"  says  Bullington.  Still, 
the  NBC  deal  may  only  be  the  first  of 
tliis  type.  "Watch  this  space,"  says  new- 
media  expert  Mary  G.  Meeker  at  Mor- 
gan Stanley  Dean  Witter  &  Co.  "The 
big  moves  have 
just  begim." 

Indeed,  nbc  had 
numerous  discus- 
sions with  bigger 
portal  sites  before  choosing  Snap!,  in- 
cluding talks  with  Excite.  Harry  M. 
Motro,  chief  executive  of  Infoseek 
Coip.,  agi'ees  with  XBC  that  media  com- 
panies need  to  partner  with  portals, 
and  says  Infoseek  is  "pursuing  those 
kinds  of  relationships."  If  he  finds  a 
suitable  deal,  he  adds,  he'll  be  able  to  fi- 
nagle better  terms  than  cnet,  since 
"we  have  as  much  traffic  in  our  Japa- 
nese subsidiary  as  all  of  Snap!  does." 

XBC  did  get  the  alliance  for  a  modest 
investment.  For  .$32  million,  NBC  will 
get  just  under  .5%  of  cnet  and  a  19% 
stake  in  Snap!  and  control  of  the  por- 
tal's board.  It  has  options  that  would 
allow  it  to  control  60%.  For  cx'ET, 
which  spent  $25  million  on  Snap!  but 
can't  afford  to  continue  promoting  the 
service,  the  deal  could  help  it  reach  its 
goal  of  turning  profitable  this  year. 
Now  the  question  is  whether  the  net- 
work that  hawks  "Must  See  TV"  can 
make  Snap!  a  "Must  Surf"  gateway  to 
the  Web. 

By  Ricliard  Siklos  in  New  York  and 
Linda  Himelstein  in  San  Mateo 


Snapi 


COMMENTARY 


By  Catherine  Yang 

HOW  TO  KEEP  THE  INTERNET 
BACKBONE  IN  SHAPE 


So  close,  and  yet  so  far.  World- 
Com Inc.'s  $37  billion  merger 
with  MCI  Communications  Corp. 
is  within  inches  of  completion.  But 
the  European  Commission  and  the 
U.  S.  Justice  Dept.  are  withholding 
approval  until  the  companies  can 
prove  that  their  combined  Internet 
operations  won't  crash  rivals. 

Regulators  ai'e  on  the  right  track. 
Internet  data  networks  are  doubling 
eveiy  foiu-  months,  and  in  a  few 
years,  they'll  cany  far  more  traffic 
than  traditional  voice  networks.  So, 
trustbusters  must  make  sm-e  early  on 
that  no  one  player  can  dominate  the 
mai-ket,  raise  prices,  and  squeeze  out 
rivals.  "There's  a  potential  for  abuse," 
says  Donald  Heath,  president  of  the 
Internet  Society.  "Someone  with  criti- 
cal mass  can  dictate  prices." 

The  EC  has  detemnined  that  MCi- 
WorldCom  would  control  up  to  65%  of 
the  so-called  Internet  backbone,  the 
global  netw^ork  of  data  earners  that 
local  operators  use  to  make  theii*  con- 
nections. Tliat's  a  big  chunk  of  the 
mai'ket,  and  the  feai"  is  that  a  giant 
coulii  not  only  laike  prices  for  small 
Intemet-sei-vice  providers  but  also 
chai'ge  um-easonable  fees  for  other 
backbone  networks  that  need  to  send 
traffic  across  WorldCom-MCi's  system. 

To  appease  regulators,  MCi  has  of- 
fered to  seO  its  routers  and  wholesale 
Intei  net-sei'vice  customers  to  Britain's 
Cable  &  Wu-eless  plc.  It  will  also 
give  c&w  revenues  fi-om  retail  Net 
customers  and  attractive  transmission 
rates  on  its  fiber  phone  network  for 
five  years.  This  is  a  good  stait. 


But  beyond  c&w,  the  EC  and  Jus- 
tice shoiJd  guarantee  a  fail-  shake  f( 
other  competitors — such  as  Level  3 
Communications  Inc.,  Qwest  Commi 
nications  International  Inc.,  and  evi 
tually  the  Baby  Bells.  One  possibilil 
Negotiate  a  consent  decree  in  whii 
MCI- WorldCom  would  promise  to  o; 
fair-market  intercomiection  teiTns 
all  rivals  that  need  to  hook  on.  And 
avoid  govemment  regulation,  the  in] 
dustiy  could  police  pricing  itself 
through  an  arbitration  system. 
LOCAL  MOVES.  But  trastbusters  art 
so  fai-  signalling  that  they  ai'en't  ou 
to  scuttle  the  deal — by,  for  example 
demanding  the  sale  of  WorldCom's 
mai'ket-leading  uunet  Internet  ser- 
vice. After  all,  fi'om  a  U.  S.  persped 
five,  MCi-WorldCom  together  couldl 
pro-competitive:  They  say  they'll  ta 
on  Baby  Bell  local  monopolies.  Men 
over,  many  companies  ai-e  building , 
data  networks  that  could  compete 
with  Mci-WorldCom,  including  recei 
ly  announced  ventm-es  fi-om  Bell  Al 
lantic  and  Sprint.  Here  again,  main- 
taining competitive  hookup  chai-ges 
will  be  key.  "You  don't  want  interec 
nection  used  as  a  strategic  weapon,' 
says  Hal  R.  Vaiian,  dean  of  comput 
studies  at  the  Univei-sity  of  Califon 
at  Berkeley. 

Still,  more  competition  is  cominj 
soon  to  the  Internet  backbone.  ThA 
job  of  regulators  must  be  to  maintiH 
a  level  playing  field  until  that  dayj 
anives.  ' 

Yang  covers  telecommunications^'- 
sues  from  Washington. 


j^^JJ|^^|2lS33^  '^^''y  newspapers  were  facing  fierce  new  competition  for  readers  and  ad 

revenues.  Was  there  a  breakthrough  way  to  deliver  the  news?  We  worked  with  Knight-Ridder  New  Media  to  help 
develop  an  electronic  news  clipping  service,  searchable  classified  ads,  local  sports  and  entertainment  services  -all  of  which 
helped  them  wring  additional  revenue  from  their  papers.  What  made  it  possible?  Netscape  PublishingXpert  and 
Netscape  Enterprise  server  software.  Today,  there's  no  telling  what  business  will  break  away  from  the  competition  with  a 
Netscape  solution.  Learn  more  with  a  free  information  packet-  call  800-945-9361  or  visit  home.netscape.com/breakaway 


Slil 

NETSCAPE 


Netscdp*'  Publishinrj/porf  mi  Nebrape  f.mecpris«  secvt.r  are  tradt-inafks  of  NetKapc 
riiddcr  and  Knirjht  Ridder  New  Media  ate  registered  trademarks  of  Knight-flSdder.  Inc. 
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TOBACCO'S  GAINS 
GO  UP  IN  SMOKE 

JUST  whp:;n  the  cigarette 
industiy  looked  as  if  it  might 
be  retaking  control  of  the  de- 
bate over  national  tobacco  leg- 
islation, a  Floiida  jiuy  deliv- 
ered a  blow  that  could  change 
the  industry's  fate.  A  Jack- 
sonville (Fla.)  jiuy  on  Jime  10 
ordered  Brown  &  Williamson 
to  pay  damages  of  $1  million, 
including  the  first  punitive 
damage  awai'd  levied  against 
the  industry,  to  the  estate  of 
Roland  Maddox,  a  Jacksonville 
man  who  smoked  two  packs 
a  day  until  his  death  in  1997. 
Analysts  say  the  verdict  likely 
will  haixlen  the  resolve  of  Big 
Tobacco's  ciitics  in  Congress 
who  ai'e  pusliing  for  tough  re- 
form legislation.  The  verdict 
might  revive  a  bill  sponsored 


CLOSING  BELL 


BAD  MEMORIES 

A  case  of  jitters:  Wall  Street 
drove  up  shares  in  Texas 
Instruments  14%  in  early 
June  to  56  on  rumors  the 
company  may  exit  the  money- 
losing  memory-chip  market. 
Overcapacity  has  savaged 
the  busmess  for  more  than 
two  years,  costing  Tl  $244 
million  m  the  first  quarter 
alone  to  quit  a  memory-chip 
venture.  But  the  rise  halted 
June  10  as  IBM  announced  it 
would  start  sellmg  a  chip 
that  mimics  Tl's  hot-selling 
devices  for  wireless  phones, 
knocking  shares  down  6%,  to 
close  at  52K. 


JUNEl.V-  .'iJNE  10 

DATA  BLOOMBERG  UNANCIAL  MARKETS 


by  Senator  John  McCain  (R- 
Ariz.),  the  toughest  alterna- 
tive being  considered.  Ciga- 
rette stocks  fell  nearly  4% 
immediately  after  the  verdict. 

A  SUMMER  STAMPEDE 
INTO  STOCKS 

EVEN  BEFORE  FED  CHAIRMAN 

Alan  Greenspan  told  Con- 
gress on  June  10  that  the 
U.  S.  is  enjoying  its  best 
economy  in  50  years,  small 
investors  were  piling  back 
into  the  market.  In  the  fii'st 
week  of  June,  some  $7.4  bil- 
lion flowed  into  U.  S.  equity 
mutual  funds,  vs.  $3.2  billion 
the  week  before,  says  re- 
search firm  Mutual  Fund 
Ti-im  Tabs.  "The  minute  the 
mai'ket  seems  to  stabilize  and 
move  up,  people  put  money 
in,"  says  Ti'im  Tabs  reseai'ch 
director  Carl  Wittnebert.  The 
start  of  the  month  usually 
sees  strong  flows.  If  June's 
pace  holds  up,  the  total  could 
be  $50  billion;  May's  estimat- 
ed tally  is  $13.6  billion,  down 
from  April's  $26.6  billion. 

BOEING  THINS  OUT 
ITS  747  ORDER  BOOK 

MORE  ASIAN  CONTAGION: 
Boeing  is  cutting  747  pro- 
duction from  five  a  month 
today  to  3.5  by  the  second 
quarter  of  1999.  Asian  carri- 
ers had  accounted  for  40%  of 
the  current  150  orders.  But 
now,  some  of  the  orders  have 
been  deferred,  says  Fred 
Mitchell,  Boeing  vice-presi- 
dent of  production.  Boeing- 
will  still  ramp  up  overall 
production  to  about  50  planes 
a  month  in  1999  compared 
with  47  today.  But  the  extra 
dehveries  will  come  from  the 
lower-margin  737  line. 

ON  THE  PC  FRONT: 
WHAT  GOOD  NEWS? 

PLUNGING  PRICES  FOR  HOME 

PCS  seem  finally  to  have  sta- 
bilized. But  now  basic  demand 


HEADLINER:  RICHARD  KOVACEV 


BANKING'S  NEW  ODD  COUPLE 


Richard  Kovacevich  has 
long  disdained  banking's 
merger  mania.  As  recently 
as  May  29,  the  Norwest 
CEO  insisted  he  was 
in  no  hurry  to 
participate  in  it. 
"Bigger  doesn't 
make  you  bet- 
ter," he  said. 

Times  change 
— and  quickly. 
On  June  8,  Ko- 
vacevich and  Wells 
Fargo  CEO  Paul  Hazen  an- 
nounced a  $34  biUion  merg- 
er to  create  a  bank  vdth 
assets  of  $178  bOlion.  "I'm 
not  against  bigness,  as  long 
as  it's  consistent  with  your 
strategy,"  says  Kovacevich. 

That's  where  Wall  Street 
is  confused.  He  has  long- 
emphasized  service-oriented 
community  banking.  Wells, 


by  contrast,  is  the  tech-'' 
nobank,  intent  on  maxin^ 
ing  efficiency  by  minimifc 
customer  contact.  "Thf 
couldn't  be  more  a 
ferent  in  . . .  ph 

ophy,"  says 
■   Moshe  Orenl 

ofSanfbrd 
I  Bernstein.  II 
j*  vestors  won| 
^   about  the  cla 

cultures  sent  M 
west's  stock  do-v 
on  news  of  the  deal. 

Kovacevich  says  the  1 
ferences  -will  make  the 
combination  a  natiu-al.  ' 
have  the  best  communi 
bank  model.  They  have 
best  alternative  distrib^ 
tion  model.  Together  w 
a  powerhouse."  Well, 
they're  certainly  biggei 
By  Andrew  Oster 


may  be  slackening.  PC  mak- 
ers and  analysts  say  demand 
for  home  PCs  is  softer  than 
usual — even  for  the  slow 
spring  quarter — and  worry 
that  Microsoft's  new  Windows 
98  softwai'e  won't  fill  the  gap. 
Why  the  slowdown?  One  ex- 
planation: Sub-$ 1,000  PCS  have 
sold  so  well  that  there  aren't 
many  buyers  left.  "I  tliink  the 
numbers  are  going  to  be  el 
sucko  for  these  guys  in  the 
retail  space  for  a  number  of 
months,"  says  Charles  R. 
Wolf,  PC  analyst  at  Credit  Su- 
isse Fu-st  Boston.  That  would 
mean  ah-eady  doui'  projections 
for  second-quarter  sales 
gi'owch  may  be  too  rosy. 

THE  PATRON  SAINT 
OF  VIAGRA  

ACE  GKEENHERG  SAYS  HE  HAS 

been  looking  for  ways  to  im- 
prove the  quality  of  other 
people's  lives.  So  on  June  9, 
the  chairman  of  Bear,  Steams 
announced  he  was  donating 


$1  milhon  to  provide  \ 
to  impotent  patients  w! 
not  afford  Pfizer's  new 
The  money  will  be  doli 
tln'ough  the  Hospital  fo 
cial  Surgeiy  in  New  Ye. 
just  read  about  people  Iv 
problems  getting  cov. 
from  their  insiu'ance  en 
nies,  and  I  felt  tliis  was 
thing  I  could  help  wit 
says.  What's  next  on  hi:'l 
itable  fist?  "Show  me  a  i 
that  will  give  peopli  i 
much  pleasiu'e  who  cat 
ford  it,  and  I'll  do  it,"  hi 

ETCETERA... 

■  Health  Care  and  Fp 
ment  and  Manor  Cai 
merg-ing  in  a  $2.4  billio  d 

■  Former  s&L  chief  Ci 
Keating  can  have  a  ne'jt 
on  securities-fraud  chi^ 

■  Former  lilco 
William  Catacosinos  wi)t 
home  a  $42  million  pa; 

■  Another  hot  Web 
Inktomi  shares  doubl 
their  first  day  of  tradi 
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market. 


le  global  bank 


uro 
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Managing  Your  Euro  Evolution 

Introduction  of  the  European  single  currency  will  reduce  risk  and  simplify 
business  transactions.  But  the  transition  will  be  a  challenge. 

Bank  of  America  is  ready.  Our  integrated  global  banking  system  and 
worldwide  presence  make  us  one  of  the  only  major  banks  with  a  proven, 
superior  payments  platform  already  in  place.  Which  means  your  payments 
and  liquidity  management  can  run  smoothly  and  effectively. 

As  a  global  bank,  we  deliver  the  cosh  management,  treasury,  and 
capital  raising  capabilities  your  business  will  require  through  the  transition  - 
and  beyond. 

That's  power  in  motion.  That's  Bank  of  America  in  motion. 


Bank  of  Ameriea. 


www.banicamerica.coin 


power  ,„ 

m  motion. 


At  DataWorks,  we  design  ERP  systems  that  fit  the  way  you  see  the  world.  We've  made 
understanding  the  real-life  business  processes  of  mid-range  manufacturing  our  life's  work.  And 
that  commitment  shows  in  products  that  are  powerful,  yet  fle.xible  and  easy  to  use.  Without 
compromise,  we  help  you  control  everything  that's  vital  to  your  enterprise  —  materials, 
information,  money.  Microsoft  technology  ensures  low  cost  of  ownership,  while  guaranteed 
low  implementation  fees  speed  your  return  on  investment.  Look  to  the  leader  in  mid-range 
ERP  solutions.  Call  DataWorks  at  1-800-413-2797. 


dztaworks 


Information    at    its  best 

DataWorks  t  orpouunn-  lS<.6iJ2 

www.dataworks.com 
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IIWKS  ON  THE  HILL 

I  IE  CIRCLING  THE  SURPLUS 


1C( 

hii 
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3re  has  been  no  shortage  of  talk  out  of  Washington 
30Ut  how  to  spend  Uncle  Sam's  ballooning  budget  sur- 
us.  The  Prez  favors  a  Social  Secunty  rescue,  Newt 
a  fat  tax  cut,  and  others  are  angling  to  pay  down  the 
lal  debt.  Now  there  is  a  fomth  proposal  flying  in  under 
idar:  Bulk  up  the  Pentagon. 

er  14  years  of  shrinking  defense  budgets,  pressure  is 
ig  on  Capitol  Hill  to  restock  America's  ai'senal.  And  it's 
st  Republican  hawks  making  noise.  Moderate  Democrats 
orry  that  the  post-cold  wai'  world  is  tm-ning  into  a  more 
1  place  than  they  imagined, 
ong  them  may  be  Vice-President 
re,  a  longtime  militaiy  booster  who 
le  of  the  few  Senate  Democrats  to 
he  Persian  Gulf  war.  He's  not  about 
the  GOP  paint  him  as  a  softie  on  de- 
in  the  2000  campaign.  When  the 
is  joined  over  how  to  divvy  up  the 
s,  "the  Vice-President  will  be  veiy 
live"  of  the  Pentagon,  predicts  a 
Administration  official. 
)UATION.  What's  behind  the  rash  to 
'  Friends  of  the  military  ai'e  making 
)st  of  war  scares  from  the  Middle 
)  South  Asia.  Nuclear  tests  by  India 
ikistan  have  rekindled  interest  in  a  Star  Wars  defense 
;  renegade  nations  that  can  put  a  nuke  on  a  missile, 
hough  doubts  remain  whether  a  satellite-based  detection 
i  could  thwart  attacks,  President  Clinton  and  Congi-ess 
in  late  spring  to  add  $179  million  to  the  $4  billion 
-defense  budget.  What's  more,  repeated  deployment  of 
•oops  to  hot  spots  from  the  Persian  Gulf  to  Kosovo  give 
plenty  of  ammo  foi-  boosting  mihtai'y  funds.  "India  and 
m  change  the  whole  equation,"  says  Kendall  Pease, 
esident  for  communications  at  General  Dynamics  Coi-p. 
upshot:  Defense  spending,  which  has  fallen  by  one- 
adjusted  for  inflation — since  1985,  may  finally  get  some 


F-22:  High  on  the  Pentagon's  wish  list 


reinforcements.  Next  year,  the  budget  caps  that  restrained 
Pentagon  spending  will  finally  come  off.  The  Administration 
plans  to  boost  weapons  pui"chases  by  $4  billion,  to  $49  billion, 
in  fiscal  1999  and  raise  that  budget  to  $64  billion  by  2003.  Hill 
conser-vatives,  however,  want  billions  more  to  update  aging 
hai'dwai-e  bought  duiing  the  Reagan  buildup.  Says  Chai'les  A. 
Gabriel  Jr.,  defense  analyst  at  Pradential  Securities  Inc.: 
Lawmakers  "will  find  a  way  to  sink  their  teeth  into  some  of 
that  sui-jjlus."  And  miUtaiy  contractors  ai-e  cheei-ing  them  on. 
While  consensus  is  gi'owing  for  a  spending  boost,  there  still 
will  be  plenty  of  bickering  over  how  to  fi- 
nance the  Pentagon's  wish  Ust.  It  includes 
megaprojects  such  as  the  F-22  fighter, 
Lockheed  Martin  Corp.'s  stealthy,  super- 
sonic replacement  for  the  F-15,  and  the 
new  attack  submarine  to  be  built  by  Gen- 
eral Dynamics  and  Newport  News  Ship- 
building Inc.  Defense  Secretaiy  William  S. 
Cohen  wants  to  pay  for  these  projects 
partly  with  savings  ft"om  proposed  base 
closings  and  other  reforms,  such  as  pri- 
vatizing travel  sei"vices.  If  the  Pentagon 
brass  "changed  their  business  practices, 
they  could  find  the  resources  within  the 
budget  to  meet  all  their  requirements," 
says  Luther  F.  Schinefer  of  Business  Executives  for  Nation- 
al Security,  a  military-reform  group. 

But  Congi-ess  is  balking  at  Cohen's  politically  unpopular 
base-closing  plan.  And  analysts  say  the  other  refomis  won't 
offset  the  cost  of  new  weapons,  which  could  mn  $26  billion 
over  budget.  When  cash  was  tight,  that  alone  might  have 
been  enough  to  put  plans  for  shiny  new  hardware  on  hold. 
But  with  biUions  poming  into  the  U.  S.  Ti-easuiy  and  conflicts 
smoldering  around  the  globe,  the  Pentagon's  pals  in  Wash- 
ington have  a  powerful  argument  for  gi-abbing  a  piece  of 


the  prosperity  dividend. 


By  Stan  Crock 


APITALWRAPUP 


W  N  RUBIN  LEAVES. 


;h  Treasury  Secretary  Robert  E. 
1  expected  to  depart  before  the 
f  Clinton's  second  term,  Admin- 
ion  officials  are  already  ponder- 
jssible  successors.  One  top  can- 
3  is  Fannie  Mae  Chairman 
5  A.  Johnson,  who  plans  to  step 
at  yearend.  But  the  favorite, 
ling  to  insiders,  is  Lawrence  H. 
lers,  Rubin's  deputy.  Summers 
d  a  lead  role  in  financial-rescue 
for  Mexico,  Russia,  and  coun- 
tn  Asia. 


GASH-STRAPPED  BIZ  REPS 

►  Labor's  defeat  of  California's  anti- 
union initiative  had  one  good  outcome 
for  Republicans:  Unions  spent  $20 
million  they  won't  have  for  the 
midterm  elections.  But  GOP  business 
allies  have  their  own  money  woes. 
Trade  groups  say  they've  spent  some 
$20  million  this  year  on  lobbying 
efforts  like  trying  to  scuttle  a  global 
climate  treaty  and  a  health-care  bill 
of  rights.  Now  they  fear  that  they'll 
have  trouble  raising  cash  to  counter 
labor  ads  this  fall. 


A  FAVOR  FOR  FONG? 

►  Did  politics  prompt  House  Republi- 
cans to  postpone  a  June  hearing  on 
claims  that  China  funneled  '96  cam- 
paign gifts  through  Asian  business- 
man Ted  Sioeng?  The  gop  says  wit- 
nesses were  unavailable.  The  Dems 
say  Matt  Fong,  California's  treasurer, 
who  is  running  against  Democratic 
Senator  Bai-bara  Boxer,  doesn't  need 
any  heat  from  the  China  scandal.  In 
1995,  Sioeng  donated  $50,000  to  Fong, 
who  later  returned  it.  Fong  also 
helped  Sioeng  meet  Newt  Gingi-ich. 
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CHINA 


TIME  FOR 
PLAIN  TALK 

Is  a  real  China-U.S.  alliance  at  hand? 


Ever  since  Cliina  opened 
its  doors  in  1972,  it  has 
played  a  skillful  game. 
With  its  huge  potential 
market,  it  could  draw  billions 
of  dollars  of  investment  from  the  West 
strictly  on  its  own  terms.  And  while 
Japan  bankrolled  Asia's  boom,  China 
handsomely  benefited  and  devalued  its 
currency  when  it  needed  to  boost  ex- 
ports. Politically,  it  played  the  bad  boy — 
supplying  amis  to  unstable  regimes  in 
the  Middle  East,  occasionally  fle>dng  its 
militaiy  muscle.  It  was  exasperating  to 
deal  with  China,  but  as  long  as  Asia 
boomed  and  remained  stable,  Beijing  got 
away  with  its  antics. 

Now  the  fi'eewheeling  days  ar-e  over. 
China's  neighbors  ai"e  floundeiing  eco- 
nomically, Japan's  financial  system  is 
cimnbling,  and  India  and  Pakistan  ai'e  in 
a  dangerous  nucleai'  aims  race  on  Cliina's 
doorstep.  The  world  is  hoping  that  Bei- 
jing will  help  bring  political  and  econom- 
ic stability  back  to  the  region.  "As  China 
becomes  more  modernized  and  integi'at- 
ed  with  the  world,  it  is  recognizing  that 
it  has  an  interest  in  pi-esei-ving  stability," 
says  David  M.  Lanipton,  director  of  Chi- 
na Studies  at  Johns  Hopkins  University. 

The  shift  in  Chinese  attitudes  was 
crystal  clear  as  the  yen  crashed  to  a 
nine-yeai-  low  of  141  to  the  doOai-  on  June 
9.  China's  central  bank  governor  Dai 
Xianglong  told  Japan  to  "take  effective 
measures  to  stabilize  the  yen."  CMna  has 
its  own  reasons  to  want  a  halt  to  the 
yen  carnage.  Economic  gi'owth  is  likely  to 
wilt  to  6%  this  year.  That's  below  the 
official  8%  tai'get  and  under  the  7%  mai'k 
recjuii-ed  to  prevent  a  fuither  surge  in 
unemployment,  already  at  12  million. 
Dai's  jab  at  Japan  said  exactly  what  the 
rest  of  Asia — and  the  U.S. — feels. 

It  was  a  gi'eat  ciutain-raisei-  to  Presi- 
dent Bill  Clinton's  China  trip,  which 
starts  on  June  25.  Indeed,  the  dark 
events  in  Asia  create  an  opportunity  to 


THE  CLINTON  TRIP 


forge  a  real  relationsliip 
between  China  and  the 
U.  S.  Put  simply,  the 
two  need  each  other 
more  than  ever.  Ameri- 
ca needs  Cliina  to  behave  respon- 
sibly on  the  world  stage.  And  Clii- 
na needs  U.  S.  money,  knowhow, 
and  goodwill  to  ease  it  througli 
the  Asian  crisis  and  its  own 
painful  refonns. 

U.  S.  negotiators  have  a  long 
wish  list.  They  want  Beijing  to 
stop  selling  weapons  technology 
to  paiiali  states.  Tliey  want  China 
to  prod  North  Korea  toward  re- 
imification  with  vSouth  Korea.  And 
they  would  like  more  contacts  be- 
tween the  Pentagon  and  the  Peo- 
ple's Liberation  Army,  which  is 
leeiy  of  the  U.  S.  They  may  even 
get  agi'eement  at  the  summit  to 
hold  the  ftrst  joint  naval  exercises 
since  World  War  II.  "It's  impor- 
tant to  break  down  this  wall  of 
suspicion,"  says  Stanley  0.  Roth, 
Assistant  Secretary  of  State  for 
East  Asian  &  Pacific  Affairs. 
STILL  CAGEY.  Hitting  those  goals, 
of  course,  will  be  tricky.  Clinton 
has  deep  political  problems  at 
home,  ranging  fi-om  campaign-fi- 
nance scandals  to  congressional 
hostility,  especially  from  the  right, 
to  China.  China,  meanwhile,  is 
still  cagey  about  getting  involved  in 
global  matters  that  don't  have  a  direct 
impact  on  its  own  interests.  And  it  just 
doesn't  accept  that  the  U.  S.  has  any 
security  role  in  Asia. 

Still,  events  in  Asia  could  put  U.  S.- 
China relations  on  a  much  higher  plane. 
Administrations  since  the  Nixon  era  have 
recognized  the  strategic  importance  of 
nornial  ties  with  China.  To  win  popular 
support  for  "engagement,"  they  have 
stressed  the  potential  pi-ofits  from  China's 
huge  market.  But  that  argument  has 


been  woni  thin  by  Cliina's  expect 
billion  trade  sui"plus  and  complai 
ftaistrated  U.  S.  companies  that  h£ 
to  make  money  on  the  mainland 
lambasted  America's  China  policy 
triumph  of  greed  over  human 
Now  the  White  House  can  shoo 
that  it  is  promoting  stability  over 
Meanwhile,  the  Asian  crises 
shown  Beijing's  leaders  how  mucl 
tige  they  can  win  by  acting  resp< 
Even  before  governor  Dai's  ou 
Cliina  resisted  depreciating  the  rer 
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g  a  toirent  of  begg-ai-tliy-neighbor 
levaluations.  China  is  cooperating 
le  U.  S.  to  limit  the  damage  from 
•  tests  by  India  and  Pakistan  and 
)ating  in  U.  S.-led  talks  to  ease 
s  in  the  Korean  peninsula.  "Tlie 
eeds  to  recog-nize  that  China  has 
1  active  player  in  the  ciUTent  eco- 
crisis  and  a  responsible  power," 
1  Ge,  assistant  president  at  Bei- 
'oreig-n  Affairs  College, 
rica  can  do  more  than  just  ac- 
llge  the  trend.  It  has  the  leverage 


CHINA-U.S.: 
THE  LONG  MARCH 

1  Q79  ^^'J^'^^'^S  the 
la  I  Li  world,  staunch 

anticommunist  Richard 
Xixon  travels  to  China,  end- 
ing two  decades  of  con- 
frontation and  isolation. 

I  Q  7  Q  Jimmy  Carter 
LU  I  O  establishes  formal 
diplomatic  ties  with  the 
mainland  and  severs  official 
relations  with  Taiwan. 

1  Q7Q  ^^i^tions  improve 
iu  I  u  further  when 
Deng  Xiaoping  makes  the 
first  state  nsit  to  the  U.S.  by 
a  high-level  Chinese  Com- 
munist leader.  He  captures 
the  publics  fancy  by  don- 
ning a  cowboy  hat. 

1  QOQ  The  Chinese  mili- 
LuOo  tar\-  massacres 
hundreds  of  political 
demonstrators  in  Tianan- 
men Square.  American  out- 
rage chills  relations. 

1  Q  Q  r  China  feels 
louO  betrayed  when 
Taiwan's  pro-independence 
President  Lee  Teng-hui  is 
allowed  to  \isit  the  U.S. 
after  Beijing  had  been  told 
lie  would  not. 

1  QQ£?  In  retaliation, 
iooV  China  conducts 
missile  tests  near  Taiwan. 

Q  Q  7  ^^^h  relations 
-Uu  I  back  on  track, 
Jiang  Zemin  \1sits  the  U.S. 

QQQ  Bill  Clinton  recip- 
louO  rocates  with  a 
planned  visit  to  Beijing. 


to  reintbret'  it.  It  can  give  Cliina  much  of 
what  it  craves:  mai'kets,  iiivestment  cap- 
ital, respect  as  an  emerging  supei-power. 

China  has  its  own  agenda,  of  coui'se, 
with  Taiwan  at  the  top.  It  wants  to  edge 
Wa.-liington  closer  to  its  own  view  on 
re'  iiiification — especially  as  Taiwan's  pro- 
in' iependence  Democratic  Progi'essive 
F;aty  gains  gi'oimd  at  eveiy  election.  As 
'  luna's  leadei-s  see  it,  says  David  Zvveig, 
iiina  expert  at  the  Hong  Kong  Univer- 
sity of  Science  &  Technology,  "[the  simi- 
mit]  is  a  vvondeiful  time  to  squeeze  Tai- 


wan." Ideally.  Beijing  would  Uke  to  trade 
promises  to  play  a  responsible  world  role 
for  U.  S.  stipport  on  Taiwan.  "We're  like 
meat  on  the  chopping  boai'd,"  fi-ets  Cheng 
Tuan-yang,  associate  reseai'ch  fellow^  at 
National  Chengclii  Univei-sity  in  Taipei. 
"One  day,  Taiwan  v\ill  be  saciificed." 
ANGRY  GROWLS.  Tliat's  tmlikely  any  time 
soon.  The  Administi'ation  insists  it  won't 
budge.  Indeed,  it  jtist  annotmced  plans  to 
sell  improved  avionics  for  Taiwan's  fleet 
of  F-16s,  despite  angiy  gi-owls  from  Bei- 
jing. U.  S.  officials  promise  they'll  resist 
Chinese  pressiu-e  to  restate  in  stronger 
terms  the  U.  S.  position  that  it  won't 
support  Taiwan  independence  or  entiy 
into  the  U.  N. 

It's  also  going  to  take  a  long  time  to 
agi'ee  on  economics.  Though  China  says 
it  wants  to  join  the  World  Ti-ade  Orga- 
nization, economic  nationalism  remains 
strong  (page  56).  The  U.  S.  still  needs 
to  convince  China  that  it  needs  to  inte- 
gi'ate  with  the  global  economy  and  open 
itself  fiuther  to  foreign  investment  and 
its  neighboi-s'  exports.  The  U.  S.  is  push- 
ing btisiness  issues  such  as  the  protection 
of  U.  S.  copviight  and  intellectual  prop- 
erty. "The  President  should  stay  the 
cotu'se  on  the  mai'ket-opening  agenda," 
says  William  J.  Hudson  Jr.,  c  eo  of  Hai'- 
risbm-g  (Pa.)-based  amp  Inc.,  a  maker  of 
electronic  cable  connectors  with  three 
plants  in  China. 

All  the  same,  there  ai'e  some  encotu'- 
aging  economic  trends  in  China.  Rather 
than  massively  dtmiping  cheap  exports 
ai'oimd  the  globe,  China  is  looking  to  its 
own  backv'ai'd  to  pump  up  gi'ovvth.  Piime 
Minister  Zhu  Rongji  is  opting  to  stimu- 
late domestic  demand  by  investing  $250 
bOlion  in  infi-astiaictiu'e  this  yeai\  And 
he  is  pushing  controversial  refomis  to 
resti-uctui'e  ailing  state  entei-prises — or 
shutter  them  for  good.  Rising  imemploy- 
ment  suggests  the  progi'am  is  working.  If 
China's  domestic  companies  emerge 
stronger,  it  will  be  easier  for  Beijing  to 
meet  U.  S.  reqtnrements  for  wTO  entiy. 

Economic  tensions  could  rise  if  Chijia 
shuts  out  foreign,  and  paiticulaiiy  U.  S., 
business  from  the  full  benefits  of  eco- 
nomic reform.  And  China's  moves  to 
stimulate  its  own  economy  have  yet  to 
take  effect.  As  a  result,  increased  tm- 
emplovTnent  could  test  the  skills — and 
the  v\ill — of  Beijing''s  refonnei"s.  "There's 
a  sense  among  U.  S.  poUcvTnakei"s  that  if 
we  get  it  vvTong  now,  the  ftittu-e  looks 
glim,"  says  Univei-sity  of  Michigan  btisi- 
ness professor  Kenneth  Lieberthal. 

As  always,  there  is  plenty  that  could 
go  wTong  in  U.  S.-China  relations.  The 
summit,  however,  gives  both  sides  the 
opportunity  to  get  it  right. 

By  Richard  S.  Dunham  in  Washing- 
ton and  Joyce  Bamathan  in  Hong  Kong, 
with  Stan  Crock  i)i  Washington  and 
Dexter  Roberts  in  Bei  jitig 


International  Business 


A  BIG  BLACK  HOLE' 
FOR  FOREIGN  INVESTORS 

Westerners  thought  bureaucratic  reform  would  help.  It  hasn't 


If  ever  there  was  a  moment 
when  China  should  roll  out 
the  red  carpet  for  foreign 
investors,  it's  now.  Exports 

are  off,  and  unemployment  is  THE  CLINTON  TRIP 

rising  rapidly.  State  enterprises  are 
bleeding  red  ink,  and  banks  are  techni- 
cally bankrupt.  Overseas  Chinese  in 
Hong  Kong,  Taiwan,  and  Southeast  Asia 
are  too  hard-pressed  by  the  crisis  to 
boost  investment  in  China.  So  China 
should  do  what  it  takes  to  keep  the 
money  coming  in  from  the  West. 


quarter  of  the  bureaucracy 
and  separate  the  commercial 
functions  of  ministries  from 
theu"  regulatory  side,  foreign 
investors  hoped  the  sti-eam- 
lined  ministries  would  be  easier  to  deal 
with.  Instead,  "nobody  knows  what's 
happening  during  this  restnicturing — 
it's  a  big  black  hole,"  says  one  Beijing- 
based  Western  diplomat.  The  reorgani- 
zation could  also  give  a  big  edge  to 
Chinese  companies.  Just  look  at  the  de- 
cision by  China's  State  Power  Corp.  to 


es  and  fiber-optic  cables  whenever 
sible.  That's  hardly  surprising,  g 
who's  in  charge  of  the  newly  for 
ministry:  Wu  Jichuan,  the  same 
reform  bureaucrat  who  ran  the 
Posts  &  Telecommunications  Minis 
It  gets  worse.  Beijing  has  hai 
out  licenses  to  sell  insurance  to 
seven  foreign  companies — among  I 
American  International  Gi'oup  Inc. 
Aetna  Inc. — and  they  are  confine 
Shanghai  and  Guangzhou.  Other 
are  competing  fui-iously  to  land  lice 
Insurer  Chubb  Corp.  has  twice  f 
former  President  George  Bush  to 
jing  to  lobby  its  cause  and  has  se 
an  insurance  training  school  for 
cials  in  Shanghai.  Chubb  still  ha 
hcense. 

GREEN   LIGHTS.   Another  tantal 
prospect  is  the  mortgage  business, 
that  China  is  privatizing  its  hou 
But  there  are  no  signs  that  Beijing 
loosen  its  tight  restrictions  on 
eign  banks  dealing  in  local  cuj^r 
cy.  The  Canada  Mortgage  &  V 
ing  Coip.  is  eyeing  the  mai'kei 
the  company  has  made  little  I 
way  with  the  Construction 
istry.  Timber  companies  wouli 
to  sell,  too,  but  Beijing  policy 
ers  are  skeptical  about  wo 
housing.  "Housing  reform  ecu 
a  gi'eat  engine  for  gi'owth," 
Kent  Wneiler,  genei-al  managi 
Weyerhaeuser  China  Ltd.  "Bin 
jing  has  to  do  more  than  jus 
quire  the  Chinese  to  buy  dilai 
efl  housing." 

Equally  frustrating  is  the  itf 
tance  of  Chinese  fii'ms  to  pa 
soft  services  like  consulting, 
though  China  aims  to  intrd 
moder-n  accounting  practices  \ 
banks,  Price  Waterhouse  ha^? 
limited  luck  rustling  up  Ch' 
customers.  "You  can't  survive-/ 


But  thats  hardh'  nappeiuiij.  i  mnas 
dramatic  I'e.stincturing  of  its  bureaucra- 
cy has  U.  S.  and  European  investors 
confiised  about  who's  in  charge  and  feai- 
ful  of  new  protectionism.  Despite  high- 
level  statements  to  the  contrary,  Bei- 
jing seems  to  be  pushing  a  "buy 
domestic"  agenda  in  some  industries,  in 
part  to  keep  local  companies  afloat.  In 
banking,  insurance,  and  phone  sei-vice, 
China  seems  intent  on  blocking  access  to 
foreigners  for  years  to  come.  In  other 
cases,  Beijing  is  stingily  doling  out  pre- 
cious licenses.  If  these  snags  fnistrate 
too  many  companies,  foreign  investment 
could  dry  up  dramatically. 

When  Beijing  announced  plans  eai'lier 
this  yeai'  to  lay  off  as  much  as  one- 


cduntry  like  China  just  off  a 


SHANGHAI  BUILDING 

The  Construction 
Miiiistiy- — among 
otiiers — has  st>Tnied 
foreign  companies 
in  China 


end  purciui.M  ut 
foreign  power-gen- 
eration equipment 
for  projects  under 
600  megawatts. 
The  Chinese  can 
now  make  their 
own  big  genera- 
tors, so  why  buy 

foreign?  "A  lot  of  people  are  very  wor- 
ried about  this,"  says  .1.  F.  S{)erry,  pres- 
ident of  Westinghouse  Electric  (China). 

In  telecom  equipment  and  service,  a 
similar  story  is  unfolding.  According  to 
industry  sources,  leaked  internal  direc- 
tives from  the  Information  Industry 
Ministry  call  for  local  governments  to 
pm-chase  Chinese-made  telecom  switch- 


a  ijii 
sa\| 


national  client  base," 
Thomas  Macy,  chairman  of  f 
eial  services  for  Price  Waterl 
in  China. 

Other  big  projects  are  ge' 
the  gi'een  light  because  Beijinj. 
not  do  without  them.  Recen 
provals  allowing  Eastman  h 
Co.  to  take  over  ailing  loca 
factories  and  giving  Shell  Oil  C( 
go-ahead  for  a  massive  $4.3  b 
petrochemical  project  show  Bei, 
flexibility.  What's  maddening  is  h(i 
bitrary  that  flexibihty  can  be.  Wt^ 
investor's  wei'e  hoping  refonn  woul  l' 
el  the  playing  field.  But  China  rem 
an  unpredictable  game. 

By  Dexter  Roberts  in  B  ' 


II  IUU~HOW  What's  It  going  to  take  to  get  the  bandwidth  you  need  (where  &  when  &  as  fast 
3  handle  wireless  communications  as  easily  as  wired?  To  get  data  as  reliable  as  voice?  (?????) 
3i  people.  Technology.  Experience  And  the  ability  to  deliver. 
'<f  built,  and  continue  to  build,  the  most  powerful  networks  on 
3  We've  got  the  largest  service  forre  m  the  industry  (already 
f  ervice  more  networks  than  an  one  on  the  planet).  And 
^  got  the  brains  of  Bell  Labs  be  nd  us.  This  is  the  kind  of 
j  med  arsenal  it  s  going  to  take  t(  rnake  sure  the  network  you 
c  building  now  is  strong  enouf  :  to  be  your  network  down 

e  )ad  We  make  the  things  that  r  le  communications  woric 


as  you  need 
It's  going  to 
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CHINA 


BRINGING  IT  ALL 
BACK  HOME 

How  China's  returning  students  are  a  force  for  reform 


Edward  Tian  said  good- 
bye to  Lubbock,  Tex., 
his  pickup  truck,  horse- 
back riding,  and  seven 
years   of  studying  broom  THE  CLINTON  TRIP 
snakeweed  to  return  to  Beijing  in  1995. 
He  took  home  a  Texas  Tech  University 
doctorate  in  range  management  and  a 
small  Internet  software  company  that 
he  co-founded  in  Dallas.  Now  the  com- 
pany, Asiainfo,  has  $50  million  in  annual 
sales  and  400  employees  and  is  building 
much  of  China's  Internet  backbone.  "I 
wanted  to  do  something  to  change  peo- 
ple's lives  in  the  next  five  years,  not 
the  next  200  years,"  says  Tian,  now  35. 

Tens  of  thousands  of  Chinese  who 
studied  in  the  U.S.  have  the  same  idea. 
Mostly  in  their  30s  and  40s,  they  are 
the  new  dynamos  in  China's  fast-re- 
forming economy.  Many,  like  Tian,  are 
starting  entrepreneurial  companies. 
Some  are  I'unning  economics  depart- 
ments at  major  Chinese  schools.  Oth- 
ers are  advising  banks,  stock  markets, 
and  government  ministries  how  to  adapt 
(I  the  global  economy. 

The  returnees  come  back  with  much 
n  -re  than  salable  skills.  They  have  a 
gi- '  1)  of  how  the  outside  world  woi-ks 
tha;  !  ay-at-home  Chinese  don't.  Mass- 
achu; .  1  ts  Institute  of  Technology  doc- 
toral p  lysicist  Charles  Zhang,  33,  for 


example,  is  trying  to  steer 
Beijing  away  from  the  heavy- 
handed  state  planning  used 
by  South  Korea  and  Japan. 
"The  entrepi'eneurial,  market- 
driven  approach  is  what  makes  good 
technology,"  he  says. 

Furthermore,  Zhang  and  people  like 
him  open  new  private  channels  between 
the  U.S.  and  China.  His  company,  In- 
ternet Technologies  China  Inc.,  is  a 
gateway  into  China  for  U.S.  and  other 
foreign  companies.  Microsoft,  Hewlett- 
Packard,  Motorola,  and  Ericsson,  for  in- 
stance, all  advertise  on  itc's  Web  site, 
one  of  the  most  popular  in  China  with- 
280,000  hits  per  day. 

Even  more  important,  outfits  such  as 
Zhang's  are  a  promising  new  way  of 
piping  foreign  investment  into  China. 
Tr-aditionally,  such  inflows  have  been  fil- 
tered through  clumsy  and  one-sided 
joint  ventures  in  which  foreigners  have 
few  rights.  ITC,  however,  was  set  up 
with  $225,000  in  seed  money  from  mit 


IN  NEW  YORK 

Chinese 
students  learn 
highly  salable 
skills  at 
schools  like 
City  College 


The  returnees'  biggest 
impact  may  be  in  opening 
China  to  a  flow  of  new  ideas 


professo 
Nicholas 
founding 
the  MIT 
ratory  ai 
of  Wire 
Zhang 
million  i 
ment 
Corp.  ai] 
companies  in  March. 

China  needs  more  th£ 
neurial  drive,  however.  R( 
superstructure  of  a  moc 
economy  is  essential.  Retui 
former  New  York  Stock  E> 
omist  Wang  Boming,  42,  a 
tects  in  the  restoration.  Foi 
his  Wall  Street  salary,  he  j 
to  set  up  China's  new  sto( 
in  1988.  These  days,  he  is 
"trying  to  educate  people 
age  their  wealth." 
FACULTY  FAVORITES.  As 
ceed,  Western-educated  i 
start  to  move  into  senior 
jobs.  Zhang  Xiang,  57,  ai 
PhD  in  economics  from  Ne 
lumbia  University,  becam 
ter  at  the  Foreign  Trade 
Cooperation  Ministry  this  ] 
be  able  to  avoid  Sino-U.  I 
standings.  Untraveled  gov^ 
cials  have,  for  example, 
conspiracies  behind  antidi 
plaints  from  U.  S.  compani 
The  returnees'  biggest 
be  in  opening  up  China  to  i 
ideas.  U.  S.-minted  doctoK 
are  remaking  China's  unive 
ments  as  Marx  makes  wa; 
economics.  Leading  the  w: 
University's  prestigious  C 
for  Economic  Research.  ''. 
influence  extends  far  beyi 
pus.  Faculty,  all  Westem-t 
favorite  invitees  to  panels  ( 
nomic  policy.  "We  try  to  p 
dependent  view  to  Chine 
says  Deputy  Director  Ha 
University  of  California  at 
Until  recently,  talking  ; 
the  party  line  was  a  cou 
It  is  still  risky  to  questic 
munist  Party's  right  to  ru 
big  salaries  still  keep  n 
50,000  Chinese  students 
from  returning. 

Those  from  the  t 
1998  and  onward 
home  could  have  a  > 
pact  on  China's  futui 
decessors  are  get 
started,  but  they  i 
help  they  can  get. 
By  Dexter  Robert 
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II 


CORPORATE  FINANCE  

THE  EURO'S 
WARM-UP  ACT:  IPOs 

Stock  issues  become  the  hottest  way  to  finance  expansions 


Cologne-based  Interseroh  has  a 
dream:  to  become  a  kingjjin  of  Eu- 
ropean trash.  Germany's  biggest 
paper  and  metal  recycler,  with  some 
$300  million  in  annual  sales,  just  bought 
out  a  French  rival.  Now,  it's  raising  $70 
million  in  its  fu'st  public  stock  issue  to  fi- 
nance other  acquisitions  across  the  Con- 
tinent. "With  the  single  cuirency  com- 
ing, we  see  opportunities,"  declares 
Andreas  Schmidt,  a  membei'  of  Inter- 
seroh's  board. 

It's  boom  time  for  new  share  issues 
in  Europe,  and  trash  recyclers  aren't 
the  only  ones  ripe  to  do  deals.  Compa- 
nies big  and  small  need  cash  to  finance 
the  ci'oss-border  expansion  that  will  give 
them  a  more  global  reach  and  to  gain  an 
edge  when  Eiu'ope  adopts  its  single  cui'- 
rency.  And  since  Europe's  stock  mar- 
kets today  are  the  hottest  in  the  world, 
unprecedented  numbers  of  companies 
are  looking  to  them  for  capital  rather 
than  taking  out  old-fashioned  bank  loans. 
New  issues  have  suj'ged  in  recent 


weeks  (table),  and  massive  deals  are 
scheduled  for  the  summer  and  fall.  This 
all  represents  a  revolution  in  Eui'opean 
corporate  finance.  Intense  interest  in 
stocks  by  European  investors  worried 
about  funding  theii'  retu'ements  is  fiieling 
the  equity  markets,  which  offer  an  at- 
tractive alternative  to  bank  capital.  And 
increasingly.  Continental  managers  are 
confident  that  they  can  deliver  the  re- 
turns stockliolders  demand.  "We  see  this 
as  an  accelerating  trend,"  says  Dante 
Roscini,  a  London-based  managing  di- 
rector at  Goldman  Sachs  Intemational. 

Corporate  restructuring  is  driving 
many  of  the  biggest  deals.  So  far  this 
year.  Capital  Data  Ltd.,  a  London  data- 
base, figiu'es  53%  of  the  $^31  billion  worth 
of  new  share  issues  have  been  corpo- 
rate, as  opposed  to  privatizations.  As 
companies  resti-uctiu'e,  spin-offs  are  pro- 
liferating. For  instance,  French  telecom- 
equipment  giant  Alcatel  is  focusing  on 
new,  high-margin  businesses — most  re- 
cently through  its  $4.4  billion  bid  for 

IPO  FEVER:  A  SAMPLING 


Texas-based  DSC  Communications  <)r\ 
To  raise  cash  and  unload  a  noncore  ± 
ing,  Alcatel  plans  on  June  20  to  flit 
big  chimk  of  its  stake  in  gec  Alstho  i 
heavy  engineeiing  joint  ventui'e,  in 
sue  expected  to  raise  $L9  biUion. 

Meanwhile,  fainily-mn  compani 
Germany,  Fi'ance,  and  Italy  are  fi: 
that  going  public  allows  them  to 
needed  capital  without  coming  i 
the  thumb  of  a  big  bank  or-  corp 
parent.  Listings  on  Germany's  s 
company  Neuer  Markt  have  doubli 
30,  since  Jan.  1.  In  Italy,  $95  n 
lawn-  and  garden-equipment  n 
Emak  is  planning  to  float  29%  ' 
shares  on  the  Milan  Borsa  in  mid- 
"We  prefer  not  to  sell  a  chunk  < 
company  to  a  single  partner  who  i 
exert  influence  on  a  manageiial  1 
says  Emak  ceo  Ariello  Bartoli. 
TOO  EARLY?  In  many  cases,  U.  S. 
leveraged  buyout  fii"ms  and  other 
cial  specialists — deeply  mistrust* 
the  Continent  until  recently — play 
role  in  the  financing  wave.  On  M; 
Gemiany's  Winkler  &  Diinnebier,  a 
ing  producer  of  machines  to  mak 
velopes  and  hygiene  products,  i 
$242  million  as  pait  of  a  buyout  b\ 
don  LBo  giant  Doughty  Hanson.  1 
Santander,  Royal  Bank  of  Scotlan* 
London  buyout  fii'm  Charterhous 
were  among  the  shareholders 
helped  engineer  a  recent  $299  ni. 
share  issue  by  Spanish  supermrke 
chain  Superdiplo. 

Some  new  issues  have  perfoto 
spectacularly.  Shares  of  em.tv  &fe 
chandising,  a  Munich  entertairien 
company  that  lures  new  investor.^ 
an  elaboi'ate  Web  site,  are  up  2 
since  the  company  went  public  in  'Ctu 
ber,  1997.  Such  astronomical  risesia' 
some  experts  woiried  that  the  n 
raise  new  equity  may  be  getting  ^ 
hand.  lonica  Group  plc,  a  British-ete 
com  company  that  has  had  troubl  'S 
ting  its  vnreless  phone  network 
has  seen  its  shares  drop  90%-  fro  i 
offering  price  last  July.  But  on  theDdr 
tinent,  given  the  speed  at  which  c 
is  building,  the  best  bet  is  that  tl 
uity  craze  is  still  in  its  infancy. 

By  Thane  Peterson  in  Fravhr 
with  Kerry  Capell  in  London  andfoi 
ica  Lanier  in  Rome 


ENDESA  (Spain) 

The  government's  $8.6  billion 

sell-off  of  33%  of  the  giant 

utility  on  June  9  was  heavily 

oversubscribed 


COMPUTACENTER  (Britain) 
Computer-services  outfit  will 
use  the  $542  million  it  raised 
on  May  21  to  expand  on  the 
Continent 


lEHOPm  (Germany) 
State-controlled  technology 
company  is  going  public  on 
June  16,  issuing  22.7  million 
shares  for  up  to  $430  million 


RHODIA  (France) 
Rhone-Poulenc  spun  off  3o 
of  its  specialty  chemical  lit 
for  $1  billion  on  June  8  j 
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Look  whdt  happened 
when  Lexmark  ^or  a  clearer 
picture  of  their  business. 


;ntly,  Lexmark  International,  a  leading 
1  ider  of  printing  solutions,  made  a  decision 
made  everyone  a  lot  happier — employees. 
Hers  and,  most  important,  customers.  They 
led  to  integrate  every  stage  of  their  supply 
1.  The  goal?  To  assure  customers  consistent, 
me  product  delivery 

rhe  solution?  Customer  focused  processes 
interpnse  software  from  J.D.  Edwards.  Says 
lulj.  Curlander,  President  and  Chief  Executive 


Officer,  "Keeping  promises  and  delivering  the 
best  solutions  is  what  Lexmark  is  about. 
J.D.  Edwards  is  about  the  same  thing.  Every 
contact  we  had  with  them — from  sales  to 
implementation  to  software  support — was  with 
people  who  were  committed  to  making  the 
Lexmark  story  a  success." 

And  that  it  is.  The  J.D.  Edwards  solution  is 
key  to  helping  Lexmark  make  major  improvements 
in  customer  responsiveness  and  paving  the  way 

IDtdwards 

Enterprise  Software 


D\:  Piinl  J.  Cur]a\iih' 
Prcsidnit  iiiui  Cliiij  Euriidu-  Offiar 
hximrh  Inlmmtmai 


for  long-term  customer  relationships. 

And  things  keep  looking  better  for  Lexmark  and 
its  customers.  Customer  delivenes  have  improved 
three  fold  while  cycle  times  have  been  reduced 
by  over  70X.  As  Dr.  Curlander  says,  "Because 
J.D.  lilwards  is  a  company  that  keeps  its  promises 
to  customers,  we're  better  able  to  keep  ours." 

That's  how  enterprise  software  ought  to  be. 
It  can  be  for  you,  too.  To  find  out  more,  call 
1-800-727-5333  or  visit  www.jdedwards.com/customer 
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MEXICO 


A  TORPEDO  THAT 

COULD  CRIPPLE  THE  ECONOMY 

The  gl  owing  banking  scandal  is  stifling  lending 


For  many  Mexicans,  it  was  an  out- 
rage: After  two  years  as  a  ftigitive 
in  Spain,  Mexican  banker  Angel 
"The  Divine"  Rodriguez  was  finally  ai- 
rested  and  extradited  to  Mexico.  But 
after  a  June  5  court  hearing  in  Mexico 
City  on  charges  of  bank  fi-aud,  he  was 
allowed  to  diive  home  to  his  mansion,  in 
his  luxury  sedan,  to  await  trial.  "When 
we  see  The  Divine  fi'ee  to  drive  around 
the  streets,  we  know  something  is  seri- 
ously wrong  with  oui'  justice  system," 
complains  opposition  CongTessman  San- 
tiago Creel  of  the  center-right  National 
Action  Party.  "It  makes  us  sick." 

Resentment  over  Rodriguez  is  just 
one  sign  of  a  potentially  explosive 
showdown  that  is  brewing  over  Mexico's 
four-year-old  banking  crisis — and  the 
govermnent's  $65  billion  bailout  of  banks 
in  the  wake  of  the  1994  peso  collapse. 
Taxpayers  are  angiy  at  the  secrecy  of 
the  costly  rescue  deals,  and  at  Presi- 
dent Ernesto  Zedillo  Ponce  de  Leon's 
proposal  to  convert  zero-interest  loans 
initially  used  to  bolster  bank  capital  to 
public  debt.  Essentially  that  would  mean 
formally  shifting  the  bailout  to  taxpay- 
ers' shoulders.  Meanwhile,  Barzon,  a 
militant  debtoi's'  organization,  wliich  has 
a  powerful  lobby  in  Mexico's  newly  as- 
sertive Congress,  is  fum- 
ing that  bankers  have  been 
coddled  at  the  expense  of 
small  debtors. 
"POLITICAL  TRIALS."  Con- 
gressional opponents  of 
Zedillo  are  demanding  a 
probe  of  the  bailouts  and 
punishment  of  bankers  in- 
volved in  illegal  lending  as 
the  price  for  approving  his 
financial  reform  plan.  No 
fraudulent  loans  will  be 
paid  out  of  bailout  funds, 
opposition  lawmakers  de- 
clare. Congi'ess  is  also  hir- 
ing an  international  auditor 
to  investigate  the  rescue 
deals  and  planning  hearings,  called  "po- 
litical trials,"  on  the  conduct  of  officials 
such  as  Eduardo  Femandez,  president 
of  the  National  Banking  &  Securities 
Commission  (cnbv),  and  Central  Bank 
Governor  Guillermo  Ortiz  Maitinez. 
At  stake  is  the  health  of  the  Mexican 
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economy,  which  has  been  growing  at  a 
4.5%  clip  so  far  this  year  after  a  7% 
upsurge  in  1997.  That  pace  can't  contin- 
ue, warns  economist  Walter  Molano  at 
SB("  Warbui-g  Dillon  Read,  unless  banks 
step  up  theu'  still-limited  lending.  If  the 
reform  package  is  delayed,  banks  say 
theVU  continue  to  face  a  liquidity  ciTinch 


eight-year  term  as  Central  Bank  C 
emoi"  in  December  to  provide  contini 
in  exchange-i'ate  policy  and  bank 
pervision  into  the  next  administrat 
regardless  of  the  election  outcome. 

But  if  Congress  finds  that  Ortiz 
Banking  Commission  chief  Fernar 
acted  improperly  by  contracting  bai 
debt  without  Congress'  peraiission,  t 
could  be  forced  from  their  posts 
bai-red  fi'om  pubUc  service  for  20  ye 
Centi'al  Bank  lawyere  ai'e  ali'eady  pre 
ing  for  a  possible  congressional  prob 
Ort,iz,  says  a  weU-iiifbnned  soui'ce. 
the  opposition  may  think  that  by 
ploiting  this  issue,  they'll  score  big  g 

PROTEST:  Small  debtors  are  furiou 


HEADING  FOR  A  SHOWDOWN 


THE  CRASH 


The  1994  peso  collapse  and 
the  ensuing  recession  trigger  widespread  loan 
defaults,  jeopardizing  18  banks. 

li!H:<WKiJ^  An  official  agency  buys  bad  loans 
from  banks,  paying  them  with  $65  billion  worth 
of  special  bonds. 

liin/:THg'lJl  Opposition-led  Congress  balks 
at  bailout-refinancing  plan.  It  will  audit  rescues 
and  probe  roles  of  officials  in  them. 


THE  RISKS 


By  deterring  lending,  cloud  over 
banks  may  slow  economy.  Face-off  may  raise 
financial  tensions  as  2000  election  nears. 

DATA  BUSINESSWEEK 

and  won't  be  able  to  boost  lending. 

Politically,  the  confi-ontation  also  casts 
a  shadow  over-  the  last  yeai's  of  Zedillo's 
presidency.  It  could  dim  his  hopes  of  a 
smooth  transition  when  his  teiTO  ends  in 
2000.  He  appointed  Ortiz,  a  former  Fi- 
nance Minister  and  close  adviser,  to  an 


in  the  next  elections,"  wai'ns  econoft 
Guillermo  Barnes  Gai-cia,  a  congressi 
for  the  i-uling  Institutional  Revolut 
aiy  Paity,  'they  should  realize  it  coulc 
veiy  costly  for  the  economy." 

Some  legislators  are  pushing  for 
treme  measures,  such  as  a  liftinj 
bank  secrecy  to  expose  crooked  d 
and  bring  bankers  to  heel.  That  wo 
be  illegal,  argues  Finance  MinitI' 
spokesman  Marco  Provencio.  But 
says  officials  ai'e  willing  to  provide  n 
infoi-mation.  The  government  now  r 
izes  that  it  might  have  avoided  the  i 
rent  face-off  by  being  more  upfront  ^ 
Congress  from  the  start.  "Nobody  1; 
bemg  presented  vrith  such  a  huge  bit 
pay  without  a  thorough  discussion 
fh'st,"  concedes  Provencio. 

It's  too  late  for  that.  But  a  thoroi 
nonpartisan  investigation  of  the  ban! 
crisis  and  bailout  could  be  another 
step  in  Mexico's  joui-ney  toward  a  n| 
open  and  accountable  democracy. 

By  Geri  Smith  in  Mexico  <|' 
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he  CEO  speaks;  the  CIO  cringes. 


Let's  hold  the  next  global  meeting  via  our  Intranet." 


That  means  voice,  data,  even  video. 


(On  2,300  desktops  in  90  days.) 


Can  you  do  the  impossible  again? 


Can  your  network? 


More  connected. 

3d  !  builds  networks  powerful  enough  to  handle  even  the  most  daunting  request.  Intelligent  networks  that 
0  the  gap  between  time  and  distance.  So  that  bandwidth-demanding  applications  —  such  as  remote 
a  ng  and  video-to-the-desktop  —  run  smoothly.  All  from  the  company  that's  connected  more  businesses  in 
no  ways  than  any  other.  Visit  www.3com.com/moreconnected  for  the  latest  news  about  converged  networks. 
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ARGENTINA 


I  BET  THE  RANCH, 
AND  I WON-ABSOLUTELY' 

Juan  Navarro  is  the  buyout  king  of  Argentina.  Now,  he  aims  to  conquer  the  whole  regi(f 


From  his  elegant,  modem  offices  in 
one  of  Buenos  Aii'es'  few  skyscrap- 
ers, Juan  NavaiTo  enjoys  a  vista 
of  the  ornate  monuments  and  bal- 
conied facades  of  the  city  below.  He 
keeps  an  even  shaiper  eye  on  Ai'genti- 
na's  fast-growing  economy,  spotting  com- 
panies that  need  capital  to  sui'vive  the 
toughening  competition.  On  trips  to  the 
U.  S.,  the  Unigiiayan-bom  financier  per- 
suades prominent  investors,  from 
Bankers  Trust  Co.  to  Princeton  Univer- 
sity's tinstees,  that  there  ai'e  big  profits 
to  be  reaped  from  buying  into  cash- 
stai'ved  family  businesses  in  Ai'gentina, 
turning  them  aroimd,  and  selling  them 
for  hefty  gains. 

Navarro  is  "extraordi- 
narily effective  at  selling 
his  vision,"  says  David  L. 
Anderson,  managing  direc- 
tor of  investment  banldng 
at  cs  First  Boston.  Indeed, 
NavaiTo's  persuasive  man- 
ner has  heljjed  him  build 
Argentina's  first  private 
equity-buyout  finn,  Exxel 
Group,  into  one  of  the  coimtry's  largest 
privately-owned  holdings,  controlling  38 
companies  with  combined  annual  sales 
of  $3  billion  and  profits  of  $500  million. 
RUTHLESS.   In  building  this  empire, 
NavaiTO  has  won  both  respect  and  en- 
mity. He  is  a  hai'd-nosed  dealmaker  in  a 
country  where  business  is  based  on 
friendship  more  than  results.  His  re- 
structuring of  companies  often  costs 
about  one-third  of  workers  then-  jobs. 
"A  lot  of  people  hate  his  guts,  and  a  lot 
really  respect  him,"  says  Steven  Darch, 
CEO  of  ING  Baiings  Ai'gentina  and  a  foi- 
mer  partner  in  Exxel.  While  admirers 
compare  NavaiTO  to  U.  S.  buyout  pio- 
neer Hemy  R.  Kravis,  detractors  liken 
him  to  Gordon  Gekko,  the  loithless  fi- 
nancier in  Oliver  Stone's  film  Wall 
Street.  Navai'ro's  description  of  his 
way  of  doing  business  is  "anticipatoiy, 
flexible,  and  excellence-driven." 

As  investors  grow  increasingly 
waiy  of  emerging  mai'kets,  some  Latin 
companies  have  been  cancelling  stock 


sales.  But  so  fai;  the  45-yeai-old  NavaiTO, 
who  founded  Exxel  in  1991,  has  escaped 
the  backlash.  Capital  Partners  Fimd  V, 
an  $850  million  pool  that  closed  in  mid- 
May,  was  ovei"subscribed  by  $100  million 
and  includes  such  biggies  as;  General  Mo- 
toi^s  Investment  Coip.  and 
the  Ford  Foundation. 
NavaiTO  says  Fimd  V 
will  look  beyond  Ai'- 
gentina for  opportu- 
nities throughout 
Mercosur,  the 
trade  bloc  that 
also  comprises 
Brazil,  Pai-aguay, 


NAVARROS  WAY 

His  restructuring 
can  cost  one-third 
of  workers  their  jobs 


and  Ui"uguay.  Many  of  its  particij: 
are  repeat  investors  from  Exxel's  e; 
limited  partnerships  (table,  page 
which  ai'e  designed  to  operate  for  7 
yeajfs  before  going  public  or  selling  o 
strategic  investors.  So  far,  Navarre 
I'aised  $1.4  billion  in  equity  calf 
mostly  from  the  U.  S.,  ann 
made  investments  tot 
$2.2  billion,  including  1 
in  fields  from  super 
kets  to  health  care. 

Navarro's  su( 
has  also  triggeri 
spate  of  investmer 
Argentina  by  ( 
private  equity  fi 
Dallas'  Hicks,  I\ 
Tate  &  Fm-st  Inc 
Houston  entrepre 
David  Bonder! 
Newbridge  Latin  A 
ica  are  amonj 


Two  for  the  road. 

Introducing  the  InteF  Pentium'  II  processor  for  mobile  PCs. 

The  Pentium'  II  processor  is  now  available  in  mobile  PCs.  Which 
means  you  can  have  the  best  of  both  worlds:  the  performance  of  a 
desktop  PC  and  the  abilit\  to  take  it  anywhere.  So  go  test  drive  a 
psnt'HTl'II  new  mobile  PC  u  ith  an  Intel  '  Pentium  II  processor  and  pull  into  the 
fast  lane.  For  more  information,  visit  our  Web  site.  | ►  www.intei.com/mobiie/Pentiumii] 
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Navarro  has  raised  $1.4  billion  in  equity  capital, 
mostly  from  the  U.S.,  and  has  made  investments 
in  fields  from  supermarkets  to  health  care 


groups  that  have  been  buying  into  fami- 
ly-o\TOed  conglomerates,  small  businesses, 
and  privatizations. 

By  cutting  costs  and  introducing  pro- 
fessional management  and  new  technolo- 
gj;  buyout  specialists  such  as  Exxel  have 
become  major  agents  of  change  in  Ar- 
gentina. Exxel  takes  a  20%  shai-e  of  the 
profits  from  the  limited  paitnei"sliips  and 
collects  a  2FIc  fee  for  finding  the  deals,  ne- 
gotiating the  buyouts,  and  running  the 
businesses.  Navarro  owns  100%  of 
Exxel's  common  stock  but  shares  rev- 
enues equally  with  six  other  senior  man- 
agers. "We're  paid  for  performance," 
Navarro  says.  He  puts  his  own  money  at 
risk  by  investing  in  each  ftrnd. 

NavaiTo  launched  his  buyout 
business  with  a  gamble.  As  a  ris- 
ing yoimg  Citibank  executive  in 
the  1980s,  he  tiuTied  dowTi  an  of- 
fer to  head  Citi's  coi-porate  bank- 
ing in  Argentina.  Instead,  he 
founded  Citicoip  Capital  Investoi-s 
Ltd. — the  predecessor  of  toda}''s 
Citicoip  Equity  Investment,  a  pri- 
vate fund  40%  owTied  by  Citi- 
coip— using  Citibank's  $1  biUion 
in  nonperfonning  Ai'gentine  loans 
to  swap  for  stakes  in  local 
comimnies. 

BREAKING  AWAY.  In  1991,  Navar- 
ro and  a  handful  of  Citibank  col- 
leagues decided  to  go  it  alone. 
They  modeled  Exxel  on  U.  S. 
buyout  fiiTOs  such  as  Blackstone 
Group  and  Baine  Capital.  "I  put 
100%  of  my  reputation  and  per- 
sonal assets  on  an  industiy  that 
was  nonexistent  in  Latin  Ameri- 
ca and  into  an  economy  that  was  just 
turning  around  after  showing  a  pathet- 
ic performance  for  decades,"  says 
NavaiTo.  "I  bet  the  ranch,  and  I  won — 
absolutely." 

Exxel's  fii'st  investment,  a  gi'oup  of 
five  cleaning-products  companies  that 
NavaiTO  bought  in  1993,  racked  up  a  fat 
capital  gain.  Navairo  paid  $22.5  million  in 
cash  and  assumed  debt,  merged  the  com- 
panies, and  built  up  the  business — then 
sold  it  to  Clorox  Co.  of  the  U.  S.  for  $95 
million  two  yeai^s  later  This  yeai',  Navai'- 
ro  expects  to  reap  big  gains  fi-om  public 
shai'e  offerings  of  MasterCai'd  licensee 
Ai'gencaixl  and  a  recently  consolidated 
group  of  electricity  generators,  while  he 
is  looking  for  a  strategic  partner  for 


retail   chain   Supermercados  Norte. 

Argencai"d  shows  NavaiTo's  knack  for 
making  a  risky  ventiu'e  pay  off.  When 
Exxel  took  a  56%  stake  in  the  finn  in 
1995,  the  countrjf's  largest  banks  didn't  is- 
sue the  cai'd,  and  leading  retailei's  didn't 
accept  it.  Now,  they  do.  NavaiTO  hired  a 
manager  from  Citibank's  Ai'gentine  con- 
sumer banking  to  mn  the  business  and 
shi-ank  the  pajToU  fi"om  1,100  people  to 
650.  Net  income  gi-ew  from  $26  million  in 
1995  to  $45  million  last  year. 

NavaiTO  is  not  without  controversy, 
having  attracted  the  attention  of  a  con- 
gi'essional  investigating  commission. 
That's  because  of  Exxel's  $605  million 
pui'chase  in  December  of  a  group  of  com- 


he  bought  the  companies  from  thei 
ownere,  not  Yabi'an,  "so  we  don't  r. 
apologize  for  who  presumably  ' 
these  businesses." 
"GUTSY  ENOUGH."  Navarro's  inve 
undistui'bed  by  sensational  headline 
seem  satisfied.  "He  bought  a  gooc 
ness,  and  we  ai'e  comfortable  wi 
says  Ettore  Biagioni,  general  mt . 
of  Bankers  Trust.  Adds  Anthon\ 
nandez,  managing  director  of  in 
tional  banking  at  ciBC  Oppenh 
Corp.,  a  longtime  investor  in  Na\ 
buyouts:  "He  w-as  probably  the  on^ 
gutsy  enough"  to  buy  such  poli 
touchy  property.  In  NavaiTo's  \iew, 
of  bad  press  had  created  "a  histoi 
portunity  to  buy."  I 
NavaiTO  now  wants  to  expand  si 
his  ventui-es  throughout  Mercos 
eluding  Supermercados  Norte  and 
longa  Furlong,  a  transport  and 
house  company.  Exxel's  1996  acqu 
of  Nort«  for  $440  million  w^as  Arge 
lai'gest-ever  purchase  of  a  private 


EXXEL'S  BUYOUT  DEALS 


COMPANY 

ACQUIRED/YEAR 

BUSINESS 

MAIN  INVESTORS 

PRICE 

MILUOI 

ARGENCARD/ 
199S 

MasterCard 
franchisee 

CIBC  Oppenheimer,  Chanel 
family,  Bankers  Trust 

$137 

SUPERMERCADOS 
NORTE/1996 

Supermarkets 

GE  Pension  Trust,  Travelers 
Insurance,  Brown  University 

44a 

OCA/1997 

Private  postal 
services 

Aetna,  Ford  Foundation. 
Caisse  du  Depot  &  Placement 

450 

INVERSIONES  Y 

SERVICIOS, 

VILLALONGA  FURLONG, 
INTERBAIRES/1997 

Trucking,  duty- 
free shops, 
customs 
warehouses 

Liberty  Mutual,  Massachusetts 
Institute  of  Technology,  Kuwait 
Investment  Office,  Columbia 
University 

155 

MUSIMUNDO/1998 

Music  &  elec- 
tronics chain 

Wellcome  Trust,  Turner  Trust, 
Princeton  University 

23C 

DATA.-  EXXEL  GROUP 

panics  involved  in  private  postal  sei-vices, 
tnacking,  duty-fi'ee  shops,  and  auport 
customs  wai'ehouses.  They  were  widely 
beheved  to  have  owiiersliip  links  to  Al- 
fi-edo  Yabi-an,  an  accused  org-anized-ciime 
boss.  On  May  20.  he  committed  suicide 
after  a  judge  ordered  his  aiTest  as  the 
prime  suspect  in  the  mui'der  of  an  Ar- 
gentine magazine  photogi-apher  last  yeai". 
"There  is  no  doubt  Yabran  owTied"  the 
fiiTTis,  says  Juan  Pablo  Cafiero,  a  member 
of  Congi'ess  who  represents  the  opposi- 
tion Frepaso  Paily  and  belongs  to  the 
Chamber  of  Deputies'  Anti-Mafia  Com- 
mission, which  is  investigating  the  buy- 
outs. Exxel  is  retaining  the  fonner  head 
of  one  of  the  firms,  a  long-time  associate 
of  Yabi-an,  as  a  consultant.  NavaiTO  says 


pany  and  Latin  America's  first  U. 
leveraged  buyout.  To  expand  J 
reach,  Exxel  recently  paid  $55 
for  foiu'  additional  supermai'ket  \ 
and  it  is  investing  $350  million  to  t|i 
Norte  bi-anches  by  2000.  "If  the  eji 
is  gi'owing  and  a-oss-border  opporf. 
appeal-,  you  ai'e  going  to  make  gji^ 
money,"  NavaiTo  says.  j 
Still,  there  are  skeptics.  Norte,  ,1 
ample,  faces  a  sci-amble  for  markel- 
against  heaN-j^veights  such  as  Wi' 
Stores  Inc.  and  Fi-ance's  CaiTefouiji 
NavaiTO  succeeds  in  his  regionaii 
tions,  it  won't  be  the  fii'st  time  b 
beaten  the  odds. 

By  Andrea  Mandel-Co  1 
in  Bimiok^ 


One  of  the  mo  From  the  first  moment  you  get  your  hands  on;  all-new  Chrysler  LHS.  To  find  out  additical 

Chrysler  LHS  is  1999  Chrysler  LHS,  one  point  comes  through  lou,  call  1.800.CHRYSLER  or  visit  our  Web  sitat 

of  the  moststril'  This  is  a  true  luxury  sedan  that  won  t  leave  yercars.com  to  learn  more  about  the  extrer.'ly 

Chrysler  design  for  more.  From  its  Swiss  watch-like  gauges  t(/  car  you're  sure  to  be  hearing  a  lot  aboi 


idf  d  the  exciting  performance  of  a  sports  sedan.  The  latter 
'SI  the  result  of  a  3.5  liter,  24-valve,  all-aluminum,  253 

lower  engine;  speed-sensitive  variable-assist  steering; 

vheel  independent  suspension;  and  even  a  low-speed 


traction  control  system.  All  standard.  All  for  the  driver  who 
believes  performance  and  luxury  should  go  hand  in  hand. 
The  all-new  Chrysler  LHS.  While  no  car  can  be  all  things  to  all 
people,  the  all-new  LHS  is  engineered  to  be  all  things  to  you. 
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PORATIONS 


fE  WANT  YOU  TO  STAY. 
EALLY 

I  labor  tight,  employers  are  starting  to  do  more  to  keep  workers 


ist  year,  Harry  Cedai'baum  was 
;aught  in  a  classic  baby-boomer 
:ninch.  His  parents,  who  live  in 
Curope,  developed  health  prob- 
nd  needed  help  closing  the  family 
ss.  But  Cedarbaum,  a  father  of 
with  a  demanding  job  as  a  man- 
nt  consultant  at  Booz,  Allen  & 
;on  Inc.  in  New  York,  simply  had 
e  to  help.  So  he  signed  up  for  a 
cation  plan  Booz  Allen  had  re- 
started, and  in  August,  he  was 


assigned  to  a  stint  as  a  reci-uiter  at  Co- 
lumbia University,  his  alma  mater.  That 
has  allowed  Cedarbaum,  38,  to  work 
fewer  hom's  and  squeeze  in  trips  to  Eu- 
rope to  help  his  parents.  "I  get  several 
headhunter  calls  a  week,  but  I  made  a 
commitment  to  the  firni,  and  they  made 
a  comiTiitment  to  me,"  says  a  gi'ateful 
Cedarbaum.  "This  loyalty  is  an  incredi- 
ble thing." 

Winning  such  loyalty  is  exactly  why 
Booz  Allen  staited  the  rotation  progi'am 


EXECUTIVE  FLEX-TIME 


Booz  Allen  let 
Cedarbaum  do  a 
stint  as  a  recruiter 
at  Columbia  B- 
school,  which 
gave  him  time 
to  help  his 
ailing  parents 

and  other  initiatives  to 
lielp  employees  cope 
with  a  consultant's  gTU- 
eling  schedule.  With  un- 
employment at  a  25- 
year  low  and  salaries 
rising  in  related  fields 
such  as  banking,  all  con- 
sulting fii'ms  are  having 
a  tough  time  hanging 
on  to  people.  So  Booz 
is  hustling  to  cultivate 
employee  loyalty  and 
retain  valuable  talent, 
says  Joni  Bessler,  vice- 
pi-esident  for  human  re- 
sources for  the  compa- 
ny's 2,000-employee 
commercial  consulting 
business.  Quips  Bessler: 
"We'd  also  like  to  put 
chains  on  the  door" 
NO  BOND.  Booz  Allen  is 
among  hundreds  of 
U.  S.  companies  under- 
going a  sea  change  in 
relations  between  em- 
ployer and  employee. 
For  most  of  the  1990s, 
downsizing  set  the  tone 
for  the  modem  employ- 
ment contract.  As  com- 
panies frantically  re- 
stnictured  to  cope  with 
slipping  market  share 
or  heightened  competi- 
tion, they  tore  up  old 
notions  of  paternalism. 
Don't  expect  to  spend 
your  life  at  one  compa- 
ny  anymore,  they  told 
employees.  You're  responsible  for  your 
own  career,  so  get  all  the  skills  you  can 
and  prepare  to  change  jobs,  employers, 
even  inclustries.  As  for  the  implicit  bond 
of  loyalty  that  might  have  existed  be- 
fore— well,  forget  it,  said  employers.  It's 
an  unaffordable  luxuiy  in  these  days  of 
fierce  global  competition. 

After  several  years  of  tight  labor 
markets,  though,  business  is  rediscov- 
ering the  value  of  coiporate  loyalty.  It's 
retooled  this  time — no  one  is  even  pre- 
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tending  to  offer  lifelong  employment. 
But  with  turnover  rates  running  at  a 
10-year  high  of  1.1%  a  month,  execu- 
tives are  trying  to  send  a  new  message 
to  employees:  Don't  leave.  We  need  you. 
Work  for  us — you  can  build  a  career 
here.  Employers  are  going  to  great 
lengths  to  persuade  employees  that  they 
want  them  to  stay  for  years. 

The  new  notion  of  loyalty  is  more 
aiTTis-length  than  the  old  30-yeai-s-and-a- 
watch  mentality.  It's  more  like  a  mutual 
commitment  between  employer  and  em- 
ployee. "The  company  is  responsible  for 
providing  the  envii-omnent  in  wliich  peo- 
ple can  achieve  their  full  potential,  and 
employees  are  responsible  for  develop- 
ing their  skills,"  says  Raymond  V. 
Gilmartin,  ceo  of  Merck  &  Co.  "That's 
the  key  to  our  ability  to  attract  and  re- 
tain talent,  and  it  defines  the  new  em- 
ployment relationsliip  as  I  see  it  today." 
SHIFT  STRATEGY.  Employers  are  ti'ying 
all  sorts  of  strategies  to  cement  this 
new  relationship.  They're  revamping 
rigid  pay  systems  to  make  it  easier  for 
employees  to  move  laterally  to  enhance 
their  skills.  Others  even  seek  the  loyal- 
ty of  that  archety|3al  footloose  employee 
of  the  1990s,  the  temp.  And  instead  of 
just  dimiping  excess  workers  when  they 
downsize,  some  companies  are  moving 
skilled  emjjloyees  around  in  resj)onse  to 
market  shifts.  Raytheon  Co.,  which  is 
slashing  thousands  of  defense  jobs, 
hopes  to  redeploy  many  engineers  to 
its  booming  commercial  units. 

Companies  also  are  installing  new  ca- 
reei-development  programs  to  help  em- 
ployees plan  their  next  moves  up  the 
ladder.  The  goal,  says  Carol  Roberts, 
vice-president  for  people  development 
at  International  Paper  Co.,  is  to  let  em- 
ployees know  that  ip  cares  about  their 
long-term  future.  "If  a  rival  company 
is  going  to  have  that  discussion  with 
our  employees,  we  better  be  willing  to 
have  it,  too,"  she  says. 

Companies  may  not  be  moving  fast 

AS  EMPLOYERS 
SCRAMBLE  FOR  HELP... 


MIXED  MESSAGES 


Xerox'  efforts 
have  earned  temp 
worker  Van 
Allen's  loyalty-yet 
the  company  says 
it  may  shrink  or 
close  the  center 
where  he  works 


0  I  1  

'91  '92 

A  PERCENT 

DATA;  MANPOWER  INC. 
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'93       '94       '95       '96       '97  '98 
•SHARE  OF  EMPLOYERS  WHO  PLANNED  TO 
INCREASE  HIRING  IN  THE  THIRD  QUARTER,  MINUS 
SHARE  WHO  PLANNED  TO  DECREASE  HIRING 


enough,  though,  to  counter 
deep  skepticism  among  em- 
ployees who  fear  employers 
will  toss  them  out  with  the 
next  sliift  iji  coiporate  strat- 
egy. Indeed,  more  employ- 
ees have  negative  views  of 
their  companies  today,  ac- 
cording to  annual  surveys 
of  450,000  employees,  most- 
ly at  large  companies,  by 
Chicago-based  Internation- 
al Survey  Research  Corp. 
(ISR).  Wages  finally  are  beating  infla- 
tion, according  to  the  Bureau  of  Labor 
Statistics,  but  they  have  bai'ely  made  up 
gi'ound  lost  over  the  decade.  So  when 
employees  see  companies  raking  in 
record  profits,  the  decent  raise  they  fi- 
nally got  seems  inadequate,  says  iSR 
CEO  .John  R.  Stanek. 

Continual  restructurings,  even  in 
boom  times,  sap  morale.  And  layoff  an- 
nouncements— and  the  fear  they  gen- 
erate among  employees — have  abated 

...THEY'RE  REACHING 
OUT  TO  EMPLOYEES 

►  Helping  workers  develop  skills  to 
advance  their  careers 

►  Making  it  easier  to  change  jobs 
within  the  company 

►  Redeploying  workers  from 
downsized  units  to  expanding  ones 

►  Persuading  temporary  workers  to 
stay  onboard 
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only  slightly  in  recent  ]w. 
So  employees  figure  'i 
the  company  luring 
with  the  promise  of  a  lig; 
career  still  may  dump  m 
down  the  road.  Wors< ' 
executives  think  they'] 
ing  a  better  job  of  dt 
with  employees  than  i 
early  1990s,  even  aseir 
ployees'  views  of  then  do 
teriorate,  isr's  surveys  tioi 
(charts,  page  72). 
QUALITY  DIVE.  The  danger  for  Corj^rat 
America  is  that  the  disconnect  ma^sa 
productivity.  If  employees  feel  lei  b( 
hind  by  today's  flush  times,  they  m  I 
less  willing  to  put  in  the  extra  ¥o! 
needed  to  keep  customers  happ; 
execs  and  experts.  "Employers  ca 
employees'  anger  fester,  or  it  hurt.^ 
quality,"  says  Kaiser  Permanenta  > 
David  M.  Lawrence.  The  healtljiai 
tunnoil  of  recent  years  has  gentflte 
tremendous  anger  among  his  1(!;0( 
employees,  he  says.  Kaijr 
trying  to  cope  by  creatin; 
career  opportunities  and 
ing  partnerships  with  U; 
"But  it's  not  getting  Hti 
yet,"  says  Lawrence. 
these  efforts  as  a  10-ye' 
vestment  to  turn  aroun 
ployee  attitudes." 

Corporate  efforts  to  nijii 
loyalty  focus  mostly  on  f)fe 
sionals,  whose  skills  are  no 
in  demand.  Many  employe;  a 
dusting  off  long-ago-sllv( 
training  and  career-deilo 
ment  programs,  hoping  > 
assm-e  skittish  employees  ' 


line 
on 


wears  starched  shirts  to  the  office, 
wears  spit-polished  shoes  to  meetings, 
hasn't  worn  pants  all  week. 

who  is  he  sleeping  with? 
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Westin 

HOTELS  RESORTS" 

Even  the  most  buttoned-up  people  relax 
at  a  Westin  resort.  So  don't  pack  much. 
And  plan  on  wearing  even  less. 

Choose  your  travel  partner  wisely.® 

Call  your  travel  agent  or 

1-800-WESTIN-l 

vvww.westin.com 
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Companies  still  haven't 
deep  skepticism  among 
they'll  be  tossed  out  with 


been  able  to  overcome 
employees,  who  fear 
the  next  shift  in  strategy 


their  futures.  Citibank,  for  instance,  re- 
structured throughout  the  1990s  and 
announced  9,000  additional  job  cuts  last 
fall.  But  even  before  its  recent  merger 
with  Ti-avelers  Group  Inc.  was  an- 
nounced, Citi  expected  its  net  employ- 
ment to  grow  beyond  today's  90,000, 
says  Human  Resources  Se- 
nior Vice-President  Marcela 
Perez  De  Alonso.  Partly  to 
offset  anxiety,  Citi  set  up  a 
formal  career-development 
program  for  10,000  man- 
agers. Twice  a  year,  they're 
reviewed  to  see  what  theii- 
next  step  should  be,  given 
what  jobs  are  open.  Up  to 
3,000  managers  move  in  a 
typical  year.  "We  want  to 
make  people  feel  that  they 
have  a  long-term  career 
with  us,"  says  Perez. 

Such  efforts  often  require 
fundamental  shifts  in  how 
career  decisions  are  made. 
Instead  of  simply  allowing 
managers  to  decide  when  to 
promote  their  staff,  human- 
resource  departments  are 
trying  to  set  up  formal 
procedures  to  make  sure 
valued  employees  get 
attention.  Last  year.  Inter- 
national Pajjer  rolled  out  a 
new  progTam  for  its  18,000 
white-collar  workers.  Man- 
agers must  sit  down  with 
employees  every  year,  says 
Roberts,  and  discuss  their  career  de- 
sires, separate  from  the  annual  perfor- 
mance review.  Last  year,  about  half  of 
IP's  managers  followed  the  new  plan, 
and  CEO  .lohn  T.  Dillon  wants  the  rest 
to  follow  suit  this  year. 
OPPORTUNITY  KNOCKS.  If  all  tliis  sounds 
vague  and  fuzzy,  just  ask  Geny  Miovski 
how  much  difference  long-term  gi'ow^h 
prospects  make.  Miovski,  an  architect 
in  his  late  20s,  was  promoted  rapidly 
to  head  of  commei'cial  business  devel- 
opment for  the  Northeast  in  the  New 
Jersey  office  of  Kagima,  a  huge  Japan- 
ese contractor  with  many  U.  S.  con- 
tracts. With  commercial  real  estate 
booming,  headhunters  called  all  the 
time,  but  Miovski  was  happy  in  his  job. 
Then,  last  fall,  he  got  a  call  from  hlw 
International,  a  large  New  York  archi- 


tectui'al  fii'm  setting  up  a  new  commer- 
cial-design unit.  Miovski  agi'eed  to  be- 
come the  unit's  business-development 
director,  at  no  salary  increase,  because 
of  the  chance  it  offered  to  build  an  or- 
ganization from  the  ground  up.  "The 
decision  to  move  was  more  about  where 


I'll  be  five  or  10  years  from 
now,"  says  Miovski. 

Companies  also  are  try- 
ing to  open  opportunities  for 
employees  to  broaden  their 
skills.  Last  year,  after  a  test 
i\m  in  Atlanta,  Maniott  In- 
ternational Inc.  began  ex- 
panding a  new  progi-am  to 
lump  its  14,500  managers 
into  foui"  broad  salaiy  bands. 
Instead  of  assigning  every 
job  a  grade  level  with  a  nar- 
row salaiy  range,  managers  now  have 
wide  latitude  to  get  more  pay  or  expe- 
rience without  a  formal  gi-ade  increase. 
The  bands  allow  managers  to  seek 
broader  opportunities  across  Marriott's 
10  hotel  chains. 

Loren  M.  Nalewanski  is  reaping  the 


WIDEUTITUDE 


A  Marriott  plan 
that  does  away 
with  narrow  grade 
and  salary  ranges 
gave  Nalewanski 
a  shot  at  a  job  he 
couldn't  have 
applied  for  before 


benefits.  He  recently  moved  frong( 
ei-al  manager  at  a  low-end  FairfieLL 
in  Peoria  to  human-resources  di*! 
for  a  high-end  Marriott  Resorts  k 
at  Chicago's  O'Hare  aii-port.  "I  c( 
even  have  applied  for  the  job  und 
old  system,  because  this  job  was 
salaiy  grades  higher  than  the  ok 
says  Nalewanski.  Adds  Steve  By 
Marriott's  head  of  career  managt 
"The  point  is  to  attract  and  retai 
pie  by  providing  a  broader  visi 
career  opportunities." 

Employers  are  trying  to  make 
cultures  more  employee-friendl. 

Like  Booz  Allen,  t 
putting  more  emphasi 
ever  on  programs  t 
ance  work  and  fami 
and  create  more  fl 
workdays.  Some  ah 
training  execs  to  b 
hierarchical.  Last 
Merck  set  up  a  lea(: 
progi-am  to  teach  ma 
to  "balance  getting  i 
vrith  how  people  are  1?a 
on  the  job,"  says  H' 
Levine,  the  company 
president  for  emiplo 
issues.  Managers'  b 
are  now  linked  to 
leadership  ability  as 
the  peifoiTnance  the\ 
er.  And  execs  use 
gree"  reviews,  in  wh 
derlings,  peers,  and 
assess  them  anonym 
(  EG  Gilmartin  s- 
tune  by  doing  a  360 
last  fall.  He  used  an 
firm  to  collect  and  s 
rize   opinions  aboii 
from  tlie  dozen  pec 
his  management  con 
as  well  as  from  I\  ^ 
board  of  directors  " 
learn  your  strengt! 
where  you  need 
prove,"  says  Gilmart . 

Tight  labor  mark* 
even  changing  the  v. ' 
ployers  approach  r 
turings.  Layoff  anruj 
ments   in   the  fin 
months  are  runnir  • 
above  the  same  per  ' 
year,  according  to' 
lenger.  Gray  &  Chvi 
Inc.,  a  Chicago  outplacement  fin- 
with  today's  job  shortages,  son  ( 
panies  try  to  retain  employe 
would  have  been  cast  aside  befc^- 
In  January,  defense-electronic  ? 
Raytheon  said  it  planned  to  sli(  ' 
iobs,  or  10%  of  its  workforce,  too. 

 i 


tough  customer. 


From  boulevards  to  back  roads .  For  legions  of  motorcycle 
enthusiasts  nothing  evokes  the  rugged  spirit  of  America  like 
the  thunder  of  a  Ha  r  ley  -  Da  v  i  d  s  o  n® .  Rockwell  automation 

systems  help  ensure  the  uncompromising  standards 
of  the  Harley  engines  whose  sound  now  excites  the 
imagination  of    a    new    generation    of    riders  .  Just  as 

the  successes  of  so  many  other  equally  demanding 
customers    resonate   with   innovative   answers    from  Rockwell. 

Whether  it's  the  semiconductor  chip  that  lets  a 
digital  cellular  user  finish  a  long  day's  business 
on  a   single   battery  charge. 


The  avionics   that  guide 


an  airliner  to  a  fog-shrouded  island  using  satellite  and 
microwave    technology.    (joTa  the   call    center  technology 

that  helps  a  small  manufacturing  firm  handle  customer 
inquiries  as  efficiently  as  a  Fortune  500  company. 
Bold    ideas    for    those    who    refuse    to    conform  to 


the  status  quo.  ^^^}  Because  whatever  your  business, 
the   bottom    line    is    this.  You  succeed.     We  succeed.^" 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 
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idate  recent  acquisitions  of  Hughes  Aii'- 
craft  Co.  and  the  mihtaiy  business  of 
Texas  Instninients  Inc.  In  the  process, 
the  Lexington  (Mass.)  company  is  cut- 
ting the  jobs  of  2,700  engineei's,  mostly 
in  defense.  Meanwhile,  Raytheon's  com- 
mercial side,  which  makes  everything 
fi"om  aircraft  parts  to  power  plants,  is 
booming.  Those  units  need  to  hire  as 
many  as  5,000  engineers  this  yeai"  alone, 
officials  say.  The 
matchup  of  skills  and 
slots  isn't  always  exact, 
but  Raytheon  is  doing 
all  it  can  to  redeploy 
engineers  whose  jobs 
are  being  cut.  The  com- 
pany expects  virtually 
all  2,700  to  receive  at 
least  one  job  offer  from 
another  Raytheon  unit. 
TEMP  TIES.  Some  em- 
ployers are  even  bid- 
ding for  the  loyalty  of 
contingent  workers. 
Most  large  companies 
routinely  use  tempo- 
raiy-help  agencies  to  fil! 
jobs  they  don't  want  to 
make  into  permanent 
posts.  But  nowadays, 
companies  must  hustle 
just  to  keep  theii-  temps 
from  jumping  ship.  Xe- 
rox Corp.  employs  80 
phone  operators  in  the 
Denver  suburb  of  En- 
glewood  to  provide  dis- 
patcliing  services  for  its 
repaii'  technicians.  Xe- 
rox subcontracts  to  Ol- 
sten Corp.,  a  temp 
agency,  for  60  of  the  op- 
erators, who  work  side 
by  side  with  Xerox  em- 
ployees. They  earn 
about  one-third  less, 
mostly  because  of  fewer 
benefits,  says  site  man- 
ager Steven  M.  Orton. 

But  unemployment  in 
Denver,  where  many  companies  have 
call  centers,  is  nimiing  at  2%  or  less.  To 
reduce  turnover,  Orton  has  had  to  jack 
up  hourly  pay  rates  sevei'al  times,  and 
he  also  tries  hard  to  make  the  Olsten 
workers  feel  like  they're  Xerox  em- 
ployees. The  two  groups  have  company 
picnics  together,  work  in  teams,  and 
"are  called  special-assignment  represen- 
tatives, not  temps,"  says  Orton.  Last 
year,  Xerox  began  paying  a  $300  bonus 
to  Olsten  workers  who  rejoin  Xerox. 
Orton  started  the  bonus  after  Xerox 
lawyers  advised  him  that  temps  em- 
ployed for  more  than  18  months  might 


be  considered  permanent  Xerox  em- 
ployees. To  avoid  a  legal  problem,  Olsten 
agreed  to  find  other  temp  jobs  for  the 
Xerox  staff  every  18  months.  But  once 
operators  left  for  elsewhere,  some  didn't 
come  back. 

To  bmld  loyalty  and  entice  more  back, 
Orton  now  pays  every  returnee  $100  a 
month  foi"  up  to  three  months  (which  is 
how  long  the  lawyers  say  temps  have  to 


ing  negative  attitudes?  One  reasf 
the  uncertainty  that  remains  evt 
the  economy  booms,  say  himian-resi 
experts.  Some  workers  will  still ; 
their-  jobs  at  Citi  and  Raytheon,  foij 
ample,  despite  the  companies'  eff' 
And  Xer'ox  is  mulling  whether  to  si 
or  close  the  Englewood  unit  in  a 
years,  Orton  says.  Employees  are  ( 
to  pick  up  on  the  mixed  messages.; 
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SHARE  OF  EMPLOYEES  WHO  SAY 
THEY  ARE  FREQUENTLY  CONCERNED 
ABOUT  BEING  LAID  OFF 
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SHARE  OF  RESPONDENTS  WHO 
SAY  MANAGEMENT  IS  GENERALLY 
RESPECTED  BY  EMPLOYEES 


-L. 


-JL. 
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be  off  the  payroll).  They  also  get  a  big- 
ger' title,  a  better'  desk,  and  a  sweatshirt 
that  says:  "I'm  back."  Says  Orton:  "You 
can't  just  treat  temps  as  temps  any- 
mor"e,  or  you'll  lose  them.  We  tell  people 
we  want  them  to  wor-k  her-e  for-  year's." 
His  appi'oach  seems  to  be  wor-king.  "mci 
called  me  for  an  inter-view  the  other 
day,  but  I  probably  won't  leave  here," 
says  Ray  Van  Allen,  an  Olsten  wor'ker 
who  left  Xer-ox  for  a  thi'ee-month  stint 
at  u  s  West  Inc.  last  fall  and  is  now 
back  at  the  Englewood  center'. 

If  employers  are  so  eager  to  please 
employees,  why  do  surveys  show  ris- 


Boeing  enginee 
have  protested 
plan  to  instil  ut 
merger  partner 
McDonnell 
Douglas'  benefi 
which  they  say 
are  inferior 

Employees  are 
smarting  at  cost-cin 
effor-ts,  which  cont 
at    many  compa 
Even  as  Boeing  hu: 
to  hir-e  1,000  engii 
in  the  past  year, 
also  cutting  benefits, 
ecs  said  in  March 
they  will  put  nonu 
employees  on  a  con 
benefits  plan  after 
year's  merger  witli 
Donnell  Douglas  ( 
The  problem  is,  say 
cials  of  the  Seattle 
fessional  Enginet 
Employees  A 
(speea),  that  Boeini 
cided  to  use  md's  inl 
benefits  as  the  be 
mar'k.  SPEEA  repre^ 
20,000  Boeing  engir, 
who  fear  the  comfi 
will  demand  that  £ 
adopt  the  new  planJ 
Boeing  denies  that! 
new  plan  reduces  ll 
fits.  SPEEA,  which  has  held  pr'otest  r-;  • 
says  such  cost-cutting  tactics  exj^laiii 
Boeing  employee  sui'veys  show  slip 
mor'ale  in  r'ecent  year's. 

Employer's'  tr'aditiona!  response  t 
bor  shortfalls  is  to  buy  employee  lo, 
with  fatter  paychecks  and  job-sec 
pr'omises.  But  today's  no-price-1 
economy  forces  companies  to  find 
ways  to  balance  labor  needs  and 
pr'essur-es.  The  question  executives 
face  is  how  far-  they  may  have  to  ; 
win  over-  worker's  who  r'emain  sc; 
by  the  tur'moil  of  the  past  decade. 
By  Aaro)i  Bernstein  in  Washi'h' 
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ith  Magnifica  Class,  Alitalia  raises  the  standard  of  flying  to  a  fine  art. 


Alitalia,  the  world's  premier  airline  to  Italy,  presents 
ignifica  Class.  A  masterpiece  of  style  and  service  that 
lects  the  very  best  of  Italy.  Outstanding  cuisine  and  superb 
ICS  served  with  the  warmth  and  friendliness  that  could  only 
ne  from  people  who  have  turned  living  into  an  art  form. 
:ry  detail  in  Magnifica  is  fust  class,  from  oin  luxurious, 
!ther-trimmed  seats  to  our  award-winning,  fixe-star  meals 


and  international  wine  selection.  Best  of  all,  your  Magnifica 
Class  flight  to  Italy,  including  chauffeur-driven  transfers  in 
Rome  and  Milan,  costs  the  same  as  a  business  class  ticket. 
Alitalia  offers  superior  service  to  135  cities  in  63  countries 
worldwide,  so  whatever  your  travel  plans,  call  800-223-5730  or 
\  isit  our  website  at  www.magnifica.com  for  more  information. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY.  i^.^ 


Jia  participates  in  tlic  fjcqueiit  fliei  piuj^anis  oi  C^^mtinental  and  t'S  Airways,  Nevvark  flights  opciate  in  parrneistiip  vvittl  C^(.^ntinentai  Airlines  and  feature  BusinessFirsI""'  service. 
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IBM,  jolutions  lor  a  smai!  pianei  and  itif'  e-busiress  logo  are  Ir^dsmarks  ot  Inlernalioiiai  Business  Machintrs  Corpofalion  in  Itie  Umled  Sirates  OfiiJ/or  otfisr  countries  '©  1997  IBM  Corp 


HOW  TO  KEEP  A  SECRET. 


ill  transloi  iniiig  your  Itusiiics!?  into  an  e-husincss,  the  single  must  inipoilanl 
issue  you  have  to  wrestle  with  is  tlie  issue  of  security. 

Without  llexible  control  over  who  sees  what  inlorination,  all  the  henelils  ol 
putting  your  key  business  processes  online  (which  is.  after  all,  the  definition  of  an 
e-business)  are  a  moot  point.  And  when  you  connect  your  critical  systems  to  the 
Web  to  help  you  improve  customer  service  or  increase  the  elficiency  ol  your 
organization  -  security  is  a  vvhite-knuelde  issue  for  the  people  charged  with  kc«'ping 
your  systems  running  and  your  data  protected. 

It's  not  just  a  matter  ol  whom  you  let  in  and  whom  you  keej)  out  (although 
that  is  obviously  important).  Wlien  youre  using  the  Web  (or  an  intranet)  to  do  things 
like  let  your  employees  change  the  asset  allocation  ol  their  l()|(k)  accounts  or  let 
your  customers  see  what  their  credit  balance  is,  you  need  the  al>ilit\  lo  determine  who 
sees  what  and  who  can  make  changes  to  what  they  see. 

IBM  e-business  solutions  can  ht>lp  you  manage  access  to  the  reallv  im|)ortant 
information  you  make  available  online.  Weve  spent  over  three  decades  protcciing  tli(> 
integrity  ol  corporate  inlorination  systems.  We've  pioneered  things  like  IJcaltime 
hitrusion  Detection.  A_nti  Virus  Labs,  and  Kmergency  Res|)onse  Services.  And  we\e 
made  security  an  integral  part  ol  IBAi  e-business  technology  -  so  you  can  build  Web 
sites  that  know  how  to  kee|)  a  secret. 

To  keep  up  with  the  latest  IBM  security  solutions  lor  e-business,  book- 
mark www.ibm. com/e-business.  Or  call  us  at  I  800  426  7080.  extension  f\C31. 


Solutions  for  a  smafl  planet ' 
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BERNIE  SALICK'S  BUSINESS 
IS  CANCER 

Now  he's  bringing  his  vision  of  for-profit  clinics  to  a  nonprofit  stronghold,  New  York 


Dr.  Bernard  Salick  is  an  accom- 
plished physician,  but  his  true 
caUing  is  business.  A  kidney  spe- 
cialist, Salick  parlayed  his  first 
medical  practice  into  a  stiing  of  dialysis 
centers  back  in  the  1960s.  He  bought  a 
13ony  for  his  three  daughters  and  ended 
up  building  one  of  the  largest  commer- 
cial horse-breeding  farms  in  California. 
Wlien  his  middle  daughter  contracted 
bone  cancer  in  1983,  Salick  stopped 
l^racticing  medicine  and  began  building  a 
pioneering  national 
chain  of  cancer  clinics 
under  the  name  Salick 
Health  Care  Inc.  He 
sold  the  business  for 
$480  million  in  1995  but 
continued  to  iim  it  until 
last  year.  "I  am  inca- 
pable of  relaxing  in  the 
usual  ways,"  he  says.  "I 
relax  by  making  deals." 

At  58,  Dr.  Salick  is 
now  immersed  in  the 
most  demanding  round 
of  dealmaking  in  Ms  hy- 
peractive career.  In 
1997,  he  set  up  Bentley 
Health  Care  Inc.  to  de- 
velop two  more  national 
networks  of  outpatient 
clinics — one  specializing 
in  cancer  and  the  other 
in  hiv/aids.  Salick  is  ne- 
gotiating deals  in  a  half- 
dozen  cities,  crisscross- 
ing the  country  in  his 
Gulfstream  III  jet  from 
his  base  in  Los  Ange- 

EMPIRE  BUILDER 

Dr.  Salick,  at  his 
California  ranch, 
wants  to  capture 
60%  of  the  lucrative 
New  York  market  in 
cancer  and  AIDS 
outpatient  care 


les.  But  the  immediate  focus  of  his  am- 
bition is  New  York  City.  A  native  New 
Yorker,  Salick  figui'es  that  the  best  way 
to  estabUsh  his  new  company's  bonafides 
nationally  is  to  storm  the  country's 
largest  and  arguably  most  hidebound 
health-care  market. 

Salick's  avowed  goal  is  to  serve  at 
least  60%  of  all  cancer  and  aids  pa- 
tients in  New  York.  To  do  so,  he  plans 
to  form  pailnerships  with  major  hospital 
systems,  which  will  then  route  patients 


to  his  new  facilities.  It's  liis  second 
at  New  York's  lucrative  mai'ket.  In 
while  still  lomning  Salick  Health  ( 
Salick  bai'ged  into  the  Big  Apple 
similarly  ambitious  plans.  Althoug 
succeeded  in  striking  a  deal  witi 
Vincent's,  the  city's  largest  Catholic 
pital.  Ills  overall  campaign  foundert 
the  indifference  and  opposition  ol 
city's  medical  Establishment. 

Salick  now  plans  to  invest  $350 
hon  to  $400  million  over  the  next 


Before  you  dive 
dig  itd  I  CO  piers, 
e-introduce  the  art 


headfirst  into 
uj e'd  I i ke  to 
of  thinking  ahead ^ 


When  investing  in  a  digital  copier/printer,  a  little 


forethought  can  go  a  long  way.  Before  taking  the  plunge 


consider  this:  many  digital  copiers  are  painfully  slow,  non- 


networkable  and  require  an  advanced  degree  to  operate. 


Now  consider  the  Oce  3165  digital  copier/printer. 


It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 


with  any  PC  on  virtually  any  network,  maximizing 


your  productivity  by  letting  you  print,  copy,  and  collate 


right  from  your  desk.  And  with  Oce  Image  Logic, 


high-quality  images,  graphs  and  text  are  achieved 


without  endless  adjustments. 


Invest  in  the  smarter,  faster,  more 


productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering. 


"In  hindsight  we  should  have  gone  with  Oce." 


The  Oce  3165  digital  copier/printer  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


Sharpen  your  digital  acumen  with  your  free  Digital 
Copier  Buyer's  Guide.  Call  1-888-462-3872,  ext.  143. 
For  general  copier  enlightenment,  visit  www.oceusa.com 


BRfllNS  BEHIND  BETTER  DOCUHENTS 
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New  York  City  accounts  for  15%  of  the  $50  billion  a  yea 
spent  on  cancer  care-and  much  of  that  is  up  for  grabs 


years  to  build  as  many  as  12  cancer 
clinics  and  up  to  eight  aids  clinics  span- 
ning the  entire  New  York  metropolitan 
area.  Expert  opinion  is  divided  on  Sal- 
ick's  prospects,  but  one  thing  is  certain: 
Bentley's  outpatient  invasion  sets  a  new 
standard  of  audacity  for  Salick,  an  iire- 
pressible  beai'  of  a  man  who  gives  eveiy 
impression  of  loving  the  sound  of  his 
own  roaring  voice. 

DEEP  AMnPATW.  For  a  stait,  New  York 
City  is  home  to  a  handful  of  the  most 
prestigious  academic  medical  institutions 
in  the  countiy.  To  succeed,  Sahck  will 
have  to  Im-e  patients  away  fi'om  Memo- 
rial Sloan-Kettering  Cancer  Center,  ar- 
guably the  finest  cancer  hospital  in 
America,  if  not  the  world.  (Ironically,  it 
was  a  Sloan-Kettering  physician  who 
saved  Salick's  daughter  from  a  rai'e  can- 
cer that  is  fatal  in  9  cases  out  of  10.) 

Antipathy  to  medicine  as  commerce 
mns  deep  in  New  York,  one  of  the  few 
states  that  still  effectively  bars  coi-po- 
rate  ow^^ership  of  hospitals  or  clinics. 
If  that  has  helped  make  New  York  a 
world-class  hub  of  medical  research  and 
education,  it  also  has  kept  health-care 
costs  fai"  above  the  national  average.  In 
the  last  two  years,  however,  the  pro- 
tective facade  has  started  to  crack  un- 
der pressui'e  from  employers,  insurers, 
and  consumers.  "This  city  is  absolutely 
ripe  for  change,"  Salick  thunders. 

Bentley's  New  York  venture  is  be- 
ing watched  across  the  countiy  as  an 
important  test  of  the  rising  power  of 
consumerism  in  U.  S.  health  care.  "The 
Salick  vision  is  a  patient-centric  one," 
says  Dr.  Da\ad  Levy,  chauTnan  and  CEO 
of  Franklin  Health  Inc.,  a  large  man- 
aged-care consulting  firm.  "He  has  a 
chance  to  show  that  when  you  do  the 
right  thing  for  patients,  it  doesn't  have 
to  cost  more.  In  fact,  it  can  cost  less." 

Salick  is  off  to  a  promising  start.  In 
Febiuai-y,  Bentley  fomied  a  partnership 
with  Montefiore  Medical  Center,  a  char- 
ter member  of  New  York's  medical  elite, 
to  buOd  three  cancer  clinics  and  one  for 
.MDS.  "We  have  gotten  over  the  shock 
that  initially  defined  our  response  to  a 
for-profit  company  like  Salick  Health 
Care,"  says  Dr.  Spencer  Foreman,  pres- 
ident of  Montefiore.  "Now,  all  the  not- 
for-profits  are  looking  for  eveiy  possible 
way  to  gi-ow  their  business  and  main- 
tain what  they've  got." 

The  stakes  ai-e  huge.  In  cancer  alone. 
New  York  City  is  thought  to  account  for 
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10%  to  15%  of  the  $50  bilhon  spent  an- 
nually in  the  U.  S.  Based  on  the  most 
recent  government  data  for  hospital  dis- 
charges, Sloan-Ketteiing  has  14%  of  the 
New  York  cancer  market,  about  double 
the  share  of  each  of  its  half  dozen  clos- 
est rivals,  Montefiore  included.  The  re- 
mainder— roughly  57% — is  shared  by 
more  than  100  other  hospitals. 

On  May  20,  Bentley  ch'opped  a  second 
bombshell:  a  preliminary  agreement 
with  Mt.  Sinai  Medical  Center  to  de- 
velop up  to  fom-  more  cancer  centers.  In 
addition,  Maimonides  Medical  Center,  a 
Mt.  Sinai  affiliate,  will  combine  with 
Bentley  to  build  a  fifth  center  in  Brook- 
\yn.  (The  pacts  still  must  be  approved 
by  Mt.  Sinai's  and  Maimonides'  boards.) 
Says  Dr.  John  W.  Rowe,  Mt.  Sinai's 

DR.  BERNARD  SALICK 

BORN  1939,  New  York  City 

EDUCATION  B.S.  1960,  Queens 
College,  mathematics;  M.D.  1954, 
University  of  Southern  California. 

FAMILY  Married  26  years  to  Gloria 
Salick.  Three  daughters:  ages  24, 
21,  and  17. 

BUSINESSES  FOUNDED 

USHAWL  Dialysis  Centers  (1972), 
Century  Dialysis  (1979),  Salick 
Health  Care  (1983),  Bentley 
Health  Care  (1997). 

PIVOTAL  EVENT  The  Salicks' 
second  daughter  contracted  a 
rare  bone  cancer  in  1983  but 
survived  10-to-l  odds.  "The  day 
my  daughter  got  cancer  was  the 
day  I  stopped  practicing 
medicine." 

LA-NYC  FLIGHTS  OVER  THE 
LAST  YEAR  21,  all  on  his  own 

Gulfstream  III  jet. 

ON  HOSPITALS  "Hospitals  are 
where  you  get  murdered  on  cost. 
It's  not  that  everyone's  trying  to 
cheat  you.  They're  just  very 
expensive  to  operate." 

TOP  PHILANTHROPIC  PROJECT 

A  $34  million  AIDS  research 
center  at  Queens  College  headed 
by  Dr.  Luc  Montagnier,  co-discov- 
erer  of  the  AIDS  virus. 


president:  "The  cancer  market  in 
York  is  really  up  for  grabs  now." 

Despite  his  new  estabhshment 
Salick  continues  to  skew-er  health  ( 
sacred  cows  with  glee.  WTiat  mt 
executive  other  than  Sahck  wouk 
the  words  "hospital"  and  "mm-de 
the  same  sentence?  As  in:  "Hos] 
are  where  you  go  to  get  murderc 
cost."  Salick's  new  partners  migh 
welcome  all  he  says,  but  they  adn 
being  impressed  with  wiiat  he  ha 
complished.  "I  consider  him  a  vi 
ary,"  says  Rowe. 

In  founding  Salick  Health  Ca 
1983,  Salick  became  one  of  the  fii> 
trepreneurs  to  apply  the  lessons  c 
specialty  retailing  revolution  to  h 
care.  In  contrast  to  the  traditional 
pital — the  department  store  of  i 
cine — Salick  centers  treated  only 
cer  patients  and  did  so  in  a  se 
designed  with  their  convenience 
comfort  uppeiTnost  in  mind.  These  r 
self-contained  facilities  that  lookec: 
felt  more  like  hotels  than  hospital: 
were  equipped  with  all  the  techn 
and  personnel  needed  to  treat  c; 
Salick  built  11  such  centers  acres, 
country,  each  of  wliich  was  open  an 
the  clock,  seven  days  a  week — ai ' 
fered  valet  parking  to  boot. 

Salick  Health  Cai-e  also  opened  c*: 
dow  on  modem  health  care's  esst 
mysteiy:  the  link  between  the  qualp' 
care  and  its  cost.  From  its  meticiii' 
maintamed  patient  records,  the  cor- 
worked  up  detailed  practice  guidi 
to  standardize  and  refine  the  trea.,* 
of  numerous  types  of  cancer.  By'i( 
accounts,  Salick  was  able  to  imo 
medical  outcomes  for  many  paiii 
while  loweiing  the  cost  of  care.  I 

Even  so,  the  big  New  York  iB 
tals  have  been  slow  to  adopt  t 
lessons.  Except  for  Sloan-Kettii 
which  boasts  a  massive  endowi 
they  lack  not  only  the  manageme  • 
pertise  but  the  wiierewithal  to 
networks  of  disease-specific  outpM 
clinics.  Under  his  agreements 
Montefiore  and  Mt.  Sinai,  Salicij 
provide  all  the  capital  needed — $3, 
lion  per  cancer  clinic  and  $5  millicj 
AIDS  clinic.  The  clinics  will  n[ 
owTied  by  Bentley  but  by  its  pJl 
each  of  which  will  pay  the  conip^ 
fee  to  develop,  manage,  and  mark?' 
facilities.  Montefiore  and  Mt.  Sin!  J 
supply  the  clinics  with  physiciarm 
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Mitsubishi  Has 


Siiipped  More 
Embedded  DRAM 
Tban  All  Other 
Suppliers  Combined 


SUM] 


E    N    A    B    L    E  D 


SM 


eRAM"  "  stands  for  "embedded  random 
access  memory"-, Mitsubishi 's  brand  name 
for  Its  silicon  process  technolog/.  products 
and  systen^s  expertise  that  integrate  memory 
and  system-level  core  functions  in  the  same 
integrated  circuit  to  enable  unprecedented 
system  performance.  eRAM  encomposses 
A/litsubishi's  proven  ability  to  combine  memory 
-  especially  DRAA/I  -  microprocessor,  and 
other  logic  core  functions  in  a  single  piece  of 
silicon.  And,  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  and 
get  to  market  faster 

NeolVlogic  IS  0  ifOfkmark  of  NeoA^ogic  Corporation 


Mitsubishi's  HyperDRAM'"  process  technology  and  manufacturing 


capabilities  helped  a  company-NeoMagic  Corporation -to  revolution- 


ize an  industry  by  "mobilizing  multimedia".  And  it  can  do  the  same  for 
you.Weve  shipped  over  s^i^^n  million  embedded  DRAM  systems-on- 


a-chip  during  the  past  three  years*.  That's  more  than  all  other  suppliers 


combined.  Our  process  technology  is  moving  to  the  0.25 [jm  level  and 


lower  -  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality  What  else 


would  you  expect  from  a  leader? 


•As  of  May  1 5 


www.eram.com 

40  8.7  74.3  1  8  9 


A  MITSUBISHI  ELECTRIC 


MITSUBISHI  ELECTRONICS  AMERICA,  INC.  MITSUBISHI  ELECTRIC  CORPORATION 

ELECTRONIC  DEVICE  GROUP  SEMICONDUCTOR  GROUP 


Technology    Integration    For    Emerging  Applications 


Something  as  intricate  as  your  supply  chain  cannot  be  easily 


simplified.  But  PeopleSoft  Supply  Chain  Management  can 


introduce  some  sanity  into  the  process,  it  encompasses 


everything  from  forecasting  customer  demand  to  delivering 


On  a  related  topic, 
how's  your  supply  chain? 


products  on  time.  What's  more,  our  experience  across  the  entire 


enterprise  allows  you  to  integrate  all  aspects  of  your  global 


supply  chain,  uniting  your  front  and  back  offices.  All  you  have  to 


do  is  take  the  next  exit:  www.peoplesoft.com/sc  or  1-888-773-8277. 


We  work  in  your  world." 


People 
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As  he  did  at  his  old  company,  Salick  wants  to  set  up 
clinics  that  seem  more  like  hotels  than  hospitals 


exert  sole  authority  over  all  medical 
decisions. 

Buoyed  by  his  success  at  Montefiore 
and  Mt.  Sinai,  Salick  is  continuing  talks 
with  other  hospitals  in  pursuit  of  his 
20-clinic  goal.  Salick  and  Sloan-Kettering 
officials  have  discussed  various  joint 
ventures  over  the  years,  but  have  nev- 
er been  able  to  reach  agreement.  They 
broke  off  their  most  recent  round  of 
talks  a  few  months  ago,  leaving  Salick 
plainly  exasperated. 
"Sloan-Kettering  thinks 
of  itself  as  the  Mecca  of 
cancer;  you  must  come 
to  Mecca  if  you  require 
complicated  care,"  he 
says.  "My  concept  is  the 
opposite:  to  bring  cjuali- 
ty  care  to  the  outer 
boroughs  and  to  the 
suburbs."  Says  John  R. 
Gunn,  Sloan-Kettering's 
executive  vice-president, 
tongue  only  slightly-in- 
cheek:  "We  admii-e  old 
Bernie.  He  shakes 
things  up." 

IVORY  TOWERS.  Salick,  a 
self-described  "Jewish 
kid  from  the  Lower 
East  Side,"  grew  up  70 
blocks  away  but  a  world 
removed  from  Sloan- 
Kettering's  ivoiy  towers.  He  was  born  in 
1939,  just  a  few  years  after  his  parents 
emigrated  fi"om  Romania.  His  father  ro- 
tated tlu'ough  a  seiies  of  low-paying  me- 
nial jobs.  Not  until  the  early  1950s  could 
he  afford  to  move  his  family  to  Queens. 
"We  were  poor,  but  we  didn't  realize  it 
because  everyone  we  knew  was  poor, 
too,"  Salick  says.  "I  had  the  tyjiical  im- 
migi-ant  Jewish  upbiinging.  The  emphasis 
was  education,  education,  education.  My 
parents  gave  me  two  choices:  I  could  be 
a  doctor  or  a  lawyer." 

By  the  time  Salick  graduated  from 
Queens  C'ollege  in  1960,  his  parents  had 
moved  to  Los  Angeles.  He  followed 
them,  attending  medical  school  at  the 
University  of  Southera  California.  Sal- 
ick set  up  his  own  medical  pi-actice  in 
Beverly  Hills  and  used  whatever  was 
left  after  making  his  student-loan  pay- 
ments to  buy  up  dialysis  units  one  by 
one.  In  1975,  he  sold  his  dialysis  opera- 
tion to  the  highflying  conglomerate  Da- 
mon Corp.  for  stock.  When  Damon  ran 
into  financial  trouble  in  the  early  1980s, 


Salick  spied  opportunity  amid  calamity 
and  offered  to  buy  back  his  dialysis  busi- 
ness. About  the  same  time,  he  beat  out  a 
couple  of  big  companies  for  a  contract 
to  manage  the  dialysis  operations  at  Los 
Angeles'  Cedars-Sinai  Medical  Center. 
All  Salick  lacked  now  was  capital. 

Enter  Michael  R.  Milken  and  Drexel 
Burnham  Lambert  Inc.  Then  at  the 
height  of  his  powers,  the  junk-bond  long 
easily  raised  the  money  Salick  needed  to 


DOWNTOWN  RIVAL 

Dr.  Lawrence  Piro,  who  runs 
Salick's  old  company,  is  opening  a 
cancer  clinic  in  New  York  a  good 
two  years  ahead  of  Bentley's 

buy  back  his  dialysis  business  and  also 
took  Salick  Health  Care  public  in  1985 
to  finance  its  diversification  into  cancer 
care.  By  the  early  1990s,  Salick's  com- 
pany was  solidly  established  as  a  prof- 
itable, well-run  growth  company.  In 
1995,  Salick  decided  that  the  best  way 
to  secure  the  capital  he  needed  to  ac- 
celerate his  company's  expansion  was 
to  sell  it  to  Zeneca  Group  PLC,  a  British 
pharmaceutical  giant  that  is  a  leading 
manufacturer  of  cancer  drags. 

Salick  stayed  on  to  lead  Salick  Health 
under  a  contract  running  thi'ough  1999. 
But  in  early  1997,  Zeneca  stripped  Sal- 
ick of  his  authority,  offering  him  the 
post  of  chairman  emeritus.  He  resigned 
in  a  huff  and  began  organizing  Bentley 


the  very  next  day.  Zeneca  has  refjei 
all  comment  on  the  demotion. 

For  liis  pail,  Salick  claims  that  Ze 
management  initially  committed  to  1 
ing  his  bold  expansion  plans  but  Iok 
nerve.  However,  it  appears  that  Sa 
old  company  may  give  liim  a  real 
for  his  money  in  New  York.  Its  first 
ic  is  slated  to  open  at  St.  Vincent's  ( 
next  year — a  good  two  years  be 
Bentley  is  likely  to  complete  the 
Montefiore        ce  e 
"We're  moving  for 
on  Bernie's  origin?^ 
sion,"  insists 
Lawrence  D.  Pint 
oncologist  and  foi 
Salick  protege  whc 
comes   CEO  of  S.c-. 
Health  Care  on  Jul;  I. 

Salick  is  hardly 
first  strong-willed  eli 
preneui'  to  ran  afo 
his  new  bosses.  Bui 
admirers  are  quicj 
excuse  liis  cantanke; 
ness.  "Wlien  Bemie: 
that  the  people  he's } 
ing  with  aren't  atl 
same  level  of  con 
(for  patient  care),  hf 
get  really  upset,"  ]■ 
Jeffrey  C.  Barba 
chairman  and  ce 
hospital  giant  Tenet  Healthcare  (!' 
and  a  longtime  fiiend  of  Salick's.  i 
No  one  doubt  Salick's  passion,: 
some  of  his  longtime  business  as 
ates  believe  that  his  crusader's  [ 
comes  mixed  with  baser  motives,  'i 
a  tough,  tough  guy  to  deal  with  bed 
there's  only  one  way  to  do  it,  and  5: 
his  way,"  says  one  former  colle;} 
"With  him,  it's  all  about  ego."  ' 
Call  it  what  you  will,  Salick's  si:; 
minded  intensity  wiU  only  take  him  t 
in  New  York.  Montefiore 's  Dr  Fori 
and  Mt.  Sinai's  Dr.  Rowe  are  fori' 
ble  figiu'es  in  then*  own  right,  with  ■ 
constituencies  of  employees,  physii ' 
and  patients  that  must  be  accommoit. 
as  Bentley  painstakingly  transfonr  i 
paper  pacts  with  the  hospitals  into  1.  ■ 
and  moitar.  In  the  end,  Bernie  S;  - 
ambitious  drive  to  supplant  Sloan  .t 
tering  as  the  pivotal  institution  in  e 
York  cancer  care  may  well  hinge  o  li 
ability  to  do  sometliing  for  which  hti- 
never  shown  much  aptitude:  comprc  i 
By  Anthony  Bianco  in  New 
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"^■^Lirc  t  ic  lastcst  c»ro\vinc>  Intcnict  sen  ice  pro\  iJcr. 
3ut  for  low  loii^i 

icrcs  a  company  t  lat  knows  now  to  keep  you  number  one. 


ED/NG  SUCCESS  3(-  Nortel  can  help  you  deliver  the  high-speed  data  your  Internet  customers  will 

at  a  very  affordable  price.  In  Manhattan,  we  helped  Transwire  Communications  offer  a  reliable,  around-the- 
extended  network  that  rapidly  attracted  new  customers.  Our  vision  is  Webtone:  an  Internet  that's 
ibie,  reliable  and  secure.  We're  providing  the  bandwidth  you  need  to  deliver  new  access  speeds  and 
;s.  If  you  want  to  keep  your  Internet  customers  happy  and  your  profits  high,  visit        l^i^^RTE  L 
a  'ww.nortel.com/success1  .  Or  call  us  at  1-800-4NORTEL.  We'll  help  speed  your  success.       NORTHERN  TELECOM 

'^'8   chern  Telecom  Nortel  and  the  Nortel  globemark  are  trademarks  of  Northern  Telecom 
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ENTREPRENEURS 


THE  HOUDINI  OF 
CONSUMER  ELECTRONICS 

Dick  Schulze  has  pulled  off  an  astonishing  turnaround  at  his  Best  Buy  chain 


Richai-d  M.  Schulze  is  living  proof  of 
the  old  saying:  Wliat  doesn't  de- 
stroy you  makes  you  stronger.  As 
founder  and  (  EO  of  Best  Buy  Co., 
the  countiy's  No.  2  consumer-electronics 
chain,  Schulze  has  seen  Ms  stores  neai'ly 
wiped  out  a  half  dozen  times  over  the 
past  three  decades — once  literally  by  a 
tomado.  And  each  time,  Best  Buy,  now 
an  $8  billion  business  with  289  outlets, 
comes  back  bigger  and 
stronger. 

But  none  of  Ms  eai-li- 
er  ups  and  downs  com- 
pare with  the  one 
Schulze,  57,  has  just 
dug  out  of.  In  late  1996, 
Schulze  nearly  buried 
Ms  company  with  a  gi- 
ant miscalculation  on 
CMistmas  computer  in- 
ventories. Unable  to 
pay  its  vendors  for 
mountains  of  unsold 
PCS,  Best  Buy  seemed 
destined  for  the  dust- 
bin, following  such  one- 
time higlifliers  as  No- 

SURVIVOR 

The  '81  tornado 
was  tough,  but 
Schulze  had  to 
weather  a  bigger 
crisis  in  '96:  Piles 
of  unsold  PCs 

body  Beats  the  Wiz,  Crazy  Lddit's,  and 
Tandy's  Incredible  Universe.  At  Best 
Buy's  annual  meeting  a  year  ago,  angr>' 
shai'eholdei-s  were  clamoiing  for  Schulze's 
resignation.  "It  was  haixl  to  hsteri  to,"  he 
recalls.  "It  was  tough." 

But  Schulze  managed  to  squeak  by. 
And  after  a  drastic  overhaul  of  Best 
Buy's  operations,  the  combative  Schulze 
is  breathing  easy  again.  Margins  and 
profits  are  up,  and  Best  Buy  shares, 
wMch  tanked  in  1997,  have  soared  900% 


in  the  past  15  months,  to  a  split-adjust- 
ed $86.  "Best  Buy's  recovery  has  been 
notMng  short  of  spectaculai","  says  Mark 
D.  Mandel,  an  analyst  with  abn  Ami-o,  a 
Dutch  investment  bank. 

A  driven  competitor  whose  only  in- 
terest outside  of  work  and  family  seems 
to  be  his  Beechcraft  jet — a  pictui'e  of  it 
sits  among  family  photogi'aphs  on  his 
office  bookshelf — Schulze  earned  nearly 


time  and  encouraged  his  son  to 
full-time  while  still  in  high  si 
Schulze  landed  at  a  Montgomeiy 
store  as  a  stock  boy.  For  a  time,  St 
had  hoped  to  go  to  college  and  get 
gi'ee  in  liberal  arts.  But  after  a  st 
the  Air  National  Guard,  Schulze  sa; 
reluctantly  went  to  work  for  his 
electronics  distribution  company. 
Schulze  showed  a  knack  for  ha\ii 


$2  miUion  in  salary  alone  last  year.  And 
his  217(  Best  Buy  stake  is  now  worth 
$680  million.  A  natural-bom  salesman, 
Schulze  is  a  natty  cb'esser  with  gleaming 
cuff  links,  well-sMned  shoes,  and  a  taste 
for  elegance  reflected  in  the  mahogany 
bookshelves,  oriental  mgs,  and  Queen 
Anne-style  fumitui'e  in  his  office. 

Growing  up  in  St.  Paul,  Minn., 
Schulze  never  imagined  he  would  one 
day  have  so  much.  His  stem  GeiTnan  fa- 
ther, Warren,  didn't  beheve  in  wasting 


electronic  gear  lo  retailers,  but  tl  I 
was  meager.  And  his  father,  wl  ) 
since  passed  away,  was  deaf  to  Scjl|f 
ideas  for  improving  operations,  if 
five  yeai-s,  he  quit  to  start  liis  owij^ 
audio  store.  "My  father  never  exifii 
me  to  walk  away  from  Mm,"  he  V-i 
Breaking  away  proved  a  smart « 
It  was  1966,  and  teenage  boomen:c 
not  buy  enough  M-fi  stereos.  Usr? 
contacts  as  a  product  rep,  Schulzsi 
up  existing  retail  stores  and  "real  ic 


DOCltMEN'i 
XfROX 


Oocuments  are  digital.  Documents  are  paper. 


Can't  get  your  digital  and 
paper  networks  together? 

Don't  get  mad,  get  a 
Document  Centre. 


Need  hard  copies  of  digital  files?  Want  to 
scan  paper  documents  into  your  network?  A 
Xerox  Document  Centre  lets  you  print,  fax, 
copy,  staple,  even  collate  from  your-  desktop. 

Its  powerful  CentrcWarc  software  gives 
you  an  intuitive  interface  that  eliminates 
steps  and  saves  time.  Even  lets  you  scan  at 


incredible  speed.  And  since  the  Document 
Centre  is  modular,  you  configure  it  the  way 
you  want,  and  only  pay  for  what  you  need. 

To  learn  how  your  digital  and  paper  net- 
works can  work  better  together,  go  to 
www.documentcentre.com.  Or,  if  you  prefei-, 
call  1-800- ASR-XEROX,  ext.  317. 


THE  DOCUMENT  COMPANY 
XEROX 


push. 


ones     that     give     me     access  McAfee  Total  Virus  Defense 


II    y  a  u  r    c  a  n  f  i  d  e  n  t  i  a  I  files. 


PGP  Total  Network  Seciiritv 


Sniffer  Total  Network  Visibility 


McAfee  Total  Service  Desk 


IRSE,  YaU'RE  PART  OF  THE  BD°o  OF  THE  FORTUNE 
F     NOT,      IT'S     PROBABLY     NOT     HER     LOOKS     C3IVING  YOU 

L    1  -  B  a  a  -  3  3  2  -  g  g  6  6  .    dept.    igss.    DK,   now  exhale. 


N 
e 
t 

T 

0 
0 

I 

s 


laO     WHO      HAVE  CHOSEN 


network 

ASSOCIATES 


Who's  watching  your  network 


People 


had  better  business  acumen  and  could 
do  what  they  did  better,"  says  Duane 
Hoff,  Schulze's  son-in-law,  who  later 
joined  the  company  and  now  works  as  a 
buyer.  The  new  store,  called  Sound  of 
Music,  pulled  in  $1  million  its  frrst  yeai' 
and  made  about  $58,000  in  profits. 
Schulze's  take-home  pay  was  $17,000, 
slightly  more  than  he  made  working  for 
liis  dad. 

TWISTER  TWIST.  Over  the  next  decade, 
Schulze  opened  nine  stores.  Following 
boomers  to  the  expanding  suburbs 
around  St.  Paul,  he  became  a  regional 
powerhouse,  selling  everything  from  elec- 
tric guitars  to  vcRs,  and,  later,  house- 
hold apphances.  Then,  in  1981,  a  tornado 
destroyed  liis  lai-gest  and  most  profitable 
store.  The  toniado  tiuTied  the  showToom 
into  iTibble.  But  it  spai'ed  the  storeroom, 
where  customer's  dived  for  safety.  Schulze 
decided  to  hold  a  huge  sale  in  the  par-k- 
ing lot.  He  poured  his  $25,000  mai'keting 
budget  into  thousands  of  flyer-s  and  r"adio 
spots  advertising  a  "Tor-nado  Sale." 

On  the  big  day,  Schulze  closed  his 
other-  stor-es  and  put  all  65  employees  to 
work  in  the  par-king  lot.  Shoppei-s  came 
in  droves,  causing  a  hmmmwh 
two-mile  tr-affic  jam 
around  the  stor-e.  To 
ensur-e  no  one  went 


Best  Buy's  consultant-led  overhaul  appears 
to  be  working.  Operating  profits  are  way  up,  a 
the  stock  price  has  jumped  900%  in  15  months 


DICK  SCHULZE 


Buy,"  Schulze — and  the  company — went 
deep  into  hock  to  expand.  "He  r-isked 
everything,  even  his  family's  seciu-ity," 
recalls  Richar-d  Schaak,  who  then  owned 
a  competing  chain  that  has  since  folded. 

To  keep  the  expansion  dr-ive  going, 
Schulze  tapped  the  ecjuity  markets  in 
1985,  even  though  "I  don't  think  he 
knew  what  a  share  was,"  recalls  his 
ft-iend  and  attorney,  Elliot  S.  Kaplan. 
The  $8  million  let  Schulze  expand  the 
chain  to  40  stor-es  by  1989.  To  help  r-un 
his  gr-owing  empu-e,  Schulze  cjuickly  pro- 
moted half  a  dozen  of  his  young  staffers 
to  management  roles.  And  he  put  his  el- 
dest daughter  and  her-  husband  to  work 
for  the  company  full-time. 

But  along  with  gi-owth  came  a  slew  of 
problems  that  caught  Schulze  by  sur- 
pr-ise.  In  1989,  he  did  away  with  com- 
■wH^^HH  missioned  salespeople, 
tur-ning  Best  Buy  out- 
lets into  electr'onic  gr-o- 
cer-y  stores.  But  supph- 


,   ,     ,  ,     BORN  1941,  Minneapolis.  ^      ,  ^,  , 

away  empty-handed,   er-s  were  outr-aged  that 

EDUCATION  Central  High 

School,  St.  Paul,  1959. 


Schulze  hauled  in  TVs 
and  ster-eos  by  the 
tr-uckload  fr-om  his  oth- 
er outlets.  'We  couldn't 
let  all  those  people  go 
away  mad,"  says 
daughter  Susan  Hoff, 
now  a  company  vice- 
president. 

Thanks  to  the  tor-- 
nado,  Schulze  had  hit 
on    the  combination 


FAMILY  Married  for  36  years 
to  Sandra  Larkin  Schulze. 
Four  grown  children,  three 


staffers  wouldn't 
be  pushing  then-  pr-od- 
ucts.  Some,  including 
Whir-lpool  Corp.  and 
Maytag  Cor-p.,  pulled 
out.  "We  wei-e  losing  so 


  many  br-ands  that  local 


REASON  FOR  STARTING 
BEST  BUY  Unhappy  with 
low  commissions  as  a  rep  for 
his  father's  consumer-prod- 


reps  thought  we  were 
dead,"  says  Ander-son. 

Meantime,  Schulze 
was  piling  on  more 
debt— at  $271  million. 


,       , ,          ,.       ucts  distribution  company.  u-^- nocr   -e      -f  i  ' 

that  would  allow  hrm   "-_-L          rthrt  72%  of  eqmty  by 


to  build  a  giant  in  the 
U.  S.  retail  mar-ket: 
heavy  advertising,  a 
lar-ge  selection  of  goods 
in  one  location,  and 
low  pr-ices.  Schulze  put 
up  ever-ything  he 
owned  as  collater-al  to 
finance  his  fir-st  18,000- 


FAVORITE  POSSESSION 

Beechcraft  400  airplane. 

FAVORITE  BEST  BUY 
PRODUCT  DVD  players. 

LEAST  FAVORITE  PEOPLE 

Wall  Street  short-sellers.  "It 
feels  good  to  squeeze  those 
little  rascals,"  says  Schulze 


1995.  And  some  in  his 
team  wondered  if  am- 
bition had  finally  got- 
ten the  better  of 
Schulze.  He  was  deter- 
mined to  turn  Best 
Buy  into  a  $50  billion 
business,  up  from  $4 
billion.  "I  wasn't  sur-e 


square-foot  superstoi-e.  '--    he    was  grounded," 


It  was  the  first  of 
dozens  of  outlets  mod- 
eled after  Circuit  City 
Stor-es  Inc.,  says  Best 
Buy  President  Brad- 
bury H.  Anderson, 
who  has  been  with 
Schulze  since  the  star-t  . 
Changing  the  name  to 
the    catchier  "Best 


BIGGEST  SURPRISE  Never 
thought  daughters  would 
want  to  work  for  him.  Two 
now  do. 

HIS  LICENSE  PLATE 
READS  DRIVEN. 

HOBBIES  Golf,  fishing,  going 
to  Vikings  and  Twins  games. 


says  Anderson.  "He 
radiated  confidence 
when  it  didn't  look  like 
ther-e  was  much  to  be 
confident  about." 

By  1996,  Schulze  had 
251  stores.  But  then  he 
made  a  huge  error-.  Ex- 
pecting unpr-ecedented 
sales  over  the  1995 


Christmas  season  and  fearing  an  i 
tory  shortfall,  he  borr-owed  heav 
add  $;300  million  in  merchandise — m\ 
it  computers.  Almost  as  soon  as  the 
chandise  was  unloaded  at  wareh( 
though,  Schulze  began  hearing  fi-on 
pliers  that  Intel  Corp.  was  about 
troduce  a  new  multimedia  Pentium 
Best  Buy's  inventory  was  abo 
become  obsolete.  'We  pleaded  with- 
not  to  make  the  announcement," 
Schulze,  who  made  his  case  direc 
Intel  Chau-man  Andr-ew  S.  Grove.  ' 
just  said  to  hell  with  us."  Sales  ta 
Two  months  into  1997,  Schulze  h 
get  vendors  and  cr-editors  to  agr-ee 
extra  60  days  to  pay  the  bills.  ( 
says  he  does  not  r-ecall  the  incider 
tel  officials  add  that  the  compan;. 
closes  its  pi'oduct  schedule  nine  mm 
in  advance. 

TWO-YEAR  PLAN.  With  shor-f-sellerd 
cling  the  company  and  cr-editorsie 
vously  watching  his  every  move,  Si 
had  little  time  to  act.  Even  his  t: 
was  pr-essuring  him  to  ease  out  < 
business.  Having  already  pr-omise  i 
wife  that  he  would  wind  down,  "I  b 
her  for  two  more  years  to  get  it 
on  track,"  he  says.  "I  didn't  hav 
cour-age  to  ask  for-  mor-e  than  that 

Salvation  came  in  the  form  oA 
dersen  Consulting,  which  sent  a  te.i 
three  dozen  to  do  triage.  "It  had  - 
done,"  says  Schulze.  But  the  me 
was  bitter.  The  store's  product  mi  v. 
slashed  and  plans  for  new  stores  :'e 
put  on  hold  as  the  consultants 
hauled  ever-ything  from  marketi 
inventor-y  controls.  Har'dest  of  al  t 
homegr-own  team  of  executives  wh  h 
been  running  the  company  for  if 
gave  way  to  40  new  vice-presicn 
most  recruited  from  the  outside. 

The  changes  seem  to  be  wmSi 
Last  year,  operating  profits  s.r 
359%,  to  $187  million,  on  $8.4  billn 
sales.  Investors  are  "a  lot  richerll 
they  were,"  says  Schulze.  And  'o 
Schulze,  whose  favorite  pastime 
to  be  thumbing  his  nose  at  the 
se!ler-s  who  bet  Best  Buy  would 
der-.  "I  r-eally  like  to  squeeze  the 
cals,"  he  jokes.  For  now,  he  can 
to  laugh.  Best  Buy  is  more  solid 
has  ever  been.  And  no  one,  exce 
wife,  is  asking  Schulze  to  slow  dc 
Bij  De'Ann  Wemier  in  Minnef 
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Like  capturing 
ideas  as  fast  as  you 
can  write  them  down. 


Like  focusing 

attention  on  the 
meeting,  and  not 
on  taking  notes. 


Like  displaying 

and  editing  ideas 
in  color. 


Like  sharing  fidl- 
color  meeting  notes 
with  team  members  via 
email  or  the  Internet. 


Like  saving  accurate 
meeting  notes  to  your  PC- 
for  everyone,  automatically. 


Introducing  the  3M"  Ideaboard  IB3000  Series,  It's  obviously  useful  and  absolutely  simple. 
For  more  information  about  3M  Advanced  Meeting  Solutions, 

call  1-800-952-4059  or  visit  www.3M.com/meetings  Mcike  the  meeting. 


3M  Innovation 


Dodge  Caravan  was  named  ^ 
m  Automobile  Magazine  ^W'r 

All-Star. 

It  configures. 

The  editors  o/' Automobile  Magazine  love  Dodge  Caravan  for  the  same  reason  the 


the  interior  into  a  variety  of  configurations  is  an  exercise  in  convenience,  not  ai 


the  longer  wheelbase  Grand  Caravan,  is  37.  Which  we  figure  is  just  about  right  fo 


call  l-HOO-4-A-DODGE  or  roll  your  cursor  over  to:  www.4aclodge.com 


of  us  do.  Caravan's  fantastic  versatility.  With  Easy  Out  Roller  Seatsl^^  arranging 


ise  in  ...  well ...  exercise.  The  total  number  of  configurations  in  all  including 


W\  iverage  Saturday.  To  learn  more  about  this  Automobile  Magazine  1998  All -Star, 


Caravan  |^  The  New  Dodge 

Always  use  .seul  hells.  Rememhei  u  hackseal  /.v  ilie  sajesi  place  for  children,   finperh  secure  all  cargo. 
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STRATEGIES 


SMALL  AIRLINE, 
TRICKY  FLIGHT  PLAN 

Can  ATA  take  on  the  majors  without  antagonizing  them? 


For  the  past  two  years,  the  major 
airhnes  have  all  but  owned  the 
skyways  to  and  fi'om  the  nation's 
largest  cities.  A  strong  economy 
combined  with  the  199(i  ValuJet  Air- 
lines Inc.  crash  have  left  consumers  less 
interested  in  low-fare  airhnes.  And  the 
lack  of  landing  slots  in  major  au-ports — 
which  are  more  concentrated  than  ever 
in  the  hands  of  the  big  carriers — has 
made  it  difficult  for  startups  even  to 
gain  entry.  The  result:  The  six  largest 
aii'lines'  profits  jum.ped  70%  last  yeai;  to 
$4.8  billion. 

That  has  low-fare  airlines  tliin  on  the 
gi'ound — and  in  the  air.  Aside  fi'om  nim- 
ble Southwest  Airlines  Co.,  few  chal- 
lengers have  successfully  competed  head- 
to-head  on  major  routes.  But  in  early 
May,  American  Ti-ans  Aii-  Inc.,  a  $783 
million  Indianapolis-based  carrier,  set  out 
to  do  just  that.  Though  it's  less  than  one- 


tenth  the  size  of  $17.4  billion  United  Aii'- 
lines Inc.,  upstart  ata  began  competing 
with  the  industiy  giant  on  flights  be- 
tween Cliicago  and  Denver,  United's  two 
lai'gest  hubs.  As  if  that  weren't  enough, 
ATA  is  also  taldng  on  American  Airlines 
Inc.  between  its  top  two  hubs,  Dallas 
and  Chicago.  And  come  July,  it  will  in- 
vade New  York's  LaGuardia  Aiii3ort. 

It's  a  risky  strategy.  American  and 
United  have  already  started  cutting 


Flying  Into  Battle 


Regional  ATA  goes  head  to 
head  with  the  giants. 


AMERICAN/UNITED* 

ATA* 

CHICAGO  TO  DENVER 

$582 

$348 

CHICAGO  TO  DALLAS 

578 

354 

CHICAGO  TO  NEW  YORK 

509 

312 

*  Highest  walk-up  rate  for  one-way  fare 

THE  CHALLENGERS:  ATA's  Tague  ai. 
Mikelsons  are  competing  in  busy  4 

fares  in  reaction  to  ata's  movesj 
John  P.  Tague,  ata's  35-year-old 
executive,  is  nothing  if  not  ambitjuJ 
He  claims  the  airline  is  now  "positiifij 
to  be  the  breakout  canier  of  the  'sj 
The  key,  he  says,  is  finding  liighu 
routes  and  sei-ving  them  in  a  wayai 
minimizes  the  response  of  the  nj( 
earners.  Wliether  he  succeeds  or  ii 
Tague's  moves  will  test  Washing:!) 
recently  declared  plans  to  better  p 
the  allegedly  anti-competitive  pracci 
of  the  dominant  airlines. 
RADAR  SCREENS.  In  many  ways, 
bid  is  not  so  different  from  a  hoi 
others  who've  failed  in  attempts  tol 
on  the  majors.  It  schedules  just  sfE 
flights  a  day  but  to  stay  off  the  gill 
radar  screens,  ata  is  counting  on  b 
important  differences.  For  example? 
focusing  its  low-frills  service  on  '< 
kets  such  as  Chicago,  where  Umited 
port  space  has  kept  fares  high,  n 
way,  it  hopes  to  carve  out  a  niche  t 
out  threatening  the  majors'  lucri 
lock  on  the  business  travelers  whc 
mand  plenty  of  departui-es,  ft'eque* 
er  programs,  and  fii'st-class  cabins,  p 
a  pretty  smait  strategy,"  says  Mort||( 
Beyer,  president  of  aviation  consiji^ 
firm  Morten  Beyer  &  Agnew  Ir|r 
McLean,  Va. 

But  so  far,  American  and  Ul 
aren't  playing  along  vrith  Tague's  . 
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You   see  coffee 


We   see  data 


Two-thirds  of  the  Fortune  500  rely  on  Sprint's  vision  of  data 

Every  day,  industry  relies  on  data  to  sell  products,  satisfy  customers  and  manage  people  and 
processes.  That's  why  Sprint,  as  a  leader  in  advanced  data  communications,  offers  a  full  portfolio 
of  solutions  for  your  applications  —  from  simple  e-mail  to  complex  integration  of  voice,  video  and 
data.  And  that  lets  us  give  thousands  of  companies  a  competitive  edge.  We  can  do  the  same  for 
you.  Because  business  runs  on  data.  And  data  runs  on  Sprint,  www.sprint  com  !•  888 -730 -DATA 

rSprint 

We  help  your  business  do  more  business 
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ATA  is  aiming  at  markets  such  as  Chicago, 
where  limited  airport  space  kept  fares  hig 


plan.  The  two  giants  already  have  gone 
on  the  offensive.  On  Feb.  24,  weeks  after 
ATA  announced  it  would  begin  serving 
Dallas  from  Midway  Auport,  Chicago's 
secondary  aiipoit,  American  said  it,  too, 
would  resume  limited  Midway  service. 
American,  which  flies  mostly  from 
O'Hare  International  Airport,  hadn't 
flown  to  Dallas  from  Midway  since  1992. 
American  already  has  matched  ata's 
tliree  daily  flights  each  way  and  will  add 
a  fourth  in  July. 

They're  also  playing  hai'dball  on  price. 
Though  ATA  offers  much  cheaper  walk- 
up  fares  on  all  routes,  both  American 
and  United  have  started  matching  ata's 
low  fares  on  some  seats  reserved  in  ad- 
vance. They  recently  offered  a  $180 
round-trip  fare  from  Chicago  to  Dallas, 
matcMng  ata's  price.  Before  ata  started 
flying  the  route,  consumers  would  have 
had  a  hard  time  flying  for  less  than 
$300.  American's  strong  response  means 
the  Midway-to-Dallas  route  wifl  be 
"very  much  of  an  uphill  battle,"  for  ATA, 
says  Samuel  C.  Buttrick,  Paine  Web- 
ber's airline  analyst. 
UNLIKELY  COMBATANT.  ATA  is  an  unlike- 
ly combatant.  Started  as  a  travel  club  25 
years  ago  by  J.  George  Mikelsons,  a 
Latvian  immigrant  who  will  own  48% 
even  after  he  sells  2  million  shares  this 
year,  ata  prosi:)ered  by  building  a  strong 
leisure  and  militaiy-chartei'  business. 
Though  it  also  offered  limited  sched- 
uled service,  it  largely  kept  out  of  the 
way  of  the  biggest  caniers. 

In  recent  years,  however,  the  com- 
pany has  sti-uggled  to  break  even.  The 
Indianapolis  carrier  launched  its  first 
expansion  attempt  just  before  the  Valu- 
Jet  crash.  As  frightened  consumers 
steered  clear  of  all  startups,  ata  ran  up 
a  $28  million  loss  in  1996.  And  ValiJet 
still  causes  problems  for  ata:  many  con- 
sumers confuse  the  two  now  that  Valu- 
Jet  has  changed  its  moniker  to  AirTi'an 
Holdings  Inc. 

It  took  a  yeai'  for  ATA  to  recover,  to  a 
meager  $1.G  million  in  earnings  for  1997. 
But  by  the  fii'st  quarter  of  1998,  man- 
agement had  pared  unprofitable  routes 
and  focused  on  building  up  its  Midway 
sei-vice.  That  sent  eaiTiings  for  the  quar- 
ter soaring  to  $12.4  million,  more  than 
the  comj^any  has  ever  made  in  an  entii'e 
year.  For  1998  as  a  whole,  Salomon 
Smith  Barney  expects  earnings  to  jump 
shai'ply,  to  $24.8  million,  on  a  15%  sales 
increase  to  over-  $900  million.  The  result: 


ata's  stock  has  more  than  doubled,  to 
$19,  since  January. 

ata's  second  attempt  at  expansion  is 
certainly  better'  grounded  than  its  flr'st. 
Back  in  1996,  the  company  focused  its 
sights  on  mar-kets  such  as  Boston  and 
Seattle,  where  it  had  almost  no  pres- 
ence. This  time,  it's  building  up  at  Mid- 
way, which  has  long  been  its  biggest 
base.  The  first  time  around,  Tague  and 
his  executive  team  also  mistakenly  tar- 
geted vacation  r-outes  wliich  alr-eady  had 
plenty  of  price  competition.  Now,  ata 
is  concentr'ating  on  high-priced  routes 
where  it  can  set  itself  apart  with  its 
low  far-es. 

AS  EARNINGS  GAIN  ALTITUDE... 


NET  INCOME 
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DATA.  BLOOMBERG  FINANCIAL  MARKETS 

ata's  lar-ge  planes  and  lean  marketing 
budget  have  helped  keep  the  canier-'s 
costs  the  lowest  in  the  business.  It 
spends  6.1c  per  seat  per  mile  flowrr,  ac- 
cor'ding  to  Black  &  Co.,  a  Portland,  Or-e., 
investment  fimi.  Compar-e  that  with  7.5c 
for  Southwest,  9.5G  for  United,  and 
10.5g  for  American. 

This  low  cost  structure  allows  the 
upstart  to  beat  the  major's  fares  on 
many  flights,  and  ata  says  eariy  book- 
ings are  str'ong.  But  industry  observers 
say  it  has  been  a  slow  start.  "We 
haven't  seen  a  shift  in  bookings  to  ata 
yet,"  says  Marcie  McCarthy,  general 
manager  of  Carison  Leisure  Group,  a 
chain  of  1,100  travel  agencies. 

American  and  United's  swift  reaction 
comes  despite  the  Tr-ansporlation  Dept.'s 
current  consider'ation  of  a  new  set  of 


guidelines  aimed  at  cm-b 
ing  predatory  behavior  by 
large  airlines.  What 
typically  kicks  off 
an  antitr'ust  inves- 
tigation. Justice  Dept. 
lawyers  say,  is  the  combination  of 
price  cuts  and  added  capacity.  whk»< 
can  suggest  an  airline  is  deliberaWi 
losing  money  to  drive  out  competitit 
Though  American's  decision  to  erpi 
Midway  appear-s  to  fit  this  pr-ofile,  Tr|a 
portation  and  Justice  Dept.  officials » 
cline  to  say  whether  they  are  looljij! 
into  the  situation. 

Tlie  lar-ge  air-lines,  including  Amei' ; 
and  United,  consistently  maintain  t 
they  have  never-  br-oken  the  law.  Anjij 
ican  says  its  decision  to  fly  out  of 
way  had  nothing  to  do  with  ATA;| 
stead,  it  came  because  the  route 
well  with  its  Dallas  hub.  Still,  man; 
the  industry  ar-e  watcliing  ata's  proi 
closely — and  government  action 
mean  the  difference  between  whe' 
ata  survives  or-  succumbs  to  the  ta 
jors'  pressure  like  many  before  it.  "tn 
wild  car-d  is  what  impact  the  new  ie 
partment  of  Tr-ansportation  gTaidel|e|„  . 
will  have,"  says  Mark  S.  Kahan,  (f™^ 
oper-ating  officer-  of  Spirit  Airlines. 

ata's  Chicago  move  would  provld( 
ideal  test  case  for  theii-  scrutiny.  Un  |., 
and  American  have  long  benefited  f 
gover-nment  limits  on  the  number 
takeoff  and  landing  slots  in  Chica 
major  air-port,  O'Har-e.  Such  limits  a] 
to  only  fom-  U.  S.  air-ports  and  have 
Chicago  chronically  under-ser-ved.  i 
result,  tickets  cost  about  35%  above 
national  aver-age,  according  to  corji  „ 
tant  Beyer-.  Midway,  ata's  base,  is  srll 
er-,  but  actually  closer-  to  downtown,  n 
incr-easingiy  popular 

But  even  with  higher  prices,  Ure 
and  American  still  have  some  bigic 
vantages.  They  offer  frequent-flier  ;(  , 
gr-ams,  unlike  ata,  and  back-to-lo 
flights.  Flying  United  fr-om  Denvejt  i 
Chicago  means  a  choice  of  15  flighf. 
day;  on  ata,  if  you  miss  the  3:55  m 
flight  west,  you'r-e  stuck  until  11:25 
the  next  day. 

Can  ata  convince  consumers  goir 
Dallas,  Denver,  and  New  York  to  chj^""n,  e\ei 
it  over-  the  big  names?  The  upsta: 
betting  it  can  blaze  a  new  low-fare 
But  given  the  history  of  discount  ii 
lines,  it  may  be  flying  into  the  winii  ''i.'tO! 

By  David  Leonhanlt  in  Indiand\>\ 
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FRANK'S  A  LUCKY  GUY. 


NO  PROMISES  WERE  BROKEN. 


Commitments  made,  trust  ^iven  in  return. 
Promises  made  and  kept.  It's  basic  to  our  philosophy. 

We  are  not  simply  paper  shufflers  for  hire.  We 
ascribe  to  the  highest  standards  of  service,  perhaps 
higher  than  you've  come  to  expect  from  claims 
administrators.  We  check  every  box,  make  every 
phone  call  and  lollow  every  procedure  because  we 
know  a  claim  delayed  is  suffering  prolonged. 

With  local  experts  in  670  hometovvTis  around  the 
world,  we  stand  ready  to  provide  exactly  what  you 
need,  exactly  the  way  you  need  it. That  is  our  promise, 
and  we  back  it  up  with  a  money— on— the— table 
Performance  Guarantee. 

Whetlier  property,  Habilitv  or  workers  compensa- 
tion, every  claim  represents  individuals  in  distress. 
We  are  helping  people  reassemble  their  lives.  We  are 
acting  for  you,  keeping  your  promises. 

1-888-213-2533  •  www.crawfordandcompany.com 


We  made  implementation  short.  Cultor  Food  Science  made  it  sweet.  Cultoi  Food 
(cience,  developer  and  marketer  ot  unique,  liigh-perforniance  food  uigredients,  needed  a  new 
nformation  system  fast.  And  thanks  to  the  .4aT/cr<)rt'(/SAP  ' program,  they  got  it  m  just  six 
aonths.  As  a  new  company  created  through  acquisition  and  consolidation,  Cultor  Food 
cience  selected  SAP™  R/3"  to  tie  various  operations  together  and  provide 
.;al-time  information  across  the  organization.  Just  half  a  year  later,  SAP 
ad  all  of  the  company's  North  American  users  live.  Analyzing 
ends.  Formulating  products.  Driving  manufacturing.  R/3 
as  so  successful  that  Cultor  Food  Science  plans 
I  implement  the  program  worldwide.  That 
■  .ould  really  sweeten  the  ROI.  For 
I   ore  information,  visit  us  at 
ww.sap.com  or  call 
800-283- 
SAP. 


A  Better  Return  On  Infoniiation'f 
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GIBSON:  IS  SUCCESS 
IN  THE  CARDS? 

A  creative  overhaul  may  not  be  enough  against  the  big  guys 

In  her  spacious  studio  nestled  in  a 
wooded  area  in  southwestern  Ohio, 
Robin  Moro  double-clicks  with  a  com- 
puter mouse.  Onscreen,  a  spare  and  sim- 
ple image  of  a  dark  gi-een  pickle  ap- 
pears. The  artist  tinkers  with  the  card 
she's  creating  for  Gibson  Greetings  Inc., 
the  nation's  No.  'i  gi-eeting-card  compa- 
ny, and  chuckles  over  the  punch  line: 
"I  just  had  to  make  a  big  dill  about 
your  birthday." 

Until  last  year,  Moro  had  spent  12 
yeai"s  as  an  ait  dii'ector  at  Gibson.  Then, 
she  struck  out  on  her  own — about  the 
time  Frank  J.  O'Connell,  a  self-styled 
maverick  who  w'as  Gibson's  then-new 
chief  executive  officer,  cut  loose  much  of 
the  creative  staff  and  hired  some  back 
on  a  contract  basis.  The  idea:  get  closer 
to  cultural  trends  and  speed  up  devel- 
opment of  flashy  new  prod- 
ucts to  compete  with  giants 
Hallmark  Cards   Inc.  and 
American  Greetings  Coi^p. 

In  the  22  months  since 
O'Connell  swept  in,  Gibson 
has  picked  up  the  pace  by 
introducing  card  lines  for  pet 
lovei-s,  home  chefs,  and  cai'd-avei-se  Gen- 
eration-Xers.  Sure  enough,  Moro's  pick- 
le cai'd  is  one  of  21  she  did  for  Gibson  in 
just  two  weeks.  "Frank  is  really  willing 
to  open  things  up,"  she  says.  "Before,  it 
took  a  full  year  to  get  a  new  card  out." 

But  if  Gibson  is  quicker  on  its  feet 
these  days,  the  $398  million  company 
still  has  to  worry  about  getting 
stomped.  Critics  say  he  has  done  little 
more  than  stem  years  of  losses  thi'ough 
cost-cutting — and  in  a  largely  stagnant 
industry  dominated  by  its  giant  rivals, 
there  may  not  be  much  room  for  a  dis- 
tant No.  3.  Now  that  O'Connell  has  re- 
suscitated Gibson,  the  real  question  is 
whether  he  can  find  ways  for  it  to  gi'ow. 

Indeed,  foi"  all  O'Connell's  moves,  Gib- 
son hasn't  yet  made  much  of  a  dent 
against  two  giants  that  ai*e  adept  at  pro- 
tecting then-  combined  75%  share.  Hall- 
mark, uith  i-evenue  of  ,$13.7  billion,  and 
American  Gi'eetings,  at  $2.2  billion,  have 
used  deep  pockets  to  buy  lots  of  shelf 
space.  Hallmark  says  it  got  more  than 
1,000  stores  to  kick  out  rivals  last  year. 


GOOFY  GREETINGS 

O'Connell  has 
introduced  lines  of 
cards  for  Gen-Xers 
and  pet  lovers 


A  former  exec  at  Reebok 
International  Ltd.  and  Sky- 
box     International  Inc., 
O'Connell,  55,  relishes  his 
self-described  role  as  an  en- 
lightened outsider  in  "an  in- 
dustiT  in  decline."  He  claims 
that  by  locking  up  shelf 
space  by  pajing  retailers  up-front  fees, 
the  industiy's  top  two  keej)  prices  gi'ow- 
ing  on  cards  that  are  boring.  He  wants 
retailers  to  allocate  shelf  space  based 
on  card  sales.  The  industry,  he  says, 
"has  lost  track  of  the  consumer." 
DOGGED  QUEST.  Absolutely  not,  con- 
tend the  industry's  two  Goliaths.  Both 
are    already  fielding 
products   similar  to 
some  of  O'Connell's  in- 
novations. And  execs 
at    both  companies 
scoff  at  the  idea  that 
they've  stopped  inno- 
vating. "I  think  Gib- 


WISHING  YOU 
WERE  HERE 

Why  greeting-card  makers 
struggle  to  find  new 


son's  a  little  late  to   ^^^[^J^^^_^j   says.  "This  is  ouiytf 


For  all  his  enthusiasm,  O'Connell 
ognizes  that  the  name  of  the  gam 
cards  is  distribution.  And  that  has  pre 
to  be  an  uphill  cUmb  for  Gibson,  w 
has  seen  its  mai'ket  share  slip  from 
five  years  ago  to  about  7%  today, 
retailers  such  as  Wal-Mart  Stores 
and  Kmart  Corp.  have  consolidated 
card  suppliers  at  the  expense  of  s' 
players.  In  April,  Kroger  food  s 
made  Hallmai'k  its  only  purveyor  o 
cUtional  cai-ds.  Rebounding,  O'Conne' 
Kroger  to  agi-ee  to 
Gibson's  alternative 
in  200  stores.  And 
jjushing  into  unconve 
al  locations:  The  pet- 
ards are  hawked 
-tores  and  superm 
pet-food  aisles. 

More  critically  for 
son's  immediate  si 
O'Connell  has  cho 
costs.  Outsou" 
ailists — and  card  p 
starting  this  year 
cut  $12  million  in  a 
costs  by  the  year 
O'Connell  dragged  G 
from  a  $46.5  miUio" 
in  1995  to  net  inco 
$21.6  million  last 
That  has  lifted  the  company's 
price  to  about  $24,  from  $12  in 
"He's  more  creative  and  energetic 
just  about  any  executive  we'v 
countered,"  says  Whitney  Geor 
portfolio  analyst  at  New  York 
ment  house  Royce  &  Associates, 
has  bought  1  million  Gibson  s 
since  O'Connell  started. 

But  competitors  and  some  an 
remain  unconvinced  that  O'Co 
strategy  can  do  more  than  tempo 
shore  up  Gibson.  "Long-temi,  Fml 
tical  if  it's  the  right  thing  to  do,'] 
Jeffrey  S.  Stein,  a  stock  analw 
Cleveland's  McDonald  &  Co.  Iiil 
ments.  O'Connell  vowsai 
the  new  productiv 
lift  sales  10%  thi^'t 
vs.  2%  in  1997.  "e 
pushing  all  ofcl 
product  out  01^  t 
shelves  as  fast  ;  ? 
get  it  ther^'' 


can 


the  party,"  says  Jef- 
frey Weiss,  senior 
vice-president  for 
product  development 
at  American  Greet- 
ings. "He's  responding 
to  a  trend  American 
Greetings  has  been 
leading  for  years." 


►  Annual  growth  of  card 
sales  is  1%  or  less 

►  Up  to  85%  of  cards  are 
bougfit  by  women  30  to  59 
years  old 

►  Consumers  in  their  teens 
and  20s  buy  few  cards 


to  deliver."  Andi 
can't  deliver  wif 
creased  market 
hard-charging  O 
nell  will  go  do'n 
little  more  than  i 
rious  cost-cutter 
By  Peter  Ga  s 
in  CinfM 


DATA:  WHEAT  FIRST  BUTCHER  SINGER 
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ige  o'  Stuff  What  happens  to  small-biz 
5nding  when  the  Dow  dips,  the  return  of  pre- 
thorized  checking,  falling  hub  prices,  and  more 


Technology  page 
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Back  It  Up  Systems  for  backing 
up  data  used  to  be  complicated 
and  burdensome.  Now  they're  user- 


mance  page  4 


jney  from  Home  Before  you 
I  or  lend  family  capital,  consider 
i  risks-financial  and  emotional 

ompanies  page  lo 


in  Hand  The  emu  is  one  strange  bird, 
but  the  challenges  of  the  emu 
(■('1^       business  are  oddly  familiar 

z)  Marketing  page  16 

Star  Power  A  little  TV  or 
movie  exposure  could  catapult 
a  company  out  of  obscurity. 
Here's  how  to  get  your  prod- 
uct ready  for  its  closeup 


friendly  and  affordable 

My  Company  page  24 

Next!  Succession  is  one  of  the 
toughest  issues  for  a  family  business. 
Here's  how  one  family  worked  it  out 

Buyers  Guide  page  26 

Stamps  of  Approval  Mechanical 
postage  meters  won't  be  legal  much 
longer.  A  look  at  the  new  offerings 

Downtime  page  30 


Enterprise  Oscars  In  which 
we  honor  the  best  and  worst  of 
small  business  in  film.  And  the 
winners  are... 


ore  on  small  business,  vIsK  BW  Plus!  at  www.buslnessweek.com  or  America  Online  at  keyword:  BWEnterprise 
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BEARS  AND  BELT-TIGHTENING 


so  THEY  st 

tt/jfa  deali 
south,  it  ca; 
really  sen 
Christmas. 

—Rolf  Selvig.  bit 
tor  of  Ventureli 
Corp.,  a  San  : 
Francisco-ba^ 


research  firm.i 
funding  a  starli 
with  loans  froi 
family  membe 
(page  4) 


What'll  you  do  if  the  stock  market  tanks? 
Here's  a  clue:  Each  year,  consulting  firm 
Cicco  &  Associates  Inc.  surveys  about 
400  small-biz  owners  on  spending  plans  for  the 
coming  year.  About  three-fourths  of  the  way 
through  the  1997  survey,  on  Oct.  27,  the  Dow 
plunged  550  points.  In  the  113  responses  post- 
marked Oct.  27-Nov.  15,  planned  spending  increases  fell  50%, 
even  though  the  market  recovered  340  points  the  next  day. 

Even  computer  purchas- 
es took  a  hit.  Ti-avel  faced 
the  deepest  cuts.  Only 
bank  activity  such  as 
debt  payment  remained 
unchanged.  Optimism 
returned  in  responses 
mailed  after  the  Nov.  15 
cutoff  date  as  the  market 

SMALL  BUSINESS  PLANNED         BF  ^^^^^  Steady. 

SPENDING  CHANGES  FOR  1990  ■ 

DATA  CICCO  AND  ASSOCIATES  INC 


STOCKS  AND  STOCK  ROOMS 
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THE  CHECK  ISN7  IN  THE  MAIL 

A Depression-era  payment  system  is  on  the  come- 
back ti'ail — driven  by  small  business.  Pre-autho- 
rized  checking  was  once  a  popular  way  to  make 
regular,  fixed  payments.  It  fell  out  of  favor  with  big 
companies  when  electronic  banking  came  along.  But 
electronic  funds  transfers  (EFT)  can  be  costly  for  small 
companies,  and  customers  are  reluctant  to  allow  elec- 
tronic withdrawals  from  their  accounts.  Pre-autho- 


rized  checking  improves  cash  flow  by  eliminating  ta' 
time  lag  between  billing  and  payment,  and  saves  E| 
fees  and  invoice  costs.  It  also  spares  clients  the  hi 
sle  of  wi'iting  and  mailing  checks.  Market  leader  Ml 
Data  Systems  (212  255-5688)  cut  6  million  such  che(| 
last  year,  a  100%  increase  since  1992  that  it  credits 
small-biz  growth.  National  Bank  Drafting  Systel 
Inc.  (800  968-3771)  has  licensed  operators  nationwiJ 
or  check  the  Web  for  other  vendors.  Systems  difq 
and  the  per-check  price  ranges  from  9c  to  $2.50. 


How  It 
Works:  A 
Hypothetical 
Case 


OJohn  A.  Owner  sends     ^^^^  The  check-  ^f^k 

Client  agrees  the  autho-  ing  firm 

to  pay  $100      ^m^^  rization  form  delivers  to  ^5l^ 


John  A 
Client  agrees 
to  pay  $100 
on  the  first  of  each 
month,  for  one 
year.  He  writes  a 
voided  check  to 
Jane  A.  Owner  and 
signs  an  authoriza- 
tion form. 


Owner  sends 
the  autho- 
rization form 
to  Client's  bank 
and  gives  the 
data  on  Client, 
taken  from  the 
voided  check,  to 
a  pre-authorized 
checking  firm. 


The  check- 
ng  firm 
delivers  to 
Jane  Owner  12 
checks  for  $100, 
dated  the  first  of 
each  month, 
written  against 
John  Client's 
account. 


Owner  dl 
posits  0 
check  01 
first  of  each  rl 
getting  paid  '1' 
out  mailing  i  'C 
es  or  waitingoi 
the  check. 

DATA:  BUSINESS  WEEK 


OWNERS  SAW  TECHNOLOGY  AS  A  COST  CENTER  RATHER  THAN  AN  INVESTIVIEP 
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CLOCKWISE  FROM  TOP  LEFT  ILLUSTRATION  BY  ERIC  PALMA.  CHART  BY  ALBERTO  MENA/BW, 
PHOTOGRAPH  BY  GERRY  GROPP,  GRAPHIC  BY  ALAN  BASEDEN/BW 


ahcrFast  10/100  8-Port  Swilth 


HUBBA  HUBBA 


n  always  said  it's  nice  to  share,  but  with 
jiputer  files  it's  critical.  Luckily,  prices  for 
f  vork  hardware — mainly  "hubs,"  the  cen- 
junctions  that  let  computers  share  infor- 
ion — are  falling.  In  May,  LinkSys  Group 

Jame  the  first  to  break  the  $100  barrier 
nubs  with  its  high-performance  EtherFast 
:  ten  times  the  speed  for  20%  less  than 
ier  models.  A  slower  LinkSys  model  is 
er  $45.  Most  major  hub  makers  such  as 
and  3Com  offer  easy  network-building 
which  include  a  hub — the  chief 
>nse — plus  cables,  connectors,  and  more, 
luaranteed  to  work  together. 
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IINENT 
DOMAIN 
MMING 


SUSSLIN:  His  new  PC  failed  Y2K  tests 


Location,  location,  loca- 
tion. In  cyberspace, 
domain  names  are  real 
estate,  and  a  good  spot  is 
crucial  to  a  Web  site's 


success.  With  many  of  the  most  memorable  domain 
names  taken,  finding  a  good  address  will  be  a  challenge  for  the 
25%  of  small  businesses  planning  to  put  up  Web  sites  this  year. 
Some  of  the  best  resources  for  domain  name  information  are  on  the 
Net:  igoldrush.com  is  the  motherlode,  with  news,  comprehensive 
explanations,  numerous  links,  free  posting  of  domains  for  sale,  and 
more.  Legal  aspects  of  Web  site  naming,  such  as  copyright 
disputes,  are  covered  at  www.lawoffices.net.  Both  sites  link  to 
others  that  sell  or  broker  domains,  such  as 
difflminli  nnm  websitenames.com  and 
gwttUI  USII.uUlll  www.domainmart.com. 

<«ning  the  ^Net 


YEAR  2000: 
RESELLERS 
DON'T  GET  IT 

on't  expect  your 
computer  reseller 
to  help  you  over 
the  bridge  to  the  21st 
century.  According  to 
a  recent  poll  of  1,650 
resellers  by  Double  E 
Computer  Systems,  a 
computer-services  out- 
fit in  Omaha,  a  measly 
2%  have  any  plan  for 
dealing  with  the  Year 
2000  (Y2K)  problem. 
One-third  don't  even 
want  to  hear  about  it! 
Even  models  shipped 
as  late  as  1997  have  Y2K  flaws,  as 
Michael  Susslin,  chairman  of  Simons  & 
SussHn  Manufacturing  Inc.,  recently 
found  out.  After  spending  $25,000  on  Y2K 
compliance  for  the  company's  main- 
frame, the  100-employee  firm  had  its  45 
PCS  checked  by  y2k  consultants  Senior 
Staff  2000.  All  but  two  flunked— includ- 
ing Susslin's  own.  He  estimates  it'll  cost 
about  $100  per  PC  to  fix  it.  For  back- 
ground, check  out  Web  sites  such  as 
www.year2000.com,  www.millennia-bcs. 
com/index. htm,  or  www.sba.gov/y2k. 


GONE  FISHiN' 


I  AND  SEEK 

1  &  Bradstreet  Corp. 
IS  created  the  largest 
itabase  of  companies 
by  women  or  minori- 
3  million  and  growing, 
.nies  seeking  suppliers  can  get  it  on  an 
ble  CD-ROM  for  $699.  Marketers  can  buy 
'oken  out  by  region,  size  of  business,  or 
:riteria,  from  $35  per  1,000  names.  Getting 
s  free  (800  333-0505).  Other  databases  are 
and  not  limited  to  women  or  minorities, 
irchable  by  type  of  owner.  Thomas  Region- 
ctory  Co.  lists  480,000  outfits  at 
iomasregional.com,  and  the  SBA  has 
t  firms  at  pro-net.sba.gov.  Both  are  free. 


Summertiiiiiime,  and  the 
livin'  is  . .  .easier  for 
entrepreneurs  than  they 
think.  A  recent  American 
Express  Co.  poll  found 
that  41%  of  small-biz 
owners  feel  they  don't  enjoy 
vacations  as  much  as  others 
do.  But  a  poll  of  605 
adults  by  at&t  suggests 
that  those  on  a  payroll 
are  even  more  likely 
to  call  the  office  reg- 
ularly (49%)  and 
take  along  cell 
phones  (38%)  or 
pagers  (20%>).  Most 
business  owners 
(61%)  leave  staff  or 
family  to  take  care  of 
business.  One-fifth  shut  down 
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WHEN  A  GRUBSTAKE 
IS  A  FAMILY  AFFAIR 

"If  a  deal  goes  south,  it  can  really  screw  up  Christmas" 


Whfii  she  needed  capitalthi 
years  ago  to  develop  kru 
specialty  computer  chijIWi 
Dai  didn't  try  to  put  th<K>i 
on  one  of  Silicon  Valley's  fam- 
gels"  right  away.  Instead,  the  3ire 
old  computer  scientist  found  fj 
closer  to  home,  getting  $200,00i 
uity  financing  from  ft'iends  and 
$150,000  fi-om  her  parents,  Chin 
migTants  who  nm  a  San  Francisci 
Marvel!  Technology  Group  L 
company  she  launched  early  i|i 
with  two  fellow  Berkeley  gradual] 
since  raised  $19  million  fi'om  inv 
bankers  and  ventm-e  capitalists, 
initial  giiibstake,  Dai  says,  was  "i 
covering  rent  and  payroll  dur 
start-up's  fu'st  difficult  months 
trafainily  investments  also  pay  di| 
in  self-confidence,  Dai  adds.  "Th 
who  get  involved  really  know  ; 
believe  in  you." 

Welcome  to  the  world  of 
family  financing.  It's  an  ap- 
proach to  raising  money  as  d 
combustible,  and  rewarding  as 
themselves.  Done  right,  it  can 
patient  capital,  wMle  building  en 
with  other  lenders  and  investor 
WTong,  it  can  break  the  very  b 
familial  affection.  No  matter  wh 
deal  goes  south,  it  can  really  sc 
Clu'istmas,"  observes  Rolf  Selvij 
tor  of  business  development  : 
tureOne  Corp.,  a  San  Francisc 
research  firm. 

PLENTY  OF  CASH.  Long  favorec 
trejjreneui's  lacldng  access  to  con 
credit,  friends-and-family  financ 
pears  to  be  gaining  popularity, 
ing  to  a  199()  siu'vey  of  800  mal 
male  entrepreneurs  by  the 
Foundation  of  Women  Busine 
ers,  43%  turned  to  personal  sou] 
start-up  capital.  (Twenty-seven 
tapped  family  members  and  7% 
9%  were  backed  by  friends.) 
most  oft-cited  previous  study-jl 
survey  of  3,000  businesses  by 
tional  Federation  of  Independeii  - 
ness — ^just  30%  relied  on  frieife 
relatives  for  at  least  some  stail- 

Several  converging  ti'ends  co 
even  more  family  financing.  Fli 
stock  market  gains,  many  famil 
more  money  than  ever  to  invefh 
when  interest  in  entrepreneuj|bi 
booming.  Then  there's  the  $13^"] 
poised  for  transfer  to  the  nextfei 
tion  in  the  coming  20  years.  Soi|  < 
people  are  choosing  to  help  thir 
dren  while  they're  still  alive. 

But  before  you  decide  to  bcflD" 
bestow  homegTown  capital,  consfei 
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four  more  desks:  $625 

second  laser  printer:  $999 

larger  conference  table:  $755 

becoming  a  bigger  fish  in  the  pond: 


the  new  Executive  BusinessCard  has  a  higher  credit  hmit  and 

a  range  of  payment  options  designed  to  help  manage  your  cash  flow, 
to  learn  how  to  apply,  call  1  800-727-8825. 


there  are  some  things  money  can't  buy. 

for  everything  else  there's  MasterCard 


w  WW.  mastercard . 
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Finaiice 


nsks — both  iinancial  ai\d  emotiona.. 
Not  every  family  deal  goes  a^ 
smoothly  as  Dai's.  Patrick  Kelly,  a 
Boston-based  management  consul- 
tant, poured  his  savings,  plus  a 
bank  loan,  into  a  restaiu'ant  part- 
nei*ship  ^\ith  his  brother-in-law  in 
1986.  The  two  never  put  anjtliing 
on  paper,  nor  did  Kelly  check  out 
leases  and  hcenses  critical  to  the 
deal,  he  concedes.  Wlten  the  place 
bellied  up  after  18  months.  KeWy 
estimates  tliat  he  lost  the  eqtiivaler." 
of  about  .S80.000 — and  something, 
more.  It  "certainly  di^"ided  om-  fam- 
ily." he  says.  He  hasn't  spoken  to 
Ms  sister  or  her  spouse  in  10  yeai-s. 
BELOW  COST.  "In  families,  we  ai-e 
accepted  tmconditionaUy  for  who  we 
are."  says  Paul  Karofsk>\  executive 
dii'ector  at  Xoitheastem  Universi- 
ty's Center  for  Family  Business  in 
Xeedham.  Mass.  "In  business  we 
are  recognized  for  what  we  do  and 
how  well  we  do  it.  Tliose  are  tw.j 
entii-ely  different  value  systems. " 
Tliey  are  easily  confused,  though. 

"A  lot  of  people  don't  want  to 
say  "no'  to  family."  says  Alan  L. 
Cai"Si"ud,  senior  lectm^er  at  University  of 
CahfoiTiia-Los  Angeles'  Jolin  E.  Ander- 
son Graduate  School  of  Management. 
He  recalls  a  fonner  student  who  con- 
\inced  liis  new  \vife's  uncle  to  invest 
SoOO.OOO  in  liis  promising  cheesecake 
business.  But  the  doting  investor  failed 
to  notice  the  product  was  selling  at  25e 
per  unit  under  cost.  In  the  end.  the 
young  man  lost  the 
business,  the  mone}" — 
and  liis  maniage. 

Even  when  tilings  go 
as  planned,  a  family 
loan  can  cause  tension. 
Elizabeth  Genel  and  her 
husband,  lawyer  Mai-k 
X.Mnan.  used  §30.000  in 
loans  from  theii"  pai"ents 
as  equity  to  qualitv"  for 
a  .^lOO.obo  Small  Busi- 
ness Administration 
loan.  Tlieii'  upscale  fi-a- 
gi"ance  and  cosmetics 
store  in  Westport. 
Conn.,  is  prospering, 
and  they're  U\"ing  up  to 
loan  temis.  Yet  the  cou- 
ple feels  even-  personal 
expenditure  is  subject 
to  family  scrutiny. 
"^^"hen  we  have  gone 
on  vacation,  family 
members  have  said. 
"How  did  you  afford 
that'?' "  X\"man  savs. 


EK:  $2  million  in  loans  or  gifts  to  his  children 


To  iicaii  on  sucii 


riHicts.  -Jein'i 


Wolfson.  a  Boston  attorney  ^rith  a  fani- 
Oy-business  practice,  often  m-ges  cHents 
to  approach  outside  lenders  before  so- 
hciting  family  funds.  Too  much  depen- 
dency on  relatives,  he  says,  "can  cre- 
ate confusion  over  roles  and  strain 
relations." 

Invohing  an  outside  lender  or  in- 
vestor helps  give  the  family  perspec- 


ALL  IN  THE  FAMILY 

MLring  blood  and  money  can  be  n.sky.  even  tn  the  most  loving  clans. 
But  Ifmi.ryou  must,  these  tips  can  minimize  problems: 


loan 


•  GET  IT  IN  WRITING  Document  the  anriount  and  terms  of  the 

or  investment  or  you  could  face  tax  and  estate  problems — and 
breed  confusion  about  what's  expected  from  each  side. 

•  BE  CLEAR-EYED  Does  the  borrower  have  a  solid  business  plan? 
A  good  character?  A  sense  of  purpose?  Family  harmony  is  best  pre- 
served by  lending  on  a  businesslike  basis. 

•  BE  FLEXIBLE  Any  business  will  face  difficulties.  Be  prepared  to 

maKe  a  c.ances  by.  for  example,  renegotiating  terms. 

•  DONT  LEND  ALONE  If  possible,  don't  be  the  sole  source  of  capi- 
tal. If  a  bank.  ange:.  venture  capitalist,  or  even  friend  is  involved,  it 
helps  insure  sound  decisions. 

•  KNOW  YOUR  PLACE  Make  clear  whether  the  family  lender  will 
help  manage  the  business.  The  lender  should  get  regular  reports  on  the 
business'  performance. 

•  DONT  HOLD  A  GRUDGE  If  you've  done  your  homework  before 
making  a  family  loan,  you'll  have  an  easier  time  viewing  losses  as  a 
Dusiness  problem  and  not  as  a  personal  failure. 


tive  on  the  proposed  busine 
the  same  token,  bankers  usu 
gai-d  family  contributions  as 
the  entrepreneui''s  equity 
dence  that  a  stait-up  is  more 
hobby.  "You  don't  want  to  gi 
to  an  aimt  or  imcle  and  say, 
the  money.' "  obseiwes  Cai'l  [ 
fti-st  xice-pi-esident  at  People': 
in  Bridgeport.  Conn.  A  famQ; 
niitnient  can  also  be  leveraj 
for  instance,  getting  a  relal 
guai-antee  a  bank  loan.  That  a 
for  Eric  ^^'einstein.  owner  of 
Specialties  in  Baltimore,  j 
^Veinstein  started  his  bead 
ucts  business  with  about  S7 
sa\-ings  and  a  §50.000  bank  1( 
signed  by  Ms  father.  He  latei 
anteed  another  loan  for  .§150 
liis  son  could  buy  a  btiilding. 
13  years  later,  it's  a  §6.5 
business  with  45  employees. 

So  what  ai-e  the  guidelii 
making  family  financing  a 
for  eveiyone?  Fii-st,  go  in  wit 
and  reasonable  expectation 
involved,  and  get  updates 
Deborah  Cannon,  executive  via 
dent  at  XationsBank  in  Dallas. 

Experts  suggest  family  lendi 
low  many  of  the  procedm-es  of  a 
cial  banks.  Demand  a  meaningfi 
ness  plan  that  includes  weh-re 
and  supported  projections.  To 
cleai-  that  the  money  is  a  loan 
gift,  di^aft  a  promissoiy  note  and 
ten  agreement  specifying  term 
business  staits  U 
both  sides  she 
willing  to  rene 
and  perhaps  i 
pajTiients  for  a 
Proper  pap 
and  \\Titten  tei 
especially  impoi 
avoid  expensi' 
and  estate  tax 
lenis.  Say  you  r 
interest-free  loi 
relative.  The  iRi 
that  as  a  "gift"  « 
the  amoimt  of 
you  should 
chai-ged  based 
set  rates.  K  the 
of  this  "impui 
est  exceeds  the 
tax-free  year!} 
you  might  be  sui 
both  income  a 
taxes.  And  if 
discovers  outs 
loans  at  yom-  de 
there's  no  fonn; 


iti; 
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Talk  with  Toshiba 


y  day,  thousands  of  U.S.  companies  talk 
'oshiba  —  Toshiba  telephone  and  voice 
stems. 

y  so  popular?  Toshiba  quality  and 
operation. 


ting  your  investment. 

liba  communication  systems  are 
d  specifically  for  small  to  medium - 
•mpanies  and  smaller  corporate  sites, 
en  with  a  small  system,  you  get  big 
ly  features  and  service. 


And  any  system  can  grow  to  as  many  as  400 
lines  without  obsoleting  the  telephones  you 
already  own.  Over  time,  a  smart  buy  becomes 
a  great  investment. 

Look  us  up.  Look  us  over. 

Visit  us  at  http://telecom.toshiba.com. 

Or  call  us  at  (800)  222-5805  for  one  of  over  500 
authorized  Toshiba  sales  and  service  locations 
nationwide. 

After  you  talk  with  Toshiba,  you  may  be  one  of 
the  millions  that  talk  with  Toshiba  every  day. 


'0 


In  Touch  with  Tomorrow 

TOSHIBA 


Toshiba  America  Information  Systems,  Inc.,  Telecommunication  Systems  Division 
9740  Irvine  Blvd.,  Irvine,  CA  92618  •  http://teIecom.toshiba.com 


Your  mom  forgot  to  tell 
5,891,242,002 
potential  customers  about 
your  business. 

Word  of  mouth  is  a  good  way  to  introduce  your  small  business 
to  a  few  people.  But  what  if  a  few  isn't  enough? 

Please  meet  Microsoft  Publisher.  It  gives  you  all  of  the  tools 
you  need,  including  design  templates,  to  create  materials  such 
as  brochures,  newsletters  and  business  cards,  so  you  look  like 
the  professional  you  are. 

What  if  you're  ready  to  reach  out  and  talk  to  the  whole  world? 
Microsoft  FrontPage  can  help  you  create  and  manage  your  very 
own  professional-looking  Web  site.  Its  easy-to-use  templates  and 
non-techy  talk  will  have  you  up  and  running  in  no  time,  letting  your 
customers  instantly  access  the  information  they  want  and  need. 

I  Tying  your  PCs  together  makes  managing  your  success  even 

easier.  With  Microsoft  BackOffice  Small  Business  Server 
you  can  automatically  keep  your  Web  site  fresh  and  up-to-date, 
and  send  brochures  or  newsletters  to  any  or  all  of  your 
customers  via  e-mail.  Managing  your  communications  from  one 
secure,  central  location  saves  you  time  and  energy  so  you  can 
-you  guessed  it-get  more  customers. 

We'll  send  you  our  free  16-page  small  business  guide  with 
CD-ROM  when  you  call  1-800-60SOURCE: 

We  make  software  to  meet  your  small  business  needs  so  you're 
ready,  willing  and  able  to  deal  with  what's  around  the  corner. 

New  customers.  More  new  customers. 


Where  do  you  want  to  go  today? 


Microsoft 

www.microsoft.com/smallbiz/ 
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mentation,  the  whole  loan  could  be 
deemed  an  unreported  gift,  meaning 
more  penalties  and  interest,  says  John 
Dadakis,  an  estate  tax  lawyer  at  Rogers 
&  Wells  in  New  York. 
PATIENCE,  PATIENCE.  Financial  planners 
increasingly  urge  affluent  elders  to  in- 
vest in  their  children's  jn'esent  pur- 
suits as  part  of  their  overall  invest- 
ment strategy.  Donald  Ek,  62,  has  been 
doing  that  for  several  years.  "I'd  rather 
give  the  money  to  them  with  warm 
hands  than  with  cold  hands,"  he  jokes. 
The  retired  plastics  manufacturer,  who 
now  lives  in  Palm  Beach  Gardens,  Fla., 
has  disbursed  some  $2  million  in  loans 
or  gifts  and  co-signed  bank  loans  to 
help  finance  businesses  of  his  four 
gi'own  children  and  theu'  spouses.  With- 
out Ek's  $400,000  loan  for  expanding 
his  showi'oom  and  inventory,  son-in-law 
Rick  Erickson  says  he'd  have  a  $1  mil- 
lion business  repairing  motorcycles, 
snowmobiles,  and  jet  skis,  not  a  $7.2 
million  dealership.  Although  not  every 
one  of  Ek's  children  has  fastidiously 
repaid  the  loans,  Ek  says  it's  because 
of  "usual"  business  problems.  "We  talk 
things  over.  What  I  won't  accept  is  if 
they're  not  doing  something  to  deal 
with  the  problem,"  he  says. 

Beyond  all  else,  the  patience  of  well- 
conceived  family  financing  can  be  its 
greatest  virtue.  Consider  the  history  of 
Santa  Clara  ( Calif.  )-based  Aveo  Inc.  In 
1987,  Paul  Hurley,  the  chairman  and 
chief  executive  of  the  company,  and  his 
brother  got  $^300,000  from  family  in  both 
debt  and  equity  to  launch  Cypress  Re- 
search Coip.,  a  company  that  developed 
a  fax-server  telephony  product  to  op- 
erate with  Apple  Computer  Inc.  com- 
puters. In  part  because  of  Apple's  flag- 
ging sales,  the  market  never 
materialized.  But  because  the  family 
stayed  behind  them,  the  Hurleys  were 
able  to  regroup  in  1991  as  Aveo  and 
create  MegaPhone,  a  desktop-communi- 
cations product  that  now  commands  $4 
million  in  sales.  The  company  has  raised 
$6  million  from  venture  capitalists  and 
l)nvate  investors  and  hopes  to  go  public 
soon.  Hurley  says.  He  admits  he  felt 
giiilty  at  times  when  he  fell  behind  on 
loan  ])ayments,  but  says  the  guilt  also 
prodded  him  to  succeed.  "Starting  with 
family  money  is  a  gi'eat  mechanism  to 
teach  you  the  value  of  protecting  your 
investor's  money  and  acting  in  his  best 
interest,"  he  declares. 

If  the  ventm-e  capitalists  made  a  good 
bet  on  Aveo,  his  family  will  not  only  be 
proud  of  him  if  the  comi)any  goes  pub- 
lic— then-  stock  could  be  worth  millions. 
That  outcome,  for  any  investor,  is  really 
something  to  wiite  home  about. 

By  Paul  Sweeney  in  New  York 


Companies 


AN  EMU 
IN  EVERY  POT? 

Strange  bird,  but  the  business  problems  are  oddly  faJ 


in  1993,  entrepreneur  Anne  Geller 
thought  she'd  found  the  bird  that 
laid  the  golden  egg.  Geller  was  going 
to  make  her  fortune  breeding  the 
emu,  a  cousin  to  the  ostrich  that  has 
long  been  piized  in  its  na- 
tive Australia  for  its  low-  ENTREPR 
fat  red  meat  and  the  re- 
puted therapeutic  properties  of  its  oil. 
Although  most  Americans  wouldn't 
know  an  emu  from  an  egret,  Geller  was 
convinced  that  her  emu  business  would 
soar  once  people  realized 
they  could  wolf  down  a 
juicy  red  emu  steak  for 
less  fat  and  calories  than 
an  equivalent  serving  of 
chicken. 

Indeed,  Geller  was  so 
persuaded  of  her  idea's 
potential  that  she  used 
profits  from  her  and  her 
husband's  drywall  con- 
stniction  business  to  start 
Thunder  Ridge  Emu 
Farm  on  her  27-acre 
propeitv  in  Manassas,  Va. 
She  plunl^ed  down  $25,000 
foi'  a  pau"  of  breeders  and 
$30,000  for  some  pens. 
Back  then,  top  breeding 
pairs  could  fetch  up  to 
$50,000,  and  fertilized 
eggs  up  to  $1,000.  If 
Geller's  pair  hatched 
about  22  cliicks  annually — 
the  average  birth  rate — 
she  figured  she'd  break 
even  in  a  year.  The  rest 
was  pui"e  profit.  "Eveiy- 
thing  looked  very,  very 
good  on  paper,"  says 
Geller,  53.  "I  was  looking- 
for  short-term  big  bucks." 

Like    most  business 
schemes  that  look  fool- 
proof, this  one  wasn't,  and 
there  was  no  magic  spell  to  help.  Wliile 
Geller's  quirky  business  may  seem  noth- 
ing like  your  own,  her  mistakes  were 
classic:  getting  blinded  by  enthusiasm, 
failing  to  do  her  marketing  homework, 
and  plunging  in  without  a  plan. 


First,  inexperience  tripped  | 
Geller's  happy  avian  couple,  pii 
at  the  market's  peak,  turned 
two  males,  and  yearlings — to| 
to  mate — at  that.  The  breec 
sold  her  two  moi 
lENEURS     supposedly  femJ 
actually  malesi 
$50,000,  I  had  the  world's  mosl 
sive  stag  party,"  she  says] 
wound  up  suing  and  buying  ma 
elsewhere.  Then,  in  1994,  befoa 


could  cash  in,  the  emu  market 
Amid  the  clamor  of  eager  spe 
no  one  had  noticed  the  co 
stifled  yawn.  Birds  that  had! 
thousands  could  barely  be  giv 
In  Texas,  the  emu  industry's 
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8:02  a.m.  Installed  network. 
8:59  a.m.  Connected  with  staff. 

(In  more  ways  than  one.) 


Introducing  Intel  InBusiness "  networking  products  for  small  business. 

The  hardest  thing  about  setting  up  a  small  business  network  is  getting  over  the  idea  that  it"s 
hard  to  do.  Intel  InBusiness  "  produets  feature  staekable  hubs  and  switehes  speeifically  designed 
for  your  small  business.  With  just  four  simple  installation  steps,  anyone  can  set  up  a  network 
quickly  and  easily.*  So  your  team  can  share  Internet  access,  e-mail,  files,  printers  or  deep  thoughts. 

For  more  information,  call  1-800-538-3373.  extension  670.  or  visit 
us  at  our  Web  site.  So  you  can  get  in  touch  with  your  employees.  Not  to 
mention  their  PCs.  |  ►  www  Intel  com/network/bw.htm  | 

©194<s  inlel  Corporation  *Based  on  cu'^Iomer  feedback,  estimated  instailation  time  is  >1  minutes. 
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can  liub,  some  fed-up  ranchers  turned 
their  bii'ds  loose  oi'  starved  them  to 
death. 

Given  that  bleak  scenaiio,  you'd  think 
Geller  would've  flown  the  coop  by 
now — or  should  have.  Instead,  she  has 
persisted,  becoming  a  tireless  promoter 
of  all  things  emu.  (Of  the  6,000  Amen- 
can  Emu  Assn.  members  at  the  1994 
peak,  just  1,768  remain.)  No  longer  a 
quick-buck  speculator,  she's  focusing  on 
long-range  gi'owth,  and  the  Vu'ginia  De- 
partment of  AgTiculture  and  Consumer 
Services  is  helping  her  draw  up  her 
first  business  plan. 

"THIS  IS  OUR  YEAR"  In  Geller's  favor, 
she's  a  sm-vivor  who  knows  how  to  net- 
work and  hustle — and  takes  rejection 
in  stnde.  Her  stubborn  refusal  to  con- 
sider the  possibility  of  failure  is  her 
strength — and  potentially  her  Achilles 
heel.  "This  is  our  year,"  she  says,  de- 
spite the  lack  of  any  strong  evidence.  "I 
have  a  gut  feeling." 

Geller  always  has  been  a  cjuick  study, 
going  fi-om  a  cai'eer  as  a  flight  attendant 
in  the  1960s  to  one  on  Wall 
Street,  where  she  learned  the 
arcane  business  of  lending 
stock  to  shoit-sellers.  Later, 
in  1984,  she  opened  a  cjuaint 
country  store  in  downtown 
Manassas  and,  in  1986,  she  in- 
vested in  her  husband's  dry- 
wall  business  as  a  silent  pait- 
ner.  She  wound 


Companies 


Geller's  quirky  business  may  seen 
nothing  like  your  own,  but  her 
mistakes  were  classic: 
getting  blinded  by 
enthusiasm  and  plungin 
in  without  a  plan 


HOPE  IS  A  THING 
WITH  FEATHERS 


has  lost.  In  an  attempt  to  build  some 
demand  for  emu  products,  Geller  be- 
came a  representative  of  the  Virginia 
Emu  Growers  Assn.,  but  egos  and  tuif 
wai's  hampered  mai-keting  efforts.  Then, 
on  her  own,  she  approached  area  chefs 
such  as  Marc  Fusilier  of  the  pricey  Chez 
Marc  in  Manassas.  He  serves  peppered 
emu  medalhons  with  white  mushrooms. 
"It's  not  the  most  popular  thing  yet," 
says  Fusilier.  "It's  good,  though." 


A  FLEDGLING  COMPANY  STRUGGLES 

COMPANY  Thunder  Ridge  Emu  Farm,  Manassas,  Va. 

BUSINESS  Breeding  Australian  emus  for  meat,  oil,  and 
decorative  eggs. 


EGGS  THAT 
DONT 
HATCH  GET 
SOLD  AS 
DECOR 


up  running  it, 
despite  knowing- 
no  more  about  a 
blueprint  than 
that  "it  was  sup- 
posed to  be 
blue."  Then,  in 
1994,  Geller 
launched  Relia- 
Care,  which 
distributes  med- 
ical supjjlies  and 
ecjuipment,  such 
as  gloves  and 
wheelchair's,  for  iiome  healthcai'e. 

Thunder  Ridge's  flock,  meanwhile,  has 
gTown  to  about  1,500  birds,  hatching  an 
average  of  300  chicks  a  year.  Besides 
Geller,  there's  one  part-time  employee 
who  makes  .$15,000  a  year.  Most  of  the 
farm's  modest  $19,000  in  i-e venue  last 
year  came  from  Gellei"'s  sales  of  })rime 
cut  emu  steaks  to  about  a  half-dozen 
restaui'ants,  with  a  fraction  more  coming 
ti-om  the  sale  of  emu  oil.  When  the  blue- 
gi'een  speckled  eggs  don't  hatch,  slie 
sells  them  to  decorators  for  $12  apiece. 

It's  an  uphill  battle,  and  Geller  is 
loath  to  consider  how  much  money  she 


OWNER  Anne  Geller,  also  partner  in  husband's  drywall 
business,  owner  of  a  country  crafts  store, 
and  a  medical  supply  business. 

GOALS  Expand  market  for  emu  products; 
find  investors  to  develop  vertically  inte- 
grated operation,  from  breeding  to  slaugh- 
tering and  packing. 

PROSPECTS  Iffy,  considering  lack  of 
strong  consumer  interest,  limited  funds, 
and  lack  of  industrywide  marketing  efforts.  But  Geller  is 
fervent  about  emus  and  willing  for  now  to  support  the 
venture  with  her  other  businesses. 


Geller  also  tried  to  cultivate  more 
plebeian  palates  by  selling  emu  steaks 
at  Price  Club,  but  the  warehouse  chain 
pulled  the  jjroduct  after*  a  few  weeks — 
the  meat  moved  only  when  Geller  per- 
sonally cooked  up  samples  in  the  stoi"e. 
Now,  Geller  is  trying  to  r-each  distribu- 
tors more  efficiently  through  tr-ade 
shows,  such  as  an  inter'national  food 
show  in  Chicago  that  generated  "hun- 
di'eds  of  leads." 

But  it  is  likely  to  take  mor'e  than 
persistence  and  bhnd  faith  to  make  a 
success  of  Thunder-  Ridge.  Emus  have 
no  name  recognition  with  consumer-s. 


and  the  drive  to  buy  low-fat  foo 
waned,  according  to  Robert  M.  M 
president  of  the  New  Products 
case  and  Learning  Center  Inc.  ir 
ca,  N.  Y.,  which  studies  why  new 
ucts  succeed  or  fail.  Then,  too,  ei 
be  one  tough  bir-d  if  you  don't 
properiy. 

"Wliat  you  need  to  do  is  to  get 
cooking  column  in  America  taUdni 
emu,  and  that's  hard  to  do,"  sa; 

Nath.  Geller  is  contact: 
vertising  and  public-re 
agencies  for  help,  bi 
budget  is  tight. 

Besides  selling  er 
bur'gers,  steak,  and 
Geller  and  other's 
their  greatest  hopes 
oil,  long  used  as  a  folk 
Austr-aUa's  aborigines, 
cent  studies  at  two  uni 
medical  centers  indie; 
oil  may  promote  healin 
was  done  with  mice.) 
oil  may  help  only  "the 
the  people  who  lack 
essential  fats,"  says 
Hopkins,  a  pr'ofessor 
Philadelphia  College  o 
macy  and  Science  and 
far-mer-. 

Despite  her  diffi 
Geller  dreams  of  tl 
when  she's  the  Frank 
of  the  emu  business.  To  get  th( 
wants  to  expand  her*  farTn  to  50 
and  do  her  own  processing  and 
tering.  But  wooing  investors  w 
easy  unless  she  can  demonstrate 
a  solid  business  ther'e.  "It's  a  r 
how  quickly,  if  ever;  this  marl 
develop,"  concedes  T.  Robins 
pr'oject  manager"  at  the  agricult 
par-tment,  who's  advising  Gelk 
listening  to  Anne  Geller,  you'd 
it's  any  minute  now."  And  who's  ^ 
that  her  unflappable  optimism  \ 
the  fairy  dust  that  does  the  tri( 
By  Roy  Furcligott  iv  Manm^ 
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HOOKED  WITH  THE  NET. 
REELED  IN  BY  MAXIMIZER 


ing  Maximizer  5.0.  The  only  contact  management  software 
you  harness  the  power  of  the  Internet  to  maximize  growth. 

has  always  helped  you  to  land  more  business  as  the  most  powerful 
live  customer  and  contact  manager.  Now,  you  can  expect  an 
e  bountiful  catch  with  Maximizer  5.0.  It  offers  unparalleled 
and  E-Commerce  integration,  with  new  features  that  guide  you 
:he  quick  and  easy  steps  needed  to  take  your  business  online, 
ting  a  professional  Web  site  to  accepting  onhne  orders  in  less 
our!  You  can  also  use  Maximizer  5.0  to  flush  out  other  new  business 
ities  on  the  Net,  as  well  as  to  access  information  about  your 
and  competitors. 

ver  and  flexibihty  than  any  other  contact  manager. 

T  5.0  offers  over  70  new  contact  management,  workspace, 
g  and  custom-reporting  tools  to  help  you  organize  and  grow 
ness.  It  is  fully  integrated  with  Microsoft  Outlook,  and  it  works 
ular  word  processing  and  faxing  software,  and  manages  all 
mail  from  the  enhanced  E-mail  Center. 

■  5.0  is  the  best  way  to  manage  your  customers,  to  maximize 
th  and  to  do  business  over  the  Net.  It's  a  catch  for  just  $149. 
:he  most  powerful  customer  and  contact  manager  get  away! 

I  contact  manager  maximizes  the  power  of  the  Internet  to 
I  grow  your  business:  Maximizer  5.0. 


INTERNET  FEATURES 

MAXIMIZER  5.0 

ACT!  4,0 

GOLDMINE  4,0 

Create  your  own  E-Commerce  Web  site 

YES 

NO 

NO 

Establish  online  product /service  catalog 

YES 

NO 

NO 

Free  Web  site  hosting  and  promotion 

YES 

NO 

NO 

Research  and  acquire  information  using  the  Web 

YES 

YES 

NO 

Create  contacts,  documents  and  to-do's  from 
E-mail  messages 

YES 

NO 

NO 

Integrates  with  Microsoft  Outlook;  personal 
and  shared  message  folders 

YES 

NO 

NO 

Perform  broadcast  E-mail  merge  using  Word 
and  WordPerfect 

YES 

YES 

NO 

Make  the  easy  switch  to  Maximizer  5.0  from  ACT!  or  GoldMine  before  July  31,  1998  and  save  $30! ' 

Our  free  "Doing  Business  Online  with  Maximizer"  booklet  introduces  you 
to  E-Commerce  and  shows  you  how  to  get  your  business  online  easily. 

Free  Maximizer  Link  or  Pocket  Maximizer! 


Order  Maximizer  5.0  for  $149  plus  shipping  and 
handling  before  July  31,  1998.  You'll  get  a  full 
year  money-back  guarantee  plus  a  free  version  of 
Maximizer  Link  for  PalmPilot  or  Pocket  Maximizer 


for  Windows  CE  (a  $69  value). 

Order  now!  Call  1-888-535-4013. 

Visit  us  on  the  Internet  at:  www.maximizer.com/businessweek 


n 

Maximizer 


(ier  Technologies  Inc.  1090  West  Pender  Street,  9th  floor,  Vancouver,  BC.  Canada  V6E  2N7,  tel  604-601-8000,  lax  604-601-8001,  All  trademarks  mentioned  herein  are  the  property  of  Iheir 
ers.  This  offer  is  subject  lo  change  and  is  not  valid  with  other  offers  Pnce  is  in  U.S.  dollars.  Shipping  and  handling  charge  is  extra  and  is  non-refundable.  *  Proof  of  purchase  required  TaSiy'' 


WALK 

THROUGH 

WALL 


yi/Vith  Norton  Products  Inside  Your  Computer 
There  Are  No  Barriers  to  Achieving  Your  Goals. 

)own  go  the  barriers.  Up  goes  productivity,  whether  you're  at  home  or  at  the  office.  With  Norton  products  you  walk 
irough  the  walls  between  you  and  your  goals.  Norton  products  eradicate  viruses,  blow  away  junk  files,  and  eliminate 
oftware  problems  before  they  cause  crashes.  All  behind  the  scenes,  automatically.  Go  ahead,  take  the  first  step. 


SYMANTTEC. 


@  .£  9 


<  srton  Antivirus'  4.0 

are  data  without  sharing  viruses. 
Gate  and  kill  known  viruses  from 
./  source  so  you  can  safely  roam 
!  web,  get  email  attachments, 
are  floppies  and  use  network 
s.  It  works  behind  the  scenes 
provide  continuous  protection, 
you  can  work  with  confidence, 
hout  the  hassles  of  chewed-up 
s  and  programs. 


sta 


n 


wigrto 

remove 


Norton  Uninstali  Deluxe 

Cut  through  the  clutter  and  be 
more  productive.  Automatically 
clean  up  junk  files  and  programs 
that  drag  down  your  PC's  perfor- 
mance. Maintain  custom  settings 
and  preferences  when  copying 
or  moving  programs.  Try  new 
programs  without  performance 
and  software  conflicts.  You'll  fly 
through  your  tasks  without  old  files 
and  programs  dragging  you  down. 


NORTON 


z 

J  Aatomaik 

fte  crash 
proteciiQ|n 


Norton  CrashGuard  Deluxe 

Lead  a  crash-free  life.  Automatically 
nd  your  PC  of  crash-causing  soft- 
ware problems;  check  for  conflicts 
and  download  fixes  via  the  Internet; 
and  optimize  your  hard  dnve  for 
top  performance.  No  more  lost 
files  or  screen  freezes.  You'll  enjoy 
more  time  to  do  as  you  please, 
free  from  irntating  crashes  and 
unproductive  downtime. 


t  what  you  want  from  your  computer.  Feel  like  you  can  walk  through  walls  with  Norton 
>ducts.  Visit  your  nearest  retailer  to  buy  these  Windows'^  95  products  or  try  them  risk-free 
tfvww.symantec.com/promos/nci04.html 


.1 


o  Viruses,  No  Junk,  No  Crashes,  No  Barriers. 


SYMANTEC. 


ntec,  the  Syrr.antec  logo,  and  Norton  AntiVirus  are  U.S.  registered  trademarks  of  Symantec  Corporation.  Norton.  Norton  Uninstali  and  Norton  CrashGuard  are  trademarks  of 

ntac  Corporation.  Windows,  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation.  All  other  brand  names  or  trademarks  are  the  properly  of  their  respective  owners 
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YOU  OUGHT  TO  BE 
IN  PICTURES 


Product  placement  isn't  only  for  the  big  guys  JFind  out  what's  cooking  and  offer  to  hel 


Fans  of  Robert  Red- 
ford's  new  film,  The 
Horse  Whisperer, 
may  giish  over  the 
breathtaking    vistas;  of 
Montana  or  Redford's  pas- 
sionate love  scenes.  But 
for  Jolm  MaiTiott,  the  liigh 
point   comes   when  the 
camera  lingers  on  a  com- 
puter screen,  stalling  a  30- 
second  sequence  featiuing 
his  company's  Web  site, 
equisearch.com.  "Part  of 
the  reason  we  bought  the 
company  was  the  tremen- 
dous exposure  it  was  go- 
ing to  get  in  this  movie," 
says  Maniott,  who  became 
president  and  co-owner  of 
EquiSearch.eom  u.c,  a  five- 
pei"son  Londondeny  (N.  H.) 
business,  last  December. 

That  half-minute  of 
make-believe  is  making  a 
real  difference  for  Equi- 
Search,  which  lists  horses, 
equipment,  and  farms  foi- 
sale  worldwide  and  pro- 
vides all  sorts  of  infoiTna- 
tion  for  equestrians.  Not 
only  is  traffic  on  the  site  up  about  AWc 
since  eai'ly  May  but  ad  revenues  jiunped 
over  400%  fi-om  March  to  April  alone, 
sparked  by  the  movie  connection.  (It 
doesn't  hmt  that  the  movie's  official  Web 
site  offers  a  link  to  EquiSearch's  site.) 

Talk  about  stai"  power  As  EquiSeai'ch 
has  seen,  pi'oduct  placement — getting  a 
business  or  product  into  the  plot  or  onto 
the  set  of  a  movie  or  TV 
show — can  help  catapult  a 
company  out  of  obscurity. 
After  Tom  Cioiise  prominently  sipped 
the  Jamaican  brew  Red  Stripe  in  The 
Firm,  for  example,  sales  increased  50%, 
the  company  says.  "You  can't  get  any 
more  poweiful  exposui-e — except  maybe 
word  from  a  friend  who  swears  by  a 
product,"  says  Robert  J.  Thomas,  a  mar- 
keting professor  at  Georgetown  Uni- 
versity in  Washington. 

Ever  since  that  lovable  alien  E.T. 


PRO 
PLAC 


gobbled  up  Reese's  Pieces  in  1982,  big 
consumer-products  companies  have  in- 
cluded placement  in  their  marketing  ar- 
senal. While  they  sometimes  pay  sLx  fig- 
ures for  choice  spots,  small  companies 
on  shoestring  budgets  can  play,  too. 
How  is  that  possible?  Your  product  or 
business  might  lend  local  color  or  fill  a 
specific  need.  If  you've  any  doubt  that 
QU^y  that's  valuable  publicity,  con- 
EMENT      s^ifl^i"  how  Seinfeld  turned 

  small  businesses  such  as 

Love  Discount  Stores,  h&h  Bagels,  and 
Tom's  Restaurant  into  stars. 

How  much  does  placement  cost?  If 
you  do  it  yom'self,  expenses  might  be 
just  the  merchandise,  phone  calls,  and 
postage.  Your  investment  of  time,  how- 
ever, can  be  huge,  so  it  can  be  expedi- 
ent to  use  an  agency.  Typically,  they 
will  charge  as  little  as  $500  for  a  one- 
time placement  to  $20,000  for  a  gaiaran- 


teed  number  of  placements  over  arfai 
RAM  Sports  Inc.  in  Denver,  wit  $1' 
million  in  sales  and  50  emplcee? 
spends  up  to  20%  of  its  $250,000  aar 
keting  budget  to  place  Cla.ssic- 5|n( 
sport  balls,  which  compete  with  MjBoi 
and  Spalding.  Its  agency  has  won  ^ 
ments  in  Flubber,  He  Got  Garmixv 
other  films,  ram  co-owner  anc  CKi 
Randy  Jones  says:  "When  we  hts  a 
exposiu'e,  om*  phone  rings  off  the  )ok. 

What  if  you  don't  have  an  fe'n 
Having  an  ear  to  the  gTound  helj^  I " 
months,  EquiSearch  founder  Kstin 
Griscom  had  heard  buzz  abouri''' 
Horse  Whisperer  in  equestrian  ttle 
and  learned  through  a  friencjt)):' 
Touchstone  Pictures  needed  an  |u 
consultant  on  the  set.  Griscomj-wh 
has  since  sold  her  stake  in  Equiw'c 
and  is  its  director  of  site  developrf<t- 
eagerly  became  its  adviser.  Later|\iie 
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VAIO  SOSSuoe'Slir 


As  small  as  a  magazine.  As  light  as  a  magazine 

Introducing  the  Sony  VAIO  505  SuperSlim  notebook. 
Shown  here  actual  size. 

Less  than  1  inch  thick. 
Less  than  3  pounds. 
Sleek  magnesium-alloy  case. 
Buiit-in  high-speed  modem. 
I. LINK"  (IEEE-1394)  port* 
Runs  full  Windows  98. 

266  MHz  Intel  Pentium'  processor  with  MMX"  Technology.* 
Quite  a  bit  more  functional  than  a  magazine. 


Get  your  VAIO'  505  notebook  starting  July  24  at  your  local  Circuit  City.  COMP  USA,  Computer  City,  the  good  guys' 
or  directly  from  Sony  at  Sony  VAIO  Direct  at  1  -87 7 -SO NY- NOW,  or  on  the  web  at  www.sony.com/505 


sons! 


©  1998  So'iy  Eiecfrr^'iics  \rx  AH  nghts  reserved  Reproduction  in  Aholeor  m  part  /.tri^oijt  vvrit:e''.  permission  is  prohibited  Scny,  the  Sciy  logo,  i  LINK,  and  VAIO  are  trademarks  of  Sony,  htei  and  Pentium 
ate  'eciistered  tfa<:lefT.rt'kv  a^d  MN'x  'S  a  trademark  of  Intel  Corporation,  Windows  is  2  l-ademarii  of  Microsoft  Corporation  Features  and  specifications  are  subject  to  change  without  notice.  *5<^X  model  only.  SOI 
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ON  A  SCREEN  NEAR  YOU 


III  wrts  placed  its  Classic  brand  balls  in  the  Robin 
i/li  IS  comedy  Flubber,  Seinfeld  featured  several 


businesses  on  Manhattan's  Upper  West  Side,  and  Robert 
Redford's  The  Horse  Whis\)eYev  gave  EquiSearch  a  boost 


one  decided  its  female  protago- 
luld  go  online  and  read  about 
e  trainer  (Redford)  on  the  Web, 
i  offered  equisearch.com,  pro- 
or  free  the  fictional  content  and 
'..  Altogether,  sayi  Gnscom:  "I've 
lore  than  a  hundred  hours  on 
it's  absolutely  worth  it  because 
viple  are  veiy  culty  people." 
fortune,  fi-iend-of-a-friend  con- 
and  a  niche  product  helped  in 
^  eh's  case.  But  anyone  who  is 
>i  persistent  can  netv/ork  their 
too.  Start  by  understanding 
[•get  venues.  "Pick  shows  you 
understand  and  that  yoiu-  cus- 
night  see,"  advises  Linda  Deme- 
)duction  coordinator  for  nbc's 
tn  Mad  About  You. 
D  FAST.  To  keep  abreast  of  up- 
productions,   scan  local 
ers  and  the  entertainment 
nd  call  your  state  film-pro- 
office.  (More  and  more 
ve  one,  too.)  Your  product 
nd  a  strong  historical  or 
or  to  a  production  where  it 
You  may  have  to  phone 
if  studios  and  production 
s  to  make  the  light  con- 
( table).  Once  you  do,  be 
guarantee  a  free,  timely 
'  yom-  wares.  "If  there's  a 
set  and  they  need  a  fii-e- 
een  and  yours  is  available, 
ays  Debbie  Hemela,  pub- 
Debbie's  Book,  a  Los  An- 
ed  set-decorating  catalog, 
ling  your  name  around 
vn  helps,  too.  Magnetic 
1  $6  million  Minneapolis 
with  25  employees,  do- 
lOO  of  its  magnetic  word 
ashion  designer  Cynthia 
who  passed  them  out  to 
v'wood  pals.  That  helped 
Scrabble-like  words  on 
^  movie  and  tv  sets,  in- 
le  movie  Conspiracy  The- 


ory, with  Mel  Gibson  and  Julia  Roberts. 

In  Denver,  scrappy  Piunpkin  Masters 
Inc.,  a  16-employee  company  that  sells 
jack  o'lantern  cai-ving  kits,  has  doggedly 
exploited  its  Halloween  niche.  It  works 
without  an  agent  to  get  its  tools — and, 
more  often,  the  pumpkins  cai-ved  with 
them — onto  dozens  of  tv  and  movie  sets. 
Marketing  staffer  Cheryl  Stoughton 
scoured  Variety  to  learn  of  upcoming 
productions,  took  out  a  $200  ad  in  Del)- 
bie's  Book,  and  spent  hundi-eds  of  hours 
phoning  studios  and  following  up  with 
press  kits.  Now,  she  says:  "The  studios 
are  coming  to  us."  Once  Pumpldn  Mas- 
ters got  its  pumpkins  onto  Roseaune 
and  other  shows,  Stoughton  hyped  the 
connection  at  Halloween  trade  shows 
and  subsequently  won  orders  fixim  Wal- 
Mart  Stores  Inc.  and  other  chains. 


A  PLACE  IN  THE  LIMELIGHT 

Here's  a  sampling  of  resources  to  help  you  with 
product  placement. 

DEBBIE'S  BOOK  Advertise  your  company's 
product  in  this  major  set-decoratmg  catalog. 
www.debbiesbook.com  or  626  798-7968. 

SET  DECORATORS  Try  networking  with  their 
union,  Local  44  of  the  Affiliated  Property 
Craftspersons  at  818  769-2500. 

ASSOCIATION  OF  FILM  COMMISSIONERS 

Contact  state  film  commissions  to  learn  about 
upcoming  productions  that  might  be  able  to 
use  your  products  or  brand.  213  462-6092. 

MAJOR  STUDIOS  For  production-resources 
departments  see  Quigley's  International  Motion 
Picture  Almanac  or  Quigley's  International  TV 
&  Video  Almanac  800  231-8239. 


ENTERTAINMENT  RESOURCES  &  MARKET- 
ING ASSN.  represents  placement  professionals 
for  hire.  For  articles  on  product  placement  or 
for  info  on  members  go  to  www.erma.org. 
President  Dean  Ayres  is  at  818  892-1700. 


Not  everyone  is  cut  out  for  self-pro- 
motion, which  is  why  some  turn  to 
agents.  Agencies  offer  Hollywood  con- 
nections and  a  staff  of  script-screeners 
who  are  on  the  lookout  for  good  place- 
ment oppoilunities.  Also,  they  are  ex- 
perienced at  seeming  agi'eements  to  en- 
sure placement  in  wholesome  contexts. 
UNPLEASANT  SURPRISE?  Whatever  the 
approach,  be  prepared  for  setbacks. 
Your  product  could  end  up  on  the  cut- 
ting room  floor  or  be  barely  noticeable 
onscreen.  And  if  you  use  an  agency, 
choose  carefully.  Ask  for  references  and 
make  sure  they  document  placements 
well.  And  remember:  Your  placement 
could  make  you  cringe.  Bairy  C.  Levin, 
president  of  Snak  King  Coi-p.  in  City 
of  Industry,  Calif.,  recalls  how  in  one 
film,  "a  couple  of  guys  in  a  machine- 
gun  battle  flew  through  our  racks 
in  a  pool  of  blood." 

If  you  do  score  a  choice  place- 
ment, don't  ch'op  the  ball.  Followup 
can  make  the  placement  work  for 
you  long  after  the  spotlight 
fades — even  if  the  screen  time  was 
minimal.  Tiy  a  flashy  display  at 
your  next  trade  show,  the  way 
Pumpkin  Masters  did,  use  a  still 
shot  in  your  brochure,  or  brag 
about  it  to  the  press. 

As  David  Kappell,  president  and 
founder  of  Magnetic  Poetry,  has 
learned,  one  glimpse  isn't  enough — 
even  on  Mel  Gibson's  fiidge.  "They 
say  people  have  to  have  seven  ex- 
posures before  making  a  buying 
decision,"  says  Kappell,  "and  that's 
what  I'm  working  on."  Place  a 
product  today,  and  if  you're  lucky, 
maybe  tomoirow,  someone  will  i-e- 
member.  And  if  not — well,  that's 
show  biz. 

By  Dale  Buss  in  Rochester 
Hills,  Mich. 


For  more  on  product  placement, 
visit  BW  Plus!  at  www.businessweek.com. 
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BACK  UP  EARLY 
AND  OFTEN 

Making  sure  your  data  sunives  when  your  hard  drive  bites  the  dust 


If  you  think  all  haiti-chive  meltdowTis 
end  in  chaos,  compare  Karen 
Hochman's  desperate  sci-amble  \vith 
the  unruffled  recoveiy  of  David 
Einblidge. 

Hodinian.  a  member  of  Loyalty  Paii- 
nersliip  Ltd..  a  l->person  management- 
consulting  iirm  in  New  York,  knew  that 
her  Apple  Powerilacintosh  8500  was 
limping  badly,  but  she  decided  to  forge 
ahead  with  pressing  work  anyway. 
Ulien  the  hai'd  cb"ive  died  the  follo\ving 
day.  she  was  completely  stuck:  no  con- 
tact manager,  no  invoices,  no  client 
work — and  no  copies  of  anything.  It 
took  two  weeks  (and  .S1.500)  for  a  data- 
recoveiy  specialist  in  California  to  re- 
store her  files.  But  no  one  could  replace 
her  lost  time.  ""When  vou  have  a  small 


business,  you  have  to  be  an  octopus." 
she  says.  "[Othei-wise.]  you  di"op  things." 
Like  backups. 

Embhdge.  on  the  other  hand,  made 
daily  tape  backups  of  Ms  work  but 
wanted  even  more  protection.  So  the 
Great  Banington  (^las-s.)  book  producer, 
who  gets  manuscripts  ready  for  piint- 
ing.  bought  an  internal  Zip  diive.  Iron- 
ically, his  attempt  to  install  it  HARDWARE 


will  self-destitict.  And  when 
comes,  who  will  you  be:  H 
Embhdge? 

Tliese  days,  "not  bming  a 
lution  is  inexcusable."  says  M;] 
Biasio,  sales  manager  at  Data  >t 
Systems  Inc..  a  computer-consult^ 
in  Gaithei-sbm-g.  Md.  In  the  pA 
veai's.  svstems  that  used  to  be  pi 


cated  and  bui-densoir  ( 

caused  a  crash,  and  he  was  !!r!".rT."r!"~  become  user-fi-iendly  » 
tmable  to  reboot.  \Mtl"iin  a  few  houi-s.  fordable.  And  now.  you  have  maifi 
however,  he  and  his  computer  consultant  backup  systems  to  choose  fi-om.  I 
retrieved  the  most  recent  backup  tape 
fi-om  his  home  and  installed  the  backup 
software.  Embhdge  was  back  in  busi- 
ness— with  all  his  files  intact. 

Face  it.  Chances  are.  theres  a  hai'd 
diive  somewhere  in  votu-  business  that 


need  to  do  is  figm-e  out  which  oi 
yom*  needs  best. 

The  options  fall  into  three 
tape  systems,  removable  drives,! 
temet-based  senices.  Tape-dri\3V  y. 
ups  get  the  most  votes  fi-om  c^^ 
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V  at's  it  going  to  talce  for  your  office  of  five  Every  customer  likes  to  be  treated  as  if 

ll  SerUe  your  clients  lilie  an  office  of  fiftyP  they  re  the  best  customer  you  have  That  s 
you  need  a  Lucent  small  business  phone  system  We  specifically  design  our  phone  systems  to 
I't  the  needs  of  businesses  like  yours.  With  features  such  as  built-m  caller  ID  and  voicemail  you'll  be 
|;e  accessible,  more  efficient  and  therefore  better  able  to  take  care  of  your  customers'  needs.  Plus, 
systems  are  designed  to  grow  easily  as  your  company 
's,  and  are  backed  by  a  wide  choice  of  service  programs, 
e  with  you  for  the  long  haul.  So  even  with  a  handful  of 
loyees,  to  your  customers  you'll  be  big-time  all  the 
.  To  set  up  an  appointment,  just  give  us  a  call  today  at 
325-7466  ext.  332  or  contact  your  local  Lucent  Authorized 

;r  We  make  the  things  that  make  communications  work." 


Lucent  Technologies 

■•"  L.b,  l„„o»7tlon. 
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BACKUP  SYSTEM 


IOMEGA  DITTO 
MAX 


consultants,  and  they're  paiticularly  rec- 
ommended for  businesses  that  use  cen- 
tral file  servers.  Tape  drives,  which  re- 
semble small  cassette  recorders,  will 
store  all  yoiu-  data  automatically  on  tape 
cartridges,  which  come  in  varying  sizes. 
All  you  need  to  do  is  set  the  drives  to 
back  up  at  designated  times  each  day. 

There  are  two  main  types  of  tape 
drives  and  cartridges:  those  that  use 
quarter-inch  tape  and  those  that  em- 
ploy 8-mm  digital  audio  tape  (DAT). 
Quarter-inch  drives,  such  as  Iomega 
Corp.'s  Ditto  Max  or  Hewlett-Packard 
Co.'s  Colorado,  are  cheaper  than  DAT, 
and  they're  sufficient  for  most  small 
businesses.  Count  on 
spending  $200  to  $270, 
depending  on  the  mod- 
el, at  your  local  com- 
puter store  for  the  tajje 
drive  and  software.  De- 
pending on  the  type  of 
drive,  tapes  cost  from 
$7  for  the  bare  mini- 
mum to  $40  for  liigh-ca- 
pacity  varieties. 

Make  sure  you  buy 
tapes  with  enough  ca- 
pacity to  back  up  your 
entire  hard  drive.  Buy 
at  least  five,  one  for 
each  business  day,  so 
you  can  do  daily  laack- 
ups.  Then,  you  can 
reuse  the  tapes  the  fol- 
lowing week. 

Tape  drives  are  gen- 
erally designed  for  easy 
installation.  But  if  you 
would  rather  not  do  it 
yourself,  a  consultant 
can  do  the  job  for  you 
in  a  few  hours,  general- 
ly for  around  $75  an 
hour.  After  that,  main- 
tenance is  simple  but  cincial.  You'll  need 
to  rej^lace  worn-out  tapes  every  few 
months,  and  you  should  clean  drive 
heads  with  tape  cleaner  according  to 
the  manufacturer's  instiiictions.  To  pro- 
tect yourself  against  disasters  such  as 
flood  and  fire,  don't  store  backups  at 
the  office.  Designate  someone  to  take 
the  latest  tai)e  home  eveiy  night. 
FASTER,  TOUGHER.  Another  worthwhile 
alternative  for  businesses  where  people 
don't  share  a  lot  of  files  are  the  so- 
called  removable  backup  media.  There 
are  two  types  of  removable  drives.  Zip 
drives,  for  example,  use  disks  that  re- 
semble floppies  but  are  a  bit  thicker 
and  cost  around  $20  for  100  megabytes 
of  storage  space;  others,  such  as 
SyQuest  Technology  Inc.'s  SparQ,  use 


Technology 


I'emovable  cartridges  that  contain  little 
hard  drives.  Removable  drives  can  ei- 
ther sit  alongside  your  computer  or  be 
installed  internally.  In  fact,  if  you're 
planning  to  buy  a  new  PC,  you  may  as 
well  get  one  with  a  built-in  Zip  drive. 
It's  included  on  some  newer  models 
from  Apple,  Dell,  Gateway  2000,  and 
Hewlett-Packard,  as  well  as  other 
manufacturers. 

Wliat's  the  advantage  over  tape"?  The 
cartridges  and  their  removable  drives 
are  faste)'  and  more  durable,  although 
more  expensive  on  a  per-megabyte  ba- 
sis. Also,  they're  easier  to  scan  quickly 
for  the  files  you've  backed  up.  Plus,  you 


Safety  First 

Here  are  some  of  the  leading  backup  options  for  small  businesses 


MANUFACTURER 


CAPACITY 


TAPE  DRIVES 


Iomega 

www.iomega.com 
801  778-1000 


HP  COLORADO 


IOMEGA  ZIP 
PLUS 


Hewlett-Packard 
www.hp.com/go/tape 


2  GB  to  10  GB 
(compressed) 


5  GB 

(compressed) 


REMOVABLE  DISK  DRIVES 


Iomega 

www.iomega.com 
801  778-1000 


100  MB 


SYQUEST 
SPARQ 


SyQuest  Technology 
www.syquest.com 
510  226-4000 


1  GB 


all?  Store  your  data  off-site  wi 
of  the  newer  Intemet-based  bac]\ 
vices.  For  $15  to  $30  a  month,  yj 
automatically  send  your  data  b\' 
to  online-backup  companies  si^i 
©Backup  Coip.  in  San  Diego  an(: 
va  Corp.  in  Seattle.  First,  you 
directions  to  download  software 
Website  and  register  with  the  si 
Then,  you  set  up  the  software  Si 
computer  automatically  dials 
sends  the  data  (typically  at  nigl 
simply  pointing  and  clicking,  yo 
fy  which  files  and  folders  yo 
backed  up.  The  fii-st  upload  coi 
houi's  or  even  a  couple  of  nights, 
terward,  only  u; 
files  are  sent. 
WARINESS.  Georj 
age,  pi'esident  of 
Precision  Dental! 
ratorv  Inc.  in 
Clara,  Calif.,  t 
©Backup  after 
trouble  recove: 
accoimting  data 
tape  backup 
The  new  syste: 
more  secure 
And  it's  just  pi; 
"I  don't  have  to] 
about  taking  ta] 
evei-y  night,"  he 
your  system 
you'll  get  disks 
overnight. 
But  these  £ 


APPROXIMATE  RETAIL  PRICE 

$200  for  drive 
i20-$35  per  tape, 
depending  on  capacity 


$230  internal  version 
$270  external  version 
$7  per  tape 


$200  for  drive 
$20  per  cartridge 


B200  for  drive 
^33  per  cartridge 


BACKUP  SERVICES 


@BACKUP         www.atbackup.com  Unlimited 
;  619  455-3500 

$30  monthly 

ATRiEVA          ;  www.atrieva.com  Unlimited 
888  ATRIEVA 

$14.95  monthly 

can  use  these  drives  to  archive  files  and 
free  up  space  on  your  hard  drive. 

There  are  many  removable  drives  on 
the  market,  but  one  of  the  most  widely 
used  is  Iomega's  Zip  Drive  Plus,  avail- 
able at  computer  stores  for  about  $200. 
Each  cartridge  holds  as  much  as  100 
megabytes — enough  for  a  big  database 
and  some  gTaphics  files.  You  simply  in- 
stall the  accompanying  software,  con- 
nect the  Zip  drive  to  the  parallel  jioit, 
and  you're  ready. 

If  you're  backing  up  a  lot  of  data, 
100  MB  probably  won't  be  enough.  Con- 
sider buying  SyQuest's  SparQ  drive, 
which  costs  around  $200  and  whose  1- 
gigabyte  carti*idges  go  for  around  $100 
for  a  three-pack. 

Rather  not  mess  with  hardware  at 


wliich  have  been 
for  only  a  year] 
half,  aren't  for 
body.  For  onei 
they  require  a 
Internet  link  t\ 
broken  connects 
delays.  Then,  tO' 
people  still  are 
about  entiTisting  sensitive  data 
one  else — worrying  about  thefl 
dentiality,  and  file  loss.  If  you'if 
ask  the  service  about  its  own! 
procedures.  They  should  have] 
redundancy,  meaning  yom-  data! 
copied  to  more  than  one  disk  drj 
ftuther  assiu'ance,  ask  the  compal 
cUent  list,  or  seek  advice  on  tha^ 
one  of  Usenet's  computer  dil 
groups,  such  as  comp.sys| 
hardware. 

No  matter  which  way  you  d| 
back  up,  it's  a  bit  of  a  pain.  Bj 
paying  for  insurance.  If  you  mf 
risks,  do  it  with  something  thj 
conceivably  pay  off — such  as  inv| 
your  business. 

Bi/  Anthony  Paonita  in  Aj 
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Plug  it  in,  turn  it  on.  Now  adding 
netwoni(  storage  is  a  Snapi 


Starting  at  just  $995,  the  Snap!  Server'"  from  Meridian  Data  is  everything  you  want  in  a  storage  server 
comes  preconfigured  to  recognize  your  networl<,  so  you  really  can  just  plug  it  in  and  turn  it  on  —  with  no 
"itime  for  your  existing  servers.  And  with  prices  ranging  from  $995  for  the  4  GB  server  to  1 2  GB  for  $  1 795, 
p!  Server  redefines  network  storage,  offering  the  perfect  combination  of  quick  and  easy  installation  at  prices 
never-before-seen  for  a  file  server  In  fact.  Snap!  Server  is  so  hassle-free,  it  comes  with  an  unconditional 
30-day  money-back  guarantee.  And  now,  you  could  win  a  Snap!  Server  just  by  visiting  our  web  site 
at  www.snapserver.com/busw  or  sinnply  call  1-888-343-SNAP  ext.  600. 


m%  MERIDIAN 

Network  Storage  Made  Simple 


1-800-ComDUSA 


From:  Microsoft  Office  97  Small  Business  Edition 
Sent:  Monday,  9:00  a.m. 
To:  Everyone  who  has  to  do  everything 
Subject:  How  to  do  it. 


helps  you  save  time  on  the  work  that  needs  to  get 
done,  so  you  can  spend  more  time  on  the  work  you  actually  like  to  do.  So,  pound  away  on  letters 
and  documents  knowing  Office  97  Small  Business  Edition  is  following  along,  correcting  your  spelling, 
watching  your  grammar,  and  generally  helping  out  when  you  need  it.  Pull  up  your  budget  and 
accounting  numbers  and  analyze  them  in  ways  that  make  it  easier  for  you  to  make  informed 
decisions.  Use  the  Microsoft  Outlook"  integrated  e-mail  program  to  keep  in  touch  with  customers 
and  vendors  and  stay  on  top  of  your  schedule.  And  because  Office  Small  Business  Edition  includes 
Microsoft  Publisher  98,  you  can  create  your  own  professional-looking  newsletters,  brochures, 
business  cards— even  Web  sites.  In  other  words.  Office  97  Small  Business  Edition  is  a  suite  of  smart, 
easy  productivity  tools,  linked  together  to  help  you  do  your  best  work  and  circumvent  the  busywork. 
To  learn  more  about  it,  and  to  find  out  about  the  free'  product  enhancements  and  assistance  you 
can  get  through  Microsoft  Office  Update,  visit 


Microsoft 


Where  do  you  want  to  go  today? 


^1  icrosoft.com/office/sbe/now/ 
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My  Company 


BY  KEVIN  KELLY 


SURVIVING 
SUCCESSION 

Handing  the  family  business  to  the  next  generation  can 
be  tricky.  The  cold  perspective  of  a  consultant  can  help 

Succession  in  a  family  business  doesn't  have  to  create 
a  crisis,  but  far  too  often  it  does.  I  know  a  father 
who  fired  his  daughter  and  sold  the  company,  only  to 
have  the  daughter  sue  him.  I  know  of  several  elderly 
founders  who  simply  can't  cede  control  to  their  kids.  I 
have  accumulated  more  than  enough  evidence  to  under- 
stand that  mixing  business  and  family  can  be  lethal. 

Yet  here  I  am,  work- 
ing every  day  at  Emer- 
ald Packaging  with  my 
brother,  Jim,  my  sister, 
Maura,  and  my  father, 
Jim  Sr.  And  Mom,  Ros- 
aleen,  sits  on  the  board. 
This  could  be  a  recipe 
for  disaster.  So  far,  hap- 
pily, it  hasn't  been,  de- 
spite my  fathei-'s  thi'eats 
to  "leave  the  business  to 
the  cat"  when  things 
don't  go  his  way.  A  his- 
tory of  solid  relations 
has  spared  us  the  deep- 
seated  antagonisms  that 
often  immolate  family 
businesses.  Our  shared 
sense  of  humor,  laced 
with  irony  and  self-dep- 
recation, gets  us  through 
tense  meetings.  And  a 
well-drawn  division  of 
labor — I  handle  opei'a- 
tions;  my  brother,  sales; 
and  my  sister,  customer 

service — taps  our  strengths  and  prevents  squabbling. 
THE  BIG  QUESTION.  Still,  when  my  father  lobbed  the  big 
question  last  year  of  how  we  wanted  to  organize  our- 
selves as  he  moves  toward  retirement,  no  one  knew  how 
to  proceed.  It's  tme:  Succession  is  one  of  the  toughest 
questions  for  a  family  business.  In  our  case,  we  were 
shifting  from  first  to  second  generation  just  as  our  major 
market  was  undergoing  big  changes.  Most  of  our  plastic 
packaging  is  sold  to  the  produce  industiy.  But  over  the 
years,  oui'  clients  have  switched  from  packaging  v/hole 
vegetables  to  slicing  and  dicing  them  so  they're  ready  to 
eat.  That  has  led  to  demands  for  snappier  packaging — 
and  thus  to  demands  for  investment  in  new  machinery. 
So  we  have  had  to  ask  ourselves  how  much  to  spend  on 


new  equipment — a  printing  press  costs 
between  $2.5  million  and  $4  million.  An 
how  would  we  organize  ourselves? 

We  all  had  different  answers.  I  favorl  { 
a  more  aggi-essive  path  that  would  tako 
us  into  new  packaging,  in  areas  such  a& 
snack  food.  I  wanted  a  corporate  strue-'; 
ture  in  which  power  was  shared,  recog-j 
nizing  our  roles  as  equal  partners.  My  ' 
brother  wanted  us  to  focus  more  on  oaii 
current  markets,  and  given  his  senioritfj 
wanted  to  set  the  agenda.  My  sister  i 
cai-ed  less  which  markets  to  pursue  buf 
was  very  concerned  about  her  position. 
She  didn't  want  to  be  overshadowed  by  her  two  broth- 
ers, and  she  wanted  a  bigger  role  in  sales. 

Needing  guidance,  we  sought  outside  help  early  last: 
year.  P\)rtunately,  because  hundreds  of  thousands  of  fas- 
ily-owned  businesses  are  going  through  similar  trials, 
there's  a  ready  pool  of  consultants.  Our  search  ended 
with  Judy  Barbei'.  a  psychologist  based  in  nearby  Napf 

Calif.,  and  her  partner h 
Peter  Sammond,  an  ac 
countant  out  of  Min- 
neapolis. We  figui'ed 
they  would  give  us  th- 
insight  we  needed  to  J 
confront  the  emotiona  i' 
questions  around  succi- 
sion  while  also  providg 
some  business  acume: 
as  we  planned  for  the 
ftitur-e.  So  far,  at  four  ? 
meetings  at  a  Radissc's} 
Hotel  confei'ence  roorr 
we've  put  together  a  ■ 
five-year  plan,  as  weliis 
hashed  tlu-ough  issue;  r- 
about  how  we  commufo 
cate.  One  outcome:  I''? 
learned  to  control  my, 
temper  when  people  l?t 
make  mistakes.  [ 
One  year  later,  we; ; 
have  come  a  long  wa;' 
We  have  decided  whf 
capital  outlays  we  cai. 
affoi'd  and  started  to  j 
cus  on  new  markets.  The  process  has  helped  the  threj 
us  define  just  how  big  the  business  should  be.  We  ha\[ 
had  our  difficult  moments,  but  we're  all  pretty  excite(| 
about  the  future.  We've  agi'eed  to  iim  the  business 
partners,  collaborating  on  major  decisions.  As  my  fatl| 
reduces  his  stake,  we  will  remain  equal  shareholders. 

Of  coui'se,  there's  still  plenty  of  conflict.  My  brothel 
and  I,  for  instance,  still  don't  see  eye-to-eye  on  exactlf 
what  kind  of  equipment  to  buy.  But  we  know  we  canl 
talk  out  our  dilTerences.  And  after  all  this  work,  I  kn| 
none  of  us  wants  Koko  the  cat  to  get  the  business. 

Kelly,  a  business  week  vmter  for  nine  years,  is  an\' 
officer  at  Emerald  Packaging  in  Union  City,  Calif. 
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READY   FOR   A   HOTEL  THAT'S   ALI.  BUSINESS? 


ALL  1~800-HOLIDAY 

FOR  RESERVATIONS. 


SELECT 


Facilities 


Business  Class  Is  Standard- 


Irvine 

Pleassnton 
San  Diego 
San  Francisco 
(2  locations) 
CONNECTICUT 
Stamford 


DlSfftiCT  OF 
COLUMBIA 
Alpxanrlna.  VA 
FLORIDA 

Clearwater 
Fort  Myers 
Miami 

Orlando  (2  locations] 
Panama  City 
Tampa 


GEORGIA 

-itijinta  (3  locations) 
ILLINOIS 

CJlic<tg(>- Napier  vtlle 
Decatur 
INDIANA 
indianapoiis 

1 2  locations) 
LOUISIANA 
New  Orleans 

(2  locations) 

MARYLAND 

Baltimore 
Solomons 


MASSACHUSETTS 

boston 
MICHIGAN 
Auburn  Hills 
MINNESOTA 
Minneapolis 

i2  locations) 
MISSOURI 
Columbia 
St.  Louis 
St.  Peters,' 

St.  Charles 
NEW  JERSEY 
Clark 
Clinton 


NORTH  CAROLINA 

HicKOry 

Winston-Salem 

OHIO 

Clevi'lanri 

PENNSYLVANIA 

Philatielphia  Area 

1 3  locations) 
Pittsburgh 
SOUTH  CAROLINA 

Greenville 
TENNESSEE 

Knoxville  t2  locations) 
Memphis 

Nastivtlle  i2  locationsi 


TEXAS 

Dallas 

(6  locations! 
Houston 

!2  locations; 
San  Antonio 
VIRGINIA 
Lynchhurg 
Richmond 
WASHINGTON 
Olvmpia 
Seattle 
WISCONSIN 
Appieton 


CANADA 
NOVA  SCOTIA 

Ha!i!a» 

ONTARIO 

Brampton 

Toionto 

Windsor 

QUEBEC 

Montreal 

MEXICO 

Guadalaiara 

SOUTH  AMERICA 

COLOMBIA 

Santa  Fe  de  Bogo*  ' 


lay  Hospitality  Corporation,  All  rights  reserved  Most  hotels  are  independently  owned  and'or  operated. 
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ENTERPRISE 


Buyer's  Guide 


FIRST-CLASS 
POSTAGE  METERS 

Electronic  versions  are  coming  your  way,  like  it  or  not 


Brace  yourself  for  another  tech- 
nology upgrade.  No,  we  don't 
mean  Windows  98.  We're  talking 
about  postage  meters,  and  un- 
less you  go  back  to  using  stamps, 
you're  stuck.  By  law,  postage-meter 
companies  have  to  retire  the  old  me- 
chanical meters  and  replace  them  with 
tamperproof  electronic  machines.  At 
last  count,  this  meant  that  about 
776,000  meters  must  be  changed  bv 
Mar.  31,  1999. 

Chalk  it  up  to  a  security-conscious 
government.  Since  postage  meters  are 
much  like  a  local  version  of  the  U.  S. 
mint — issuing  stamps  instead  of  dollars 
(the  government  wants  to  minimize  op- 
portunities for  fraud.  It's  much  harder 
to  tamper  with  postage  that  comes  on 
a  microchip)  or  at  least,  that's  the  gov- 
ernment's theory.  So  mechanical  me- 
ters will  go  the  way  of  manual  type- 
miters. 

The  same  concern  about  security 
means  that  you're  required  by  law  to 
rent  your  postage  meter,  not  own  it. 


This  gives  the  government  the  power 
to  take  the  macliine  back  if  you  misuse 
it.  Only  five  companies  in  this  heavily 
regulated  business  are  allowed  to  rent 
them  out.  Of  course,  as  you  move  to 
the  new  machines,  your  own  business' 
security  may  improve,  too.  "Stamps 
have  a  tendency  to  walk  off  when  you 
have  employees."  says  Marilyn  R. 
Taber,  owner  of  Rhodes  &  Taber  Ltd., 
a  greeting-card  startup  in  Petaluma, 
Calif. 

The  new  machines  do  have  some 
advantages.  Most 

postage  meters  can   

be  refilled  through  a  phone  hookup 
with  the  vendor,  eliminating  the  need 
to  dash  to  the  post  office  when  you 
run  out  of  stamps  or  don't  have  the 
right  combination  for  a  bulky  package. 
And  if  you  can't  stand  the  taste  of  en- 
velope glue,  an  optional  moistener 
starting  at  around  $5  a  month  will  lick 
the  problem — by  sealing  envelopes 
automatically. 

Some  new  electronic  meters  offer 


OFFICE  TECHNOLOGY 


featui'es  unavailable  on  most  mechae 
meters,  such  as  automatic  calt  b 
tracking.  It's  no  small  matter,  sinctji- 
postal  service  rejects  mail  iha 
stamped  with  an  old  date.  Aiha. 
handy  option:  an  interface  with  a  ^fll 
allowing  you  to  weigh  your  letttj^ 
package  and  automatically  calcipi 
the  right  postage. 

Just  because  the  law*  req  k 
you  to  rent  the  machine  do?i 
mean  eveiything  else  ha?  i  \ 
rented,  too.  Other  compoir. 
of  a  mailing  system,  ca; ; 
bought  outright,  such  a.-^. 
scale  and  the  base,  which 
and  collects  mail  as  it  m'. 
through  the  meter.  That  sa\  e^; 
money  in  the  long  ran  if  you  i- 
haiTl  enough.  .Just  don't  expei;/ 
encouragement  from  youi- 
Some  of  them  erroneously 
that  the  government  requires; 
to  rent  everything.  Others  wil 
you  equipment,  but  jack  up  pvv  > 
maintenance  so  that  leasing  tun: 
to  be  much  cheaper. 

While  it's  not  exactly  a  buyerV; 
ket,  you  do  have  some  choice^ 
found  seven  small-business  po:af 
meters  that  can  process  up  tip 
pieces  of  mail  a  month,  and  then  it 
tified  the  best  models  for  thi-ee  t,j'.' 
situations.  j 
NO  FRILLS.  The  first  scenario  is  tj^jij/ji 
fice  that  wants  a  postage  marl| 
processes  fewer  than  10  letters 
Here,  you're  looking  for  a  no-friII| 
ter  that  will  deliver  a  postmark] 
pensively.  The  Personal  Post 
from  Pitney  Bowes  Inc.  standi 
With  a  first-year  rental  rate  of 
per  month  and  a  built-in  date  ch^ 
this  is  the  least  costly  model 
bunch,  saving  you  about  S150 
compared  with  other  options.  V 
more,  the  rate  includes  four  telepjj 
based  meter  refills  a  year,  a  $35 
This  stand-alone  meter  has  no  hi 
feed  the  mail  automatically — yj 
that  by  hand.  While  there  is 
tional  scale  available  for  $5  a 

we  would  pa^ 
that.    Buy  a 
from  an  office  supply  store  instej 
about  $70. 

Among  the  drawbacks  to  thd 
sonal  Post  Office  are  its  high  opej 
costs,  particulaiiy  for  ink.  The 
age  cost  of  printing  indicia,  orjj 
mai'ks,  is  about  6c  on  top  of  the 
the  postage — almost  twice  thef^ 
mark  cost  for  Pitney  Bowes's  jth 
small-office  product,  PostPerfectp 
result,  you  mav  want  to  think !«' 
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Get  Online 
and  get 

In  Touch! 

Business  Week  Online's 
Small  Business  Center 
on  America  Online  is  a 
place  where  small-business 
owners  and  entrepreneurs 
can  tind  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 


AHEND 


specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions. 


COMMUNICATE 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  small 
business  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  business  and  other  subjects. 


INTERACT 


with  Busmess  Week  editors. 


BE  IMAGINATIVE 


Use  the  Small  Business  Center  m  the  way 
that  works  best  for  you  and  your  business. 


From  the  Business  Week  Online  main  screen,  click  the 
BW  Plus!  button,  then  select  BW  Online's  Small 
Business  Center  from  the  list  of  BW  Plus!  choices. 


For  a  free  trial  diskette  including  50  free 
^      hours  on  AOL,  call  1-800-641-4848  and 
mention  Business  Week. 


ENTERPRISE 


Buyer's  Guide 


COMPANY 


MODEL 


about  using  those  nice-lookini;'  tuit  ink- 
loving  messages  that  the  meter  in- 
cludes for  printing  alongside  the  indicia. 

The  equation  works  out  differently  in 
our  second  scenario,  an  office  that 
sends  more  than  10  letters  a  day.  We'll 
assume  at  this  higher  volume  that 
there  will  be  more  packages  of  vai-\"ing 
weights  and  sizes,  with  some  being  too 
bulky  to  be  fed  through  the  meter.  The 
Ascom  Smart  Series  meter  takes  the 
honors  here.  The  S29  monthly  lease 
costs  more  up  front,  but  it  comes  out 
cheaper  when  you  take  into  account 
the  cost  of  ink  and  labels.  This  nieter 
also  lets  you  track 
how  the  postage  is 
being  spent,  with 
up  to  25  charge- 
back accounts  avail- 
able, and  it  includes 
a  catch  tray  that 
keeps  metered  mail 
in  a  neat  stack. 

The  optional 
scale  can  be  hooked 
up  to  the  meter, 
but  keep  in  mind 
that  such  automatic 
scales  need  to  be 
updated  whenever 
postal  rates  change, 
and  the  senice  call 
can  easily  take  S60 
out  of  your  pocket. 
With  the  pi'oposed 
increase  looming 
for  the  cost  of  a 
first-class  mailing, 
you  may  want  to 
negotiate  the  costs 
of  any  updates 
beforehand. 

The  Ascom  meter  also  requires  you 
to  be  diligent  about  ordering  refills. 
Remember  to  mail  in  yom*  cheek  about 
a  week  before  your  meter  runs  out  of 
money,  or  you'll  have  to  shell  out  a 
$30  fee  for  an  emergency  advance. 

If  you're  no  good  at  those  kind  of 
details,  take  a  look  at  the  Francotyp- 
Postalia  or  Neopost  offerings  instead. 
These  vendors  offer  a  direct-debit  sys- 
tem that  will  transfer  funds  directly 
fi-om  your  bank  account  on  yom-  say-so, 
at  no  extra  charge.  (Pitney  Bowes  of- 
fers a  credit  program  that  costs  noth- 
ing extra  if  you  pay  everxlhing  off  on 
time — a  nice  touch  if  your  cash  flow  is 
tight.) 

NO  HANDS  NEEDED.  Our  third  scenario 
covers  a  company  that  sends  a  lot  of 
packages  that  can't  be  run  through  a 
meter.  If  that's  you,  pay  special  atten- 
tion to  the  Neopost  SM22,  which  comes 


with  an  optional  label  dispensj 
stack  of  50  labels  can  be  poppet^ 
the  well,  a  featm-e  that  eliminattJ 
need  to  guide  each  one  marij 
through  the  meter.  j 
Keep  in  mind  that  these  reconj 
dations  are  made  on  the  basis  of^ 
year  pricing  only.  Vendors  often  .i 
et  up  prices  after  the  first  ^ 
though — so  be  sure  to  read  th| 
print  before  signing  your  name 
multiyear  contract.  In  the  case 
ney  Bowes  and  Neopost.  pricingjl 
the  first  year  will  vary  accordi; 
how  niiicli  pu>tage  !>  iiM-i. 


How  To  Lick  Postage  Cosfc 


A  sampling  of  meters  suitable 
for  use  in  the  small  office 


I 


MAX.  DAILY 
VOLUME 


MONTHLY 
RENTAL 


REFILL'f 
PHONE 


ASCOM 

Smart  Series 

30 

$29.00 

$8.5C,j 

ASCOM 

Model  120 

60 

$36.00* 

$8.5t 

FRANCOTYP- 
POSTALIA 

T-1000 

100 

$31.50 

$7.7fj 

NEOPOST 

SM22 

50-75 

$28.95 

$9.5(:c 

NEOPOST 

SM26 

50-75 

$32.95 

$9.5(1 

PITNEY 
BOWES 

Personal 
Post  Otfice 

10 

$19.75 

$5**§ 

PITNEY 
BOWES 

PostPerfect 

500 

$32.95 

$9.51 

\  *S30/month  without  phone  refill  option  ' 

*Four  a  year  free 

DATA:  BUCON  RESOM 

All  uf  lhe^e  niaii'ii.^  niMV  iieco 
solete  later  this  year,  wiien  E| 
imveils  its  stamping  solution.  Tha 
pany,  only  the  fifth  to  be  approf 
handling  meter  systems  in  the 
has  developed  a  device  you  c.l 
instead  of  lease  that  allows  yor 
er  to  apply  government-apx 
postage.  It's  expected  to  cost  le  ' 
S199;  the  actual  postage  and  rel 
are  extra.  The  devices  could  apfei 
the  fourth  quarter  of  this  ye; 
haps  in  time  for  holiday  maiJi 
you're  looking  for  something  o 
your  favorite  gadget-crazy  getf^f 
one  just  might  earn  a  st£*l 
approval. 

By  Mie-Yu)i  Lee.  editorial  diiiti 
BiqiersZone  ( icww.buyerszone.ivi 
Boston. 

For  more  information  on  postage  metd 
BW  Plus!  at  www.busmessweek.J 
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SYMANTEC  SMALL  BUSINESS  SOFTWARE. 


Is  This  What 
Your  Customer 
Looks  Like? 


Symantec  Helps  You  Focus  On  Your  Customer. 


As  a  small  business  owner,  you  know 
that  keeping  your  customer  in  focus  is  critical  to  your  success.  That's  why  you  need  Symantec 
Small  Business  Software.  Symantec  has  a  line  of  products  for  small  businesses  like  yours  that 
vill  help  you  be  more  productive  and  stay  well  protected.  And  that  means  more  time  in  front  of 
your  customer  and  less  time  in  front  of  your  computer.  Which  is  exactly  the  way  it  should  be. 


WinFaxi 

Faxing  f^:-J 


L  1-800-835-6222  EXT.  9NA22  TO  ORDER  YOUR  FREE  30-DAY  TRIAL  CD!  SYMANTEC 


I® 


1  PC  format  only  Eymantec  and  the  Symantec  logo,  ACT!,  WinFax,  Norton  Antivirus  and  Norton  Utilities  are  registered  trademarks  ot  Symantec  Corporation  Norton  Umnstall  and  WinFa* '  :"i  -..k  trademjrks  ol  Symantec  Corporalion 
©  1998  Symantec  Corporation  All  other  brand  names  and  trademarks  are  the  property  of  their  respective  ovjners  All  Riglits  Reserved. 
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Ladies  and  gentlemen: 
Today,  we  honor  small  busi- 
ness in  film.  Fibninakers 
over  the  years  have  pro- 
duced many  movies  that 
capture  the  tips  and  downs 
of  small-business  life.  Yet 
no  one  lias  properly  recog- 
nized stich  films  as  a  genre. 
The  time  Jias  come  to 
change  that.  While  few  of 
these  woi'ks  are  realistic 
enough  to  provide  hard 
lesso}>s  in  management, 
renti)ig  any  of  them  on  a 
Saturday  night  will  provide 
you  with  a  grain  of  truth,  a 
bit  of  perspective,  or  at  least 
some  well-earned  comic  re- 
lief. Without  further  ado,  we 
present  the  Enterprise  Os- 
cars. The  envelopes,  please. 

THE  COLOR  OF  MONEY... 

Accounting  tricks  being 
one  of  Hollywood's  strong- 
suits,  there  are  a  number  of 
nominees  for  Most  Devious 
Financing.  The  winners  are 
Gene  Wilder  and  Zero  Mos- 
tel,  for  their  attempt  to  bilk 
investors  by  creating  a 
money-losing  Broadway  flop 
in  The  Producers  (1968). 
Ellen  Burstyn  takes  Most 
Creative  Financing  for  un- 
loading The  Spitfire  Grill 
(1996)  through  an  essay 
contest — with  a  $100  entry 
fee. 

LIFE  OF  A  SALESMAN... 

The  young  clerk  in  The 
Dell  (1997)  who  knows  the 
names  and  habits  of  the 
clientele  (the  kind  of  inti- 
mate attention  only  a  small 
business  can  offer)  earns 
Best  Customer  Service.  His 
boss  gets  Worst  Vendor  Re- 
lations for  {)aying  bookies 
before  suppliers.  Sleaziest 
Salesman  goes  to  Kurt  Rus- 
sell as  Rudy  Russo  in  Used 
Cars  (1980),  for  attaching 
bumpers  with  bubblegum 
and  other  dirty  tricks.  The 
surly  Gen-X  video-store 
workers  in  Clerks  (1994), 
who  hint  at  how  the  mice 
play  while  the  boss  is  away, 
take  the  pi'ize  for  Worst 
Employees.  Glengarry  Glen 
Ross  (1992)  showcases  Best 
Sales  Incentive  with  a  con- 
test: Win,  place,  or  get  a 
pink  slip. 


DOWNTIME 


The  Enterprise 
Oscars 


A  NOD  TO 


WITH  NUGGETS  OF  TRUTH 


SCENES  FROM  ABROAD... 

A  L(i  Mode  (199;!)  earns 
Best  Voodoo  Economics.  In 

this  channing  French  film,  a 
tailor's  apprentice  hears  that 
eating  money  will  somehow 
make  it  double.  As  the 
youth  gains  fame  for  his 
wacky  designs,  his  boss 
starts  nibbling  on  francs. 


tno.  From  Japan,  the  de- 
lightful Tampopo  (1986)  is 
an  excellent  guide  to  spying 
on  rivals  as  it  traces  a  fe- 
male restaurateur  as  she 
learns  Zen  and  the  art  of 
noodles  from  a  tiiicker.  It's 
our  pick  for  Best  Product 
Development.  In  the  colorful 
English  film  My  Beautiful 


Laundrette  (1985),  a  P;^' 
istani  youth  ranning  a 
dromat  with  his  Anglo 
boyfriend  learas  all  ab(t 
separating  whites  and 
darks,  winning  Best  Or 
Race  and  Social  Mobile. 
Exotica  (1994),  the  preq; 
owner  of  an  upscale  stjj 
club  must  manage  her  ^ 
bouncer's  jealousy  of  aio 
worker  (his  ex-lover)  si 
her  most  loyal  client,  f;'a 
inspector.  It  wins  Moslu 
plex  Customer  Relation 

CHARACTER  PARTS... 

Wlioopi  Goklberg  in'j) 
a  wiiite  male  partner 
can  be  taken  seiiouslv  t 
Wall  Street  in  The  As.s- 
(1996),  the  Best  End  Ri 
Around  Bias.  John  Turtn 
as  the  title  character  hi 
(1992)  wins  Most  Naiveli 
trepreneur  for  ti->ing  tci 
an  honest  constniction  o 
pany  and  for  tnasting 
petitor.  Repo  Man  (19; 
takes  the  piize  for  Lea 
Harmful  Violent  Debt  (11 
tion,  with  Emilio  Este  z 
learning  that  blanks  c; 
as  effective  as  real  bult 

SWEAT  AND  TOIL... 

For  Best  Historical 
phy.  The  Story  of  Ales 
Graham  Bell  (1939),  v 
Don  Ameche,  edges  oi 
Spencer  Ti-acy  in  Edii 
The  Man  (1940).  The 
'60s  Entrepreneur  is  V  si ti 
Beatty  in  Shampoo 
a  hairdresser  who  opejK 
own  salon  to  avoid  pap  \ 
the  house  percentage.pc 
Cruise  is  our  Most  Enir 
ing  Megastar,  for  staiij^ 
home-based  whorehovfr 
Risky  Business  (1983>— 
in  Cocktail  (1988),  an(|;v 
solo  as  a  sports  agent  i 
ry  Maguire  (1996).  1 

The  Art  Imitates  Lif 
prize  goes  to  Living 
Oblivion  (1995),  a  melt 
then-struggling  younic 
tor  Tom  DiCillo  aboua 
stmggiing  young  du'fjt 
trying  to  finish  an  ine] 
dent  movie.  DiCillo  fa 
the  film  with  credit  (1., 
something  most  busi: 
owners  can  relate  to 
Presented  by  Edith 
i>i  New  York 
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After  buying  32  megabytes  of  RAM,  it's  not  exactly 
like  you  have  megabucks  to  spare. 


asy  to  spend  more  for  a  personal  computer  than  you  planned.  But  don't  think  that  means  you  have 
ensate  by  skimping  on  the  furniture.  This  handsome  cabinet  by  Sauder  unfolds  to  reveal 
'.J  rments  and  work  surfaces  to  house  the  busiest  home  office.  Like  all  of  our  furniture,  it's 

made  piece  by  exacting  piece  in  Archbold,  Ohio.  Ready  for  vou  vj';^! 
to  assemble.  And  priced  the  way  things  were  before  anyone  had  ever  heard 
of  the  Information  Superhighway.  Sauder  furniture  is  available  at  retailers 


.  1 1  Computer  $[ZQQOO 


entiy  Collection.  Washed  puie  finish 
I'.JsB  'Shelves.  Roll-out  carts  attached  to 
fs  offer  plenty  of  ^forage  and  hling 
nodates  CPU  tower.  Model  #254^1 
s  also  available  in  four  other  finishes. 


ere.  For  a  brochure  and  store  locations,  call  us  at  1-800-4  SAUDER.  Or  visit  us  at  www.sauder.com/bw. 


Good  Furniture  Made  Possible. 


tuder  Woodworking  Co, 


SAUDER 
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T-1  TOO  EXPENSIVE? 

ISDN  TOG  SLOW? 

■  lie 


A  DIRECPr  SATELLITE  DISH  IS  JUST  RIGHT. 


jr  m 


THE  Tl  ALTERNATIVE. 

If  you're  looking  for  fast  and  affordable  Internet  access  for  your 
business  today,  look  to  the  sky  -  that's  where  our  satellites  are.  Small 
businesses  across  the  country  are  bypassing  crowded  computer  networks 
and  outmoded  phone  lines  for  satellite  Turbo  Internet "  service  from 
DirecPC  '  -  the  fastest  Internet  access  available  nationwide  -  to  get 
access  up  to  3  times  faster  than  ISDN. 


BUILT  FOR  BUSINESS. 

A  DirecPC  satellite  dish  gives  your  company  advanced  business  capabilitj 
too.  DirecPC  Multimedia  lets  you  broadcast  high-quality,  real  time  video 
multiple  locations  with  ease.  And  DirecPC  Package  Delivery  lets  you  sen 
thing  from  software  upgrades  to  graphics  files  to  multiple  locations  in  Si 
So  get  your  company's  Internet  access  off  the  ground  and  into  the  sky  tO(|^ 
Send  your  inquiries  tO:  direcpcbiz@direcpc.com 


TURBO  INTERNET 


DirecPC 


HUGHES  ©  1998,  Hughes  Network  Systems,  a  Hugties  Electronics  Corporation  company,  DirecPC  and  Turbo  Internet  are 
^^^^^^^^J^    trademarks  of  Hugties  Network  Systems,  a  Hughes  Electronics  Corporation  company. 
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HIE  HAVING  A  BLAST 

ii  ie  favors,  Halloween  getups-you  name  it,  boomers  buy  it 

ne   Dixon's  daughter, 
annah,  is  turning  6  this 
inth,  and  she's  having  a 
A  generation  ago,  that 
lave  meant  a  cake  and  a 
of  musical  chairs,  but 
are  no  longer  simple. 
'  Alannah's  friends  had 
Rating  party  last  winter. 
1  had  pony  rides  in  her 
rd.  So  Alannah  has  to 
)mething  special,  too:  a 
uty  with  pizza  for  30 
from  kindergarten  and 
ut  troop  at  a  hotel  neai* 
:ons'  Stroudsburg  (Pa.) 
All  the  buthdays  ai'e  a 
I."  says  her  mother, 
ol  and  pizza  aren't  the 
"ord,  either.  Dixon's 
I'ur  Barbie-embla- 
>lates  and  paity 

began  a 
ago  and  al- 
ias includ- 


FUN, 
FUN,  FUN 


'93  '94  '95  9b  '9 
AMILLIONSUF  DOLLARS 

DATA  PARTY  CITY. 
BEAR,  STEARNS  &  CO, 


lips  to  dif- 
ranches  of 
l  ite  party 
arty  City, 
lops  Paity 
low  prices 
d  selection, 
e   so  much 
says  Dixon, 
a  set  of  $1.19 
Biithday  from  Bar- 
ikins  and  a  package  of 
ii'bie  paddleballs  out  of  her 
n  ah-eady  out  of  control." 
BOOM.  She  is  not  the  only  one. 
parents  with  fewer  kids,  longer 

hours,  and  a  hefty  dose  of 
gxiilt  have  spawned  party  ma- 
■ents  are  competing  with  other 
to  have  the  most  fabulous  par- 

Mai-y  Meehan,  a  partner  with 
lolis-based  trend  consultant 
ture.  The  one-upmanship  has 
lel  the  growth  of  the  latest  of 
-killer  to  hit  the  retail  indus- 
party-goods  superstore.  Chains 
'aity  City,  Factoiy  Cai'd  Outlet, 
;r  Warehouse  now  cater  to  youi" 
)  rty  need.  Ti-ade  magazine  Paper 


TIME  OF  HIS  LIFE:  Party  City's  Mandell 
now  has  ^88  stores  in  S2  states 


&  Party  Retailer  figui'es  these 
megastores  have  helped  boost 
the  market  18%  in  five  year's,  to 
98      .$8.9  billion  in  1997. 

EST 

But  it's  not  just  kids  who  have 
gone  party-mad.  Fourth  of  July 

barbecues  and  50th-birthday  bashes 
have  become  de  rigueur,  while  mai'ketere 
have  managed  to  turn  once-marginal 
events  like  college  basketball's  Final  Four 
championship  into  an  excuse  for  Super 
Bowl-size  adult  celebration.  Even  Hal- 
loween, once  strictly  for  kids,  is  finding 
an  older  audience.  Retailers  report  that 
last  October,  while  kids'  costumes  and 
candy  sales  were  flat,  strong  sales  of 
adult  costumes  and  party  decorations 
helped  drive  Halloween  revenues  to 
record  levels.  "Baby  boomers  want  to 
stay  young  and  feel  yoimg,"  says  Gerald 
Celente,  director  of  the  Ti-ends  Reseai'ch 
Institute  in  Rhinebeck,  N.  Y.  "They  want 
to  keep  having  fun." 

No  one  is  celebrating  more  than  Paity 
City,  the  leading  superstore,  with  288 
stores  in  32  states.  Last  year,  the  Rock- 


away  (N.J.)  company's  earnings  more 
than  doubled,  to  $7.7  million,  on  a  rev- 
enue jump  of  192%  to  $141.7  million. 
Steve  KeiTikraut,  an  analyst  with  Bear, 
Steams  &  Co.,  sees  annual  gi'owth  beat- 
ing 40%  over  the  next  two  years. 

Indeed,  CEO  Steven  Mandell  sees 
plenty  of  room  for  expansion.  He  opened 
his  first  store  in  1986,  after  tiring  of 
his  job  wholesaling  school  supplies  and 
party  goods.  "This  is  a  big  countiy,  and 
party  goods  is  a  very  understored  mar- 
ket," he  says.  He  hopes  to 
reach  1,000  stores  in  the  next 
few  years. 

PINATAS  AND  PAPER.  Party 
City's  foiTOula  for  success  has 
been  simple.  Like  Toys  'R'  Us 
Inc.  or  Wal-Mart  Stores  Inc. 
before  it.  Party  City  aims  to 
be  the  all-in-one-store  dis- 
counter Displays  and  flyer's  ad- 
vertising 50%  off  baby-show- 
er goods  and  gi-eeting  cards 
draw  shoppers  in.  Once  inside, 
they  find  some  20,000  pr-oducts 
lining  the  shelves  at  the  aver- 
age Party  City,  compar-ed  with 
1,000  at  a  typical  mom-and-pop 
card  stores.  At  its  store  in 
West  Paterson,  N.  J.,  an  array 
of  $10  lobster  pinatas  and 
baseballs  floats  fr'om  the  ceil- 
ing. Half  of  one  aisle  is  lined 
with  145  patterns  of  wi-apping 
paper;  all  50%  off. 

Despite  the  low  prices,  the 
superstore  model  has  weak- 
nesses. "It's  devoid  of  service. 
Devoid,"  says  John  L.  Barry, 
vice-president  for*  fr-anchise  development 
at  Party  Land,  a  fi-anchiser  in  Plymouth 
Meeting,  Pa.  To  compete,  Barry,  who 
once  worked  briefly  for  Party  City,  em- 
phasizes salesmanship.  Better  ser'vice 
means  higher  prices,  and  Party  Land 
also  makes  lucr-ative  referrals  for  party- 
related  services  it  doesn't  offer;  such  as 
chaii"  and  table  rentals. 

But  Mandell  isn't  standing  still.  His 
stores  have  gi'own  up  to  12,000  sq.  ft., 
and  the  fir-st  aisle  is  now  devoted  to  pr-o- 
moting  the  current  season's  goods:  Super 
Bowl  themes  in  January,  gr-aduations  in 
April  and  May.  At  the  back  of  the  stor-e 
is  a  year-r-ound  Halloween  section,  a  r-e- 
minder  to  retui'n  come  October,  when 
Party  City  does  25%  of  its  business. 
Even  Mandell — a  reserved  man  who's 
normally  not  much  for  parties  himself — 
dr-esses  up.  Last  Halloween,  he  was  a 
king  in  red  velvet  and  a  cape.  He  didn't 
win  the  office  contest,  but  so  far;  he's 
thi'owing  one  hot  party. 

By  Nanette  Byrnes 
in  West  Paterson,  N.  J. 
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READY  TO  SHOP 
UNTIL  THEY  DROP 

Central  Europe's  rising  middle  class  is  on  a  buying  binge 


Philosophy  professor  Nina  Gladziuk 
tliinks  carefully  before  shelling  out 
her  hard-earned  zlotys  for 
Poland's  dazzling  array  of  con- 
sumer goods.  But  spend  she  ceilainly 
does.  Although  she  earns  just  $550  a 
month  from  two  academic  jobs,  Glad- 
ziuk, 41,  enjoys  making  purchases:  They 
are  changing  her  lifestyle  after  years 
of  deprivation  under  communism.  In  the 
past  yeai',  she  has  furnished  a  new 
apartment  in  a  popular  neighborhood 
near  Warsaw's  Kabaty  Forest,  splurged 
on  foreign-made  beauty  products,  and 
spent  a  weekend  in  Paris  before  at- 
tending a  seminar  financed  by  her  uni- 
versity. "None  of  this  was  available  be- 
fore," she  says. 

Meet  Central  Eui'ope's  fast-rising  con- 
sumer class.  From  white-collar  workers 
like  Gladziuk  to  factory  workers  in  Bu- 


dapest to  hip  young  professionals  in 
Prague,  incomes  are  rising  and  confi- 
dence surging  as  a  result  of  fom-  years 
of  economic  gi'owth.  In  the  region's  lead- 
ing economies — the  Czech  Republic, 
Hungaiy,  and  Poland — the  new  class  of 
buyers  is  growing  not  only  in  numbers 
but  also  in  sophistication.  Although  they 
eai-n  only  a  fraction  of  the  wages  of 
their  counterparts  in  Western  Europe, 
half  of  all  Czechs  consider  themselves 
middle  class,  according  to  a  recent  poll. 
In  Hungary,  ad  agency  Young  &  Rubi- 
cam  Inc.  labels  11%  of  the  countiy  as 
"aspirers,"  with  dreams  of  the  good  life 
and  buying  habits  to  match.  Neaiiy  one- 
third  of  all  Czechs,  Hungarians,  and 
Poles — some  17  million  people — are  un- 
der 30  years  old,  eager  to  snap  up 
eveiything  fi-om  the  latest  fashions  to 
compact  disks. 


JOYRIDE 

These  winnei 
a  Fanta  pror 
tional  drawirj 
got  a  chauffel 
spin  through| 
Budapest  in ; 
Cadillac 


These  rising 
wants  and  needs 
offer  big  opportu- 
nities to  compa- 
nies fi"om  Polish 
food  gi"oup  Agi'os 
Holding  to  Citi- 
corp. Whether 
they  are  selling 
beauty  aids  or 
leisure  activities, 
companies  are 
delivering  the  idea  that  their  pre 
can  impi'ove — or  transform — the 
of  Central  Em'opeans.  That's  an  al 
message  in  a  region  that  spent  m 
the  past  50  years  cloaked  in  comii 
drabness  or,  more  recently,  facel 
harsh  realities  of  the  transition  td 
talism.  Although  cash  is  still  king 
panies  and  banks  are  teaching  C 
Europeans  how  to  e.xpand  theii| 
chasing  power  thi'ough  consume: 
rowing.  With  annual  inflation  dr( 
from  triple  digits  to  imder  15%, 
fueling  increases  in  the  sale  of  bii 
et  items  such  as  appliances  and 
Indeed,  car  sales  in  Poland  raced 
by  oO%  last  year  alone. 
TUMBLING  TABOOS.  In  SUch  a 
enviromnent,  mai'keters  are  spem 
to  captm-e — and  hold — the  attent 
consumers.  "It  used  to  be  as  sin: 
putting  your  product  out  ther 
putting  up  a  few  billboards,"  say: 
K.  Sheppai'd,  president  of  Coca-Col 
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BLE    TO     BE    THIS  PASSIONATE 

ABOUT    A    DOCUMENT  SYSTEM? 


isaaasaiiigi^^    ....... ...c.,.,.,  c„,.,,.„,    ,  , , .  i 


tal  Document  Delivery  System 

Di620 


lital  Copier 


d 


Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 


 _J  J  the  remarlcable  Minolta  Di62o.  Designed  specifically  to  allow 

you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability  «  At  it's  heart,  an  advanced  digital  image  processing  technology: 
tIMOS  (Laser  intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  •  Yet  perhaps  what  really 
warrants  your  personal  affection  is  the  Di6.o's  amazing  ability  to  finish  the  iob.  It  staples  in  three 
positions:  Punches  .-hole  or  three-hole.  Even  folds  in  three  ways,  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages.  •  Of  course,  you  can  access  all  these  capabilities 
directly  from  your  desktop  using  the  Di62o  as  a  network  printer.  Experience  the 
power  of  the  Di6zo.  See  why  it's  nothing  short  of  a  high  performance  machine. 
For  more  information  call  ,-800.964-6658.  www.min0ltad3.com/ad.  MINOLTA 


r 

A  r 


As  the  market  leader  in  environmental  coverage,  we  can  help 


protect  you  against  asset  devaluation  and  contingent  liabilities, 


whatever  your  size.  Call  your  broker  or  visit  www.aig.com 


AIG 


ENVIRONMENTAL  PROTECTION 

AMERICAN  INTERNATIONAL  COMPANIES,  70  PINE  ST..  DEPT.  A,  NEW  YORK,  NY  10270 


Marketing 


Central  Europe.  No  longer.  This  year, 
companies  will  pour  $2.3  billion  into  ad- 
vertising, twice  as  much  as  just  tlii'ee 
years  ago  (chail,  page  112).  Central  Eu- 
rope is  awash  in  sweepstakes  appealing 
to  consumers'  get-rich-ciuick  fantasies  as 
these  companies  test  new  products.  Old 
taboos  are  falling,  too.  In  communist 
days,  sexual  images  were  banned  in  the 
media.  Now,  in  Prague,  ads  for  an  ener- 
gy drink  called  Erektus  depict  a  Pope- 
look-alike  eyeing  a  woman's  bare  legs. 
"For  the  man  who  wants  what  he  can't 
have,"  says  the  copy. 

The  shopping  spree  is  remaking  Cen- 
tral Europe's  distribution  networks. 
Ti'aditional  mom-and-pop  shops  are  dis- 
appearing as  hypermarkets  and  malls 
spring  up  in  major  cities.  In  Decem- 
ber, German  retailing  giant  Metro 
opened  Poland's  largest  shopping  cen- 
ter, a  $56  million  behemoth  in  Czeladz, 
in  the  industrial  heart- 
land. The  company  will 
plow  $555  million  into 
Poland  in  the  next  five 
years.  Similarly,  a  ven- 
ture headed  by  Lehman 
Brothers  Inc.,  the  U.S. 
investment  bank,  is  sink- 
ing $150  million  into  10 
new  malls  in  the  Czech 
Republic,  Hungary,  and 
Poland. 

Meanwhile,  service 
companies  such  as  DHL 
International  are  seeing 
their  business  take  off — 
as  they  expand  net  works 
for  distributing  goods  for 
foreign  impojters  and  lo- 
cal manufacturers  alike. 


"We  are  predicting  gi-owth  of  at  least 
25%  a  year  in  the  region  for  the  next 
five  years,"  says  Douglas  West,  com- 
mercial director  for  Central,  Eastern, 
and  Southern  Europe. 

In  and  around  Warsaw,  the  surge  in 
consumer  spending  is  rising  from  the 
very  ground:  Young  professionals  are 
building  thousands  of  new  houses  on 
the  outskirts  of  towii.  Others  are  reno- 
vating their  socialist-era  apartments, 
adding  sparkling  new  kitchens,  built-in 
wooden  cabinets,  and  expensive  double- 
paned  windows.  Ikea  Holdings,  the 
Swedish  fiu'nishing  company,  is  cashing 
in  big  on  that  trend,  as  is  Potten  & 
Pannen,  a  Czech  marketer  of  high-end 
Western  cookware  and  cutleiy. 
CASHLESS.  But  the  region's  hottest 
marketing  opportunity  these  days  is 
clearly  financial  services.  Until  now, 
many  Czechs,  Hungarians,  and  Poles 


^  CHECK  IT  OUT 

Ij^  a  hypermarket  in  Warsa\l/j  3 
has  scores  of  lanes.  Suchr'^ 
giants  are  slaying  the  moj 
and-pop  shops 

have  been  reluctant  to 
bank  accounts.  Some  wor 
lumks  are  too  shaky.  Otheri 
plore  the  abysmal  servic 
combat  that  image.  Bank 
lowy,  a  big  commercial  leStoincn 
in  Poland,  has  launched  a 
consumer  division  that  will 
be  offering  everything  fron 
insurance  to  car  loans.  S|leleton 
people  for  Citibank  in  Pi 
ai'e  calling  on  custome: 
homes  to  pitch  credit-car( 
vices.  And  in  Hungary, 
cards  are  taking  off.  OTP 
the  nation's  largest  sa' 
bank,  plans  to  issue  1  million  can 
yearend.  Katalin  Szekely,  30,  a  rmf'^'^f^ 
er  at  L.  M.  Ericsson  in  Budapest,  p*® 
her  new  OTP  debit  card  to  buypsio'iie 
ceries  at  Tesco  PLC.  "I  feel  a  lot  blatedii 
because  I  don't  have  to  carry  ai|miketpiai 
all  that  cash,"  she  says. 

Plastic  is  just  the  beginning,  hov 
Next  to  come  is  an  explosion  in  ir 
funds,  as  governments  begin  to  r(i 
their  overburdened  state  pension  I 
tems.  Starting  next  year,  for  exai 
.$2  billion  in  Polish  pension  contribii 
will  begin  to  go  to  private  companiL 
the  fii'st  time.  Tlii'ee  dozen  mutuar 
and  insm-ance  companies  are  seekii 
censes  to  set  up  pension  fimds.  S( 
million  workers  will  have  to  sij 
vrith  a  private  fund  manager,  starti 
Jan.  1,  1999.  "Eveiy  company  will  | 
millions  of  dollars  on  commercialf 
advertising,"  says  Tomasz  Oi-lik,  diK 


Orders 


jslronge 


What  The  Merchants  Are  Boosting 

PRODUCT/SERVICE 

COMPANIES 

THE  SELL  1 

FINANCIAL 
SERVICES 

Citibank,  Pioneer, 
AIG,  Handlowy  Bank 

Buyers  should  use  less  cash  and  more  1 
plastic,  keep  their  savings  in  banks,  and  ' 
invest  for  the  future  as  safety  nets  crumble,  i 

HEALTH,  BEAUTY, 
FASHION 

Unilever,  Procter  &  Gamble, 
Toma,  L'Oreal,  Hugo  Boss, 
Johnson  &  Johnson 

The  new  consumer  has  the  money  and 

time  to  care  about  appearance,  by  buying  m 

everything  from  toothpaste  to  designer  clothC 

LEISURE 
ACTIVITIES 

Malev,  Lot,  Lufthansa, 
Ronton,  Gemini  Group 

Make  up  for  time  lost  when  borders  were  clof^ 

under  communism.  See  the  world,  have  fun.  1 

 —[ 

HOME 

Ikea,  Potten  &  Pannen 

If  you  can't  afford  to  build  a  new  house,  j 
redo  your  old  apartment.  [- 

DATA:  BUSINESS  WEEK 
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mannesmann 


engineering 
automotive 
telecommunications 
tubes  &  trading 


Hi  Shareholder  Information  January  to  March  1998 

Vlannesmann:  continued 
mprovement  in  results, 
jood  earnings  outlook 


All  Group  sectors  contribute 
to  increase  in  earnings 

Orders  received  and  sales 
up  significantly 

Telecommunications  continues 
strong  expansion 

annesmann  got  off  ^o  a  good  start  in 
•98  with  strong  growth  and  improved 
>L]its.  Orders  received  (+12%)  and  sales 
26%)  were  up  significantly  against  the 
^-vious  year.  The  result  from  ordinary 
tivities  was  above  that  of  a  year  ago 
anks  to  the  favorable  development  of 
?  market  and  the  successes  achieved  in 
^  marketplace.  The  strictly  value-oriented 
uctural  improvements  also  had  a  positive 
■   effect.  All  sectors  contributed 
i    to  the  increase.  Based  on 
the  present  situation, 
I    Mannesmann  also  antic- 
1    ipates  higher  earnings 


mesmann  Arcor  will  be  Installing  these 
ti-funrtional  phone  booths  at  airports 
railroad  stations  in  Germany  this  year 


for  the  full  year  1 998.  At  approx.  1 28,900, 
the  number  of  employees  at  the  end  of 
March  was  up  by  8%  due,  above  all,  to  the 
inclusion  of  Philips  Car  Systems  (now  VDO 
Car  Communication)  and  to  the  continued 
expansion  of  Telecommunications. 

Order  intake  increased  by  12%, 
sales  by  26% 

At  $  6.01 1  billion,  orders  received  by 
Mannesmann  in  the  first  quarter  exceeded 
those  of  the  same  period  last  year  by  1 2%. 
Above-average  growth  was  achieved  by 
Automotive  and  Telecommunications.  Serial 
business  in  Engineering  also  reported 
marked  growth. 

Thanks  to  the  efforts  of  all  sectors,  sales 
rose  by  26%  to  $  5.41 5  billion  with  sizable 
increases  across  the  board.  The  development 
in  Engineering,  Automotive  and  Telecom- 
munications was  especially  good.  Half  of 
the  growth  in  Germany  was  derived  from 
Telecommunications.  Abroad  Mannesmann 
achieved  a  gain  in  sales  of  21%. 

Telecommunications  continued  its  dynamic 
development  with  sales  climbing  39%  to 
$  1.083  billion.  Mannesmann  Mobilfunk 
posted  a  gain  of  34%.  At  the  end  of  March, 
the  company  had  over  4  million  subscribers. 

Mannesmann  Arcor  achieved  a  highly  suc- 
cessful start  in  telephone  services  for  private 
customers.  This  segment  accounted  for  about 
half  the  67%  growth  in  sales  posted  in  the 
first  quarter  of  the  year.  By  March,  Arcor  was 
already  handling  more  than  5  million  min- 
utes of  call  time  per  working  day. 
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Our  investments  in  Italy  and  France  were 
also  very  successful.  In  March  the  number 
of  Omnitel  subscribers  passed  the  three 
million  mark.  At  SFR,  Cegetel's  mobile 
telephone  company,  the  number  of  sub- 
scribers was  increased  by  about  350,000 
in  the  first  quarter  of  1998  to  over 
2.5  million. 

We  will  be  happy  to  send  you  our 
Shareholders'  Letter  with  the  report  on 
the  first  quarter  1998  and  the  Annual 
Report  on  the  financial  year  1997  on 
request. 

Mannesmann  - 
working  for  your  future 

Mannesmann  Aktiengesellschaft 
D-40027  Dusseldorf,  Germany 
httpV/www.mannesmann.com 

Mannesmann  Corporation 
450  Park  Avenue,  24th  Floor 
New  York,  NY  10022-2669 
Call  1-800-356-9235 
Fax  (212)826-0074 
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lOT  OUR  WHOLE  NETWORK  ON  MY  DESKTOP." 


*Mark  Wiesenberg  knows  all  about  bringing  things  down  to  size. 

His  company,  QUALCOMM,  is  putting  the  power  of  advanced  digital  wireless  communications  into  the 
palm  of  your  hand  with  its  compact  CDMA  digital  Q"  phone. 

And  his  network,  Novell*,  is  putting  the  power  of  seamless  networking  right  onto  his  users'  desktops. 
Novell  NetWare®  software  supports  over  4,000  users  on  a  single  server,  and  scales  up  easily  as 
200  workstations  are  added  every  month.  And  Novell  Directory  Services'"  technology  allows  his 
administrators  to  manage  the  entire  network  from  o  single  site  (including  NT,  Mac®  Sun'- and 
UNIX®  platforms). 

Shrinking  the  world  is  hard  work,  which  is  why  a  fast-paced,  fast-growing  company  like 
QUALCOMM  works  only  with  the  best.  That's  why  they  chose  Novell. 

:  orld.  Network.  QUALCOMM.  Novell.  Hand  in  hand,  desktop  to  desktop,  a  revolution  in  technology 
vv.  novell.com 
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of  Pioneer  Investment,  Poland's  new 
pension-fund  department. 

Central  Europe's  sm-ging  financial  in- 
dustiy  is  contributing  to  the  gi-owth  of 
the  new  consumer  class.  Just  as  in  the 
West,  the  region's  financial  types  are 
becoming  role  models  for  some  work- 
ers and  professionals  lower  down  the 
consumer  pyramid.  With  incomes  of 
$30,000  a  year  and  often  much  more, 
they  are  indulging  in  purchases  they 
once  could  only  dream  of.  Take  Dusan 
Tejkal,  25,  ownei'  of  Private  Investors,  a 
Prague  brokerage.  With  a  yearly  in- 
come exceeding  $80,000,  Tejkal  can  af- 
ford to  spend  freely  on  exotic  vacations, 
fancy  restaurants,  and  fine  clothes.  This 
past  spring,  he  took  time  off  to  ski  in 
Austria  and  dive  in  the  coral  reefs  off 
the  coast  of  Belize.  "When  you  want  to 
escape,  it's  worth  paying  extra,"  he  says. 
"It's  worth  making  siu'e  that  eveiytliing 
will  be  perfect." 

Although  such  high  rollers  still  make 
up  a  minute  percentage  of  the  popula- 
tion in  Central  Europe,  more  compa- 
nies are  targeting  them.  Czech  mobile- 
phone  company  EuroTel  saw  its  sales 
double  last  year,  to  $297  million,  as  it 
pushed  its  phones  as  symbols  of  world- 
liness  for  the  country's  young  business 
class.  Profits  rose  89%,  to  $111  million. 
Travel  companies,  local  nightclubs,  auto 
makers  such  as  bmw,  and  design  houses 
such  as  Versace  have  all  begim  to  cater 
to  Central  Europe's  new  rich. 
TEEN  ANGELS.  With  family  incomes  ris- 
ing. Central  Europe's  youth  are  also  a 
big  new  target.  Since  young  people 
tend  to  live  at  home  until  they  get 
married,  they  have  money  to  spend  on 
food,  fashion,  and  fun.  Coca-Cola  Co. 
has  gone  to  gi-eat  lengths  to  gi'ab  their 
attention.  One  scheme:  the  Fanta  Fun 
Taxi  in  Hungary.  Coke  joins  local  radio 
stations  around  the  country  to  spon- 
sor a  weekly  promotional  event.  Con- 
testants peel  the  label  off  a  bottle  of 
Fanta  and  send  it  in  to  the  station 
with  their  name,  address,  and  phone 
number.  The  prize  for  the 
drawing:  a  12-hour,  chauf- 
feur-driven joyride  along 
the  streets  of  the  contes- 
tant's hometown  in  an  or- 
ange, tail-finned,  vintage 
Cadillac,  with  "Fanta" 
splashed  in  bold  letters 
across  the  hood.  On  a  re- 
cent Saturday  night,  Adam 
Szorenyi,  20,  and  three 
pals  whooped  and  waved 
as  they  tooled  around  Bu- 
dapest in  their  Fun  Taxi. 

In  two  years,  Coke's 
marketing  budget  vrill  have 


shifted  from  90%  advertising  to  a  50-50 
split  between  advertising  and  promo- 
tions such  as  the  fun  taxi.  "You've  got 
to  capture  [consumers]  with  an  experi- 
ence," says  Paul  Gamson,  managing  di- 
rector of  Coca-Cola  in  Hungary.  The 
strategy  is  paying  off.  Two  years  ago. 
Coke  was  neck  and  neck  with  Pepsi. 
Now,  the  company  says,  it  sells  40% 
more  soda  than  its  leading  rival. 

Sportswear  companies  are  also  court- 
ing Central  Europe's  youth.  Warsaw 
and  Krakow  are  dotted  with  outlets  of 
Nike  Inc.  and  Reebok  Inteniational  Inc., 
selling  shoes  and  other  gym  gear.  In 
Hungary,  mobile-phone  companies  such 
as  Westel  ar-e  chalking  up  sales  among 
the  under-20  crowd,  as  they  offer*  ser- 
vice limited  to  domestic  calls,  along  with 


What's  Behind  The  Marketing  Boom 


PERSONAL  CONSUMPTION 
IS  RISING... 


...DRIVING  UP 
ADVERTISING  SPENDING 
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ENERGY  DRINK 

In  Prague,  Erektus  i? 
promoted  as  being  'ir 
the  man  who  wants 
what  he  can't  have"  I 


low  r"ates  in  the  evejfi 
and  on  weekends. 

While  young-  people  f. 
professionals  r-epresenja 
important  mar'ket  for  irr: 
companies,  manufactiir 
of  household  goods  ar-e 
ing  after  a  much  br-oi 
spectrum.  Procter  &  (j 
hie  Co.  and  Unilever  (}]■■ 
have  pour"ed  millions  oti 
lar-s  into  selling  deter-y 
shampoo,  and  deodoi 
since  they  entered  tht 
gion  in  the  late  1! 
Their  advertisements; 
partly  geared  to  explai  : 
theii'  pr'oducts  to  consu; 
who  pr-eviously  couldnj 
for-d  them.  "People  ha\; 
extreme  interest  in 
products  work,"  says  ji 
G.  H.  Kranendijk,  ij(. 
chief  executive  in  Poland. 

In  some  cases,  Central  Europ'r 
snap  up  pricey,  for-eign  br^ands  for'p 
cial  occasions  but  rely  on  cheaper,  ,c- 
pr-oducts  for  everyday  use.  Despit^th 
efforts  of  P&G  and  Unilever  to  urjett 
Hypo  as  the  No.  1  bleach  in  Hunga};  i 
still  commands  a  65%  market  sharib: 
cause  it  costs  one-fourth  as  much  ;  r 
val  brands.  "In  low-end  pr-oducts,,;  i 
pr-ice  loyalty,  not  br-and  loyalty, 
motivates  consumers],"  says  Jen 
dies,  head  of  Mareco,  a  Budapest 
ket-resear'ch  company. 

Indeed,  low-cost  local  brands  ari 
ing  Western  companies  headachi 
response,  p&g,  for  example,  slashe|th 
cost  of  its  new  Bonux  laimdiy  dete|ei 
in  Poland  by  selling  it  in  plastic  |a; 

rather  than  boxes.  "M 
said  they  didn't  neece 
pensive  packaging."  a 
Kranendjik.  The  mar'k;i 
message  trnimpeted  th*a 
ings:  "Bonux  cleans  epr 
thing  except  your  pochb- 
Now,  the  company's  I(W 
and  Vizir  ar-e  top  sell*  3 
the  detergent  mf« 
where  p&g  commands  P 
shar-e.  p&g's  total  sa 
Poland  ar'e  expected 
.$500  million  this  year. 

The  fight  betweer 
eign  and  local  brands 
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Be  recognized  as  a  frequent  flyer  on  not  one, 
but  six  airlines. 


ravel  the  world  smoothly  on  all  six  Star  Alliance™  airlines  — 
Wted  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Varig. 

.pply  mileage  points  from  qualified  flights  on  any  of  the  six 
irlines  toward  your  overall  frequent  flyer  status. 

idulge  yourself  in  any  of  our  partners'  lounges.  More  than 
90  around  the  world  are  open  to  eligible  First  and  Business 
lass  travelers  and  to  Star  Alliance  Gold  members. 

edeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
ving  you  more  than  600  destinations  around  the  world  to 
loose  from. 

ijoy  Priority  Check-In  on  all  of  our  partners'  flights.  Regardless 
the  airline  you're  flying,  a  priority  counter  awaits  Star  Alliance 
pld  members. 

fmore  confident  when  trying  to  fly  a  sold-out  flight.  Priority 
|it-List  and  Priority  Standby*  put  Gold  and  Silver  members 
ward  the  top  of  the  list  on  any  Star  Alliance  flight. 
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only  about  price,  however.  As  confi- 
dence grows,  the  appeal  of  exotic  prod- 
ucts from  the  West  is  fading.  Local 
companies  ai"e  using  patriotic  pitches 
to  mn  back  customers.  In  Hungary, 
Zwack  Unicum  Co.,  a  distiller  and 
wholesaler  of  spiiits,  airs  ry  spots  that 
trace  the  200-year  history  of  Unicum. 
its  big-selling  after-dinner  drink.  In  the 
Czech  Republic,  beverage  pi'oducer 
Toma  has  knocked  Pepsi  into  third 
place  in  the  cola  market  by  hawking  its 
"Czech  made"  soft  drinks  as  an  anti- 
dote to  the  stresses  of  ui'ban  life.  Says 
Zofia  Gaber,  president  of  food  producer 
Agi'os,  which  makes  popular  Fortuna 
juices:  "The  inscription  Tohsh  product" 
brings  us  more  consumers"  than  for- 
eign rivals  can  attract. 

As  a  result.  Western  companies  are 
having  to  step  up  efforts  to  develop 
products — and  marketing  campaigns — 
that  are  geai-ed  to  local  needs  and  atti- 
tudes. That  in  tura  is  creating  a  de- 
mand for  local  talent  to  fill  advertising 
and  mai'keting  positions,  which  can  pay 
as  much  as  8180,000  a  yeai-.  One  of  the 
new  breed  is  28-year-old  Szymon 
Gutkowski,  strategic  director  at  Cor- 
porate Profiles  ddb,  a  joint  ventm'e  be- 
tween a  local  company  and  ddb  Xeed- 


ham  Worldwide  Communications  Group 
Inc.,  based  in  New  York.  Back  in  the 
eai'ly  1990s,  Gutkowski  was  a  poHtical 
organizer  for  the  foreranner  to  today's ■ 
Freedom  Union  party.  Xow,  howevei", 
he  adWses  foreign  companies  to  replace 
dubbed-over  TX  spots  with  commercials 
conceived  with  Polish  tastes  in  mind. 
One  ad  he  created,  for  example,  fea- 
tm-es  characters  ft'om  novels  of  Hen- 
lyk  Sienkiewicz,  the  PoHsh  author  wiio 
won  the  Nobel  piize  for  literatm-e  in 
1905. 

As  more  manufacturers,  distributors, 
and  marketers  pile  into  Central  Eu- 
rope, consumers  will  be  the  winners. 
They'll  benefit  most  from  price  compe- 
tition, as  companies  jostle  to  tally  up 
sales.  Perhaps  more  important  is  that 
Central  Em'ope's  long  period  of  painful 
economic  reform  is  starting  to  pay  off. 
The  gi'owing  middle  class  promises  to 
be  not  just  the  source  of  new  business 
for  companies.  It  also  offers  Central 
Europe  the  hope  that  some  day  its 
prosperity  will  match  that  of  its  neigh- 
bors to  the  West. 

By  David  Woodruff  in  Warsaw,  irith 
James  Drake  in  Prague.  Christopher 
Condon  in  Budapest,  and  Peggy  Simp- 
son in  Warsaw 


TREATING  THE 
CLIENT  RIGHT  IN 
BUDAPEST 

It's  a  typically  hectic  afternoon  : 
office  of  McCann-Erickson  Buc 
Janos  Serenji,  director  of  the 
tion,  calls  out  to  his  creative  chie| 
"When  does  the  Gillette  campaig 
begin?"  On  the  phone,  the  chief  e^ 
of  Opel  Hungarj',  a  subsidiary  of  ( 
Motors  Corp.,  is  waiting  to  speak| 
And  mock-ups  for  a  Hungarian  Ir 
Co.  advertising  campaign  clutter  I 
Seren\i"s  desk,  ready  for  his  appij 
NO  SHARK.  McCann-Erickson  is 
top  ad  agency.  Since  it  set  up  shoji 
decade  ago,  it  has  led  the  pack  in  [ 
Last  yeai",  the  Budapest  office  bou 
milUon  in  media  time  and  space  fol 
cHents — 63*7^^  more  than  No.  2  Initi 
Media  International  and  100%  mo| 
Zenith  Media  Senices  Inc.,  mec 
for  Bates  Saatchi  &  Saatchi. 

Seremi's  client  Ust  is  a  who's 
big  business  in  Hungar,"  Coca-Co| 
son  &  Johnson,  Unilever,  plus  loc 
tisers  such  as  mobile  telephone  co| 


For  40  years,  Frederic  Goudy  worked  to  create  one  oF  the  world's  most 
beautiFuL  typeFaces.  Then,  in  a  single  day,  4  decades  oF  work  was  destroyed 
by  Fire.  So  he  started  over  again,  recreating  his  typeFace  letter  by  letter. 

The  least  we  could  do  is  keen  it  lookina  the  wau  he  wanted. 


SM.  To  stay  ahead  as  competi- 
more  intense,  Serenyi  relies 
n  local  talent.  And  he's  spinning 
il  units  to  cater  to  the  demands 
for  online  selling  as  well  as 
irect,  and  health-related  mai*- 
Ne  have  to  offer  a  range  of 
§;  and  communications  services 
f  tailor  it  to  the  client,"  he  says, 
is  fiazzy  hair  and  thick  mus- 
renyi  doesn't  look  like  an  east- 


ern version  of  a  Madison  Avenue  shark. 
But  he  has  come  a  long  way.  He  was 
editing  a  karate  magazine  and  working 
as  a  fi'eelance  public-relations  specialist 
when  McCann-Erickson  asked  him  to 
open  its  Budapest  office  in  1988.  Al- 
though he  had  no  advertising  experi- 
ence, he  was  a  natural  salesman.  "We 
stalled  small.  I  did  the  media  and  pro- 
duction. I  was  the  manager  and  my  own 
secretary,"  Serenyi  recalls. 


TOP 

PITCHMAN 

Serenyi's  agency, 
McCann-Erick- 
son, is  No.  1  in 
billings-plug- 
ging razors,  cars, 
icecream... 


From  those 
humble  beginnings, 
Serenyi  built  up  to 
a  staff  of  125,  all 
but  four  of  whom 
are  Hungarian.  He 
taught  them  how 
to  bend  over  back- 
wards for  cus- 
tomers and  paid 
them  well  once 
they  learned  the 
ropes.  Nowadays,  a  24-year-old  account 
executive  can  take  home  thi-ee  times  the 
$325  a  month  Serenyi  earned  when  he 
fii'st  stalled. 

Looking  ahead,  Serenyi  sees  more 
competition  among  agencies  and  even 
higher  demands  from  clients,  foreign 
and  local  alike.  But  Serenyi  has  always 
enjoyed  coping  with  the  challenges  of 
the  local  scene.  He  remembers  his  fii'st 
lecture  at  Dresden's  University  of  Eco- 
nomics 30  years  ago.  "There  are  two 
dangerous  things  for  an  economy:  com- 
puters and  advertising,"  his  Marxist 
professor  declared.  The  streetwise  ad- 
man is  determined  to  keep  ignoring 
conventional  wisdom  and  stay  out  in 
fi'ont. 

By  Christopher  Cotidon 
in  Budapest 
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Laser  print 


Laser  fax 


Laser  copy 


The  All-in-One  HP  LaserJet  3100 

Laser  Printer 
Laser  Fax 
Laser  Copier 
Scanner 


'Estimated  U  S  retail  price  Actual  price  may  vary 


Kidy,"  the  way  it  was  intended  —  whether  printed,  Faxed,  copied,  or  scanned. 

>  sharpness,  clarity  and  precision  of  HP  LaserJet  technology  is  now  available  in  an  all-in-one 
The  HP  LaserJet  3100  gives  you  professional,  600  dpi  blaci<;  and  white  documents  at  impressive 
'  speed.  It  even  performs  multiple  tasks  simultaneously.  All  with  the  dependability  you'd 


HEWLETT 
PACKARD 


Expanding  Possibilities  j 


"  water,  to  providing  energy,  transport  systems,  waste  management,  construction  and  property,  commun- 
'ins  and  telecommunications.  In  other  words,  simply  to  improve  your  everyday  life,  today  and  tomorrow. 


World  leader  in  Envlr(|i- 
mental  Services  and  one  f 
the  major  European  leades 
in  Communication  ar:l 
Construction,  Viveni 
employs  220,000  people  n 
90  countries.  Its  turnovers 


I 


close  to  $35  bn  and  its  n'i 


income  is  expected  to  exceed  $l.lbn  in  I  998.  Vivendi's  market  capitalisat 
is  close  to  30bn  (mid  I  998).  Vivendi  is  part  of  the  DJ  Euro  Stoxx  50. 

In  the  United  States  too,  Vivendi's  activities  are  every  day  helping  to  innprove 
quality  of  life  for  millions  of  people  and  the  company  has  annual  sales  here  of  $2 

Air  &  Water  Technologies,  a  Vivendi  subsidiary,  builds  and  operates  water  a 
waste-water  facilities  for  8  million  people  in  35  states,  including  Puerto  Rico.  Its  Mete 
&  Eddy  subsidiary  has  designed  and  implemented  the  Boston  Bay  depollution  progr 

In  energy,  Vivendi  is  one  of  the  main  independent  electricity  suppliers  in  the  U 
Its  Sithe  Energies  subsidiary  operates  35  plants  in  several  states,  representing  a  glo 
capacity  of  4,000  MW.  These  include  Boston  Edison's  plants  and  the  1,000 
Independence  plant  which  plays  a  part  in  the  lighting  of  Manhattan. 

In  the  waste  management  field,  Montenay  Onyx,  a  subsidiary  of  Vivendi,  operap 
5  major  "waste-to-energy"  plants  in  North  America,  including  Dade  County  in  Flor 
the  most  important  one  in  the  US. 
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DISGUISED  AS  EUSINI 
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By  the  time  you  realize  you've  been  bitten 
by  the  wrong  software  company,  it's  too 
late.  You're  stuck  with  huge  hardware 
expenditures.  Never-encimg  maintenance    ^  ^ 
costs.  Paintul  upgrades.  And  a  support  team  ^ 


If 

/i 


enterprise-wide  access  to  vital  informal 
while  reducing  training  and  network  in 
tenance  costs.  Plus,  the  open  architec 
ot  our  systems  enables  you  to  migrat 


future  databases,  user  interfaces,  netw( 


that's   nowhere   in  sight.  Fortunately,  these  dorsal  view         or  hardware  plattorms,  without  reinvestir 


things  can  be  avoided.  Lawson  Software's  fully 


integrated  hnancials,  human  resources,  procure-  1^ 


ment  and  supply  chain  process  suites  provide 


softw  are.  Lawson  Software  has  helped  custo 


migrate  from  mainframe  to  client/servi 
the  \\"eb.  We're  not  about  to  disap 
when  technology  shitts  again.  So  b< 
vou  find  vourself  attached  to  the  w 


powerful  performance  without  the  need  /^^'^^^^ 

tor  pcnvertul  desktops.  Thev  utilize  state-of-    f\  N  ■  ^ 
the-art  web  technology  and  innovations  like  software  company,  visit  Lawson  Sottwa 

our  Selt-E\  ident  Applications'"  to  provide  quick,  ventral  view         ww\v. lawson.com/guide  or  call  l-800-477-|. 
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Business  on 
the  Net  is 
booming.  And 
from  retailers 
to  brokers  to 
suppliers,  it 
is  destroying 
old  habits 
and  creating 
opportunities 


The 


M 


Economy 


ILLUSTRATIONS  BY 
FRANCISCO  CACERES 


ike  Dobres  knew  something  was  up 
two  years  ago,  when  prospective 
buyers  started  walking  into  his  car 
dealership  with  printouts  of  dealer 
invoice  prices.  Dobres,  general  sales 
manager  of  Royal  Motor  Sales  in 
San  Francisco,  quickly  realized  that  car-buying 
services  on  the  Internet,  such  as  Auto-By-Tel 
Corp.,  were  giving  customers  a  frightening  new 
edge  on  his  salespeople.  Since  then,  his  profits 
have  sunk  by  as  much  as  25%.  "People  know 
what  you  pay  for  youi'  car,"  he  sighs,  "and  they 
don't  let  you  make  the  big  profits." 

Some  2,000  miles  east,  car  dealer  Jeff  Peters 
is  dovmright  chipper  about  the  Internet.  The 
sales  manager  of  Byers  Chrysler  Plymouth 
Dodge  in  Columbus,  Ohio,  hooked  up  four 
months  ago  with  Autoweb.com,  a  Net  cai-buying 
service,  and  is  now  selling  12  additional  cars 
])er  month  on  top  of  his  usual  160 — and  pacing 
just  $2!)  per  Internet  referral.  His  biggest  sur- 
prise: A  wired  buyer  in  Kentucky,  hundreds  of 
miles  away,  struck  a  deal  with  liim.  Says  Peters: 
"There's  no  way  I  could've  gotten  that  guy 
without  the  Internet." 

Big  threats  and  fi'esh  opportunities — that's 
the  Web.  Think  spidei-web:  Is  it  a  dandy  way  to 
catch  dinner,  or  a  deadly  trap?  The  answer  de- 
pends entirely  on  whether  you're  the  spider  or 
the  fly.  The  companies  embracing  the  Web  and 
weaving  it  to  their  own  ends — whether  they're 
using  it  to  sell  products,  streamline  operations, 
or  automate  customer  sei-vice — ai*e  tluiving.  For 
the  rest,  bhthely  buzzing  along  in  real  space. 


I 
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tilings  are  getting  veiy  sticky  veiy  fast.  "T 
fundamentally  a  new  economy  that  will  dis 
and  rebuild  the  existing  economy,"  says  ar 
Clay  Ryder  of  Zona  Research  Inc.  in  Red| 
City,  Calif. 

Without  a  doubt,  the  Interaet  is  usheril 
an  era  of  sweeping  change  that  will  lea'\| 
business  or  industiy  untouched.  In  just 
years,  the  Net  has  gone  ft'om  a  playgroun' f " 
nerds  into  a  vast  communications  and  triii 
center  where  some  90  million  people  sw; 
fonnation  or  do  deals  ai'ound  the  world.  Imji 
It  took  radio  more  than  30  years  to  reai 
million  people,  and  television  15  years, 
has  a  technology  caught  fire  so  fast. 
SELLING  EVERYWHERE.  But  then,  few  have  lai 
this  much  sense.  Like  a  central  nervous  IJF 
tem,  the  Information  Highway  courses  am 
the  globe,  making  all  manner  of  commeri  : 
stantly  possible.  More  than  400,000  comi  i 
have  hung  www.shingle.com  atop  theii'  ( i 
doorways  with  the  notion  that  being  anyMt 
on  the  Net  means  they  can  sell  vutualfy  €?i 
where.  And  sure  enough,  sales  are  pickini 
Goods  and  sei^vices  sold  onUne  to  U.  S.  anjE 
ropean  consumers  this  year  will  top  $5.'  1 
lion — more  than  double  the  1997  flgui-e,  aib: 
ing  to  Forrester  Research  Inc. 

Wliile  that's  still  small  in  the  grand  scheje 
business,  the  nimibers  don't  come  close  t(jc; 
turing  the  real  wallop  of  the  Net.  Beyoiil 
glitzy  Web  sites,  well  past  the  buzz  about  V" 
zines  and  chat  rooms,  businesses  are  adcjt 
the  Internet  to  get  serious  work  done.  By  Is 


NET  FACT 

Business-to- 
business 

E-commerce 
will  account 
for  78%  of 
the  total  spent 
on  cyber  trans- 
actions this 
year,  says 
Forrester 
Research 


the  Internet  to  link  directly  to  suppliers,  facto- 
ries, distributors,  and  customers,  these  compa- 
nies ai"e  electiifying  theii"  usually  time-consuming 
and  tedious  tasks. 

It  is  nothing  less  than  the  coUapse  of  time  and 
space  between  partners.  With  the  help  of  the 
Web,  businesses  are  wainging  time  out  of  prod- 
uct design,  speeding  up  the  order  and  deliveiy  of 
components,  tracking  sales  by  the  horn;  and  get- 
ting instant  feedback  from  customers — all  the 
while  keeping  inventories  to  a  bai'e  minimum.  It 
is  reengineering  all  over  again,  only  this  time 
geai'ed  to  getting  eveiy  nanosecond  of  advantage 
out  of  the  Internet.  "If  companies  can  learn  to 
get  the  slop  out  of  the  system — and  the  Internet 
is  absolutely  cnicial  for  this — prices  come  down," 
says  Bryan  Stolle,  chief  executive  officer  at  Ag- 
ile Software  Corp.  in  San  Jose,  Calif. 
SAVINGS  AND  SPEED.  Indeed,  behind  tliis  blinding 
speed  shimmers  the  promise  of  incredible  effi- 
ciency. Companies  have  barely  begun  to  realize 
how  potent  the  Net  can  be.  But  consider  the 
vanguard  already  wired.  At  Boeing  Co.,  there 
ai'e  75  projects  for  using  the  Net  to  connect  to 
contractors  and  customers — everything  from 
zapping  documents  to  the  government  to  track- 
ing the  histoi-y  of  evei-y  plane  Boeing  sells.  The 
expected  savings  will  reach  into  the  millions  of 
dollars.  And  at  Adaptec  Inc.  in  Milpitas.  Calif., 
the  maker  of  computer  storage  products  has 
sped  up  communications  with  its  Ikiwanese  chip 
suppliers  by  way  of  links  over  the  Net.  The  re- 
sults have  been  mai'ked:  Adaptec  has  reduced  its 
time  from  order  to  delivery  by  more  than  half, 
to  just  55  days,  and  the  company  has  saved 
more  than  $1  million  in  costs. 

Saving  money  is  just  the  start.  The  ultimate 
piize  is  the  creation  of  new  wealth:  As  the  Net 
tears  down  the  walls  of  geogi*aphy,  companies 
ar"e  creating  entu'ely  new  businesses  and  tapping 
markets  thev  never  could  have  reached  before. 
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Network  Associates  in  Santa  Clara,  Calif.,  for  ^  :  add 
stance,  doesn't  market  its  antivinis  softwarej|.:»i 
many  countries  outside  the  U.  S.  because  '%  srrk 
too  expensive.  But  recently  its  fii*st  sale  of  a  t$  'iii  i 
help-desk  softwai-e  product  came  fi"om  a  banl>)| 
Spain,  which  downloaded  it  and  ordered  a  p 
seat  hcense.  "That's  the  marketing  power  ^ 
get  online,"  says  division  manager  Zach 
son.  "Instant  sale.  No  cost."  I  -iam 

"KITTY  HAWK  ERA."  It's  the  promise  of  friction^  :  :rave 
capitalism.  And  there  ai"e  signs  that  it  is  gaii^  .  iiiiji 
speed.  U.  S.  businesses  will  exchange  an  e|i  I 
mated  $17  billion  in  goods  and  sei-vices  this  yl 
over  the  Net,  more  than  double  the  amoun^ .  ;f  (u 
1997,  according  to  Foirester.  By  2002,  that's  --voo 
pected  to  explode  to  $327  billion.  Combine  tM .  ;,Qt  of 
with  cost  savings  to  business  and  online  liapti 
sumer  buying  and  the  Internet  could  addji  ireiij 
estimated  $10  billion  to  $20  billion  to  gross  | .  ae 
mestic  product  in  four  years,  business  wil-orel 
estimates  (page  130).  Says  Jeff  Bezos,  chief 
ecutive  of  Web  bookseller  Amazon.com:  '"] 
is  the  Kitty  Hawk  era  of  electronic  commer 

That's  the  upside.  With  the  emergence 
new  era  also  comes  upheaval  across  neai'ly  ev^r, 
industry,  often  with  frightening  results.  The 
side  of  squeezing  inefficiencies  out  of  busir 
transactions,  after  all,  is  that  it  sometii 
scjueezes  out  entire  businesses  along  the  way 
coming  years,  thousands  of  employees  could 
their  jobs  turned  topsy-tui^vy  as  human  ta 
such  as  selling  aii'line  tickets  or  tending  to  i  (ice; 
tomer  complaints  over  the  phone,  are  ta  mtusoLfi 
over  by  the  one-to-one,  buyer-to-seller,  natur  jj, 
the  Net. 

One  of  the  fii'st  to  feel  the  pinch:  the  tri 
industry.  Wlien  you  can  bone  up  on  vaca 
destinations,  compare  flights,  and  purchase 
airline  ticket  on  the  Net,  what's  left  for 
travel  agent?  Some  travel  sites  offer  an  optiol;; 
have  an  agent  issue  the  ticket,  but  "custon  >; 
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ONLINE  SALES  ARE  SOARING 


FINANCIAL 
SERVICES 

1997:  $1.2  billion 

2001:  $5  billion* 


APPAREL 
AND  FOOTWARE 

1997:  $92  million 
^^'^i  2001:  $514  million^ 


ENTERTAINMENT 

1997:  $298  million 
2001:  $2.7  billion* 


TRAVEL 

1997:  $654  million 
2001:  $7.4  billion* 


PC  HARDWARE 
AND  SOFTWARE 

1997:  $863  milli^ 
2001:  $3.8  billioi 


BOOKS 
AND  MUSIC 

1997:  $156  million 
2001:  $1.1  billion* 
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no  added  value"  in  that,  says 
h  Baiton,  general  manager  of  Microsoft 
vel  Services,  which  nans  the  Expedia 
i  /el  Web  site.  Just  ask  Vanita  Louie, 
sident  of  San  Francisco-based  South 
ific  Express  Travels,  a  $25  million 
acy  "We've  lost  at  least  10%  to  15%  of 
sales  to  the  Internet  over  the  past 

she  laments, 
rom  travel  agents  to  stockbrokers  to 
ilers,  businesses  are  feeling  the  force 
he  Net.  The  threat  goes  by  the  un- 
'dy  name  "disintermediation" — the 
;ess  of  cutting  out  middlemen.  But 
tever  you  call  it,  it's  already  taldng  a 
bite  out  of  companies  that  have  been 
to  adapt  to  the  massive  changes  the 
has  wrought.  Online  brokerages,  for 
nple,  are  quickly  gaining  converts, 
more  than  5  million  accounts, 
rade  Group  Inc.  trumpets  savings 
traditional  brokers  in  TV  ads  and 
oards  that  de- 

"Someday,    AMAZON'S  BEZOS: 
/one  wA\  trade    Sales  may  leap 
way."  It  also    170%  this  year, 
s  a  free  book    to  $iOO  million 
lingly  titled 

Your  Broker.  Cracks  E*Trade  ceo  Chris- 
H.  Cotsakos:  "The  brokerage  branch  net- 
will  be  a  great  place  to  have  fast-food 
hises." 

xRING  ROLES.  Indeed,  the  Net  is  decon- 
ting  the  fundamental  nature  of  business 
actions.  As  eveiy  link  in  the  supply  chain  is 
[,  the  traditional  roles  of  manufacturers, 
butors,  and  suppliers  are  blurring — and 
's  will  be  the  ultimate  winners.  Why?  Be- 
on  the  Web,  buyers  can  quickly  compare 
lets  and  prices  from  a  wide  range  of  sup- 
faster  and  more  easilv  than  ever  before — 


TICKET  EVENT  SALES 

1997:  $79  million 
2001:  $2  billion* 


BUSINESS-TO- 
BUSINESS  SALES 

1997:  $8  billion 
2001:  $183  billion* 


putting  them  in  a  better  bargaining  position. 
They  can  even  share  infomiation  among  them- 
selves. "The  balance  of  power  shifts  away 
fi'om  business  and  to  the  consumer,"  says  Ama- 
zon.com's  Bezos. 

The  same  goes  for  corporate  buyers.  The 
Web  makes  it  easier  to  deal  with  multiple  sup- 
pliers, which  is  often  too  cumbersome  and  time- 
consuming  to  do  offline.  Wired  corporations 
find  themselves  armed  to  play  suppliers  off  one 
another  and  get  lower  prices  or  better  sei^vice. 
General  Electric  Co.  bought  $1  billion  worth  of 
supplies  via  the  Net  last  year.  That  saved  the 
company  20%'  on  materials  costs  because  its 
divisions  were  able  to  reach  a  wider  base  of 
suppliers  to  hammer  out  better  deals.  By  2000, 
GE  expects  to  be  buying  $5  billion  over  the 
Net. 

PROFITABLE  WEB  SITES.  The  upshot:  "It's  a  huge 
sea  change  for  all  businesses,"  says  Tim  Koogle, 
CEO  of  Internet  portal  Yahoo!  Inc.  Koogle 
should  know:  Yahoo!  started  as  a  commercial 
operation  in  1995  with  a  simple,  if  humongous, 
list  of  Web  sites  to  help  people  navigate  the 
Web.  But  like  the  Web  itself,  Yahoo!  is  chang- 
ing fast.  The  once  amazing  ability  to  search 
the  entu'e  World  Wide  Web  became  prosaic  in  a 
Net  instant,  so  Yahoo!,  at  the  tender  age  of  two 
years,  began  reinventing  itself  as  a  place  to 
trade  stocks,  make  travel  reservations,  and 
conduct  commerce.  It's  even  profitable,  valued 
by  investors  at  an  almost  unthinkable  $5.5  bil- 
lion— more  than  Apple,  Circuit  City,  Dow  Jones, 
or  Maytag. 

Yahoo!  isn't  the  only  Net  pioneer  taking 
wing.  From  stodgy  industries  such  as  utilities 
and  insurance  to  fast-moving  businesses  such 
as  computers  and  stock  trading,  companies 


NET  FACT 
The  travel 

industry  will 
account  for 
35%  of  all 
online  sales  by 
2002,  up  from 
11%  in  1998, 
according  to  a 
Datamonitor 
study.  By  then, 
book  sales  and 
software  will 
each  be  10%, 
insurance  9%, 
music  8%, 
clothes  7%, 
and  hardware 
5% 
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NET  FACT 
Nearly  one- 
third  of  online 
households 

made  a  Net 
purchase  in 

the  last  six 
months,  up 
50%  from  a 
year  ago,  says 
Odyssey. 
Those  who 
didn't  buy 
online  used 
the  Net  to 
help  make  a 
purchase 
decision 


are  taking  advantage  of  the  Net  to  revamp 
their  businesses — or  build  brand-new  ones. 

And  they're  no  longer  black  holes  for  in- 
vestment. By  the  close  of  1997.  the  number  of 
profitable  Web  sites — both  for  consiunere  and  for 
interbusiness  transactions— jumped  to  46%,  end- 
ing thi"ee  yeai-s  of  stagnation  at  30%,  accoixling  to 
a  sm'\'ey  by  mai'ket  reseaixher  ActivMedia  of 
Peterborough,  N.  H.  And  some  81%  of  the  re- 
mainder expect  to  be  profitable  in  a  yeai-  or  two 
(page  154).  "We're  being  transfoiTned  into  a  'click 
here'  economy,"  says  Renee  Cantu,  marketing 
promotions  program  manager  for  SportsSite.com, 
an  online  sports-equipment  retailer. 

No  company  has  gi-asped  that  better  than 
Dell  Computer,  a  direct  seller  of  personal  com- 
puters. Its  famed 
build-to-order  model 
was  initially  based  on 
telephone  orders  by 
customers,  and  on  the 
weekly  blizzards  of 
purchase  orders  it 
faxed  to  parts  suppli- 
ers. Even  before  the 
bhlh  of  the  public  In- 
ternet, Dell's  supply 
chain  was  efficient,  its 
inventories  lean,  and 
its  pi'ofits  lush. 
CLONING.  Then  the 
Internet  happened, 
and  Dell  began  mint- 
ing money.  Today,  in- 
stead of  daily  fax 
alerts  to  warehouses 
telling  eveiyone  what 
supplies  are  needed, 
Dell  sends  messages 
out  evei-y  two  hours 
over  the  Net.  Dell's 
suppliers  also  get  an 
inside  view  of  the 
company's  inventories 
and  production  plans, 
and  they  receive  con- 
stant feedback  on 
how  well  they  are 
meeting  shipping  cri- 

teria.  Now,  its  speed  in  customizing  and  deliv- 
ering products  is  unmatched.  Inventoiy  on  hand 
is  down  to  eight  days — vs.  Compaq's  26 — and 
revenue  gi-owth  is  about  55%. 

The  Internet,  is  helping  Dell  shatter  conven- 
tional wisdom  about  how  computers  are  best 
bought  and  sold.  Compaq,  hp,  and  IBM  have 
tried  to  clone  Dell's  direct-sales  model.  And 
they've  all  snatched  up  similai'  electronic  tools  to 
streamline  dealings  with  retailers.  But  the  new 
supply-chain  logic  demands  revolutionary  tac- 
tics and  a  rethinking  of  every  business  process, 
which  for  now  elude  Dell's  competitors,  who 
still  rely  heavily  on  dealers.  The  PC  prices  you 
will  find  on  ibm's  direct-to-consumer  Web  pages 
ai-en't  any  lower  tiian  what's  ab-eady  available  in 
retail  stores,  and  they  don't  match  Dell's. 


SPORTSSITE'S  CANTU:  Unlnie  athletic  gear 
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For  all  the  inckus  Net-age  wizards  like 
may  be  causing,  the  result  long-teiTn  likely 
be  an  explosion  of  brand-new  business, 
as  some  businesses  see  theii'  prospects  dim, 
digital  middlemen — call  them  cybermediari( 
are  cropping  up  to  fill  opportunities  spa^v 
by  E-commerce. 

NEWWAVE.  Experts  see  a  big  role  for  sites 
bring  together  buyers  and  sellers  and  pro 
value  by  offering  tnisted  ad\ace,  personal 
vice,  or  other  benefits.  This,  says  Zona's  Rj 
is  the  start  of  the  third  wave  of  Internet 
merce:  not  just  sa\Tng  money,  not  just  selling  >■ 
isting  products  online,  but  generating 
wealth.  Says  Paul  Saffo,  dii-ector  of  the  Insti 
for  the  Future,  a  think  tank  in  Menlo 

Calif.:  "At  the  er[.o 
the  day,  you  end 
with  more  inteij 
diaries,  not  few( 

These  new 
mediaiies  i-ange  p 
portals  such  a?  '■■ 
hool  to  Net  stair 
that    are  crea: 
unique  market- 
the   Net — sucli 
FastPaits  Inc.,  a. 
where  electro 
companies  an 
the  world  buy  : 
sell  sm-plus  paitr 
the  Internet  h;; 
come  along," 
FastPaits  Chaib 
Gerry  Haller,  '•■ 
business  won:; 
have  worked." 

The  business  '  - 
els  these  up<'' 
ai'e  employing  a; 
diverse  as  thevi 
inventive.  Sft 
such  as  lit" 
Coi-p. — which  s4  ' 
as  a  virtual  c\i' 
desk  for  restaujii 
and  food-servic*3 
erators — streaiti 
an  inefficient  bu,\ing  process.  Others  are 
sumer  magnets,  drawing  buyers  with  usefii 
or  services  and  steering  them  to  manufactjf 
and  service  providers,  in  return  for  a  fee'; 
cut  of  transactions.  These  services  include  - 
such  as  Auto-By-Tel  and  Autoweb.com,  ch 
companies  such  as  Get-Smart.com  and  E-li 
and  insui'ance  sei'vices  such  as  Ins  Web  Cop.' 

Some  of  the  gi-eatest  opportunities  Me  in  R 
the  Net  to  simplify  complex  and  costly  tray 
tions.  Realtor.com,  a  site  for  home  buyejl 
streamlining  the  haiTowing  task  of  piu'chasi  ' 
home.  Stuart  Wolff,  ceo  of  the  startup  in  '3 
lake  Village,  Calif.,  figures  there  are  upli 
dozen  middlemen  involved  in  a  typical  \i 
sale,  fi-om  Realtors  to  title  agents.  Realtoijt 
which  is  affiliated  with  the  National  As;< 


19fi  RIKIMF';'^  WFFK  /  IIIIMF  99    1  CJQ« 


■mm  engineers  to  accountants,  analysts  to  graphic  designers,  our  experts  are  the 
best  in  their  fields.  That  is,  if  you  want  to  get  extremely  technical. 
For  information,  call  1-888-GO-KELLY,  or  visit  us  at  www.kellyservices.com  SERVICES 
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REPORT  Overview 


tion  of  Realtors,  dii-ects  shoppers  to  one  of  its 
realtors — no  surprise.  But  it  hopes  to  automate 
many  other  aspects  of  home  sales,  such  as  loans 
and  title  searches. 

These  digital  middlemen  aim  to  be  the  nexus 
of  large  numbers  of  buyers  and  sellers.  The  key 
dynamic:  Once  the  cybermediary  gathers  a  crit- 
ical mass  of  buyers  and  sellers,  more  keep  flock- 
ing there,  because  that's  where  the  action  is. 


$11  million  in  networking  gear  a  day  on  the  et, 
and  Dell  is  selUng  $5  million  a  day  in  PCs. 

Yet  most  existing  businesses  must  wa  a 
fine,  line  on  the  Net.  They  risk  upsetting  [rt- 
nerships  with  distributors  and  retailers,  (ie- 
flict  with  an  existing  sales  channel  wasihe 
biggest  impediment  to  seUing  onhne  citecb;; 
respondents  to  a  recent  business  WEEK/Hiin.-i 
poll.  That's  hai"d  to  justify  when  Net  commjc- 


HOW  THE  INTERNET  CHANGES  (ALMOST)  EVERYTHING 


Businesses  are  ahead  of  consumers  in  embracing  the  Internet.  Even  the  slow  growing  business 
markets  are  bigger  than  fast-growing  consumer  sectors. 


EARLY  ADOPTION 


LATER  ADOPTION 
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DURABLE  GOODS  Led  by  makers  of  computers  and  oth- 
er high-tech  hardware,  more  than  43%  of  durable- 
goods  manufacturers  will  conduct  business-to-busi- 
ness commerce  over  the  Internet  by  2001,  with  sales 
reaching  $99  billion,  says  Forrester  Research. 

WHOLESALING  Companies  that  wholesale  office  sup- 
plies, electronics  goods,  and  scientific  equipment  are 
embracing  the  Net.  Projected  sales  by  2001:  $89 
billion. 


SERVICES  Doctors,  lawyers,  and  accountants  general] 
provide  their  services  in  person — one  reason  the  sei 
tor  will  be  slower  to  adopt  E-commerce.  Projected 
sales  by  2001:  $19  billion. 

TRANSPORTATION  Most  transportation  companies  arl 
already  committed  to  the  alternative  known  as  eleo 
tronic  data  interchange  (EDI),  so  Forrester  says  1 
Internet  sales  by  2001  might  be  only  $300  milliorj 
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TRAVEL  Flyers  are  bedeviling  agents  by  browsing  the  Inter- 
net for  bargain  fares.  Sales  in  2001:  $7.4  billion. 

COMPUTER  HARDWARE  AND  SOFTWARE  It's  an  ideal  sector 
for  E-commerce.  Buyers  tend  to  be  Net-sawy,  and  you 
don't  need  to  sniff,  squeeze,  or  try  on  the  merchandise. 
Forrester  projects  2001  sales  of  $3.8  billion. 

BOOKS,  MUSIC,  AND  ENTERTAINMENT  This  is  a  sector  Where 
online  purchases  may  raise  total  spending,  not  just  canni- 
balize sales  from  brick-and-mortar  merchants.  Forrester's 
2001  forecast  is  $3.8  billion. 


HOUSING  The  Internet  is  a  great  place  to  browse  for 
houses,  apartments,  and  mortgage  loans,  but  trans4 
tions  are  still  being  done  the  old-fashioned  way. 

FOOD  AND  BEVERAGES  Supermarkets  won't  be  closirj 
their  doors  anytime  soon.  Forrester  pegs  2001  sale] 
at  $460  million — less  than  for  gifts,  flowers,  and 
greetings. 

SERVICES  Telemedicine  notwithstanding,  health  carJ 
still  a  face-to-face  business.  Same  goes  for  most  oij 
er  services — except  computer  updates  and  fixes, 
which  are  an  online  natural. 
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"Do  you  want  to  be  where  there're  800  Beanie 
Babies  or  8,000  Beanie  Babies?"  asks  Meg  Whit- 
man, CEO  of  eBay,  a  Web  site  that  lets  individu- 
als auction  off  products  to  each  other 

By  continuing  to  gather  buying  powei",  digital 
go-betweens  will  soon  be  able  to  flex  some  mus- 
cle up  the  supply  chain.  Ask  Payam  Zamani, 
co-founder  and  executive  vice-president  of 
Autoweb.com.  He  believes  his  site  offers  such  an 
economical  way  to  reach  car  buyers  that  it  will 
spui-  consolidation  among  dealers,  and  Autoweb 
will  take  on  more  of  the  customer  relationship. 
"The  business  model  is  not  complete  until  we 
control  100%  of  the  buying  process,"  says  Za- 
mani. What  does  the  auto-sales  business  of  the 
future  look  like?  "Ultimately,  there  wall  be  vir- 
tual dealerships.  It  will  be  moi-e  cost-effective  to 
send  cars  to  homes  to  test-drive  than  to  have 
300  cars  sitting  in  a  lot." 

Natur-aUy,  ti-aditional  dealei-s  and  manufactui'ei-s 
don't  relish  the  idea  of  these  upstarts  gaining  all 
the  clout,  so  they,  too,  are  jockeying  for  position. 
Early  starters  such  as  Cisco  ai"e  ab-eady  selling 


is  still  so  small  relative  to  their  overall 
nesses,  and  returns  far-  from  certain. 

And  it  explains  why  firms  such  as  GolJ 
Sachs  &  Co.  and  Menill  Lynch  &  Co.  are  (li 
erating  over  how  to  go  online,  where  disiiv 
brokers  proliferate.  "On  the  Internet,  then  i 
shortage  of  information,  but  wisdom  is  a  v;J< 
commodity,"  says  Randal  Langdon,  director  i 
teractive-sales  technologies  for  Merrill  Lie 
which  is  cautiously  moving  its  business-n 
its  14,000  financial  consultants — onto  the  H 

No  wonder  the  Net  is  keeping  a  lot  of  i( 
utives  and  business  owners  up  at  night'l 
Heller,  executive  vice-president  at  Cril 
Records  Inc.,  for  instance,  is  wonied  that 
thoiTzed  Net-based  music  sites  could  soon  t;f 
big  bite  out  of  ('D  sales.  "It's  all  happening  isj 
than  we  thought,"  she  fi-ets.  "How  do  you  ii 
moving  train?" 

Make  that  a  speeding  bullet.  |j 

By  Robert  D.  Hof  in  San  Mateo,  Calif.M 
Gary  McWilliams  in  Houston  and  Gab\^ 
Saveri  in  San  Francisco 
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NOW   LEXUS    IS   MILES   AND  MILES 
AHEAD   OF   THE  COMPETITION. 
THE   3-YEAR/l  0  0,0  0  0-MILE  WARRANTY.* 


What  better  way  to  distance  ourselves  from  the  rest  of  the  fields  Introducing  the  groundbreaking 
Lexus  of  Warranties:  J  years  and  100,000  total  vehicle  miles  on  every  Certified  Pre-Owned  Lexus. 
It's  like  no  other  pre-owned  automobile  warranty  around.  And  every  Certified  Pre-Owned  Lexus 
comes  with  24-hour  Roadside  Assistance,  passes  a  rigorous  118-point  inspection  and  is  available 
with  incredibly  affordable  financing.  So  while  it's  true  that  we're  miles  ahead  of  the  competi- 
tion, for  you,  owning  a  Lexus  is  closer  than  you  think.  Test-drive 
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a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.     only  at  your  lexus 


www.lexuscpo.com 


©1998  Lexus,  a  Division  nf  Toyota  Motor  Sales,  U.S.  A..  Inc.  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat  and  obey  all  speed  laws.  'Minimum 
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COMMENTARY 

By  Peter  Coy 

YOU  AIN'T  SEEN 
NOTHIN'  YET 

The  benefits  to  the  economy  of 
E-commerce  are  boundless 


P 


E-COMMERCE 
WILL  PUMP  UP 
THE  ECONOMY 


Forecast  for 
E-commerce  in  2002: 

$349  BILLION 


Reduced  cost  from 
implementing 
E-commerce  (as  a 
share  of  sales): 

5%  TO  10% 

Net  gain  in 
economic  output*: 

$10  BILLION 
TO  $20  BILLION 

'Assuming  the  economy  is  at  full 
employment 

DATA  FORRESTER  RESEARCH  INC  , 
BUSINESS  WEEK 


resident  Calvin  Coolidge 
'would  have  appreciated  the 
fi'enzied  buying,  selling, 
browsing,  bidding,  dickering, 
and  dealing  that  have  broken  out 
on  the  Internet  in  the  twilight 
I  if  the  20th  centuiy.  It  was 
Coolidge,  after  all,  who  said  in 
1925:  "The  chief  business  of 
the  Ainerican  people  is 
business." 

Now,  73  years  after 
Silent  Cal's  speech,  the  In- 
ternet is  stimulating  busi- 
ness transactions  by  mak- 
ing them  easier  and 
cheaper  to  conduct  than 
ever  before.  Indeed,  it 
may  be  as  a  transaction 
machine — rather  than  as  a 
typewiiter,  file  di'awer,  or  cal- 
culator— that  the  computer  has 
found  its  highest  calling. 

Commerce  on  the  Internet  is  still  young, 
but  its  eventual  impact  on  the  economy  will 
be  huge.  Compare  it  to  the  early  days  of  the 
telephone  in  1900.  Internet  commerce  is  not 
a  product  but  a  force — a  powerftil  agent  that 
will  transform  the  way  nearly  every  product 
and  service  is  created  and  sold.  Says  Peter 
Clemente,  vice-president  at  market  re- 
searcher Cyber  Dialogue  Inc.:  "The  Net  com- 
pletely changes  the  nxles  of  the  game." 
TRICKLE-DOWN  BENEFITS.  You  can  get  a  fore- 
taste (if  how  the  Net  will  eventually  pay  off 
by  examining  its  impact  over  the  next  few 
yeai-s.  BUSINESS  week  estimates  that  doing 
business  on  the  Internet  could  pump  up  the 
nation's  gi'oss  domestic  product  by  $10  billion 
to  $20  billion  annually  by  2002. 

Start  with  Forrester  Research  Inc.'s  pro- 
jection that  electronic  commerce  will  reach 
about  $:-!50  billion  by  2002,  from  an  estimated 
$22  billion  this  year,  including  direct  sales  to 
consumers  and  transactions  between  busi- 
nesses. Figui-e  that  doing  business  via  the 
Net  results  in  cost  savings  of  about  5%  to 
10%  of  sales  (a  rough  average  based  on  the 
experience  of  a  wide  vaiiety  of  early 


adopters).  Now  assume  that  half  of  those 
savings  are  passed  along  to  consumers  in 
lower  pi-ices,  and  that  for  the  typical  produc 
consvimers  increase  their  consumption  by 
about  the  same  proportion  as  prices  fall.  Di 
the  math  and  you'i-e  in  the  range  of  a  $10 
billion  to  $20  billion  increase  in  gdp. 

And  that's  just  the  start.  Over  time,  mor( 
companies  will  grasp  the  benefits  of  a  light-j 
ning-fast,  global  network.  Gains  will  be  am- 
plified as  Net-savvy  companies  go  a  step 
ther  and  adapt  all  their  internal  processes  t| 
take  advantage  of  the  Infomiation  Highwa; 
Ernst  &  Young  estimates  that  inventories 
eventually  could  be  shaved  by  $350  billion 
companies  used  the  Net  to  share  such  infor- 
mation as  promotional  plans,  point-of-sale 
data,  and  sales  forecasts.  Redeploying  that 
amount  of  capital  at  a  10%  return  would  gi' 
the  economy  a  $35  billion  kick. 

The  experience  of  already  wired  compa: 
suggests  that  it's  entirely  possible  for  the 
production  cost  of  a  good  or  sei-vice  to  de- 
cline by  5%  to  10%  when  it's  created  and 
sold  with  the  help  of  the  Internet.  Manage: 
at  Xylan  Corp.,  for  example,  used  to  spend 
an  hour  eveiy  Friday  on  a  paper-strewn  co: 
formation  of  the  past  week's  design  changesi 
Now  they  whip  thi-ough  it  in  15  minutes  us| 
ing  software  that  connects  Xylan  with  its 
parts  suppliers  via  the  Net.  "Before,  it  was, 
zoo.  Now,  everybody  is  discussing  the  sami 
thing  at  the  same  time,"  says  Alan  J.  Pulle: 
engineering  services  manager  for  the  Cal- 
abasas  (Cahf.)-based  switchmaker  And  Xy- 
lan's suppliers  can  retool  immediately  rathe 
than  wait  days  or  weeks  for  wiitten  confir- 
mation of  changes. 

Even  Luddites  will  enjoy  trickle-down  ij 
benefits  from  Net  efficiencies.  That's  becau^j 
nearly  80%  of  business  on  the  Net  today  is 
conducted  between  companies  rather  than 
sales  to  consumers — and  when  industry  cos 
decline,  companies  are  eventually  forced  to 
cut  their  prices  to  meet  the  competition. 

Just  as  competition  holds  down  prices  in 
conventional  commerce,  it  will  restrain  ther 
on  the  Internet  as  well.  Sure,  some  compa-  i 
nies  ar'e  charging  top  dollar  today  on  Web  !  ' 
sales.  But  that  won't  last  once  cybemauts  ; 
learn  to  shop  around — as  they  already  havt 
for  airline  tickets,  stockbroking,  cars,  books  A 
calendars,  and  compact  disks.  f 

And  price  isn't  all  that  matters.  For  a  n; 
tion  of  shoppers,  there's  real  value  in  being 
able  to  shop  at  any  horn-,  for  almost  anyt' 
anywhere  in  the  world.  The  long-tenn  gain 
from  doing  business  on  the  Net  are,  in  a 
word,  unimaginable.  "It's  like  asking  Chiist 
pher  Columbus  to  extrapolate  his  initial 
thoughts  to  what  we  have  today,"  says  Pai 
Rudolph,  president  of  electronic  business  f(j 
EDS  Coi-p.  in  Dallas.  Expect  big  things.  j 

Coy  is  associate  economics  edii 


:  is  uising  Clarify 

to  get  a  dlear  view  of  its  dugtomers. 


Mark  Perry,  General  Manager,  Worldwide  Support,  Microsoft 
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Microsoft 


Microsoft  is  the  worhlividc  leader 
in  sof  hvare  for  personal  computers. 
Mark  Perry's  mission  is  cnsurijig 
the  long-term  success  of  its 
customer  relationships. 
"Our  goals  are  straightforward: 
find  out  what  our  customers 
need  and  make  sure  they're 
successful.  That's  our  number 
one  priority.  Clarify  simply  has 
the  best  solution  to  meet  our 
business  objectives.  Tliey  realized 
that  this  would  be  a  long-term 
relationship,  and  worked  really 
hard  to  make  our  project  a 
success.  Now  we  can  see  each 
customer  individually.  With 
Clarify  we  can  tailor  our 
interactions  to  each  customer's 
needs,  and  be  more  proactive 
in  helping  them  make  decisions 
about  the  future.  So  they're  much 
more  loyal.  Everyone  wins." 

CLARIFY 

Sales  and  service  solutions  that  deliver.  ' 
1-888-CLARIFY 
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EXTRANETS 


LOG  ON,  LINK  UP. 
SAVE  BIG 

Companies  are  using  Net  tech  to 
forge  new  partnerships  and  pile 
up  eye-popping  savings 


NET  FACT 

Businesses 
will  exchange 
an  estimated 
$17  billion  in 
goods  and 
services  this 
year  over  the 
Net.  By  2002, 
that's  expect- 
ed to  top 
$327  billion, 
says  Forrester 
Research  Inc. 


Chrys  Barnes  knew  she  had  a  problem.  As 
head  of  procurement  for  sprawHng  Los 
Angeles  County,  she  oversees  an  organi- 
zation that  bought  $650  million  in  goods 
and  services  last  year  using  paper  forms — ^and 
had  no  unified  purchasing  system.  Buyers  re- 
sponsible for  stocking  the  county's  offices,  hos- 
pitals, and  jails  tap  into  more  than  25,000  sup- 
pliers. "We  buy  everything  fi-om  chicken  to 
condoms,"  Barnes  says.  The  process  was  so 
chaotic  that  one  office  might  order  pencils, 
not  knowing  that  thousands  sat  unused  in  a 
county  warehouse.  The  launch  of  Web-based 
buying  sites  by  some  suppliers  only  raised  the 
potential  for  pell-mell  purchasing.  "We  couldn't 
just  turn  i)eople  loose  to  place  orders  over  the 
Internet,"  she  says. 

Barnes  bet  on  a  liigh-tech  solution.  In  tandem 
with  the  county's  overhaul  of  its  mainfi-ame- 
based  finance  system,  she  constructed  a  $2  mil- 
lion Internet-based  procurement  program  using 
software  from  Walnut  Creek  (Calif.)  startup 
Commerce  One  Inc.  Now,  buyers  with  browser- 
equipped  desktop  PC'S  can  surf  a  countywide 
network  and  comparison  shop  among  approved 
suppliers  linked  in  over  the  Net. 

Routine  purchases  are  0.  K.'d  using  rules 
built  into  the  software,  while  special  items 
get  routed  to  managers  for  their  approval. 
Ordei's  and  payments  are  all  electronic.  The 
comparison-shopping  alone  could  save  the 
county  up  to  5%  on  prices — adding  up  to  tens  of 
millions  ol'  dollars  a  year.  And  better  inventory 
management  will  let  the  county  reap  a  $88  mil- 
lion windfall  ovei'  the  next  five  years  fi'om  clos- 
ing its  central  wai'ehouse.  "We're  seeing  tremen- 
dous savings,"  Barnes  crows. 
BIG  BUCKS.  She's  not  alone.  Although  it  lacks  the 
visibility  of  online  shopping  by  consumers,  busi- 
ness-to-business commerce  over  the  Internet 
will  account  for  78%  of  the  dollar  value  of  cy- 
bertransactions  this  year,  says  Forrester  Re- 
search Inc.  Organizations  like  L.  A.  County  are 
jumping  on  the  bandwagon  for  an  obvious  rea- 
son: Using  the  Net  to  communicate  with  cus- 
tomers, distributors,  and  suppliers  can  save  big 
bucks  compared  with  doing  it  over  the  phone  or 
via  expensive  proprietary  data  networks.  Busi- 
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DISTRIBUTORS 

Cooi  Sportz  sells  its  CoolWear  pi 
through  2,500  independent  sporti 
stores  around  the  country.  Distribut 
supply  these  shops  use  Cool  Sportz' 
extranet  to  check  on  their  commi 
and  read  up  on  new  merchanc 
ting  programs 


MANUFACTURING 

For  years,  Cool  Sportz  has  pi 
orders  with  contract  manufacture! 
Electronic  Data  Interchange,  or  ED 
software  standard  that  is  neither  chi 
nor  flexible.  Now,  Cool  Sportz  savi 
money  by  moving  some  of  thesi 
orders  over  the  Internet. 


PURCHASING  Cool  Spor 
used  to  order  shoes,  ski  gear,  a 
camping  goods  by  phone  and  fax 
Sportz  saves  time  and  money 
sendmg  orders  electronically  ov| 
the  Internet.  Some  suppliers  le 
Cool  Sportz  enter  their  private 
works  to  place  orders 


LIQUIDATION  When 
products  don't  sell,  Cool  Sportzi 
auctions  them  through  an  online 
brokerage.  The  company  posts  infa 
the  goods  and  a  minimn 
Potential  buyers  enir 
3nd  Cool  Sportz  shif'  i 
^goods  to  the  winnig 
bidder. 
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HOW  A  MYTHICAL 
MERCHANT  USES 
THREE  AVENUES  OF  THE 
NET  FOR  E-COMMERCE 


COOL  SPORTZ  sits  at  the  center  of  a 
web  of  partners,  all  connected  over  the 
Internet  using  open  software  standards. 
Cool  Sportz  has  a  private  company  intranet 
to  communicate  with  branch  stores  and 
employees  in  remote  offices.  A  secure 
extranet  links  Cool  Sportz  to  its  contract 
manufacturers,  suppliers,  independent 
retailers,  distributors,  and  partners  such  as 
its  law  firm  and  ad  agency. 


n 
n 
1 


RETAIL  STORES 

Cool  Sportz  collects  sales  data 
from  its  1,200  retail  stores 
around  the  country  and  fills 
hundreds  of  product  reorders 
electronically.  All  stores  are 
on  the  Cool  Sportz  intranet,  a 
secure  link  that  traverses  the  Internet. 
Cool  Sportz  also  "pushes"  info  on  pro- 
motions and  discounts  to  its  stores. 


EMPLOYEES  Instead  of  phoning 
the  Human  Resources  department, 
Cool  Sportz  staff  refer  to  an  electronic 
version  of  the  employee  handbook  on 
the  company  intranet.  And  they  use  a 
Java-based  application  to  change  their 
investment  and  health-care 
options  and  calculate  their 
retirement  benefits.  Expense 
reports  filed  via  the  intranet 
are  paid  within  48  hours. 


11 


www.coolsportz.com 


OFFICE  SUPPLIES 

To  centralize  purchasing  of 
^office  supplies,  Cool  Sportz  lets 
managers  in  retail  stores  requisition 
everything  from  diskettes  to  display 
racks  via  their  PCs.  The  orders  are  sent 
over  the  extranet  from  Cool  Sportz  to 
suppliers,  who  deliver  directly 
to  the  stores. 


,4^ 


PRODUCT  DESIGN 

Cool  Sportz  enlists  freelance 
y  designers  to  create  CoolWear  prod- 
ucts.  The  designers  exchange  draw- 
ings with  Cool  Sportz  over  the  extranet. 
Then  Cool  Sportz's  staff  and  designers 
can  mark  them  up  while  talking 
together  live  over  the  Net. 


PARTNERS  To 

help  efficiency.  Cool  Sportz  requires 
its  law  firm,  accounting  firm,  and  ad 
agency  to  belong  to  the  corporate  extranet 
This  ensures  privacy  and  security  for  E-  _ 
mail  and  electronic  files.  Cool's  mar-  ^'^y 
keters  brainstorm  over  the  Net  with 
the  ad  agency. 


BANKING  While  await- 
ing standards  for  Net-based 
electronic  banking.  Cool  Sportz 
sends  invoices  by  secure  E-mail, 
which  reduces  paperwork  and  speeds  up 
payment.  The  CFO  likes  collecting  bills 
faster,  but  is  less  eager  to  see 
accounts  payable  go 
electronic. 


COOL 
SPORTZ 


0  0  0 
A  o  a  o  o  o 


CONSUMERS  Cool 
Sportz's  Web  site  is  promoted  in 
TV  ads,  and  gets  thousands  of  hits  ; 
day.  From  surveys  on  its  site,  Cool 
Sportz  collects  demographic  data. 
And  it  advises  registered  surfers  on 
sales  and  new  products. 


RETAIL  STORE 


NET  FACT 
Boeing  has 
booked  $100 
million  in 

spare-parts 
orders  from 
airlines  in 
the  last  year 
through  a  Web 
site  that  took 
just  seven 
months  to 
build 


nesses  will  exchange  an  estimated  $17  billion 
in  goods  and  services  this  year  over  the  Net, 
Forrester  says.  By  2002,  that's  expected  to  top 
$327  billion.  Analysts  ai"e  divided  over  how  much 
companies  will  save,  but  conservative  estimates 
hover  in  the  tens  of  billions. 

E-commerce  isn't  new  to  many  companies. 
Tens  of  thousands  ah-eady  are  using  an  older 
technology  called  Electronic  Data  Interchange, 


or  EDI,  to  exchange  some  $250  hil- 
hon  worth  of  products  this  ye;ii. 
usually  over  expensive  private  net- 
worlds.  But  EDI  is  notoriously  pricey 
and  com))lex  to  set  u}) — effectively 
shutting  out  millions  of  smaller 
businesses.  It's  inflexible,  too.  edi 
only  transmits  rigidly  formatted 
electronic  documents  such  as  pui  - 
chase  orders  and  invoices.  Inter- 
net E-commerce,  on  the  other 
hand,  lets  businesses  cheaply  swap 
all  kinds  of  data:  sales  contacts, 
product  brochiu'es — even  engineer- 
ing drawings.  "It's  like  having  an 
open  phone  line  with  your  cus- 
tomers," says  Sandra  K.  Morris, 
the  dii'ector  of  Internet  marketing 
and  E-commerce  for  Intel  Corp., 
whose  customers  are  PC  companies. 

The  savviest  companies  already 
are  enjoying  huge  advantages 
from  online  business  relationships. 
Chipmaker  National  Semiconduc- 
tor Coip.  is  saving  its  distributors 
$20  million  this  year  by  steering 
them  to  order  products  online,  while  at  the  same 
time  asking  them  to  supply  detailed  sales  pro- 
jections through  the  Web  site.  That  helps  Na- 
tional better  plan  its  manufacturing  schedules. 

Boeing  Co.  has  booked  $100  million  in  spare- 
pai'ts  orders  from  airlines  in  the  last  year 
tlii'ough  a  Web  site  that  took  just  seven  months 
to  build.  And  networking  giant  Cisco  Systems 
Inc. — the  sinning  stai'  of  business  E-commerce — 
books  $11  million  in  orders  each  day  fi"om  re- 
sellers, or  around  .$4  billion  a  year,  on  its  Web 
site.  Cisco  ceo  John  Chambers  says  the  compa- 
ny saved  $363  million  in  technical  support,  mar- 
keting, and  distribution  costs  last  year  by  ex- 
ploiting the  Web  (page  144).  More  than  one-tliird 
of  the  savings  came  fi'om  hiiing  fewer  people  to 
assist  customers. 

The  potential  for  Net-based  business  rela- 
tionships goes  well  beyond  automated  transac- 
tions, though.  Companies  ranging  from  Mobil 
Coi*p.  to  NationsBank  Corp.  are  embracing  so- 
called  extranets,  or  business  networks  that  ex- 
tend a  company's  internal  network — ^known  as  an 
intranet — to  key  business  pailners  over  the  Net. 
Extranets  use  open  software  standards  to  shave 
networking  costs  and  open  the  door  to  innova- 
tive applications. 

PiTidential  HealthCare  figwed  that  out.  The 
managed-cai'e  plan  has  an  extranet  linking  its  in- 
ternal systems  to  the  corporate  networks  of 
large  subscribers.  That  lets  benefits  managers  at 


companies  enroll  new  employees  themseh's-  - 
rather  than  sending  papeinvork  or  dialing  "r 
dential's  call  center.  It  also  allows  peopi 
check  theii"  eligibility  and  claim  status,  or  clji 
doctors  at  any  hour  of  the  day.  The  pay! 
sweet  for  Pmdential,  too:  The  self-semcH 
ti'anet  cuts  hundreds  of  calls  a  day  to  the  |j 
pany's  800  number. 

Extranets  are  about  more  than  just  si| 


buy  everything  from  chicken  to  condorny.' 


money,  though.  They  also  can  be  a  way  tn 
more  intimate  business  links  among  par 
allowing  them  to  share  business  data,  evt 
laborate  on  product  design  and  develop 
Hewlett-Packard  Co.  and  Procter  &  (1 
Co.,  for  instance,  have  extranet  links  to  tht 
vertising  agencies  to  swap  marketing  plai| 
speed  the  review  of  ad  campaigns.  And  r 
maker  Robert  Mondavi  Corp.,  which  buysi 
lite  images  fi-om  nasa  to  spot  problems  i; 
vineyards,  aims  to  push  those  images  ou; 
an  extranet  to  its  independent  grower, 
year  That  would  help  gi'owers  avoid  vir 
problems — and  improve  the  grapes  Mc 
buys.  Extranets  "can  help  you  build  bet 
lationships,"  says  Steven  R.  Soderberg, 
davi's  senior  vice-president. 
VIRTUAL  KEIRETSU.  That's  what  moved  A( 
Inc.  to  s})end  $1  million  for  an  extranet.  A  1 
supplier  of  computer-storage  products,  A 
doesn't  make  the  chips  it  uses  in  its  prcfJ 
Adaptec  saves  money  that  way.  But  the  co: 
can't  move  as  quicldy,  in  some  cases,  as  riva 
build  then-  own  cliips.  "In  this  business,  yoil!'''3s 
ther  fast  or  forgotten,"  says  Dolores 
vice-president  of  procurement. 

To  speed  up  communications  with  Adi 
Taiwanese  chip  suppliers,  Marcial  used  so 
fi'om  startup  CrossRoute  Inc.  (Redwood 
Calif.)  to  tie  all  the  companies  togethej 
kind  of  virtual  keiretsu.  Now,  messages 


sum 
1600 


134  BUSINFSS  WFFK  /  JUNF  ??.  1 QQR 


The  new  Mita  Digital  Copier/Printer. 
(PC  is  optional.) 

As  a  stand-alone  copier  it's  in  a  class  by  itself,  making  up  to  99  copies  from  a  single  scan.  %^ 
.nd  as  a  600  dpi  network  printer,  it  lets  you  produce  sorted,  stapled,  finished  documents  Itttt^t 
ght  from  your  desktop.  So  while  the  computer  may  be  optional,  the  Ai3030  is  anything  but 
Dr  more  information  call  I -800-ABC-MITA  or  visit  www.mita.com. 
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NET  FACT 

General 
Electric 
says  that 
purchasing 
over  the 
Internet  will 
save  $500 
million 
over  the 
next  three 
years 


Adaptec  flow  in  seconds  fi'om  its  headquaiters  to 
partners  in  Asia.  More  important,  the  two-way 
communiciues  include  not  just  paits  orders  but 
also  engineering  drawings  and  detailed  manu- 
facturing instmctions. 

Adaptec  has  reaped  great  benefits,  reducing 
the  time  between  the  order  and  delivery  of  its 
cliips  fi'om  as  long  as  16  weeks  to  just  55  days — 
the  same  tiu-naroimd  enjoyed  by  companies  that 
make  their  own.  The  time  for  processing  pur- 
chase orders  fell  fi'om  six  days  to  minutes,  and 
suppliers  stopped  having  to  manually  re-enter 
faxed  orders — eliminating  the  potential  for  dis- 
astrous eiTors.  All  told,  Adaptec  saved  $1  million 
in  costs  and  tiimmed  $9  million  from  its  work-in- 
process  pipeline.  "This  is  the  real  thing,  not 
some  theoiy-land,"  Marcial  says. 

It  doesn't  get  much 
more  real  than  the 
Trading  Process  Net- 
work created  by  Gen- 
eral Electric  Co.  A 
giant  electronic  mar- 
ketplace, TPN  now  in- 
cludes a  dozen  large 
buyers,  including  Con 
Edison,  and  2,000  sup- 
pliers. GE  alone 
bought  more  than  $1 
billion  in  goods  and 


UNDERSTANDING  NET-SPEAK 


INTERNET  The  Net  is  a  global  mesh  of  com- 
puter networks  sharing  a  common  software 
standard  called  TCP/IP.  Its  backbones  are 
high-speed  fiber  trunk-lines  owned  by  tele- 
phone companies.  National  service  providers 
such  as  UUNET  aggregate  data  traffic  and  zip 
it  over  the  backbones.  They  work  with  local 
service  providers  who  connect  to  customers 
via  PC  modems  or  digital  links 


Tinkering  with  processes  will  get  compjie; 
only  so  far,  though.  For  friction-free  E-(hi 
merce,  companies  will  have  to  do  a  lot  of  )r 
sensus-building  on  standaixls  for  everything  jr 
part  numbers  to  security.  The  suiprise  is  y 
elusive  that  goal  is  today.  Tlie  computer  busrjf 
is  a  case  in  point.  After  years  of  vdlly-1! 
growth,  eveiy  company  uses  different  sche^^ 
to  describe  the  features  of  its  products-jji 
unique  formats  for  papei'work  such  as  pur 
orders.  "We  have  to  reengineer  the  way  co 
nies  work  to  make  it  possible  for  them  ti 
electronic,"  says  Fadi  Chehade,  ceo  of  Ros 
Net,  a  consortium  striving  to  set  comin 
standards  for  computer  products. 

RosettaNet  is  defining  a  lingua  franca  fo] 
scribing  everything  from  the  speed  of  a  pn 
to  the  color  d 
mouse.  "To  get  o| 
this  Tower  of  B 
we  need  a  conj 
language,"  Che] 
says.  For  proof, 
no  further  j 
Ingram  Micro 
the  distributor  w 
he  worked  b( 
RosettaNet.  Inj 
processes  some  6 
product  returns 


) 


services  through  the   day — computers,  j 


network  last  year, 
says  John  Berry,  a  GE 
marketer.  Over  the 
next  three  years,  the 
company  figures  it 
will  save  $500  million 
by  buying  thi'ough  its 
TPN  extranet. 

Not  all  companies 
will  see  such  a  fast 
payoff.  For  example, 
extranets  won't  in- 
stantly solve  Boeing's 
massive  production 
problems  and  billion- 
dollar  write-downs. 
But  behind  the 
scenes,  enterprising 
Boeing  managers  have 
launched  75  extranet  projects  they  hope  will 
eventually  save  the  company  millions  of  dollars. 

The  i^rojects  range  from  modest  changes  such 
as  new  ways  to  distribute  airplane-service  bul- 
letins, all  the  way  up  to  planned  shaiing  of  mas- 
sive online  databases  tracking  the  histoiy  of 
eveiy  plane  Boeing  sells.  Some  innovations,  such 
as  sending  required  documents  to  the  federal 
government  over  the  Net,  "were  so  obvious 
that  we  didn't  even  go  through  the  nornial  cost- 
justification  process,"  says  Graeber  Jordan,  Boe- 
ing's senior  manager  for  electronic-commerce 
deployment.  Developing  Web  programs  is  rela- 
tively low-risk,  which  encourages  companies  to 
try  novel  ideas.  "The  Web  is  an  insidious 
process-reengineering  tool,"  says  Jordan. 


INTRANET  Many  companies  have  built 
internal  networks  using  the  same  software 
standards  as  the  Internet.  Companies  use 
intranets  to  distribute  information  and 
speed  data  among  offices.  Intranet  activities 
usually  take  place  behind  secure  "firewalls" 
so  that  only  authorized  users  have  access. 
An  intranet  can  span  multiple  business 
locations  via  the  Internet. 

EXTRANET  When  a  company  throws  open 
its  internal  network — or  intranet — to  selected 
business  partners,  the  intranet  becomes  an 
"extranet."  Suppliers,  distributors,  and  other 
authorized  users  can  now  connect  to  the 
company's  network  over  the  Net  or  through 
virtual  private  networks.  Once  inside,  they 
can  view  data  the  company  makes  available. 


ers,  and  other 
gear.  Many  come 
because  customers 
salespeople  can' 
ure  out  how  to  ( 
what  they  want, 
doesn't  happe 
businesses  such 
parel  that  have  s 
standai-ds.  For  E 
merce  to  fly, 
other  industrial 
have  to  follow  s' 
That's  one  r 
analysts  don't  ti 
ternet  commerc 
kill  off  the  decad 
Electronic  Dat; 
terchange  techni 
Heavily  used  by  big  manufactm'ers,  edi  pi 
a  secure  means  of  coding  and  exchanging 
dardized  business  forms,  usually  over  p: 
data  liighways  called  Value-Added  Networl 
VANS.  Many  big  edi  users  aim  to  stick  with 
cause  of  theu-  sunk  costs  and  the  perceptioi 
VANS  ai'e  more  reliable  than  the  Net. 

In  fact,  EDI  and  the  Net  can  be  complij 
tary.  The  value  of  EDi  transactions  today 
times  larger  than  business-to-business? 
commerce.  That  ratio  is  changing  fast,  th|| 
Witiiin  five  yeai's,  the  two  will  be  iimning  m 
and-neck,  at  more  than  $450  billion  an~' 
Consultant  Gartner  Group  says  that  of 
panies  using  EDI  today,  80%  plan  to  imp! 
extranets  within  five  years.  One  big  rti 
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WHAT  IS  the 
LATEST  WORD  IN 

Information  Technology 

LEADERSHIP?  ^ 


modis 

THE  INFORMATION  TECHNOLOGY  LEADERS 


Introducing  modh,  the  global  leader  in  information  technology  (IT)  solutions. 
While  you  may  not  yet  be  familiar  with  modis,  your  business  or  your  customers — 
even  your  competitors — may  already  rely  on  modis  tor  world  class  information 
technology  resources. 

With  offices  and  operations  in  more  than  a  hundred  cities  throughout  North 
America,  Europe  and  Latin  America,  modis  has  the  reach  to  deliver  IT  services 
in  virtually  any  locale,  modis  also  has  the  financial  strength  and  resources  to 
ensure  that  our  clients  succeed  in  meeting  their  information  technology  goals. 

modis.  Our  name  is  new,  but  our  commitment  to  being  the  global  IT  leader 
remains  the  same. 

Call  modis  at  1 -888-modis98  or  visit  our  website  at 
www.modisit.com 
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NET  FACT 

Networking 
giant  Cisco 
Systems  books 
$11  million  in 
orders  per  day 
from  resellers, 
or  around  $4 
billion  per 
year,  on  its 
Web  site.  The 
company 
figures  that 
saved  $363 
million  in 
tech  support, 
distribution, 
and  marketing 
costs  last 
year 


Companies  can  now  run  their  EDI  transactions 
over  an  Internet-type  network — allowing  them 
to  keep  then"  cuiTent  systems  in  place  while  en- 
joying the  Net's  lower  cost.  By  2003,  more 
than  30%  of  EDI  data  is  expected  to  traverse 
the  Net. 

The  Net  also  is  making  edi  accessible  to 
smaller  companies  previously  shut  out  by  its 
high  startup  fees.  Analysts  say  it  can  cost 
$50,000  to  add  a  single  trading  partner  to  an  edi 
network,  because  eveiy  link  requires  complex 
software  translators  to  convert  data  between 
the  participants.  Now,  EDI  providers  such  as 
GEis,  Harbinger,  and  Sterling  Commerce  are 
adding  "WebEDi"  sei-vices  that  convert  pm'chase 
orders  from  big  buyers  into  Web  forms  that 
smaller  suppliers  can  get  over  the  Net.  ge's 
Ti'adeWeb,  for  instance,  costs  companies  less 
than  $1,000  a  year  to  join — cheap  enough 
that  3,000  small  suppHers  have  signed  up. 

A  Silicon  Valley  staitup  has  an  even  better 
idea,  ec  Co.,  based  in  Palo  Alto,  Calif.,  has 
constnicted  an  Internet  sei-vice  that  converts 
EDI  data  into  formats  small  companies  can 
import  directly  into  their  PC-based  business 
systems.  The  service  is  cheaper  than  tradi- 
tional VANS  but  provides  all  the  same  types  of 
secuiity  and  reliability.  "It's  robust  and  easy 
to  use,"  says  Erica  Rugiillies,  an  analyst  for 
Giga  InfoiTnation  Group.  EC  also  handles  elec- 
tronic payments — sometliing  many  vans  don't. 
That  was  enough  to  persuade  the  Ace  Hai'd- 
wai'e  chain  to  sign  up.  On  Jan.  1,  Ace  told  its 
suppliers  to  go  electronic  or  start  paying  a 
fee  for  eveiy  paper-based  transaction.  So  far, 
40  mom-and-pop  suppliers  have  joined  the 
network  at  a  cost  of  just  $1,000  each. 

EDi's  eventual  downfall  could  come  ft'om 
a  different  quarter,  though.  Internet  stan- 
dards committees  are  creating  a  variant  of 
HTML,  the  language  of  Web  pages,  called  ex- 
tensible Markup  Language,  or  xml.  Unlike 
HTML,  which  defines  how  a  page  looks,  xml 
signals  what  the  data  on  the  page  stand  for 
That  means  when  a  browser  sees  "$699.95" 
on  a  Web  site,  it  knows  that's  a  price.  The  re- 
sult: Buyers  can  more  easily  compare  prod- 
ucts and  semces  across  multiple  E -commerce 
.sites.  XML  "tags"  also  turn  Web  pages  into 
live  documents,  meaning  companies  can  send 
each  other  Web-based  purchase  orders  and  in- 
voices. "XML  is  like  edi  for  the  rest  of  us,"  says 
Phillip  Memck,  chief  executive  officer  of  soft- 
wai-e  startup  webMethods  Inc. 
IMPRESSIVE  ROSTER.  With  or  without  XML,  ex- 
tranet-based piu'chasing  systems  are  a  hot  area. 
After  decades  of  focus  on  automated  produc- 
tion planning,  companies  have  squeezed  the  fat 
from  their  manufacturing  material  costs.  But 
few  have  devoted  equal  attention  to  managing 
money  spent  on  operating  resources,  such  as 
office  supplies,  fiuTiitiu-e,  and  janitorial  sei'vices — 
which  can  add  up  to  one-third  of  revenue. 

That's  an  opportunity  targeted  by  Netscape 
Communications  Coip.,  as  well  as  Commerce  One 
and  startup  Ariba  Technologies  Inc.  Ariba  is 


working  with  suppliers  such  as  Boise  CaAi 
Corp.  to  create  online  catalogs  that  corps. 
buyers — or  employees  on  theii-  intranet — ca  p 
luse  to  make  pui'chases.  Visa  International,  s; 
fone,  and  Federal  Express  Coip.  ai'e  joining  k  • 
provide  payment  ancl  logistics  semces.  All  pi 
Aiiba  says  its  softwai'e  can  reduce  the  proceif 
cost  of  piu'chases  from  $75  to  $25  or  less,  |li 
improving  internal  controls  and  speeding  (fe 
eries.  What's  more,  by  centralizing  buying,  kn 
says,  companies  can  strike  better  volume;, 
counts  with  suppliers.  Aiiba  ah'eady  has  sk: 
up  an  impressive  roster  of  customers,  inclifi! 
Chevron,  Cisco,  and  Bristol-Myers  Squibb,  i 
The  most  profound  but  intangible  co, 
quence  of  this  sort  of  E -commerce  could  \^  i 


effect  on  millions  of  clerks.  True,  auto: 
will  cost  some  people  their  jobs.  But 
commerce  pioneers  say  their  goal  isn't 
duce  the  head  count;  it's  to  eliminate  drui 
and  improve  productivity.  "We  didn't  wani| 
pie  to  be  paper  pushers,"  says  Adaptec's 
cial.  "We  wanted  them  to  manage  procurf|i« 
and  inventory."  j  ji'WIi 

That  makes  good  strategic  sense.  Y 
though  it  may  seem  today,  data-communic  it 
technology  will  ultimately  be  cheap,  ubiqiiff  !e<:i^ 
and  invisible.  At  this  point,  users  will  be  f  e 
focus  on  the  most  interesting  parts  of  tl'  ■"-'icloi 
work,  which  should  boost  then-  satisfaction  A 
it's  the  people  on  either  end  of  the  wii'e  wl 
elevate  some  companies  above  the  rest. 

By  Aiidij  Reiiihardt  in  San 
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Fairfax  County  is  home  to  more  than 
2/000  leading  information  technology  companies. 


In  a  world  where  technology  changes  overnight,  there's  one  place  where  the  conditions  for  change  never  change 
a  bit.  Where  companies  like  Cable  &  Wireless,  Oracle,  Nextel,  Concert  and  Network  Solutions  can  count  on  access 
to  three  major  airports.  Where  the  schools  are  among  the  nation's  best.  Where  the  world's  largest  customer  for 
information  technology,  the  federal  government,  is  right  next  door  Want  to  change  the  face  of  information  technology? 
Then  change  your  business  address.  Call  703-790-0600  or  visit  our  Web  site.  And  join  us  in  Fairfax  County. 
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IRFAX  COUNTY,  VIRGINIA.  HOME  OF  THE  1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.FairfaxCountyEDA.org 


THE    SUPPLY  CHAIN 

LEAPFROGGING 
A  FEW  LINKS 

The  Net  is  rewriting  supplier- 
manufacturer  contracts,  blurring 
roles  and  empowering  small  fry 


Wander  the  PC  aisles  at  CompuSA  and 
you'll  discover  something  odd.  Right 
next  to  the  latest  offerings  from  IBM, 
Compaq,  and  Hewlett-Packaixl  stands  a 
PC  that  just  says  "CompuSA."  It  wasn't  simply 
purchased  from  some  third-tier  manufacturer 
and  relabeled.  Carefully  aping  Compaq  and  hp, 
CompUSA  oversees  parts  procui-ement,  assembly, 
warehousing,  and  shipping.  You  don't  buy  the 
PC  on  display.  You  configure  your  own  at  a 
kiosk  in  the  store — or  later,  on  the  Net — and  it 
^^^^  gets  built  to  order. 
^ — ^^-^        Once  an  ordinary 

""^^^^^         "x^^S^  retail  outfit,  Comp- 
>  USA   has  broken 


out  of  the  box — changing  the  definition  of 
tronics  retailing.  And  it  is  in  good  com' 
J.  C.  Penney  Co.  designs  and  manages  a  b: 
jeans  called  Aiizona.  These  compete  with 
and  other  big  brands  and  bring  in  about  $: 
lion  a  year.  Federal  Express  Corp.,  the 
ping  titan,  doesn't  just  transport  products  ft 
large  corporate  customers.  It  takes  over 
chunks  of  their  distribution — sometimes  bi 
old-style  wholesalei's  out  of  the  picture. 
Mart  Stores  Inc.,  the  ultimate  retail  cha: 
master,  pushes  its  suppliers  to  take  over  c| 
warehousing  and  shipping.  To  sell  at  Wal 
sc  Johnson  Wax  must  study  the  giant's  wi 
sales  figures,  forecast  demand  for  its  shit 
gels  and  air-fi'esheners,  and  place  them  oi| 
shelves.  It  even  manages  rival  brands  in  rei 
for  special  treatment  at  Wal-Mart. 

Topsy-tm"vy  role  I'eversals  like  these  are 
ping  up  all  across  the  America's  retail, 
ping,  and  manufactming  supply  chains.  An- 
Internet  will  hasten  the  changes.  "Who  is 
terials  supplier,  a  final-product  manufacti 
distributor,  a  transportation  vendor,  or  a 
er?"  asks  James  C.  Sheperd,  vice-president  (!l 
search  at  Advanced  Manufacturing  Resele 
Inc.  (AMR)  in  Boston.  "The  roles  are  gei 
very  blurry." 

Whichever  way  the  big  players  chooiii 
shake  the  supply  chain,  the  goals  are  the 
speed,  efficiency,  and  cost  control.  To  hit  j 
targets,  the  fleetest  companies  are  relyir, 
powerful  software  tools  that  speed  up  am; 


p 


HOW  MYTHICAL  COOL  SPORTZ  GETS  PRODUCTS  TO  MARKET 


ihvei 


1 Campers  love  Cool  Sportz's 
"Find  Me  Anywhere"  handheld 
GPS  devices,  w/hich  triangulate 
satellite  signals  to  tell  hikers 
their  exact  location. 


nn-|-i 

5 The  Malaysian  plant  is  ready 
w/ith  alternative  plans.  It  offers 
the  circuit  boards  to  a  Hong  Kong 
cell-phone  maker  and  issues  new 
chip  specs  to  Taiwan. 


In  July,  forecasts  of  a  rainy  fall  out  West  prompt 
Cool  Sportz  to  cancel  its  Malaysian  order  and 
shift  production  to  New  Jersey,  using  chips  from 
Scotland.  It  broadcasts  the  change  on  its  extranet. 
Federal  Parcel  spots  the  broadcast  and  arranges 
trans-Atlantic  shipment  for  the  chips. 


2 Cool  Sportz  plans  its  fall  rollout 
in  May.  Scanning  point-of-sales 
data  from  stores  connected  over  its 
intranet,  the  company  foresees  brisk 
demand  in  California. 


3 


Using  its  extranet,  Cool  Sportj 
orders  circuit  boards  from  a 
factory  in  Malaysia.  The  factory 
orders  chips  from  Taiwan. 
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I  Need  Consistent 

Information 


And  I  Need  It 

Quick 


But  It  Has  To  Be 

Reliable^ 


The  SAS®  Data  Warehousing  Solution 


Data  Warehousing 
Product  of  the  Year 


Maximum  Return 
on  Investment 


Information  Integrity 
and  Quality 


Integrate  Diverse 
Business  Entities 


Web  Enabled 

Year  2000  CompUant 


So  much  business  mfomiation.  Scattered  m 
so  many  places  throughout  \'our  company. 
Is  It  any  wonder  you  find  it  difficult  to  get 
your  hands  on  just  the  right  facts  to  fuel 
effective  decisions? 

The  SAS  Data  Warehousmg  Solution — from 
the  leading  decision  support  provider — 
delivers  consistent,  reliable,  and  tmiely  infor- 
mation nght  when  you  need  it.  Information 
you  can  bank  on.  Infomiation  you  can  buQd 
on.  Infomiation  \'ou  can  explore  from  every 
angle  and  present  m  any  fomiat. 

Fmd  out  why  more  than  3.5  miflion  decision 
makei5  m  ever)'  comer  of  the  worid  rel)'  on 
a  single  software  for  information  delivery 
and  discoveiy  Visit  us  at  www.sas.com/dwb 
for  more  details  and  to  request  a  free  SAS 
Data  Warehousing  mouse  pad. 


Turning  Data 
Into  the  Right 
Information... 
To  Help  You 
Reach  The 
Right  Decisions 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  Making 


www.sas.com/dwb   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  traaemarl<  of  SAS  Institute  Inc.   Copyrighit  ©  1998  by  SAS  Institute  Inc 


tomate  the  flow  of  information.  The  market  for 
such  supply-chain  programs,  sold  by  i2  Tech- 
nologies, Manugistics,  iMi,  and  others,  was  just 
$2  billion  last  yeai'.  But  amr  expects  the  number 
to  hit  nearly  $14  billion  in  2002. 

These  softwai-e  programs  shaipen  a  company's 
view  of  parts  and  products  moving  through  the 
supply  chain  so  it  can  better  grasp  what  stocks 
are  available  and  how  demand  may  be  shifting. 
Texas  Instruments  Inc.  pioneered  many  such 


EXPLOSION  IN  ENTERPRISE  SOFTWARE: 
THESE  TOOLS  ARE  BEING  HONED  FOR  E-COM^ 


lERCE 


ENTERPRISE  SOFTWARE  COMPANIES 
SUPPLY-CHAIN  SOFTWARE  COMPANIES 


A  BILLIONS  Of  DOLLARS 


NET  FACT 

Software  lets 
Texas 

Instruments 
fill  60,000 
orders  a 
month  for 

45,000  kinds 
of  devices, 
meeting 
delivery  dead- 
lines 95%  of 
the  time 


FORECAST 

DATA  ADVANCED  MANUFACTURING  RESEARCH  INC 

progi-ams  and  uses  them  to  fulfill  60,000  ordei-s  a 
month  for  45,000  different  ty]3es  of  devices,  says 
Chief  Technology  Officer  Pallab  Chatterjee.  And 
it  pulls  that  off  with  95%  on-time  deliveiy. 

In  a  fast-changing  market,  profits  often  hang 
on  accurate  predictions.  A  chip  company,  for 
example,  may  prematui'ely  assign  all  its  capaci- 
ty to  the  fii"st  customer  who  walks  m  the  door — 
agi'eeing  to  make  a  high-volume,  low-profit  chip 
when  there  are  other  customers  who  would  pay 
a  premium  for  different  chips  the  company 
makes.  "It's  capacity  you  could  have  charged 
more  for  because  it's  in  short  supply,"  says  San- 
jiv  Sidhu,  a  former  Ti  researcher  who  founded 
high-flier  i2  Technologies  Inc.  of  Irving,  Tex. 
ON  THE  FLY.  The  Internet  didn't  trigger  the  ris- 
ing velocity  and  unpredictability  in  the  supply 
chain.  Major  retailers  and  manufacturers  have 
been  ordering  goods  electronically  and  sharing 
sales  data  with  product  and  parts  suppliers  for 
decades.  But  using  older  technicjues  such  as 
Electronic  Data  Interchange  (edi)  the  dialogue 
specifying  orders  and  inventory  is  both  limited 
and  slow.  For  example,  a  car  manufactiu'er  tells 
a  supplier  that  it  needs  60  tires.  It  gets  an  an- 
swer, which  may  be  yes,  no,  or  some  counter- 
proposal. The  manufacturer  decides,  and  elec- 
tronic foi-ms  are  exchanged.  The  technology  is 
not  ideal  for  a  fast  build-to-order  production 
model. 

The  Intemet  loosens  up  the  conversation  and 
opens  it  to  more  players.  Compai-ed  to  edi,  says 
Sidhu,  "human  collaboration  over  the  Web  is 
extremely  lich."  The  manufactiu'er  can  broadcast 
its  ever-shifting  requirements  on  a  Web  page 
and  employ  automated  pi'ograms  to  inteipret 
the  responses  from  suppliers.  This  way,  it  can 
accurately  assess  what  parts  or  materials  are 
available  across  a  spectrum  of  suppliers  and  at 
what  price.  In  addition,  the  Intemet  makes  it 


easier  to  enlist  new  partners,  scrutinize  leii 
cr-edentials,  and  pass  work  along  to  othersi 

Rollerblade  Inc.  can't  wait  to  move  itsJkr 
tract  manufactiu-ers  onto  the  Net.  Today,  itou 
tinely  labels  and  prices  its  cartons  of  irjki 
skates  for  its  lar'ge  customers.  And  using 
electronically  notifies  them  about  what's 
ing  and  when.  Tlris  is  a  bm'den  the  Eden 
(Minn.)  skatemaker  could  live  without, 
us  pushing  all  that  responsibility  up  the  s 
chain,  making  our-  subcontr-actors  do  it," 
Alan  L.  Sussman,  vice-president  for  infcjn; 
tion  teclmology.  Sussman  can't  force  Roller! 
partners  to  join  a  costly  edi  network — ai 
doesnt  have  to.  "The  Intemet  wiU  make  th 
solutely  painless." 

HARD  DECISIONS.  Supply-chain  tools  also 
massive  efficiency  gains.  Thomson  Cons 
Electronics — maker  of  rca  brand  Tvstf 
vcRs — is  customizing  Web  pages  for  retifc 
so  they  can  feed  Thomson  demand  datain 
flash.  "We'll  do  this  acr-oss  every  product  m 
says  Monte  Chamber'lin,  Tliomson's  general  i 
ager-  for-  supply-chain  strategy.  He  anticipati 
accumulated  savings  of  $25  million  to  $50  n| 
over  the  next  18  months.  ' 

Carried  to  its  logical  extreme,  however  f 
war-e  that  forecasts  and  mediates  suppl;a 
demand  could  wTeak  havoc  on  tr-aditional  s\jj^ 
chain  relationships.  FastParts  Inc.  alread| 
electi'onics  companies  buy  and  sell  large  \  s 
excess  inventory  in  online  auctions,  elimir. 
the  need  for  traditional  parts  brokers.  E. 
more  of  that,  says  Robert  Hutchinson,  toii 
ply-chain  maven  at  kpmg  Consulting.  So\\ 
tailers,  he  says,  are  now  pitting  shipping 
panies  against  each  other  in  auction-styltf' 
"They'll  describe  how  many  loads  they  haj 
ing  out,  along  with  the  weight,  the  volunn; 
the  destination,"  he  says.  "Carriers  are 
toring  that  and  bidding  in  real  time." 

As  the  supply-chain  r-evolution  r-ages,  c 
nies  will  be  confronted  with  some  nail- 
choices.  Wher-e  in  the  supply  chain  do  yoi 
ly  belong?  If  you  move  too  abruptly  in 
new  direction,  what  becomes  of  your  par 
Making  such  decisions  without  the  lates 
will  be  tough.  "Good  manufactiu-er"s  ar'e  trj 
talve  time  out  of  the  chain,"  says  Donald  F 
cia,  J.C.  Penney 's  vice-pr-esident  in  chai 
corporate  brands  like  Arizona  Jeans.  "Th 
ar-e  set  up  with  all  the  right  electronics: 
Mart  is  also  pushing  its  suppliers  onto  th 

Soon,  the  very  supply-chain  metapho 
give  way  to  a  supply  web.  "Our-  role  is  to 
the  customer's  wher'ever  they  go,"  says  Ex< 
Vice-President  and  CFO  James  E.  Skin: 
CompUSA.  One  day,  they  may  be  individual 
per's.  The  next,  they  could  be  pm'chasing  | 
for'  lar-ge  corpor-ations.  They  can't  be  boj 
with  who  is  defined  as  the  r-etailer  or  whj 
dies  the  manufactming.  "Customer-s  don't 
think  about  channels,  and  neither  do  weif 
Skinner-.  In  a  time  of  upheaval,  others  corrw 
ar-e  bound  to  come  to  this  same  conclusio 
By  Neil  Gross  in  Nei\i 
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The  free-f 

alive  and  weil — and  living  within  the  world  s^HfgSSTttRTanet. 
Nasdaq,  the  world's  most  advanced  stock  market,  chose 
MCI  to  design,  build  and  maintain  the  backbone  of  their 
business.  A  network  that  connects  120,000  computers  around 
the  world.  And  delivers  data  to  each  Nasdaq  broker  within  50 
milliseconds.  Sometimes  quite  a  bit  of  data — October  28, 
1997  saw  1.37  billion  shares  traded,  without  interruption. 
And  as  Nasdaq  grows,  so  does  their  relationsliip  with  M(]I. 
We're  now  developing  their  next-generation  network  — 
capable  of  handling  four  billion  shares  a  day.  To  find 
out  how  MCI  can  help  manage  your  data  needs,  visit 
\vn,v\v.mci.com/ data. 


MCI 


^t's  more  impressive? 


le  fact  that  Nasdaq 

handle  over  a  billion 
lares  a  day,  or  that 
CI  helps  them  do  it 
hout  a  trading  floor? 


INFO  TECH 
ANNUAL 


CUSTOMER  SERVICE 

INSTANT  INFO 
IS  NOT  ENOUGH 

Future  electronic  support  will 
blend  digital  and  human  help 

Since  electronic  commerce  became  all  the 
rage  two  years  ago,  most  of  the  buzz  has 
been  about  selling  products  online.  But  for 
long-distance  phone  caiiier  MCi  Communications 
Coi-jj.,  the  focus  was  elsewhere:  on  delivenng 
customer  sei'\ice  over  the  Internet.  Now,  MCi 
customers  with  pes  can  monitor  their  accounts 
and  pay  theii'  bills  without  so  much  as  licking  a 
stamp.  By  early  fall,  they'll  be  able  to  chck  an 
icon  to  get  a  senice  representative  to  talk  with 
as  they  continue  surfing  the  Web — assuming 


AT  YOUR  (CYBER)  SERVICE 


IVs  rare  to  find  a  Web  site  that 
coddles  customers,  but  improvements  are  on  the  way 

^  SMART  SOFTWARE  In  the  future,  a  smart  software 
^\  I  program  will  immediately  parse  customers'  messages 
I  *  *  l^^nd  automatically  respond — either  by  firing  back  a 
\^^/B^i:anned  answer  or  by  "interviewing"  the  customer  via 
E-mail  to  determine  the  proper  response.  If  the 
problem  is  too  tough,  the  software  might  then  route  the  request  to 
the  proper  employee. 

BEST  OF  BOTH  WORLDS  Phone  support  will  no  longer  be 
what  frustrated  customers  turn  to  when  they  can't  find  an 
answer  online.  With  a  click  of  an  icon,  they'll  be  able  to 
launch  a  real-time  computer  chat,  a  phone  conversation,  or 
even  a  full-fledged  videoconference  with  a  service  rep. 

COMPUTERIZED  COMPLAINT  BOX  Electronic  complaints  will  be 
logged  into  databases,  just  as  calls  to  help  desks  are  today.  That 
means  companies  can  mine  E-mail  to  find  recurring 
problems.  What's  more,  if  hundreds  of  customers 
demand  a  new  feature,  engineering  can  quickly  go  to 
work. 

they're  a  good  customer,  that  is.  Since  MCi's  so- 
phisticated system  identifies  the  caller  in  sec- 
onds, big  spenders  get  help  within  thi-ee  rings, 
while  penny-pinching  caiiier-swappers  must  w-ait 
until  after  priority  customers  get  the  first-class 
treatment. 

Such  digital  hand-holding  is  still  rare,  but 
companies  are  catching  on  quickly  to  the  ad- 
vantages of  cyber  support.  Today,  businesses 
operating  at  least  partially  on  the  Net  handle 
13%  of  their  customer  incjuiries  electronically, 
according  to  Foirester  Research  Inc.  Ah-eady,  a 
third  of  all  online  businesses  are  building  so- 


li 
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phisticated  systems  that  will  automate  ejr 
thing  fi'om  order-taking  to  customer  compi^: 
ActivMedia  says..  "Customers  are  just  be: 
for  electronic  support,"  says  Michael  J.  B 
MCi's  vice-president  for  infoi-mation  techn 
The  reach  of  the  fai-flimg  Internet  into 
and  businesses  should  have  benefits  for  bi 
and  sellers  alike.  For  buyers,  it  means  no 
schlepping  down  to  the  mall  to  deal  with  c: 
clerks.  At  the  same  time,  companies  st 
gain  huge  cost  savings  of  30%  or  more, 
while  improving  service. 

Consider  Wells  Fargo  &  Co.,  the  San 
cisco-based  bank.  Its  450,000  consumers  pri 
electronic  accounts  have  instant  access  to  # 
information  such  as  account  balances  and 
est  rates.  As  a  result,  these  customers 
calls  to  the  bank  just  1.4  times  a  month- 
less  than  other  customers.  Wells  Fargo  no 
lu'es  it  can  expand  electronic  accounts  to 
lion  in  the  ne.xt  three  years  while  keepin: 
port  costs  flat. 

Still,  most  of  today's  onhne  help  syste 
short  of  the  red-cai-pet  treatment.  Sui-e, 
supply  some  tailored  I'esponses — such  as  ai 
balances — but  most  just  offer  boatloads 
formation  and  expect  customers  to  find 
own  answers.  In  a  world  where  custome: 
jump  to  a  rival  with  the  click  of  a  mousi 
"self-help"  approach  may  not  be  enough.  " 
are  time-starved  and  want  to  get  answer 
way  that's  convenient,"  says  FoiTester  a: 
Maria  LaTour  Kadison.  "Businesses  thatj 
respond  to  that  will  lose." 
CLICK  HELP.  Already,  a  new  vision  of  ele^ 
support  is  taking  shape — an  approac 
blends  digital  and  human  help.  For  st; 
auto-i'eply  E-mail  systems  will  answer 
queries.  Online  mortgage  broker  Americis 
jiance  &  Investments  Inc.  answers  65%  opt 
questions — such  as:  "Wliat  are  youi-  ctn 
rates'?" — in  seconds,  at&t.  Nike  Inqa 
others  are  using  a  technology'  that 
mines  the  proper  response  to  more  cqp 
problems  by  "intei"viewing"  the  custjii 
through  a  seiies  of  pop-up  online  foiui 
For  inquiries  that  are  beyond  antt 
puter's  expertise,  so-called  tele-Web'f 
nologies  are  the  answ'er.  These  soft  war;;: 
gi'ams  let  stumped  customers  get  help  im 
real  person  as  they  surf.  1-800-Flowers  Ir  ; 
others  allow  consumers  to  click  on  an  ice  ; 
start  an  interactive  chat  with  a  senice  rp. 

Laggards  that  wait  much  longer  to  rab 
their  online  support  do  so  at  their  peij 
ready,  American  Express  Co.  has  granei 
dozen  big  chents  largely  because  of  its  pjti 
onhne  sei-vices,  including  features  such  3 1 
maps  to  help  customers  choose  a  hote 
Jeff  Bezos,  ceo  of  online  bookseller  Amazi 
"You  have  to  treat  eveiy  customer  as  if  t 
tell  thousands  of  people  about  the  servi' 
cause  they  can — and  they  are."  Fortuiit 
more  may  soon  be  saying  how  good  the  ^ 
is — not  how  awiul.  ^ 
By  Peter  Burrows  in  San  Mateo 
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|rr  application  development,  testing  and  management,  four  out  of  five  of  the  world's 
j'gest  corporations  rely  on  Compuware.  People  and  software  for  busmess  applications. 
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MIDDLEMEN 


REBIRTH  OF 
THE  SALESMAN 

Brokers  are  carving  out  fresh 
territory  on  the  Web.  But  experts 
say  attrition  may  be  inevitable 


NET  FACT 

59%  of 
companies 
online  say 
cutting  out 
the  middle- 
man is  a 
benefit,  says 
BUSINESS 
WEEK/Harris 
Poll 


For  most  of  his  career,  Jerry  Whitlock 
chased  smokestacks,  making  cold  calls  at 
every  factory  he  could  find  to  sell  seals 
and  gaskets.  Often,  Wliitlock,  the  son  of  a 
Georgia  track  driver,  would  log  gi'ueling,  14- 
houi-  days  on  the  road — away  from  his  wife  and 
daughter — and  snatch  lunch  and  dinner  while 
barreling  down  the  highway.  "I  had  a  beautiful 
house  I  never  saw,  and  when  I'd  come  home,  it 
would  be  dark,"  he  recalls. 

Today,  Whitlock,  44,  is  still  selling  seals  and 
gaskets,  including  hard-to-find  industrial  0-iings. 
But  he  has  joined  the  cybergeaeration,  doing 
some  40%  of  his  $1  million  business  over  the 
Internet,  mostly  from  his  home — and  often 
while  watching  daytime  television  on  his  office 
computer.  "I'm  now  a  Space  Age  broker,"  he 
drawls.  "I'm  sitting  here  in  a  pan*  of  golf  shorts, 
taking  sales  calls.  I'm  the  envy  of  almost  every- 
one I  know  in  the  busine.ss." 

Whitlock  is  among  America's  small  but  gi'ow- 
ing  army  of  cybei'mediaries — thousands  of  mid- 
dlemen who,  by  choice  or  necessity,  are  carving 
out  fresh  territory  on  the  Web.  With  its  po- 


OWNERS.COM:  Koch  s.is 
property  on  the  Web 

tential  to  match  buyeraa  _ 
sellers  regardless  of  jf^m 
raphy,  time  zones,  oi^^ml 
guage  differences,  thtSttrsii 
is  reinventing  the  n'> 
the  traditional  brokeiJO) 
forcing  changes  on  (ve*, 
the  most  tech-wary,  j  '.-jk, 
DISPLACEMENT.  It's 
death — and  rebirth-jifn 
salesman.  No  one 
exactly  how  many  m 
man  jobs  have  been  ^p  aies] 
out  or  created  by  tkfie.ijoni' 
electronic  marketplac;  'irj^er 
how  many  have  yet  ji  i-  tiie 
affected.  Experts  anjjUii^ted 
now  studying  the  impffb,.  jjodij 
the  Net  on  employ  erats, 
though  some  alreadjpj -jfts: 
diet  the  Web  wall,  atea  jfs  I 
in  the  short  terni,  eUrte  atriec 
moi'e  middlemen  jobs  than  it  will  create,  j , 4;  to 
The  theory:  The  Net  allows  buyers  an(j9f  .j^^j; 
ers  instant,  easy,  and  diiect  contact,  diminfei 
the  need  for,  say,  travel  agents,  insurancibi": 
kers,  and  real  estate  agents.  "In  the  Eto  - 
merce  world,  we're  going  to  see  displacem(it  ,•  ^^^^ 
spades  begin  to  happen  very  soon,"  prli  |jfi(([ 
Michael  Smith,  a  financial  services  analys,\v  rjjj 
Mercer  Management  Consulting  Inc.  IVin  j^j^j 
predicts  that  the  Net  will  only  acceleratie  j^jjj 
nomic  and  technological  trends  wliich  havefl! 


resii 


1995,  led  to  a  20%  fall  in  the  number  of 
ance  agents. 

That  doesn't  mean  middlemen  will 


from  the  Net.  Indeed,  go-betweens 
needed  to  help  people  gather  and  deciph 
vast  quantity  of  information  that's  pili 
on  hundreds  of  thousands  of  Web  sites. 
Hanson,  an  assistant  professor  at  Stanfor 
versity's  business  school  who  is  conduc 
study  of  the  Net's  impact  on  jobs,  figures  L,^ 
100,000  cybermediaries  may  already 
cropped  up.  "Opportunities  for  new  midc 
will  be  everywhere  information  is  the 
uct,"  Hanson  says. 

"SLOW  SWEEP  OF  CHANGE."  Japanese 
Aucnet,  for  example,  has  a  Web  site  fci! 
tioning  used  cars  to  wholesalers — and  tli  i 
vice  is  a  hit:  Aucnet  inspectors,  like  cyb^-  *f 
consumer  advocates,  scour  the  Net  andft  "''^^ 
sources  to  provide  buyers  with  statist! 

ar' 


;i!o-foii 


625  ( 
Sitanii 
reverse 


-si'ce  K ; 
'fer  tlie 
us  do 


each  car  and  assigning  them  quality  rat 

The  message:  Ignore  the  Web  at  yd 
Whether  it's  travel  agents  being  squee; 
Web  sites  such  as  Ti-avelocity  and  Expe 
new  market-making  opportunities  popping 
sites  such  as  FastParts.com — which  links 
and  sellers  of  surplus  electronic  part  , 
changes  are  afoot.  Says  Paul  Saffo,  dire  '^^^J.^^  f 
the  Menlo  Park  (Calif.)  Institute  for  i.  }, 
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a  tech  think  tank:  "The  Net  is  starting  a 
sweep  of  change  through  the  workplace, 
Iding  the  order  of  things,  creating  whole 
middlemen,  forcing  changes  on  others,  and 
ig  some  behind." 

r  some.  Net  commerce  already  has  taken  a 
fust  ask  Laura  Kleiman,  one  of  800  sales- 
e  laid  off  when  Egghead  Software,  citing 
onipetition  from  computer  superstores  and 
^  rivals,  closed  all  156  of  its  brick-and- 
j-  stores,  changed  its  name  to  egghead.com 
and  became  a  Net-only  dealer  in  March. 
\'ere  one  of  the  first  gi'oups  of  workers  to 
lized  right  out  of  work,"  says  Kleiman. 
>  returned  to  school,  while  some  co-work- 
ok  sales  jobs  elsewhere — not  a  problem  in 
1  economy,  she  says,  but  potentially  diffi- 
1  turbulent  times. 

the  middlemen 


JUST  SAYING  NO: 

McLo7iglilin 
prefers  to  see  her 
customers 


far, 

affected  by  the  Net 
leen  book  dealers  and 

agents.  Both  are 

argets:  They  sell 

il.ities    that  don't 

■  be  tried  on,  tested,  tasted,  or  touched, 
anks  to  the  Net's  ability  to  let  sellers 
ite  goods  more  cheaply — and  allow  con- 
to  comparison  shop — bargains  can  be 
The  result:  Some  $800  million  in  plane 
;  will  be  sold  over  the  Web  this  year,  a 
that  could  climb  to  $8.9  billion  in  2002, 
ts  market  researcher  Jupiter  Communi- 
.  Online  book  sales  could  gi'ow  fi'om  $216 
to  $2.2  billion  in  the  same  period, 
el  agent  Phil  Davidoff,  57,  is  feeling  the 
'ver  the  past  few  years,  Davidoff,  the 
and  co-founder  of  Belair/Empress  Ti'avel 
\'ie,  Md.,  has  seen  airhne  commissions 
fom  62%  of  his  revenue  to  30%.  Now, 
iff  is  starting  to  explore  ways  the  Inter- 
ild  reverse  his  fortunes — perhaps  through 

'  site  featuring  specialty  vacation  cruises, 
imerce  is  a  two-by-four  hitting  smaller 
over  the  head,  getting  our  attention, 

t  iking  us  do  things  differently,"  he  says. 

»  iNITY  KNOWLEDGE.  Not  everyone, 
,  is  embracing  the  Net.  Judy  McLough- 
aer  of  Reading  in  the  Park,  a  children's 
:re  in  suburban  Detroit,  says  she  knows 
t  may  be  cutting  into  the  book  busi- 
at  "I  don't  want  to  buy  or  sell  a  book  I 

^  touch."  She  and  co-workers  read  most  of 
iks  they  stock  and  pride  themselves  on 
ividualized  attention  they  give  to  each 
er. 

insurance  agent  Tom  McDonald,  whose 
Pointe  (Mich.)  business  has  been  in  the 
or  thi'ee  generations.  Net-driven  change 
to  predict  and  difficult,  at  times,  to 
He  says  he  doesn't  know  "how  to  turn 
|ternet  on."  His  business  just  went  on- 
\)/lay — for  E-mail  messages  only.  McDon- 
no  plans  to  become  a  cyberbroker,  and 
I),  prefers  face-to-face  contact  with 
Sirs:  "There  never  will  be  a  substitute 
handshake  or  the  knowledge  of  a 


community  and  the  people  who  live  there." 

Maybe  so,  but  the  waves  of  Net-spurred 
changes  have  only  begun  to  roll  through  the 
workplace.  Experts  say  the  middlemen  next  in 
line  to  feel  the  scjueeze  will  be  sports-equip- 
ment salesmen  and  car  dealers,  as  cyberguides 
pop  up  to  help  consumers  make  sense  of  the 
gaggles  of  athletic  gear  and  the  range  of  cars. 
THE  RUBBER  OR  THE  ROAD.  At  this  pace,  many 
middlemen  won't  have  a  choice  but  to  go  digi- 
tal. As  more  people  go  online,  and  a  generation 
familiar  with  the  Net  gi'ows  up,  the  number  of 
online  consumers  is  likely  to  skyi'ocket — some- 
thing McDonald's  son,  Martin,  will  have  to  ad- 
dress when  he  takes  over  the  insurance  busi- 
ness from  his  father  some  years  from  now. 

Those  who  already  have  made  the  leap 
couldn't  be  happier  about  their  Digital  Age  ca- 
reers. For  Hans  Koch,  a  former  commercial 
property  manager,  cutting  out  the  old-style  bro- 
ker is  the  whole  point  of  his  owners.com  site. 
Launched  in  1995,  the  site  provides  home  list- 
ings and  photogi-aphs  and,  in  some  cases,  the 
lowdown  on  neighbors.  Koch  charges  sellers 
$115  to  list  a  property  and  predicts  that  sites 
like  his,  with  their  savings  to  users,  eventually 
will  boost  the  number  of  homes  sold  without  an 
agent  to  40%,  from  a  longstanding  20% — and 
will  "change  the  economics  of  the  deals  for  the 
remaining  60%." 

The  lesson  here,  says  Saffo:  "Middlemen 
aren't  dead.  They're  just  reinventing  them- 
selves." As  more  consumers  start  shopping  on- 
line, any  broker  who  doesn't  weave  the  Web 
into  a  business  plan  is  almost  certain  to  run 
into  trouble.  Agi-ees  gasket  and  seals  broker 
Whitlock:  "If  you  don't  know  how  to  use  the 
Net  yet,  leai'n.  Because  if  you're  not  part  of  the 
rubber,  you're  part  of  the  road."  Still  not  con- 
vinced? Just  ask  Whitlock's  wife,  Rita.  "Now," 
she  says,  "Jerry's  home  for  dinner." 

By  Marcia  Stepanek  in  New  York 


NET  FACT 

84%  of  insur- 
ance compa- 
nies worry 
that  the  Inter- 
net could 
steal  business, 
and  59%  say 
there's  a  high 
risk  it  could 
also  spur 
increased  price 
competition, 
according  to  a 
Booz  Allen  & 
Hamilton 
survey  of 
140  personal/ 
casualty 
companies 
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SECURITY 


HOW  SAFE 
IS  THE  NET? 


For  most  businesses,  not  safe 
enough.  So  they're  building  their 
own  private  networks 

The  first  sign  that  someone  is  tampering 
with  GTE  Corp.'s  global  data  network  is  a 
warning  message  that  appears  on  a  com- 
puter monitor  nicknamed  "Prozac."  Every 
second  or  two,  another  one  pops  up,  indicating 
that  an  uninvited  guest  is  logging  onto  the  net- 
work that  GTE  operates  for  National  Semicon- 
ductor, CVS,  Taco  Bell,  and  300  other  coiporations 
and  government  agencies. 

Most  of  the  time,  it's  GTE  engineers  making 


NET  FACT 

More  than  80% 
of  companies 
say  security 
is  the  leading 
barrier  to 
expanding 
electronic  links 
with  customers  ^ 
and  partners 
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adjustments  to  the  network — something  the  wo 
men  who  watch  the  screen  can  tell  by  glann| 
at  the  color-coded  messages.  But  evei-y  so  cen 
a  speaker  in  the  comer  of  the  cramped  ipn 
calmly  intones,  "Red  Alert,"  and  the  lyi 
straighten  up  in  their  chairs.  Eyes  naiTOAnp 
they  quickly  type  commands  that  might  catc  ai 
intimler  from  the  "demilitarized  zone"  oufe 
the  network's  hardened  fii-ewalls. 

With  so  much  talk  about  the  billions  t  b 
made  in  E-commerce,  you  would  think  the,v't 
already  was  secure  for  business.  Not  exftl 
While  some  transactions,  including  E-mailm 
simple  home  banking,  can  be  protected  thr|i| 
basic  encryption,  the  secure  environments 
businesses  need  to  cany  out  lots  of  confid«ti; 
transactions  still  doesn't  exist. 

Indeed,  concerns  about  security  mn  so  's(  "-^ 
that  they  are  slowing  use  of  the  public  Intni 
by  corporations.  Fear,  says  Jack  Danahy,  ce 
tor  of  security  services  at  gte  Internet^: 
ing,  "is  having  a  negative  effect  on  the 'a  " 
people  are  adopting  the  Web"  for  busineirt 
business  transactions.  The  reahty  is  that  iwi 
than  one  in  seven  companies  is  willing  to  li]l'i  :Q|y 
critical  applications  to  the  Net,  according  tci 
cent  survey  by  the  Open  Group,  a  consortin 
global  companies  pushing  for  secmity  stancn 
Most  experts  beheve  the  delays  areei  -'I 
poraiy.  E-commerce,  after  all,  was  cw 
oping  well  before  the  Internet's  rs 
explosive  growth  and  has  been  stcid, 
building   momentum.   Today,  fe^ 
awaiting  better  Internet  securitya 
panies  continue  to  invest  in  privatio 
works  that,  in  reality,  run  on  the  jib 
telecommunications  system — ^just  as}< 
eral  Electric,  General  Motors,  and  iBMia 
done  since  the  1970s. 
LICENSE  TO  HACK.  Then  there's  the  ultii 
private  network — swift,  the  internationals 
settlement  system  based  in  Bi-ussels.  Wii 
sponsibility  for  nearly  $3  trillion  in  eleco 
money  transfers  every  day  among  the  vf) 
3,000  largest  banks,  swift  Chief  Exevt 
Leonard  Schrank  says  he  never  ck  ■ 
ered  using  the  public  Inteniet.  Ine 
swift  is  spending  hundreds  of  milli 
dollars  to  link  member  banks  with| 
cated  fiber.  The  result  looks  more 
fortress  than  the  long-heralded  Infi 
tion  Superhighway.  "Security  is  the  prfi 
driver,"  says  Schrank.  "That's  differentfi  . 
the  Internet,  which  was  built  as  an  acai 
exercise." 

Promoters  of  the  Internet  and  cybeiM 
in  general  view  such  private  networks 
haps  necessary  but  backward.  For  onei  "w 
these  systems  are  expensive.  And  b(|l 
they  are  private,  they  don't  take  advant^,. 
the  Net's  most  celebrated  attribute:  ubiqlL  ^» 

Still,  businesses  ai'e  willing  to  forego  ulf 
to  maintain  security.  "Without  a  commons 
specifications  and  products  that  guai"ante(5 
rity  and  reliability,  the  Internet  may  simir 
come  an  interesting  pubhc-access  networkjh 
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Eliminate  steps. 
Eliminate  runaround 
^iminate  obstacles. 


At  Dell,  we  believe  nothing  should 
stand  between  you  and  us. 
Want  a  clear  path  to  success? 


3usmess  at  Net  Speed  j 

 :  ^  J 


Michael  Sullivan-Trainor,  an  analyst  at  Interna- 
tional Data  Corp.  in  Framingham,  Mass. 

How  hack-prone  is  the  Internet?  Even  cocky 
security  consultants  admit  that  in  time,  deter- 
mined hackers  can  siu-moimt  any  banier.  Piivate 
networks  have  liigher  walls,  but  they  ai'e  not  im- 
pregnable. Last  year,  a  gi'oup  of  Texas  hackers 
snatched  unlisted  phone  numbers  and  personal 
credit  information  from  private  networks  run 
by  SBC,  GTE,  MCI,  and  Sprint — and  wreaked 
$500,000  of  damage.  But  what  scared  telephone 
companies  and  the  FBI  most  was  the  gi'oup's 
ability  to  gain  control  of  core  programs,  known 
as  root  access,  enabling  the  transgi'essors  to 
reroute  calls  from  FBI  crime  centers  to  sex  chat 
lines  in  Hong  Kong  and  Moldova. 

The  good  news  is  that  so  much  talent  is  being 
dedicated  to  improving  computer  security. 


SIX  SIGNS  THAT  YOU  HAVE  BEEN  HACKED 


UNKNOWN  ACCOUNTS  added  to  your  system.  Hackers  may  have  cre- 
ated a  back  door  onto  your  network. 

EXCESSIVE  LOG-ON  FAILURES  With  enough  knocking,  hackers  can 
force  some  doors  on  your  intranet  to  open — and  some  accounts  don't 
automatically  close  after  a  certain  number  of  attempts. 

UNEXPECTED  CRASHES  or  reboots  of  the  computer.  Some  hacks 
require  the  addition  of  new  code,  followed  by  a  reboot  to  load  it.  If  you 
didn't  just  reboot  your  system,  who  did? 

MISSING  LOGS  or  gaps  in  records.  Sometimes,  hackers  can  only  cov- 
er their  tracks  by  deleting  portions  of  files.  Gaps,  then,  become  the 
telltale  tracks. 

HEAVY  TRAFFIC  after  midnight.  Do  you  do  a  lot  of  communing  with 
your  Asian  office?  If  not,  think  about  why  your  midnight-to-sunrise 
traffic  suddenly  exceeds  your  daylight  loads. 

SYSTEM  LOGS  that  quickly  fill  up.  Each  company  is  different,  but 
these  critical  logs  are  usually  spare  because  only  a  few  people  have 
access.  If  a  hacker  is  impersonatmg  a  "sys-op,"  you'll  see  it  here. 

DATA:  PRICE  WATERHOUSE  SURVEY 

Netscape,  Microsoft,  IBM,  Cisco,  and  Lucent  have 
all  made  it  a  research  priority.  And  startups 
are  turning  it  into  a  market.  Its  leaders  include 
Checkpoint  Software,  Network  Associates, 
VeriSign,  Security  Dynamics  and  its  rsa  sub- 
sidiary, and  Entrust,  which  have  a  combined 
market  cap  of  about  $11  billion. 
E-PASSPORTS.  Their  primary  strategy  emulates 
the  military  doctrine  of  deteirence:  make  it  so 
expensive  for  interlopers  to  gain  access  that  it 
simply  isn't  worth  the  cost.  Companies  do  this 
by  constmcting  concentric  layers  of  encryption, 
using  quick-changing  passwords,  and  adopting 
devices  known  as  digital  certificates.  The  cer- 
tificates act  as  electronic  passports,  strictly  lim- 
iting entry  to  different  areas  of  the  network. 

None  of  these  defense  schemes  is  cheap,  how- 
ever. And  in  the  end,  says  gte's  Danahy,  "You're 
protecting  yourself  against  a  risk  that  you  can't 
quantify  all  that  well."  Barclays  Bank  PLC,  for  in- 
stance, calculates  that  it  costs  about  $800,000  a 
year  to  maintain  each  of  its  three  major  fire- 


walls. "Even  for  a  large  corporation,  thfs 
major  expense,"  says  Paul  G.  Dorey,  grouioj: 
erational  risk  director  for  Barclays. 

Many  companies  now  sell  off-the-shelffa 
wall  products.  But  the  systems  must  be 
tomized,  since  no  two  companies  will  mak 
same  decisions  about  which  employees  or  oi 
customers  should  have  access  to  differen 
eas  on  the  network.  Monitoring  and  maint; 
the  firewalls  also  soaks  up  plenty  of  hums 
soui'ces.  As  for  digital  certificate  systems 
plementation  costs  run  about  $185,000 
large  business  and  nearly  as  much  each 
to  keep  current.  Meanwhile,  user  authei 
tion,  which  relies  on  rapidly  changing  passv 
can  cost  as  much  as  $4  million  to  roll  out  s 
a  big  organization. 

ARE  YOU  CERTIFIED?  But,  if  you're  doing 
ness  across  the  Internet,  youi'  security  is  oi 
good  as  that  of  your  E-commerce  part 
Many  companies  hooking  partners  up  to  a 
tranet  now  specify  the  types  of  routers 
walls,  and  security  procedures  each  pa 
must  employ  to  safeguard  the  extranet  co 
tion  before  turning  it  on.  Cisco  Systems  I 
going  one  step  further.  The  networking 
sends  its  own  security  engineers  to  exan 
partner's  defenses  and  holds  the  partner 
for  any  security  breach  that  originates  fro 
computers. 

Federal  Express  Corp.'s  challenge  is  to  [/ 
tain  security  as  it  manages  60  million  elecl 
transactions  every  day.  Some  140,000  empi 
use  its  systems,  which  have  all  sorts  of 
mation  that  must  be  kept  confidential:  ac 
numbers,  container  contents,  and  even  hon 
dresses  of  senior  executives  at  customer 
panies.  "A  loss  of  trust  would  be  very  e 
sive,"  says  Tom  Buss,  FedEx's  senior  ma 
for  data  protection. 

In  May,  the  company  began  distributing! 
tal  certificates  to  all  its  employees.  These  i| 
IDs  cling  to  the  owners  wherever  they  ro|r 
FedEx's  vast  computer  system,  and  the, 
required  each  time  a  user  seeks  access  to  dt> 
computers  or  records.  They  raise  bai 
against  internal  hackers,  who  are  at  \ei 
common  as  attackers  from  the  outside.  Oi 
advantage  of  certificates.  Buss  says,  is  thj 
ployees  need  to  remember  only  a  single 
word  to  activate  their  digital  certificates 
they  log  on  at  the  beginning  of  a  compute 
sion.  After  that,  access — or  denial — is  auto: 
and  invisible. 

Even  if  such  approaches  spread  rapidly, 
ever,  they  represent  only  a  partial  fulfil 
of  the  promise  of  Web  commerce — the  pr 
of  ubiquitous  access  at  low  cost.  That 
many  companies  waiting  for  stronger  assuj^ 
before  moving  more  of  their  business  ( 
Says  Sullivan-Trainor:  "Business  folks  can'1 
into  the  Internet  naked  and  expect  it  t( 
them  the  kind  of  coverage  they  need  to  d( 
ness."  For  now,  at  least,  companies  hs 
bring  their  own  suits  of  armor. 

By  Paul  C.  Judge  in  I  n 
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ONLINE  MERCHANTS 


CYBERSPACE  WINNERS: 
HOW  THEY  DID  IT 

Convenience,  huge  selections, 
and  a  few  electronic  twists  give 
these  Netrepreneurs  an  edge 


Two  and  a  half  yeai's  ago,  Pieire  M.  Oniidyai' 
decided  to  launch  a  Web  site.  Inspired  by 
his  fiancee's  passion  for  collecting  Pez  dis- 
pensers, the  Silicon  Valley  entrepreneur  hit  on 
the  idea  of  building  a  flea  market  in  cyber- 
space— where  people  could  buy  and  sell  any- 
thing to  anybody.  There  was  one  snag,  though. 
How  could  he  persuade  complete  strangers  to 
trust  one  another  enough  to  hand  over  mer- 
chandise or  cash  -without  ever  having  met? 


PIERRE  OMIDYAR  Founder  and  chairman,  eBay 

Omidyar  calls  eBay,  which  runs  400,000  daily  online  auctions,  an 
experiment  in  E-commerce  based  on  trust.  What  brings  buyers  and 
sellers  together?  Participants  post  descriptions  of  what  it  was  like 
doing  business  with  others.  eBay's  take:  5%  of  the  transaction,  gener- 
ating $6  million  in  first-quarter  revenues — what  it  made  all  last  year. 


Omidyar's  solution  was  to  devise  a  sysl 
where  buyers  and  sellers  can  rate  theu*  exji 
ences  with  different  traders.  eBay  Inc.  assig 
point  for  positive  comments,  zero  for  nei; 
responses,  and  minus  1  for  negative  feedbac| 
someone  racks  up  a  score  of  minus  4,  they're 
allowed  to  use  the  senice  anjTnore.  That 
vided  the  assurance  people  needed  to  feel 
fortable  trading  with  one  another — and  it  he 
Omidyar's  eBay  become  the  largest  perso]| 
person  auction  site  on  the  Web,  selling 
million  in  merchandise  in  the  first  quart^ 
this  year.  "I  tnjst  someone  to  send  a  check 
they've  bought  something,  and  they  trust 
to  send  them  a  box  of  rocks,"  says  Bi-uce 
lin,  who  sells  computer  parts  on  the  site. 

Omidyar  isn't  getting  rocks,  either:  eBay 
been  profitable  nearly  from  the  start.  Ir 
fu-st  quaiter  of  this  yeai\  revenues  hit  $6 
as  much  as  it  generated  all  last  year.  He 
good  company.  Dell  Computer,  E*Trade,  Co 
bia  House,  Eddie  Bauer,  and  1-800-Flo-v 
These  are  just  a  few  of  the  big-name  br 
that  are  turning  the  Web  into  a  profit  ce 
And  for  eveiy  household  name,  there  are  dd 
of  mom-and-pop  sites  that  are  making  a  go| 
in  cyberspace. 

SURF  CITY.  It  wasn't  always  that  way.  For 
vears,  even  as  the  number  of  commercial  te 
exploded,  ft-om  2,000  in  early  1995  to  41X' 
this  year,  there  was  one  statistic  that  cln 
budge:  Only  30%  of  E-commerce  sites  were  ro 
itable,  according  to  market  researcher  A:i^ 
Media  Inc.,  which  has  been  sm-veying  Web.tt 
since  1994.  And  the  lucky  few  that  were  « 
ating  in  the  black  didn't  generate  eye-po)ii 
returns.  That  situation  is  changing.  By  thiJi 
of  last  yeai",  46%  of  online  stores  were  operar 
in  the  black,  although  the  bulk  of  those  reia 
small  shops,  says  ActivMedia. 

Wliat  has  changed?  For  one,  the  numt* 
people  roaming  the  Web's  virtual  aislesh; 
jumped,  fr-om  14.3  million  in  1995  to  41.5  nlii 
at  the  end  of  1997,  according  to  Cyber  Diagi 
Inc.  But  that  only  goes  so  fai-  in  explaininpc 
some  cybeiTnerchants  have  lisen  above  thtC' 
gle  of  online  stores  to  become  such  stanru 
What  is  their  secret  to  success?  And  he 
Netrepreneui's  who  pioneered  E-commerce  ai 
tain  their  edge  as  the  giants  enter  the  gae'. 

In  cyberspace,  successful  shopkeepers  sU: 
doing  what  all  good  merchants  do:  They 'A 
customers  a  special  reason  to  stop  by — i^fc 
to  get  the  widest  selection,  the  grtt(- 


If  your  paging  service  isn't  guaranteed, 
10\]  could  be  missing  some  important  messages. 
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i,  Romans,  Countrymen  -  SkyWord'  Plus  from  SkyTel  is  the  first  nationwide  paging  service  that  guarantees  you'll  get  all  your  messages, 
f  your  pager's  been  off,  your  batteries  have  died  or  you've  been  out  of  range,  SkyWord  Plus  stores  your  messages  and  automat- 
delivers  them  to  you  when  you  return  to  full  service.  And  all  of  this  costs  less  than  most  ordinary  paging.  So  get  SkyTel. 
?et  the  message,  guaranteed.  L  i  m  1 1  cvi  •  1 1 Mtlcr:         now  ;ind  get  a  pcrMin.d  bOO/t^^^'  number  tor  free. 


Mller  LD. 
w  Available. 


Features 

SkyWord  Plus  Service 

GLKiranteed  Deliver^' 

Ye^ 

E-MuilOn  Yuur  Pager 

Yes 

Protection  A,i;ainst  Garbled  Messages 

Yes 

Monthly  Cost 

$24.95 

SkyWord  Plus  piice  includes  600  lO-chnrndei  messages.  Equipment  and  enhonced  services  ovoiloble  ol  on  oddifionol  charge,  ©1998  SkyTel. 


SkKTelA 

Call  1-800-815-9541 
or  visit  www.skytel.com 


MATT  HYDE  Onlme  store  manager,  REI 

Two  years  after  going  online,  Recreational  Equipment's  cyberstore 
IS  expected  to  make  a  profit  this  year.  The  Seattle-based  outdoor 
equipment  and  clothing  retailer  keeps  the  site  simple — even  with 
8,000  products  and  tutorials  on,  say,  the  best  crampons  for  moun- 
tain ascents.  "If  it's  not  simple,  people  won't  use  it,"  says  Hyde. 


convenience.  to{>notch  seniee,  tlie  best  products, 
or  deep  knowledge  of  whatever  they're  selling. 

Tlien  they  add  an  extra  digital  twist.  Tliat  can 
mean  placing  into  the  psychology  of  the  Net — ^the 
way  eBay  and  online  auction  site  Onsale  tap  into 
cybershoppei's'  penchants  for  bai'gains,  competi- 
tion, and  interaction  with  other  buyers  and  sell- 
ers. Or  it  can  mean  using  the  Internet's  unique 
ability  to  provide  pereonalized  senice.  the  way  1- 
800-FloW'ers  Inc.  will  send  you  an  E-mail  re- 
minder of  yoiu'  wife's  buthday,  or  Amazon.com 
Inc.  will  recommend  a 
book  you  might  like. 
"The  pattern  of  all  the 
successful  Intemet  com- 
panies Ls  that  they're  do- 


MONEYMAKERS  ON  THE  NET 


cleaned  up  by  building  superstores  and  stoi 
them  with  a  huge  selection,  often  at  disi 
prices.  Because  it  operates  in  cyberspace! 
doesn't  actually  stock  much  inventoiy,  An| 
can  go  the  superstores  one  better:  It  boa 
million  titles,  including  those  that  the 
would  probably  never  stock — say,  a  fly-fij 
guide  to  Montana  fi'om  an  obsciu'e  publish| 
The  bookseller  is  now  expanding  the  in\ 
IT  it  holds  to  cut  deliveiy  time  to  customeifi 
reduce  its  shipping  costs.  Because  it  can  m(j| 
sales  so  easily,  Amazon  can  avoid  getting  |ij 
with  as  many  returns  as  conventional  k 
sellers.  And  for  phase  two:  Starting  on  ^: 
11,  Amazon  plans  to  extend  that  approaclc 
new  market — music  CDs.  By  offering  cd.- 
company  wants  to  make  the  most  of  cross-rfi- 
and  upping  the  size  of  each  individual  sale,  a 
zon's  revenues  ballooned  to  $147.8  millioii. 
yeai-  fi'om  $15.8  million  in  1996.  Pi'ofits,  hov 
are  nonexistent,  as  the  bookseller  plows  m' 
into  marketing  and  expanding  its  busines' 
QUICK-CHANGE  ARTISTS.  Amazon  illustrat 
other  lesson  of  successful  Web  seUing: 
merchants  must  continually  reinvent  the" 
in  this  fast-changing  medium.  The  best 
sites  use  the  Net  to  solicit  feedback  fro" 
tomers,  then  apply  it  to  making  the  site 
to  use  or  adding  new  featm-es.  Sporting-I 
retailer  Recreational  Equipment  Inc.  (re| 
coiu'ages  visitors  to  its  Web  site  to  send 
gestions.  Those  ideas  ai'e  helping  shape  ani 
haul  of  the  site  to  be  completed  by  Ocl 
Microsoft  Corp.,  too,  is  constantly  revaij 
its  family  of  Web  sites.  All  told,  Activf 
says  that  $1.5  bilhon  will  be  spent  this  yej 
hancing  commercial  Web  sites. 

Staging  ahead  also  means  evolving  alon| 
the  Web.  Tlie  big  navigation  sites,  such  as 
Inc.  and  Excite  Inc.,  started  out  making  i| 
fi-om  advertisei-s  that  wanted  to  reach  the  nj 
of  Web  suifers  who  ft-equent  their  sites.  I 
these  companies  are  angling  to  be  tomo  j 
trading  centers,  collecting  fees  or  a  cut 
merchants  that  want  placement  on  theirS 
Commerce  accounted  for  22%  of  last  quil 
revenues  for  Yalioo!,  wiiich  is  expected  to  rJ 
its  fu"st  full  year  of  profits  this  year.  All 
Jiuie  8,  it  paid 


hon  for  ViaWeb  e 
maker  of  softwa 
^         setting  up  online  :c 
^     o/     fronts  that  will  allc 

ing  things  that  can  only    !'_^^ 'J  hoo!  to  help  smalti 


be  done  online,  says 
Jeffi-ey  P.  Bezos,  chief 
e.xecutive  of  Amazon. 

Amazon  has  fine- 
tuned  the  art  of  online 
selling.  It  has  done  that 
by  beating  its  real-world 
rivals  at  their  own 
game.  In  the  bookstore 
business,  chains  such  as 
Bordei's  Inc.  and  Barnes 
&    Noble   Inc.  have 


WEB  SITES  PROFITABLE 

from  current  sales 
EXPECTING  TO  BE  PROFITABLE 

in  1-2  years 

EXPECTING  TO  BE  PROFITABLE 

in  3-5  years 

EXPECTING  TO  BE  PROFITABLE 

in  more  tha 


9/' 
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to  the  Yahoo!  site 

No  company 
understands  the'i 
of  reinventing  it  ^ 
approach    than  I 

"        y^^^A  ±/°    Computer  Coip.  '« 

NOT  GENERATING  -i  r\ 

19% 


29 

6% 


chants  get  up  i 
rimning  and  coru|c 


revenue  at  the  site 


DATA,  ACTIVMEDIA  INC  SURVEY  OF  2,069  SITES 


maker  is  on  a  jiW 
make  its  site  supii 
venient.  Alread 
No.  1  online  mert 


STER  THAN  A  SPEEDING  CIVILIZATION. 

don't  have  to  biaze  through  the  forest,  hug  trees  and  grow  a  beard  to  escape 
cruel  grip  of  civilization,  introducing  the  completely  reinvented  1998  Rodeo, 
ice  from  all  things  urban.  Its  new  205  horsepower  V6  can  outrun  an  office  rumor 
'e  the  new  5-!ink  suspension  dampens  stress  and  crushes  worry.  So,  in  the 
le  of  progress  and  the  betterment  of  society,  relax.  THE  NEW  1998  RODEO. 


specialized  Worldwide  Builders  of  Adventure  Machines 
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NET  FACT 

Reaching  the 
customer 
directly  is  the 
biggest  benefit 

from  either 
selling  or 
buying  online, 

according  to 

43%  of 

companies 

surveyed  in  a 

BUSINESS 

WEEK/Harris 

Poll 


Dell  in  May  decided  to  revamp  its  site  so  cus- 
tomei-s  can  configure  theii"  di'eam  machine  online, 
then  store  the  selection  for  up  to  two  weeks. 
That  allows  customers  to  compare  prices  else- 
where before  buying  and  gives  the  Web  site  an 
added  advantage  that  earthly  storefi'onts  aren't 
likely  to  match.  "You  have  the  opportunity  to  do 
things  online  that  you  couldn't  do  offline,"  says 
Scott  Eckert,  dii-ector  of  Dell  Online.  Dell,  which 
has  seen  its  online  sales  swell  fi"om  $3  miUion  a 
day  in  November  to  $5  million  in  May,  expects 
its  online  business  to  make  up  50%  of  total  rev- 
enues by  2000. 

What  Dell,  Ama- 
zon, and  othere  have 
learned  is  that  theh- 
business  models 
must  be  as  dynamic 
as  the  Web  itself.  A 
niche  marketei-  with 
a  strong  franchise 
may  try  to  become 
a  superstore.  A  su- 
perstore, faced  with 
shrinking  margins, 
may  delegate  more 
tasks,  such  as  man- 
aging and  shipping 
inventory,  to  its  sup- 
pliers. And  many 
Web  sites  ai'e  evolv- 
ing into  New  Age 
middlemen,  match- 
ing up  buyers  and 
sellers. 

What  ai'e  the  vet- 
erans of  Net  com- 
merce finding  that 
their  customers 
want?  In  many  cas- 
es, it  isn't  lower 
prices  so  much  as 
convenience.  REi 
generates  35%  of  its 
online  orders  from 
10  p.m.  to  7  a.m., 
when  no  REI  store  is  open  and  no  mail-order  op- 
erator' is  available,  rei's  online  sales  ar'e  gi'owing 
20%'  to  30%.  monthly  and  are  expected  to  sur- 
pass sales  at  its  100,000-square-foot  flagship 
store  in  Seattle  within  the  next  several 
months — and  turn  a  pi'ofit.  "The  goal  is  to  pro- 
vide any  product  any  place  at  any  time,"  says 
Matt  Hyde,  the  manager  of  rei's  online  store. 
BRANCHING  OUT.  Convenience — along  with  rock- 
bottom  fees — is  behind  the  booming  business 
being  done  by  online  brokerages,  such  as 
Charles  Schwab  &  Co.  and  E*Trade  Group  Inc. 
The  edge:  Customers  can  buy  and  sell  secmities 
from  their  own  homes  or  offices  without  a  bro- 
ker. "We've  got  branch  offices  in  22  million  PCs," 
says  Christos  M.  Cotsakos,  ceo  of  E*Trade, 
which  pulled  in  $6.1  million  in  profits  in  the 
quarter  ended  Mar  31,  double  that  of  a  year 
ago.  It's  the  same  stoiy  at  hundreds  of  other 
Web  sites.  From  1-800-Flowers'  online  sites, 


SCOTT  ECKERT  Director,  Deli  Online 

With  $5  million  in  daily  online  sales,  Dell  has  one 
hot  site.  Among  its  new  moves:  Listing  products 
based  on  use,  such  as  in  the  home  or  office.  "Only 
20%  of  a  successful  Web  site  is  technology — the 
rest  is  knowing  your  customers,"  says  Eckert. 


which  did  10%-  of  the  company's  overall  ilt 
of  $300  miUion  last  year,  to  sites  sue ; 
Realtor.com  that  streamline  the  process  of  u" 
ing  a  home,  convenience  is  king. 

But  convenience  alone  is  not  enough.  Ai,t 
er  critical  feature  is  selection.  Because  c 
merchants  aren't  limited  by  shelf  space  a 
ten  don't  hold  inventory,  they  can  offer 
products  than  would  be  possible  in  any 
Amazon  bills  itself  as  "Earth's  Biggest 
store,"  while  Barnes  &  Noble  calls  its  sit 
"World's  Largest  Bookseller  Online." 

eToys  Inc.,  a 
ta  Monica  ( 
startup,  wants 
the  giant  in  its 
gory.  It  ah-ea 
fers  2,200 
ranging  from 
Steiff  stuffed 
mals  to  the  1 
mass-market 
ies  from  Matte 
By  October, 
hopes  to  dw 
'R'  Us  Inc.  s 
by  offering  4,1 
ferent  items, 
broad  offeri 
helping  to 
sales:  eToys 
track  to  hit 
enues  of  $10 
to  $15  millio 
year.  It  expec 
be  profitable 
million  to  $1 
lion  in  sales — 
officials  decli 
say  when. 

Garden  E'a 
Inc.  has  broug 
same  kind  of 
bending  select 
home  garde: 
working  close! 
40  suppliers,  the  Austin  (Tex.)  company 
12,000  products  and  plants.  That  has  hel 
grow  to  $1.2  million  in  annual  sales  ove 
past  yeai',  figwes  Paul  Noglows,  an  analys 
Hambrecht  &  Quist.  He  projects  the  co 
will  bi'eak  even  on  sales  of  $44  miUion  in 
Garden  Escape  also  has  worked  hard  tol 
a  loyal  online  clientele  by  creating  a  wan  : 
cozy  community  on  its  Web  site.  It  offe, 
hour  five  chats,  a  weekly  gardening  quijjj 
discussions  with  the  site's  "garden  doctor; ' 

Music  sellers  ('onow  Inc.  and  N2K  Irn^i 
cater  to  their  customer  communities.  By'J 
bining  their  technology  with  softwai'e  froi  1 
Perceptions  Inc.,  both  sites  create  databaes^: 
store  and  cross-reference  data  about  consi 
tastes.  Customers  can  use  these  "recomir 
services"  to  get  suggestions  for  CDs,  bas 
what  other  consumers  with  similar  tasted 
bought.  With  such  personalized  attentioi; 


WE   MOVE   IDEAS  to  faraway  places  in  many  different  ways 


'  tall  tale.  We're  expanding  the  capacity  of  our  data  network,  to  100  times  the  size  of  today's  Internet.  We  have 
more  than  21  million  telephone  lines  in  the  U.S.  We  even  provide  paging  services  in  Beijing.  We're  GTE. 
And  we're  more  than  just  a  local  telephone  company.  We're  a  local,  long  distance,  wireless,  video,  Internet  and 
directories  telephone  company  We  move  ideas  many  places,  in  many  ways.  Where  can  we  take  one  for  you? 


PEOPLE 
MOVING 
IDEAS* 

ri'R'W.gtc.Lom 


NET  FACT 

19%  of  pur- 
chasers say 
they  are 
shopping  less 
in  stores,  and 
14%  say  they 
use  catalogues 
less  often 
because  of 
the  Net,  says 
Cyber  Dialogue/ 
FindSVP 


has  achieved  a  high  repeat  customer  rate  that 
accounts  for  55%  of  its  revenues. 

Of  course,  one  of  the  best  ways  to  succeed  in 
mei'chandising  is  by  offering  a  gi-eat  price.  A 
handful  of  sites  stress  bargains.  CDnow^  offers 
top-selling  compact  disks  for  30%  below  average 
retail  prices.  Amazon  sells  books  for  up  to  40% 
off  the  cover  price.  Cendant  Corp.,  an  online 
shopping  club  that  offers  eveiytliing  from  cai's  to 
books,  also  competes  squarely  on  price.  Members 
pay  an  annual  fee  of  $40  to  $70  in  return  for 
10%  to  50%  discounts  from  suggested  retail 
prices  and  a  guarantee  that  Cendant  will  match 
any  rival's  price. 

NUTS  AND  BOLTS.  But,  tine  savings  are  rare  on 
the  Web — siuprising,  considei^ing  how  much  Web 
merchants  claim  they  can  save  in  costs  by  op- 
erating in  cyberspace.  Many  manufactiu-ers  won't 
let  cybersellers  undercut  their  retailers,  while 
many  i-etailers  with  Web  commerce  sites  don't 
want  to  imdercut  prices  in  then-  stores.  A  recent 
Han-is/BUSiNESS  week  poll  found  that  only  12% 
of  E-merchants  offer  lower  prices  on  the  Web 
than  on  terra  fii'ma.  Even  the  discounts  offered 
by  Amazon  and  conow  are  largely  erased  by 
shipping  costs. 

Still,  piice  competition  is  expected  to  heat  up 


Financial  Network  and  offered  on  the  Prijfaj 
online  service. 

The  upshot:  Merchants  that  have  succcjiei! 
with  seat-of-the-pants  entrepreneurialisn:jji 
have  to  leam  to  manage  the  nuts  and  boltsMj 
growing  business,  like  keeping  their  sv»ij 
chains  efficient.  One  reason  Gai'den  Escaf 
well  positioned  is  that  it  has  cultivated 
links  with  40  different  suppliers  that  tap 
system  to  receive  and  fulfill  orders.  An 
lumbia  House  Co.,  with  its  club  membe 
has  hit  a  mix  of  handling  its  own  shippini 
working  with  distributors  that  has  led  to 
itability  and  its  forecast  of  more  than  $50 
in  sales  this  year. 

Indeed,  how  cyberstores  use  electronicji 
merce  techniques  will  be  critical  to  thei 
times.  Web  sites  such  as  Columbia  House's 
E  let  distributors  ship  CDs  directly  to  th 
sumer.  Others,  such  as  eToys  and  Amazoni>ri 
fer  holding  some  inventory  because  the^g* 
sliipments  faster  and  pick  up  bargains  fro: 
pliers.  That  way,  they  can  ship  some  prod 
24  hours  rather  than  48  or  72  hours.  "I 
can't  fulfill  at  Web  speeds,  you  won't  h 
cessful,"  says  Gartner  Group  Inc.  analyst 
D.  Terhune. 


WHAT  MAKES  CYBERMERCHANTS  SUCCESSFUL 


ULTRACONVENIENCE  Outdoor  gear  and  clothing  retailer  REI  racks  up  35%  of  its  online  orders  between  10  p.m 
and  7  a.m.,  when  its  stores  are  closed  and  its  mail-order  operators  aren't  available.  Dell's  cybershopping  cart  lets 
customers  customize  a  PC  online  and  then  store  the  selection  for  up  to  two  weeks. 

SUPER  SELECTION  Unlimited  Web  store  shelf  space  means  E-merchants  such  as  Amazon.com  and  eToys  can  ch 
sites  full  of  offerings.  Amazon,  "Earth's  Biggest  Bookstore,"  has  more  than  3  million  books,  plus  music  and  othe 
products.  Realtor.com  lists  1.1  million  homes,  which  it  claims  is  more  than  90%  of  all  homes  for  sale  in  the  U. 

COMMUNITY  SERVICE  eBay's  virtual  flea  market,  with  lively  chats  and  ratings  systems,  keeps  subscribers  buzzii? 
about  shared  interests  ranging  from  memorabilia  to  stamps.  "Recommender  services"  at  sites  including  N2K's 
Music  Boulevard  track  information  about  customers'  tastes  and  suggest  books  and  CDs  that  might  be  of  interest 

PRICING  POSSIBILITIES  CDnow  offers  its  hottest-selling  compact  disks  for  30%  below  average  retail  prices,  whb 
Amazon  sells  books  for  up  to  40%  off  the  cover  price.  But  considering  how  much  Web  merchants  claim  they  can 
save  in  costs  by  operating  in  cyberspace,  true  savings  are  rare  once  shipping  costs  are  figured  in. 


as  more  merchants  flock  to  the  Web  and  con- 
sumers get  tools  that  let  them  price-compare 
vrith  the  click  of  a  mouse.  Consider  the  online 
bi'okerage  business,  where  price  competition  is  al- 
ready fierce.  Commissions  on  stock  trades  have 
plummeted  to  less  than  $10  a  trade  in  some  cas- 
es. And  the  cost  of  developing  and  maintaining 
the  technology  needed  for  a  sophisticated  site  is 
skyrocketing.  So  is  the  cost  of  luring  new  cus- 
tomers— many  online  brokerages  spend  $250  or 
more  in  mai'keting  to  nab  each  new  customer.  "It 
doesn't  sound  like  a  gi*eat  business  to  be  in," 
concedes  Blake  Darcy,  chief  executive  of  dlj- 
dii-ect  Inc.,  an  online  trading  site.  "But  the  big- 
players  can  create  enough  of  a  scale." 

Darcy  should  know:  DLldirect,  wliich  has  been 
rated  by  Gomez  Advisors  Inc.  as  tlie  No.  1  fi- 
nancial site,  has  some  450,000  customers  with 
$6.5  billion  in  assets.  And  it  has  been  profitable 
since  the  late  1980s,  when  it  was  called  the  PC 


In  the  Internet  Age,  instant  gratifi'ti; 
can  be  had — and  is  increasingly  expecfr 
with  the  click  of  a  mouse,  24  hours  a  da.'l 
digital  Zeitgeist  is  summed  up  by  a  new  .a 
up  called  Streamline  Inc.  The  Web  sen 
based  in  Westwood,  Mass.,  and  backed  hyk, 
maker  Intel  Corp.  and  software  giant  SA  l 
harried  shoppers  order  groceries,  arrares  . 
have  their  dry  cleaning  picked  up,  have  I 
meal  delivered,  or  have  their  old  bottle  a 
cans  whisked  off  to  the  recycler — all  fjn 
single  Web  site. 

Jill  Levinson,  a  Streamline  custorrr 
Boston,  where  the  service  is  initially  avail 
can't  believe  what  a  difference  it  has  a 
"You  mn  into  another  customer,  and  yoilj 
say,  'Oh  my  God,  hasn't  this  changed  youi'jfe 
Sounds  like  another  winner. 

By  Heather  Green  in  New  York,  with  .Sjtr 
Browder  in  Seattle 


lc  Digital  Bazaar 


CYBERPRICES 


SO  WHERE  ARE  ALL 
THE  BARGAINS? 

Lessons  of  a  Web  shopping  spree: 
The  convenience  is  unbeatable. 
But  the  price  most  often  is  not 

These  days,  it  seems,  everyone  is  talking 
about  the  deal  they  got  by  shopping  on  the 
Web.  After  all,  it's  less  expensive  for  re- 
tailers to  hang  their  shingle  on  the  Inter- 
net than  in  a  shopping  mall — no  rent  and  mini- 
mal staff,  among  othei'  cost  savings. 

But  don't  msh  to  fire  up  that  browser,  ex- 
pecting to  click  your  way  to  a  gj-eat  bargain. 
Wliile  shopping  electronically  is  almost  always  a 


WINDOW  SHOPPING  ON  THE  WEB 


BUSINESS  WEEK  comparison-shopped  for  consumer 
goods  of  every  stripe,  online  and  off.  Here  are  some  of  the  results: 


GAP  (WWW.GAP.COM) 

ONLINE 

AT  THE 
STORE 

Slim  Fit  Khakis 

$34.00 

$34.00 

Shipping 

4.95 

Tax  (NY  State  @8.5%) 

2.89 

2.89 

Total 

41.84 

36.89 

time-saver,  so  far  the  economics  of  the  Web  ai'e 
not  being  passed  to  consumers.  Sure,  at  fu'st 
ulance  there  appear  to  be  some  deals  on  the 
Info  Highway.  But  add  in  shipping  and  taxes. 
And  there  go  the  savings.  Except  for  a  couple  of 
•  xceptions — say,  in  books  and  compact  disks — 
lew  online  merchants  are  willing  to  upset  the 
status  quo  by  ofl'ering  radically  lower  prices  in 
their  virtual  stores. 

Even  Netreprenem"s  such  as  eToys  have  no  de- 
su'e  to  be  price  pioneers.  Instead,  the  toy  mer- 
chant has  a  more  modest  goal  of  generally 
matching  the  price  tag^s  offered  by  lival  brick-and- 
mortar  I'etailers.  "We  don't  have  lower  pricing," 
says  Phil  Polishook,  vice-president  of  marketing. 
"Our  resear'ch  shows  that  while  price  is  impor- 
tant, convenience  is  more  important  right  now." 
And  the  establishment?  Forget  it.  Brand-name 
manufactui'ers  don't  want  to  undercut  i'etailers. 
And  retailers  certainly  don't  want  to  give  shop- 
pers a  I'eason  to  stay  away  fi'om  their  stores. 


The  bottom  line:  E-shopping  is  really 
convenience,  not  price.  The  enthusiasm 
from  the  colleague  who  just  ordered  a  sta 
CDS  is  really  from  the  combination  of  an 
shopping  experience  and  competitive  pi 
"What  really  locks  the  consumer  in,"  says 
Johnson,  a  co-director  of  Andersen  Consul 
electronic-connmerce  practice,  "is  the  conven 
and  the  satisfaction  of  knowing  that  piice 
the  ballpark." 

To  get  a  feel  for  what  the  E -shopper  cai 
in  the  way  of  discounts,  business  week  we 
a  cyber  window-shopping  spree.  We  decid 
stay  away  from  online  auction  houses,  bei 
many  have  suiplus  or  odd-lot  mer-chandise. '. 
ly  we  shopped  for  brand-name  goods.  We  1 
some  nice  deals,  but  not  many — at  leas 
enough  to  declare  online  shopping  the 
Club  of  the  Internet  Age.  And  we  came  a 
only  one  item  with  the  kind  of  discount 
gives  hard-cofe  bargain  hunters  that  \ 
glow — a  book  at  50%  off. 

What  did  we  shop  for?  Everything:  cl 
watches,  barbecues,  blenders,  vacuums, 
computers,  aii'line  tickets,  insui-ance,  cars 
bicycle  helmets.  In  all,  some  three  dozen 
ucts  from  name-brand  manufactui'ers  ai 
tailers,  ranging  fi'om  Wal-Mait  to  Amazoaq 
Gap.  Sadly,  fewer  than  10%  of  the  produi 
viitual  stores  had  better  prices  than  what 
be  found  on  terra  firma. 
DOLLARS  AND  SCENTS.  Those  few  good 
could  be  had  on  products  I'anging  fi'om 
rious  (books)  to  the  sublime  (peifuine).  B; 
Noble  Online  has  a  great  deal  on  Freedo 
the  new  novel  by  Richard  Price.  At  $12 
the  hardcovei-  copy,  it  is  29%  lower  than 
zon.com  and  44%  lower  than  its  own 
where    it    sells    for    $22.50.  Mean- 
Amazon.com  and  other  online  booksellere  si 
Powell's  Books  are  30%;  cheaper  than 
Books,  a  retail  chain  where  you  can  | 
$27.13  for  the  Price  novel.  As  for  those  t 
ly  pricey  peifiunes,  FragTancenet,  a  foui-y 
company,  is  selling  a  4-ml  bottle  of  Oscar' 
55%  off  the  retail  price. 

You  also  save  a  few  bucks  at  cyber 
that  don't  hit  vou  with  a  local  sales  tax.  I: 


CAR 


BMW  Z3  1.9 

ONLINE 

Auto-By-Tel 

(WWW.AUT0BYTEL.COM)  $32 

Auto  By  Internet  (W 

MAUTOBYINTERNETCOM)  33 

Microsoft  CarPoint 

AT  THE  DEALER 

Hassel  IViotors  Inc.,  Freeport,  NY 


(CARP0INIMSN.COM)  33 
$32 


IT'S  YOUR 

.  BOTTOM  LINE. 


(WE  JUST  WANT  TO  GIVE  IT  A  BOOST.) 


You've  got  enough  to  worry  about.  And  from  now  on  your  sales  department  won't 
be  high  on  the  list.  Because  now  you  can  reap  the  benefits  of  AurumFrontOffice! 
A  single-environment  front  office  suite  with  powerful  sales,  configuration  and 
call  center  applications.  A  completely  integrated  Web-based  solution.  Enabling  you 
to  arm  your  sales  force  and  distribution  channels  with  100%  accurate  information 
at  the  point  of  sale.  100%  of  the  time.  The  result?  Sales  people  sell.  Distributors 
distribute.  Products  get  to  market  faster.  And  all  of  a  sudden  you're  looking  at  a 
better  bottom  line. 

We'll  take  care  of  it  for  you.  Just  as  we  have  for  some  of  the 
world's  leading  companies  —  Hewlett  Packard,  Lanier,  PG&E 
Energy  Services  and  MetLife,  to  name  a  few.  Find  out  how. 
Visit  us  at  aurum.com  and  request  the  Aurum  Solutions  Guide. 
It's  got  in-depth  information  on  how  to  improve  your  sales 
process.  For  an  improved  bottom  line. 

CALL  FOR  THE  AURUM  SOLUTIONS  GUIDE 

1-800-683-8855  EXT.129 


AURUM 

A  Baan  Company 


Copyright  1998  Aurum  Software,  Inc.  Aurum  and  AurumFrontOffice  are  registered  trademarks  of  the  Aurum  Corporation. 
All  other  trademarks  are  the  property  of  their  respective  holders. 


York,  for  example,  it's  an  additional  8.5%  on  top 
of  sliipping  and  handling  costs.  That's  why  buy- 
ing a  $149.99  top-of-the-line  bicycle  helmet  online 
or  through  a  catalog  is  $5  cheaper-  than  walking 
into  a  bike  shop  in  Wantagh,  N.  Y. 

Still,  buyer  be  aware.  Remember  those 
khakis  that  look  so  cool  in  the  Gap  ad  on  TV 
with  the  couples  dancing"?  Well,  it's  cheaper  to 


TO¥S 

ETOYS 

(VWW.ET0YS.COM) 
ONLINE 

TOYS  'R'  US 

AT  THE  STORE 

Sing  &  Snore 

Ernie  $27.99 

$19.97 

Shipping 

6.95 

Tax 

NONE 

1.70 

Total 

34.94 

21.67 

go  to  the  store.  A  pair  of  women's  slim  fit 
khakis  costs  $41.84  if  you  buy  them  at  Gap's  on- 
line store.  Walk  into  any  Gap  (in  New  York)  and 
you'll  save  12%,  or  $4.95,  because  you  won't 
get  hit  with  shipping  chai'ges.  And  while  you're 
at  the  mall,  check  out  that  biiefcase  from  Eddie 
Bauer  you  saw  online  for  $60.03.  You  can  walk 
out  with  it  for  $52.08— 
that's  13%'  less  than  it 
costs  at  the  company's  on- 


talk  about  the  Internet  being  a  cheaper 
channel  for  businesses,  why  isn't  that  refle 
consumer  piices?  Tlie  economics  of  setting 
E-:?hop  vary  greatly,  and  so  do  the  go 
most  companies  online.  Manufacturers  ar 
going  to  ace  out  theii*  retailers  with  lower 
online.  "We  don't  ciurently  have  any  plans 
more  online,  it's  disioiptive  to  ou)'  channel 
ners,"  says  Katlileen  Rai'ey,  du'ector  of  co 
communications  at  Calphalon,  a  maker  of 
ware.  The  company  has  been  selling  online 
1997,  but  with  a  veiy  limited  line  of  prod' 
fewer  than  10  items  that  are  discontinu 
special  order.  "We  want  to  increase  pr 
awareness  and  drive  consumers  to  retaile 
Even  Qvc  Inc.,  the  king  of  home  sho 
doesn't  want  to  risk  messing  things  up.  It 
a  few  weekly  online  promotions  at  10% 
what's  on  TV.  But  the  online  unit,  iQVC, 
piices  goods  on  par  with  the  TV  service,, 
Stuart  M.  Spiegel,  general  manager  of  iQ\ 
BASE  BUILDING.  For  now,  E-shopping  is  i 
new  phenomenon,  and  many  merchants  hd 
I'ecoup  online  costs  before  the  benefits  reallj 
in.  Analyst  Jamie  Kiggen  of  Donaldson,  Lun 
.Jenrette  Inc.  estimates  that  Amazon.corl 
spent  up  to  $50  million  to  set  up  shop.  B 
doesn't  expect  the  bookseller  to  reach  the  iJ 
scale— in  buying  powa 
customer  base — thatj 
give  it  sigmficant  voluil 
services  til  2001.  By  then,  he  pri 


fine  store. 

The  same  goes  for  lots    operating  margins  wil] 

20-year  Term  Life  Policy  for  a 
35-year-old  male  smoker 

Shopping  online 

(WWW.JOHNHANCOCK.COIVI)  $87/M0NTH 


of  other  products.  At 
eToys,  Mattel  Inc.'s  Sing 
&  Snore  Ernie  comes  to 
$34.94,  more  than  what 
you  would  pay  by  ventur- 
ing out  to  a  store.  (Wal- 
Mart  Online  has  it  for 
$37.30.)  But  at  Noodle  Ki- 
doodle  and  Service  Mer- 
chandise stores,  the  price 
came  to  .$32.54,  including 
tax.  The  best  deal:  $21.67  including  tax,  at  good 
old  Toys  'R'  Us. 

Ditto  for  that  Timex  watch.  The  8-Lap  Iron- 
man  Tiiathlon  can  be  ordered  from  Timex'  online 
store  for  $46.60.  Stop  in  at  Caldor  and  you  can 
pick  it  up  for  $46.59.  By  the  way.  Service  Mer- 
chandise has  a  sale  nmning  till  -June  28:  That 
watch  is  .$34.99  for  walk-in  or  click-in  trade. 

Something  just  isn't  computing.  With  all  the 


Shopping  through  an 
independent  agent* 
or  John  Hancock 


*A  policy  could  cost  more  through  an  independent  agent  because  some 
insurance  companies  allow  agents  to  charge  a  higher  commission 


BICYCLE  a 

i£LMET  G. 

PERFORMANCE  BICYCLE  SHOP 

BRANDS  CYCLE  &  FITNESS 

(PERF0RMANCEBIKE.COM) 

(WANTAGH,  N.Y) 

ONLINE 

AT  THE  STORE 

Helmet 

$149.99 

$150.00 

Shipping 

7.90 

Tax 

NONE 

12.75 

Total 

157.89 

162.75 

to  grow,  reaching  a  h 
12%  by  2003,  far  aboj 
typical  low-to-mid  sing 
its  for  a  storefront 
seller 

One  of  the  few  di^ 
ters  on  the  Web  is  C' 
$87/MONTH     Corp.,  which  carries 
thmg  from  clothes  t 
eras,  and  claims  i 
match    any  compe 
price.  But  Cendant's  prices — between  10 
50%  below  suggested  retail — are  possi 
cause  of  the  company's  mix  of  paid  mem 
and  sales  revenue.  Cendant's  services 
Web  and  America  Online  Inc.  have  mor 
700,000  members  who  pay  between 
$70  in  annual  subscription  fees.  Says  Sc 
land,  senior  vice-president  of  interact! 
vices:  "Because  of  our  scale,  we  sell  a 
stuff  at  a  pricing  advantage  that  othe 
won't  have."  A  Gaffe  Capri  Espresso/C||: 
cino  &  Coffee  combo  by  Delonghi  was  c 
by  nearly  $7  at  Cendant  than  at  Wal-Ma 
line,  which  lists  it  for  $79.96.  But  anl 
PowerBlend  10-speed  Glass  Jar  Blender  t' 
Mail  Online  is  $24.96,  about  $3.50  lower  tfl 
Cendant. 

Just  remember  as  you  click  your  wa 
virtual  store  to  virtual  store:  You  may  ^i 
shopping  a  great  time-saver,  but  it  may  n  1 
big  money  saver. 
By  Ira  Soger,  with  Heatlter  Green,  in  Ne 


Isn't  your  propensity  to  misplace  things  the  reason  you 
meticulously  record  all  your  appointments,  contacts,  to-do  list  and 
expenses  in  an  organizer  anyway''  Well,  what  if  you  misplace  your  organizer'? 
Then  where  are  you''  Probably  on  your  way  to 
get  a  Palm  III"  organizer  Because  HotSync' 
technology  lets  you  back-up  and  exchange 

information  (like  e-mail)  with  your  PC  so  you  won't  lose  your  data  even  if 
you  lose  your  organizer  There's  never  an  occasion  for  entering  things 
twice  -  It's  all  there,  all  the  time  And  with  infrared  transfer,  you  can 
send  information  and  applications  to  other  Palm  III  users  Thousands  of 
developers  are  making  new  applications  available  even/  day,  and  since 
Palm  Computing  products  are  already  the  fastest  selling  handheld 
computing  products  in  history  -  fewer  people  are  saying, 
"I  meant  to  call,  but  I  lost  your  number "  For  a  Palm  III 
retailer  near  you,  visit  www  palm  com 
or  call  1-800-861-2529 


Palm  III 


The  connected  organizer. 

PalmPilor'Prolessional  -  S299* 

•  Instantly  syncs  with  your  PC 

•  Stores  tliousanijs  of  entries 

•  E-rnail  ariij  Internet  ready 
Palm  III  Oiganizer  ■  $399' 
Includes  PalmPilot  Pralessional 

features  plus ) 

•  Infrared  Transfer 

•  Tvuice  the  menioiy 

•  Applications  auailable  from 
thousands  of  developers 

•  Links  to  Symantec  ACJi  and 
Microsoft  Outlook  97  included 


Optional  links  Isold  separately! 
available  tor 

•  Ascend  97 

•  ECCD 

•  GoldMirie 

•  Lotus  Oiganizer  and  Notes 

•  IVlaximizer 

•  and  more  , 
Palm''  Mail  compatible  with 

•  Eudora  3  0  3  or  higher 

•  Lotus  cc  Mai\  v  7.0,  6  0,  2  5 

•  Microsoft  Exchange  4  0  or  higher 

•  Microsoff  Outlook  97 

•  Windows  Messagrng  4  0 

•  and  more 


i,  list  prices  MacPac  connection  kit,  requiied  toi  Macintosh  connectivity,  sold  separately  for  $14  95  Palm"  Mail  and  Expense  applications 
<s  to  desktop  software  not  supported  on  Macintosh  Ki  1998  3Com  Corp  3Com,  the  3Com  logo.  Palm  Computing,  and  HotSync 
■d  trademarks,  and  PalmPilot,  Palm  III,  Palm,  the  Palm  III  logo,  and  the  Palm  Computing  platform  logo  are  trademarks  of 
ng,  Inc  or  3Com  Corporation  Other  product  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners 
s  not  manufactured  by  Pilot  Corporation  or  Pilot  Corporation  of  America,  manufacturers  and  distributors  of  writing  instruments 
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COMMENTARY 

By  Neil  Gross  &  Ira  Sager 

CAUTION  SIGNS 
ALONG  THE  ROAD 

Business,  consumers,  and  techies 
are  grappling  with  the  Net's  perils 


Companies  are  tearing  up  the  track  in 
the  race  to  realize  Inteniet-based  elec- 
tronic commerce.  That's  fine.  Fortune 
will  certainly  favor  the  swift.  But  it 
pays  to  consider  some  of  the  yellow  flags 
that  have  flashed  along  the  roadway — and 
others  that  will  be  spotted  before  long. 

The  Net  already  feels  jammed  at  times, 
even  though  E-commerce  is  still  in  its  infan- 
cy. And  there  are  other  obstacles.  Technical 
standards  remain  to  be  worked  out.  Security 
is  much  on  executives'  minds.  And  thei'e  are 
cultural  cjuestions  that  cut  to  the  core  of  how 
people  choose  to  amuse 
themselves.  How 


NET  FACT 
Offline  sales 

of  goods  and 
services  worth 
$4.2  billion 

were  affected 
by  online  data 
in  1997,  says 
Cyber  Dialogue/ 
Find  SVP 


many  after-work  hom-s  will  ordinaiy  con 
sumers  be  willing  to  spend  shopping  online 
The  Net  has  ah-eady  demonstrated  a  capac 
to  connect  its  own  eiTors.  E-commerce  will 
certainly  not  be  derailed.  But  there  will  be 
jolts  and  delays  along  the  way. 

Congestion  is  the  most  obvious  challeng 
By  the  year  2000,  the  number  of  devices 
equipped  to  tap  into  the  far-flung  Info  Hig 
way  will  shoot  to  233  million,  up  ft-om  16 
milhon  in  1995,  according  to  market  re- 
searcher International  Data  Corp.  (IDC). 
Nearly  46  million  people  will  be  buying 
goods  and  sei-vices  over  the  Net,  up  ft'om 
million  who  do  so  now.  A  decade  after  tha 
IDC  envisions  1  billion  wired  consumers — 
with  Net  links  to  countless  information  ap- 
pliances in  the  home,  from  smart  TV-set-to' 
boxes  to  refrigerators  that  alert  the  servic 
shop  when  they  need  repair. 
REROUTING  TRAFFIC.  Yet  congestion  is  mai 
ly  a  technical  problem — exactly  the  kind  o; 
thing  smart  engineers  can  finesse.  They're 
already  handing  out  fast  cable  and  digital- 
phone  modems  to  consumers  who  are  cui's 
ing  slow  28.8-kilobit  Internet  access.  Busi- 
nesses also  will  learn  to  avoid  logjams  on 
the  Web  by  using  backup  computer  servei; 
and  by  routing  some  types  of  traffic  at  odj 
hours  or  along  less-traveled  pathways. 
Through  such  steps,  companies  can  probatj^: 
cope  with  "flash  crowds,"  which  IBM  re- 
searcher Steve  R.  'WTiite  expects  to  occui" 
more  businesses  mount  widely  publicized 
line  sales  and  other  events. 

Security  and  privacy  are 
knottier  problems 
Today,  Net  secuiil 
is  practically  a  conti- 
diction  in  ternis,  says 
Jack  Danahy,  director  o 
security  services  at  GTE 
Internetworking  Senices.  i 
"The  Internet  is  a  medium  de[ 
veloped  to  provide  wide  acces^o 
information,"  he  points  out.  "Bi 
security  means  being  able  to  re 
strict  access  selectively." 

Wonied  about  hackers  andi 
temal  snoops,  yoiu'  netwoi'k  mat 
agers  probably  seal  off  acces 
to  certain  areas  of  the  comv 
ny  using  "fu-e  walls"  and  oi- 
er  techniciues.  But  open  Ir 
ternet  standards  weren't  '  , 
designed  with  such  secrecj 
in  mind.  And  when  comp 
nies  take  ad  hoc  measure 
they  wind  up  sporting  aj 
host  of  incompatible  soj 
ware  systems,  makini 
communications  more  l 
cumbersome.  Here  ag| 
the  techies  will  probJ 
blv  rescue  us.  Secut 


lobal  company  lo  succeed  today,  everyone  and  everything  in  the  company  must  be  on  the 
:3ge.  Wang  Global  can  provide  you  with  that  page.  We  are  an  over  $3  billion  service  and 
s  provider,  offering  a  full  range  of  network  and  desktop  solutions  to  businesses  throughout 
id.  We  can  design,  deploy,  maintain  and  manage  a  network  that  integrates  your  entire 
iy  into  one  efficient,  money-making  machine.  1-800-262-3696,  ext.  1233.  www.wang.com 


Linking  laptops 
to  desktops, 
accounting 
to  sales,  U.S.  to 
Europe,  and 
you  to  the 
Fortune  500. 


NET  FACT 

Companies 
may  invest 
$23.6  billion 
by  2002  to 

upgrade  their 
E-commerce 
systems, 
according  to 
ActivMedia 


is  a  hot  research  pursuit  in  Silicon  Valley  and 
in  dozens  of  academic  computer-science  labs. 

This  is  not  to  suggest  that  business  man- 
agers can  sit  back  and  wait  for  the  gear 
heads  to  cook  up  all  the  necessaiy  fixes. 
E-commerce  is  too  critical  to  be  left  under 
the  stewardship  of  any  one  gi'oup.  Besides, 
not  all  the  solutions  can  be.  digitally  crafted. 
Academics  and  engineers  will  have  a  hard 
time  resolving  issues  about  personal  privacy, 
which  are  more  social  than  technical.  Infor- 
mation wants  to  be  free, 
we  are  repeatedly  in- 
formed by  the  rapt  dis- 
ciples of  Internet  bard 
John  Peny  Barlow.  But 
whose  infomiation  do 
they  mean?  The  gTow1;h 
crime  of  the  new  millen- 
nium, according  to  Net- 
savvy  crimefighters,  is  a 
sinister  offense  called 
"identity  theft,"  in 
which  crooks  sniff  out 
your  Social  Seciuity 
number  and  a  few  other 
stray  bits  of  data,  then 
assume  your  identity 
and  acquire  credit  cards 
and  bank  loans  in  your 
name.  Not  exactly  what 
Barlow  had  in  mind. 

Should  we  forbid 
companies  to  stockpile 
personal  data  on  Individ- 


YELLOW  FLAGS 
FOR  E-COMMERCE 


w 

marks  that  clearly  identity  each  site's  privaV 
policies,  so  that  Net  users  will  be  able  to 
make  informed  decisions.  u 
In  the  same  ad  hoc  fashion,  groups  of  " 
tech-savvy  businesspeople  hope  to  resolve 
the  most  rancorous  debates  over  technical  ; 
protocols.  Right  now,  the  lack  of  common  i 
standards  threatens  E-commerce  in  several 
ways.  Thousands  of  corporations,  for  exam-|v 
pie,  are  automating  their  manufacturing,  j 
shipping,  and  warehouse  acti\ities  by  in-  1 
stalling  sweeping  ente' 
prise  progi-ams  from 
likes  of  Oracle,  sap,  ai, 
PeopleSoft.  These  proj 
gi'ams  don't  swap  data 
with  one  another  easilj 
And  neither  do  the  coj 
panies  that  install  thej 


PRIVACY  Encryption  helps.  But  with 
more  personal  data  flooding  online, 

consumers  fret  about  crimes  such  as  ^^^.^  ^^^^ 

  tions  can't  tread-dee 

STANDARDS  Businesses  running 
crucial  corporate-software  programs 
from  Oracle,  SAP,  and  Peoplesoft  can- 
not swap  data  easily.  Robust  standards 
are  missing. 


uals?  Probably  not.  En- 
forcing such  a  ban 
would  be  nearly  impossi- 
ble. And  if  it  were  im- 


CONGESTION  You  think  today's  traffic 
jams  are  bad?  Wait  until  2000,  when 
233  million  devices  are  wired  to  the 
Net— 15  times  the  number  in  1995. 

BOOKKEEPING  Businesses  must 
streamline  their  order  and  payment 
processes  before  attacking  E-com- 
merce. Most  just  carry  old  ways  onto 
the  Net. 

QUALITY  Networks,  which  businesses 
are  ever  more  dependent  on,  crash 


inside  corporate  board 
rooms — pressure  to  bJ 
come  more  efficient  rrj 
be  the  best  safeguard) 
against  threats  to  E- 
commerce.  Many  comj 
nies,  for  example,  sho] 
worrisome  signs  of 
transporting  bad  busij 
ness  practices  directljj 
onto  the  Net.  Gartnei 
Group  Vice-President! 
Vinnie  Mirchandani  hJ 
a  favorite  example  ofl 
this.  Even  when  deali 
with  tiTisted  supplier! 
he  says,  manufacture/ 
often  require  repeatej 


posed,  it  would  present  '   checlving  of  pm-chase, 


an  entirely  different 
kind  of  threat  to  E-com 
merce.  Internet  busi- 
nesses have  had  a  hard 
time  dreaming  up  mod- 
els for  revenue  streams 
that  can  actually  deliver  profits.  One  of  the 
most  promising  business  approaches  involves 
tracking  people's  preferences  online  and  tai- 
loring products  to  those  users,  or  else  selling 
the  infomiation  to  others  who  wish  to  do  so. 
Throtthng  the  flow  of  data — if  it's  even  possi- 
ble— would  shut  off  one  of  the  most  promis- 
ing Net-based  business  opportunities. 
CLEAR  LABELS.  Fortunately,  there  are  less 
radical  solutions.  Indeed,  like  a  living  organ- 
ism, the  Net  has  already  spawned  features 
that  may  thwart  the  woi-st  privacy  abuses. 
The  model  here  may  be  TRUSTe,  a  body  cre- 
ated by  the  Electronic  Frontier  Foundation 
to  make  clear  how  different  Web  sites  deal 
with  user  privacy.  The  pui-pose  is  not  to  pre- 
vent sites  from  tracking  visitors'  explo- 
rations. The  gi'oup  audits  Web  sites,  and 
then  peiTnits  them  to  display  so-called  Trust- 


CULTURE  Millions  of  people  are 
already  glued  to  PC  screens  all  day. 
Many  will  balk  at  additional  hours  of 
screen-gazing  for  home  shopping  and 
entertainment. 


shipping,  and  receivii 
documents  to  make  c 
tain  they  match.  Typi 
ly,  each  such  match  r 
cost  the  company  $1£ 
in  labor,  tools,  and  re 
views  before  the  purchase  order  gets  issu* 
FreewheeHng  Internet  communications  ofl 
a  means  of  slashing  this  redundancy — but 
businesses  aren't  taking  advantage  of  it. 
"Companies  simply  don't  trast  theii'  suppl 
ers,"  complains  Mu'chandani. 

Well,  they  must  learn  to,  and  they  will 
the  1980s,  companies  inshed  to  reengined 
flawed  business  practices,  spurred  by  not 
ing  more  than  the  need  to  compete  more 
fectively  in  a  global  economy.  If  Net-basa 
businesses  don't  tear  up  old  approaches  t 
orders  and  inventories,  they'll  soon  find  t 
competitors  who  did  so  are  racing  past 
them.  Learning,  in  the  end,  is  what  this 
whole  business  is  all  about. 

Neil  Gross  and  Ira  Sager  unite  about  a 
puters  and  information  technology. 
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e  controls  always  ensure  a  warm  welcome  at  Heathrow.  ] 


all  passengers. The  air  at  the  world's  biggest  airport  is  controlled  and  conditioned  by  Siebe.  We 
care  of  cabin  temperatures  when  you're  cruising  at  30,000  feet.  Away  from  airport  terminals, 
ironmental  controls  create  the  special  atmosphere  in  hundreds  of  other  public  and  private 
rom  sports  stadia  to  art  galleries  to  millions  of  homes.  In  fact,  Siebe  make  you  feel  more 
iple  in  places  you  visit  almost  every  day,  and  some  you  only  visit  when  you're  going  on  holiday. 
I  Saxon  House,  2-4  Victoria  Street,  Windsor,  Berkshire  SL4  1  EN,  England.  Tel  +44  1753  855411 
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INFU  TE.CN 

ANNUAL 


KNOWLEDGE  MANAGEMENT 

TAMING  THE 
INFO  MONSTER 


Now,  coping  with  data 
overload-both  inside  and 
outside  the  company-is  a 
matter  of  survival 


Stragglers  wil 
lose  to  rivals 
who  more 
quickly  turn 
what  they 
know  into 
profit 


In  the  Internet  age.  the  world's  gTeat  infor- 
mation storehouses — France's  Bibliotheque 
Nationale,  the  U.  S.  Library  of  Congi-ess, 
Taiwan's  National  Central  Library — ai"e  just 
mouse  clicks  away.  The  patent  describing  the 
world's  first  portable  computer,  the  original 
recipe  for  sugarless  chewing  gum,  the  formula 
for  the  vaccine  against  polio — are  all  quickly 
accessible  in  ways  unimaginable  just  a  few 
years  ago. 

But  what  of  it?  Search  the  World  Wide  Web 
using  the  AltaVista  engine  for  infbiTnation  about 
DNA,  and  the  first  10  of  more  than  a  million 
hstings  include  a  peifume,  a  testing  service,  and 
a  chipmaker — in  addition  to  documents  on  the 
genetic  blueprint.  Unvetted,  this  info-gusher  can 
deliver  too  much  infoiTnation  to  be  usefiil.  Yet  in 
the  new  Infomnation  Economy,  where  corporate 
survival  I'equires  faster  and  better  thinking, 
companies  can't  afford  to  drown  in  data — either 
their  own  or  what's  available  on  the  Internet. 


Increasingly,  profits  will  stem  from 
quickly — and  well — companies  can  sort  th 
and  analyze  what  poiu's  over  then*  Net-str 
In  the  past,  labor  and  capital  deterinined 
Now,  knowhow  is  the  profit  engine — an 
Internet  sends  it  into  overdrive. 

To  be  sure,  business  has  always  been 
acquiring  and  using  information,  all  th( 
back  to  1850  when  Paul  Julius  Reuter,  fo 
of  Reuters  News  Service,  started  usii 
geons  to  deliver  information  faster  than 
petitors.  But  the  difference  today  is  the 
Like  never  before,  the  Internet  enables 
panies  to  harness  information  and  cap; 
on  what  they  know  to  boost  their  corj 
IQ  and  get  a  leg  up  on  the  competition, 
ting  a  handle  on  information  was  alw 
challenge  for  companies,"  says  Michael 
van-Ti'ainor,  vice-president  of  Internet  rei 
for  International  Data  Corp.  "'But  with  t 
ternet,  companies  now  have  a  means  by 
to  control  this  information  and  make  it| 
for  them." 

TRENDSPOTTING.  Already,  corporation 
General  Electric  to  Manpower  Inc.  ar 
ing  at  ways  to  channel  the  Internet's  v: 
sources  to  cut  costs,  build  profit,  spot 
trends  early,  swap  manufactuiing  tips  wi' 
tomers  and  suppliers,  and  speed  new  prj 
to  market. 

What's  involved?  For  many  compan; 
less  than  a  sweeping  change  in  corpora] 
ture.  So-called  knowledge  management 
tearing  down  walls  between  departmen] 
individuals,  inside  and  outside  the  compai 
starters,  that  might  mean  something  as 
as  conducting  in-house  "audits"  to  pinpo: 
knows  what  inside  the  company  and  poi 
on  the  company's  intranet. 

But  that's  the  easy  stuff.  The  reall: 
part  is  convincing  employees  to  shar( 
they  know  rather  than  horde  knowledge 
tect  their  standing  in  the  organizatio 
.Jack  V/elch,  chauTnan  of  industrial  giant 
Electric  Co.:  "An  organization's  ability  t 
and  translate  that  leaiTiing  into  action  raji 
the  ultimate  competitive  business  advans 

Doing  nothing,  though,  won't  be  an  y 
Stragglers  won't  just  get  ovemhelmed.  a 
Net  laiowledge  game,  they  will  get  overpkf 
by  rivals  who  can  more  quickly  tum  wh:! 
know  into  profit. 

For  some  companies,  the  exercise  is  ih 
starting  to  pay  off.  At  Texas  InstrumenL 
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4  R  U  N  N  E  R 


the  call  of  the  wild 

The  wild  is  waiting.  And  so  is  the  4Runner,  ready  to  take  you  places  you've  only  dreamt  of 

whispers  your  name, 

before  —  and  to  some  you  never  knew  existed.  All  in  a  sophisticated,  roomy  comfort  that  will  embrace 

and  asks  if  you  can 

not  only  your  body,  but  your  sense  of  adventure.  The  1998  Toyota  4Runner.  Answer  the  call. 

come  out  and  play. 


1  800-GO-TOYOTA      w  w  w.  t  o y 0 1  a . c  0  m 


©  1997  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you, 


NFO  TECH 

ANNUAL 


Knowledge 

management, 
experts  say, 
can  often 
mandate 
changes  in  a 
company's 
culture 


managers  around  the  world  w'ere  asked  to  use 
the  Net  to  devise,  share,  and  apply  new  ways  to 
boost  efficiency.  It  became  a  wellspring  of  new 
ideas,  enabling  Ti  to  hike  output  and  avert  the 
need  to  build  two  new  chip  plants — a  move 
that  would  have  cost  more  than  $2  billion. 
"UNNATURAL  ACT."  Meanwhile,  Cadence  Design 
Systems  Inc.,  a  San  Jose-based  supplier  of  au- 
tomated design  software,  was  able  to  get  new 
sales  representatives  up  to  speed  and  out  into 
the  field  two  to  four  months  faster.  How?  By 
creating  an  in-house  Web  site  that  included  a 
step-by-step  guide  through  the  sales  process, 
product  specs,  and  profiles  of  potential  and  ex- 
isting customers.  Market  researcher  Interna- 
tional Data  Coi-]).  estimates  the  company  could 
save  up  to  $7.6  million  over  three  years. 

But  knowledge  man- 
agement isn't  just  for 
high-tech  companies. 
Temporary  employment 
agency  Manpower  cur- 
rently makes  free  com- 
puter-based training 
courses  available  on  its 
Web  site.  The  agency  will 


HOW  TO  HARNESS  THE 
INFORMATION  GEYSER 


PERFORM  A  "KNOWLEDGE"  AUDIT 

to  pinpoint  your  company's  top  intellec- 
tual assets,  then  spread  that  knowledge 


rects  the  company's  knowledge-manage; 
initiative,  set  up  training  sessions  with  j 
agers  to  stress  how  the  Net  would  not  bei 
a  "tool  that  would  replace  them."  In  the  | 
all '  customer  information  was  handled  hjt 
pervisors.  Now,  at&t  puts  some  of  thats 
tomer  infoiTnation  online,  fi-eeing  up  supenh 
to  help  solve  tougher  problems.  "Puttin 
formation  in  more  people's  hands  is  a 
thought  to  some  folks  and  incredibly  exciti 
others,"  she  says.  Hatley  also  sought  to 
teamwork  and  Net  proficiency  by  staging  ' 
enger  hunts"  for  customer  sei-vice  data,  a' 
ing  a  ft-ee  movie  ticket  or  a  fi'ee  dinner  at 
cal  restaurant  to  workers  who  found  n 
information  the  fastest. 

How  to  do  more?  Some  funns  are  turni 
new  software  for 
Mining  information 
customers  on  the  ij 
becoming    the  h(t 
trend  in  E-commerc(ti 
now,  the  same  kii! 
technology    that  i 
zon.com   uses  to 
track  of  its  custom. 


^   .      ,       ,            -n   throughout  the  organization.  ^   ^  .... 

tram  potential  recinits  it   tastes  in  books  is 


they  note  those  courses 
in  resumes.  The  idea: 
Manpower  cultivates  tal- 
ent, which  can  be  called 
upon  to  fill  client  needs. 
Says  Linda  Muchisky,  a 
senior  consultant  at 
American  Productivity  & 
Quality  Center:  "The 
walls  and  fences  restrict- 
ing who  can  access  coi*po- 
rate  knowledge  are  com- 
ing down." 

In    the  Information 


CREATE  AN  ONLINE  DIRECTORY 

detailing  the  expertise  of  individual 
workers  and  make  it  available  to  all 
employees. 

SET  UP  DISCUSSION  GROUPS 

on  the  Net.  Work  teams  can  collaborate 
on  problem-solving. 

DEVELOP  PROFILES  OF  CUSTOMERS 

by  using  the  Net,  such  as  with  tracking 
software  that  measures  how  customers 
use  your  Web  site.  Then  tweak  your 
marketing  strategies  to  reflect  what 
you've  learned. 


developed  for  appli 
inside  companies  s 
the  Baan  Co.  an 
Computer  Such  so 
experts  say,  can  b 
to  organize  busine 
fonnation  according 
needs  of  individual 
ers,  clients,  and  o 
suppliers. 

Don't  have  time  t 
through  dozens  oi 
pages  to  find  the  st 
dope?  One-To-One 


REWARD  INFORMATION  SHARING 

Make  the  ability  of  employees  to 
share  knowledge  a  key  part  of  their 
performance  rating. 


the  new  mantra.  At  ge, 
for  instance,  Welch  says 
he  had  to  cjuash  the  no- 
tion of  a  "ge  way"  as  the 
best  way  to  tackle  a 
problem.  Now,  ge  emphasizes  a  "boundaryless 
learning  culture"  that  takes  good  ideas  ft-om 
anyone,  regardless  of  theu'  position  or  standing, 
inside  and  outside  the  company.  Similarly,  ti 
awards  the  Not-Invented-Here-But-I-Did-It- 
Anyway  prize  to  encourage  out-of-the-box 
thinking  and  information-sharing  inside  the 
company.  And,  to  ensure  that  plant  managers 
chip  in,  TI  ties  part  of  its  performance  bonus  to 
overall  manufacturing  improvements.  "Knowl- 
edge-sharing is  an  unnatural  act  in  most  orga- 
nizations," says  Andrew  L.  Michuda  Jr.,  ceo 
of  Teltech  Resource  Network  Corp.,  a  consult- 
ing firm.  "Changing  employee  behavior  is  90% 
of  the  challenge." 

Some  might  even  say  it's  99%.  At  AT&T,  for 
example,  middle  management  at  first  felt 
threatened  by  the  move  to  put  a  lot  more  in- 
formation online.  So  Patrice  Hatley,  who  di- 


Economy,  such  sharing  is    y'i"    edge  from  Broad 

Inc.  in  Redwood 
Calif.,  and  Smart 
from  Smart  Techn(  iKunfe,: 


Inc.  in  Austin,  T( 
software  that  can 
profiles  of  customers,  suppliers,  and  bi 
partners  by  analyzing  their  movements 
Web  site.  Companies  such  as  Internet  A 
Baan,  Compaq,  and  Motorola  already  are 
such  products  to  get  a  better  handle  oi 
customers 

The  lesson:  Companies  shouldn't  w{ 
long  to  dive  in.  In  an  era  where  infomiati  '"'S 'i'  'ise, 


commodity,  the  companies  that  prosper 
those  that  can  use  the  Net  to  harness 
know-how  to  competitive  advantage.  For 
today's  Information  Glut  will  become 
row's  most  valuable  resource. 

By  Gary  McWilliams  in  HoKstonii 
Marcia  Stepanek  in  New  York  -  o  ; 


For  customized  reprints  of  this  Special  Repi 
call  212  512-3148  (minimum  order  500).  For  al 
permissron  or  reprint  inquiries  call  212  512-#:;:~ 
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COAAMAND 

and  Control 

Prudential  Securities'  COAAAAAND^Account- 
The  Ultimate  Way  to  AAanageYour  Assets 

If  there's  a  downside  to  being  a  successful  investor,  it's  this:  The  more  money  you  make, 
the  more  difficult  it  is  to  manage.  Which  is  precisely  why  you  should  become  a  Prudential 
Securities  client.  Only  Prudential  Securities  offers  sound  advice,  high  quality  products, 
plus  the  COMMAND™  Account — one  of  today's  most  powerful  asset  management  tools. 


As  a  client  of 
Prudential 
Securities,  you'll 
benefit  from  a 

one-to-one 
"elationship  with 
B  knowledgeable 
■inancial  Advisor 
who  can  offer 

objective 
nvestment  ideas, 
timely  research 
\nd  analysis,  and 
long-term 
planning. 


Get  to  know  the  benefits  of  investing 
the  Prudential  Securities  way. 

Make  your  money  work  harder. 

With  automatic  daily  investment  sweeps, 
you'll  never  have  idle  cash.  Interest, 
dividends,  and  other  cash  credits  are 
swept  automatically  into  a  fund  of 
your  choice. 

Access  your  account  where  and 
when  you  want.  You  can  find  it  all 
right  on  your  computer  with  our  free 
Prudential  Online '  service.  Or,  call  our 
world-class  customer  service  desk- 
24  hours  a  day,  7  days  a  week. 

Enjoy  free  ATM  withdrawals 
and  more.  A  complimentary  Visa  Gold 
Debit  Card,  unlimited  check  wiiting-plus 
no-fee  ATM  withdrawals -give  you  total 
control  over  your  cash.  You  can  also  pay 
bills  and  transfer  money 
between  accounts 
automatically 


COMMAND  clients  benefit  from  free 
ATM  access  and  other  privileges. 


Track  your  assets  on  state-of-the- 
art  statements.  Finally  a  statement 
you  can  read  and  understand  with  ease. 
Handy  pie  charts  and  tables  show  you 
your  asset  composition,  realized  and 
unrealized  gains  and  losses,  and  expense 
summaries,  at  a  glance. 

Expand  your  borrowing  power. 

COMMAND  Margin  gives  you  easy 
low-interest  access  to  your  equity. 
There  are  no  complicated  applications 
or  waiting  periods.  Just  write  a  check 
or  use  your  Visa  Gold  debit  card. 

Simplify  your  tax  preparation. 

Customized  expense  codes  make  it  easy 
to  categorize  your  expenses.  And,  your 
year-end  "Instant  Replay"  statement 
provides  a  neat  summary  of  your 
earnings,  dividends  and  spending. 
Just  give  it  to  your  tax  professional. 

Take  COMMAND  of  your  money 
Call  today 

1-800-THE-ROCK 

ext.  2242 

www.prudential.com 


&v  Prudential 

Securities 


rre  complete  information  on  COMMAND  Money  Market  Funds  including  charges  and  expenses,  obtain  a  prospectus 
i  ing  the  number  above.  Please  read  it  carefully  before  you  invest.  Keep  m  mind  that  the  use  of  margin  entails 
:al  risk.  An  investment  in  the  money  market  fund  is  neither  insured  nor  guaranteed  by  the  U.S.  government,  and  there  is  no 
;ce  that  the  fund  will  be  able  to  maintain  a  stable  net  asset  value  of  one  dollar.  Prudential  Securities,  1  99  Water  Street,  NY,  NY  1  0292, 
jjsec.com.  Member  SIPC. 
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Select  a  flight  and 
purchase  a  ticket  from 
your  computer  with 
Northwest  Airlines. 

We've  taken  travel 
planning  to  new  heights 
of  ease  and  convenience. 
Just  hop  on  the  Internet 
and  jet  o\er  to  VCorldWeb, ' 
the  Northwest  Airlines  web 
site  at  www nwa.com. 

YoLi  can  review  flight 
schedules,  check  avail- 
ability, book  a  seat  and 
even  purchase  a  Northwest 
E-Ticket,'  the  convenient 
and  paperless  way  to 
travel.  With  a  few  clicks  (jf 
the  mouse,  you're  ready  to 
fly  It's  that  simple. 

But  don't  .step  there. 
Discover  all  the  great  ways 
in  which  WorldWeb  can 
make  your  trawl  pi. inning 
a  breeze.  E.\|")lore  \a(.aiioii 
ideas.  .Save  money  with 
exclusive  Cyber.Saver  fares. 
Check  voLir  WorldPerks" 
account,  book  your  award 
travel  online  and  more. 

\'isit  the  web  site 
named  Most  Innovative 
and  Dynamic  Site  by 
Inside  Flyer  /iilenui/ini/a/- 
Prepare  l( ir  takei  )tl  ,il 
WW  vv.nvva.com. 


NORTHWEST 

AIRLINES 

Some  Peop  le  Just  Know  How  to  Fly 

1-800-225-2525  /  www.nwa.com 


"iwest  Airlines.  Inc.    Northwest  recycles  enough  paper  produas  in  one  year  to  save  over  16.000  trees,  Cf 


MUTUAL  FUNDS 


WHAT  DREYFUS 
DIDN'T  DIVULGE 

A  fund  chief  loaded  up  on  Chromatics-a  stock  he  owned 


licliael  L.  Schonberg  was  a  star. 
When  he  amved  at  Dreyfus 
Corp.  from  the  prestigious 
I  Omega  Advisors  Inc.  hedge  fimd 
in  August,  1995,  he  was  on  a  rescue 
mission:  to  salvage  the  company's  lack- 
hister  Strategic  Growth  and  Premier 
Capital  Growth  funds.  The  fimds'  per- 
formance numbers  were  more  than  just 
bad.  They  were  embarrassing.  Both 
were  managed  by  Dreyfus  Chief  Exec- 
utive Howard  Stein,  who  had  proven 
far  less  adept  at  money  management 
than  at  mnning  a  fund  company. 

But  now,  the  47-year-old  Schonberg 
is  no  longer  a  star.  His  management  of 
two  small-cap  stock  funds — the  Premiei- 
Aggressive  Growth  and  Aggressive 
Growth  funds — has  been  a  disaster.  In 
April,  a  money  manager  named  Paul 
LaRocco  was  put  in  charge  of  the 

CHROMATICS  COLOR: 
GRAVITY  TAKES  HOLD 


NOV  4,  '94 
▲  DOLLARS 

•SHARE  PRICE  ADJUSTED  FOR  3-FOR-2  STOCK  SPLIT,  FEB.  13,  1998 
DATA  BLOOMBERG  FINANCIAL  MARKETS 

funds,  though  Schonberg  remains  a 
portfolio  manager.  Again,  Dreyfus  has 
an  embarrassment  on  its  hands — but 
this  time  it  isn't  a  simple  case  of  crum- 
my stock-picking. 

Not  lorx'j;  after  Schonberg  was  hired 
by  Dreyfus,  he  began  aggi-essively  buy- 
ing for  the  funds  a  micro-cap  stock 
called  Chromatics  Color  Sciences  Inter- 
national Inc.  At  the  same  time  he  was 
loading  up  on  the  stock  for  Dreyfus, 
Schonberg  held  20,000  shares  of  Chro- 


matics in  his  personal  account — shares 
he  had  obtained  at  half-price  a  few 
months  before  he  joined  Dreyfus.  His 
aggressive  buying  of  Chromatics  for 
Dreyfus  helped  support  the  stock's  shai'e 
price — to  the  point  that,  by  late  May, 
Schonberg  had  unrealized  paper  profits 
of  860%  in  his  personal  holdings. 
TROUBLING  QUESTION.  Schonberg's  per- 
sonal position  in  Clu'omatics,  disclosed  in 
the  company's  filings  with  the  Seciuities 
&  Exchange  Commission,  has  trouble- 
some implications  for  Dreyfus,  now  a 
Mellon  Bank  Corp.  subsidiary  with  a 
scjueaky-clean  reputation.  Dreyfus  is 
standing  by  Schonberg,  saying  in  a 
statement  that  though  it  is  conducting 
its  own  "review  of  the  facts"  based  on 
its  knowledge  to  date,  "Michael  Schon- 
berg has  complied  with  Dreyfus'  per- 
sonal securities  trading  policies."  Drey- 
fus called  "baseless"  allegations 
that  Schonberg  traded  for  per- 
sonal gain.  Schonberg  did  not 
retiu'n  phone  calls  to  his  office. 

In    a    sense,    Dreyfus  is 
right — Schonberg  did  no  wi'ong 
by  Dreyfus  standards.  A  Drey- 
fus spokesperson  says  the  com- 
pany was  informed  of  Schon- 
berg's   Chromatics  holdings 
when  he  was  hired  by  Drey- 
fus. But  that  raises  a  troubling 
question:  Are  Dreyfus'  ethics 
g  '98        policies  sufficient  to  protect 
their  investors?  The  two  ftmds' 
prospectuses  and  recent  disclo- 
sui'es  contain  not  a  word  about 
Schonberg's  position  in  Chromatics — 
which  he  still  holds  in  his  personal  port- 
folio— even  though  it  tops  the  list  of 
both  fimds'  holdings. 

In  the  past,  the  sec  has  taken  a  dim 
view  of  conflicts  of  interest  by  fund 
managers.  Late  in  1995,  the  SEC  fined  an 
Invesco  Inc.  fund  manager  named  John 
Kaweske  for  having  traded,  in  his  own 
account,  shares  held  by  Invesco. 
Kaweske  neither  admitted  nor  denied 
the  charges.  Kaweske  allegedly  did  not 


disclose  his  personal  stock  posil 
ther  to  his  employers  or  his  in\  jieftjf 
That  makes  his  situation  differei 
Schonberg's.  But  since  his  im 
have  been  left  in  the  dark,  wl" 


the  implications  for  Dreyfus?  1 
swer  is  far  from  cleai'.  SEC  mle  i<-n^(^  ^ 
ban  fund  managers  from  buying 
they  personally  own — but  the  se^ 
laws  carry  broad  prohibitions  ; 
deceptive  conduct.  "Investors 
right  to  know  the  pei'sonal  procli\ 
the  persons  in  charge  of  investin 
money,"  says  Melvyn  I.  Weiss,  a 
nent  securities  lawyer. 

Chromatics'  rendezvous  with  ic 
berg  took  place  not  long  aftr 
Kaweske  case  first  hit  the  headM 
1993.  The  New  York-based  ChrdfS 
which  makes  a  skin-color  moniil 
medical  and  cosmetic  uses,  was  li? 
public  in  Febi-uary,  1993,  by  Infej 
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tes  Inc.,  a  brokerage  that  has 
subject  of  numei'ous  enforcement 
by  regulators.  Schonberg  was 
;ed  to  Chromatics  management 
by  Peter  W.  Janssen,  a  partner 
sen-Meyers  Associates,  a  New 
"okerage.  According  to  Janssen, 
irg  became  enthused  about  the 
nd  subsequently  bought  Chro- 
for  his  employer  at  the  time, 
Schonberg's  enthusiasm  brought 
3wai'd  accor'ded  only  the  favored 
1  opportunity  to  get  in  on  a 
';ock  deal. 

1  Janssen-Meyers  managed  a  pii- 
icement  for  Chromatics  of  1.8 
■shares  in  1994  and  1995,  Schon- 
made  pait  of  the  deal.  Among 
'3ns  of  lucky  investors  were  the 
lis  of  Investors  Associates.  The 
12.50,  or  half  the  open-market 
I  December,  1994,  when  Janssen 
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SCHONBERG  AND  CHROMATICS 
-A  CHRONOLOGY 

DECEMBER,  1994  Schonberg 
buys  20,000  shares  of  Chromatics 
at  $2.50  apiece  in  a  private 
placement 

AUGUST,  1995  Schonberg 
becomes  portfolio  manager  of 
Dreyfus  Aggressive  Growth  and 
Premier  Aggressive  Growth 

JANUARY,  1996  Dreyfus  reports 
that  it  holds  260,000  shares  of 
Chromatics  in  its  portfolios 

MARCH,  1996  Dreyfus  reports 
155,000  Chromatics  shares  held 
by  Premier  Aggressive  Growth 
alone 

MAY,  1996  Chromatics  registers 
the  private  placement  stock  with 
the  SEC,  allowing  the  shares  to 
be  freely  traded 

MARCH,  1998  Chromatics  is 
now  the  largest  holding  of 
Aggressive  Growth  (397,500 
shares)  and  second-largest 
holding  of  Premier  Aggressive 
Growth  (1.1  million  shares),  and 
Dreyfus  is  the  fund's  largest 
institutional  shareholder 

APRIL,  1998  Schonberg  is 
replaced  by  Paul  LaRocco  as 
portfolio  manager  of  the 
funds,  but  remains  involved 
in  investment  decision-making 

DATA;  BUSINESS  WEEK:  COMPANY  FILINGS 

says  Schonberg  bought  the  shares.  The 
"cheap  stock"  generated  in  the  offering 
could  not  be  freely  traded  until  the  com- 
pany registered  it.  That  didn't  happen 
until  May,  1996. 

Fortunately  for  Schonberg  and  his 
fellow  cheap-stock  investors,  Cliromatics 
performed  nicely  in  the  months  ahead — 
and  Schonberg's  fimds  may  have  helped 
the  stock  in  its  climb.  An  sec  filing  dis- 
closes that  Dreyfus  took  a  260,000-share 
position  in  Chi-omatics  by  Jan.  24,  1996. 
At  about  the  same  time.  Chromatics 
staged  a  rally.  It  ended  1995  trading  at 
just  $4.25  a  share.  By  the  end  of  Janu- 
ary, it  was  trading  at  more  than  $10. 
Share  prices  declined  a  bit  in  the  next 
couple  of  months,  but  they  were  always 
well  above  the  $2.50  a  share  Schonberg 
paid  for  his  shares.  In  May,  1996,  when 
the  private  placement  shares  were  reg- 
istered for  sale,  the  stock  had  climbed 


back  to  just  over  $10.  Although  share 
prices  then  moved  dovwiward,  evidently 
pushed  lower  by  private  placement 
shares  and  other  cheap  stock  sold  at 
instant  profits,  Chi'omatics  never  traded 
below  $7  in  the  next  two  months. 

Chi'omatics  share  prices  did  not  stay 
in  the  single  digits  for  long — and  Schon- 
berg, wealing  liis  portfolio  manager  hat, 
became  its  most  enthusiastic  buyer.  As 
the  months  went  on,  the  Chromatics 
stock  position  of  his  two  funds  gi-ew  to 
the  point  that  Dreyfus  became  its 
largest  institutional  investor  by  early 
1998.  By  last  Mar.  31,  the  Premier  Ag- 
gressive Growth  fund  held  some  1.1  mil- 
lion shares  of  Clii'omatics,  worth  $13.7 
million,  while  the  Aggressive  Growth 
fund  held  397,500  shares,  worth  $4.9 
million.  Meanwhile,  Chromatics  shares 
climbed  above  $17  in  January,  1998 — 
such  strong  performance  that  the  com- 
pany announced  a  3-for-2  stock  split  in 
early  February.  Despite  Chromatics, 
Schonberg's  fimds  were  hoirendous  per- 
foiTners,  with  Aggi-essive  Growth  falling 
15.8%  and  Premier  Aggressive  drop- 
ping 13%  in  1997.  Year  to  date,  they 
are  down  18.5%-  and  13.5%-  respectively. 
STRONG  DENIAL.  Chromatics  stock  it- 
self has  been  in  a  state  of  near-col- 
lapse— and  the  company  is  blaming 
short-sellers.  One  major  short  in  Chro- 
matics has  been  outspoken  in  his  at- 
tacks on  the  company.  Manuel  Asensio, 
a  New  York  short-seller,  asserted  pub- 
licly on  June  9  that  the  company  is  a 
fraud  and  its  shares  nearly  worthless. 
The  company  did  not  retui-n  phone  calls 
to  its  offices,  but  on  June  9,  Clu-omatics 
issued  a  statement  strongly  denying 
Asensio's  allegations. 

LaRocco,  the  new  fimd  manager  at 
Dreyfus,  appears  to  be  less  bullish  on 
the  stock  than  his  predecessor.  In  an 
SEC  filing  on  June  8,  Dreyfus  disclosed 
that  it  had  cut  its  Chromatics  holdings 
roughly  in  half,  to  780,000  shares.  And 
Schonberg's  private  holdings?  Schon- 
berg isn't  talking,  but  according  to 
Dreyfus,  he  still  is  holding  the  stock. 
And  despite  a  dramatic  decline  in  the 
stock — encom-aged  by  Asensio's  public 
pronouncements  and,  perhaps,  Dreyfus' 
dumping  of  the  stock — it  is  still  worth  a 
heck  of  a  lot  more  than  he  paid  for  it. 

Even  though  Chromatics  is  down  50%- 
in  just  a  few  weeks,  Schonberg  could 
still  more  than  triple  his  money  if  he 
decides  to  cash  in  his  Chromatics  nest 
egg,  now  30,000  shares  because  of  the 
split.  The  stock  now  ti-ades  at  about  $6 — 
wliich  would  mean  a  gain  of  $130,000.  A 
nice  piece  of  change.  Too  bad  his  in- 
vestors haven't  been  quite  so  fortunate. 

By  Gary  Weiss  in  New  York 
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SECURITIES  FIRMS 


GOLDMAN  SACHS 
PLAYS  HAMLET 

To  go  public  or  not  to  go  public?  The  decision  is  wrenching 


It's  time  to  pull  the  trigger  at  Gold- 
man, Sachs  &  Co.  The  private  part- 
nership, which  was  started  in  1869 
by  a  GeiTnan-.Iewish  immigi'ant  named 
Marcus  Goldman,  is  expected  to  decide 
to  go  public  on  June  12-13  at  its  annual 
partners'  meeting.  If  the  190  partners 
take  the  plunge,  Goldman,  wliich  many 
say  is  Wall  Street's  most  profitable  and 
prestigious  fii"m,  will  be  fundamentally 
changed.  It  may  lose  its  unique,  close- 
knit,  collegia!  culture — a  key  to  its  suc- 
cess— and  become  a  more  impersonal 
corijoration,  accountable  to  independent 
directors  and  public  shareholders. 

Yet  Goldman  may  be  more  successful 
than  its  competitors  in  retaining  cnacial 
elements  of  its  teamwork  values.  That's 
because  in  the  past  six  months,  its  190 
partners  have  paiticipated  in  a  remark- 
able exercise  in  consensus-building  about 
whether  to  go  public. 
The  process,  much  like  a 
juiy  that  ideally  arrives 
at  a  unanimous  verdict, 
has  been  carefully  or- 
chestrated by  Jon  S. 
Corzine,  Goldman's  co- 
chief  executive.  "He's  not 
going  to  jam  it  on  people. 
He's  the  real  thing,"  says 
Robert  E.  Denham.  Den- 
ham  managed  the  frac- 
tious Salomon  Inc.  and 
also  knows  Corzine. 

Not  all  Wall  Street 
partnerships  have  taken 
this  approach  (table).  Sa- 
lomon Brothers  is  a  no- 
torious example.  In  1981, 
Salomon  decided  to  sell 
itself  to  Phibro  Corp.,  a 
public  company.  The 
firm's  five-man  executive 
committee,  headed  by 
John  H.  Gutfr-eimd,  ma^le 
the  decision  and  present- 
ed it  to  Salomon's  6'4 
partnei-s  as  a  done  deal, 
say  former  partners. 
Many  believe  that  the 
partners'  abrupt,  auto- 


cratic cash-out  destroyed  Salomon's  co- 
hesive culture  by  ending  the  support  of 
key  employees. 

A  more  recent  comparison  is  Morgan 
Stanley,  which  went  public  in  1986. 
Morgan  Stanley's  man- 
agement committee 
made  an  executive  deci- 
sion. After  studying  the 
issue,  they  decided  that 
it  was  in  the  best  inter- 
est of  the  firm  to  go 
public.  In  a  matter  of 
months,  the  issue  was 
discussed  and  hashed 
out  with  the  partners 
and  a  vote  was  taken, 
which  was  unanimous. 
Decisive  leadership  cou- 
pled with  paitner  partic- 
ipation has  served  the 


For  six  months,  all 
190  partners  have 
been  involved 
in  a  remarkable 
exercise  in 
consensus-building 

CO-CHIEF  EXECUTIVES 
PAULSON  AND  CORZINE 


fuTTi  well.  While  its  partnership  cult 
has  faded,  Morgan  Stanley  has  gi-cn 
and  prospered. 

Corzine's  management  style  has 
to  put  aside  his  personal  views  and 
consensus — despite  the  fact  that, 
top  eciuity  holder,  he  would  make 
eral  hundred  million  dollars  if  Gold] 
goes  public.  In  1996,  the  last  time 
firm  came  close  to  considering  gi 
public,  Corzine  and  the  majority  o] 
six-man  executive  committee  v/en 
favor  of  the  move.  Nonetheless,  Co: 
tabled  the  matter  because  the  part: 
sentiment  was  clearly  to  stay  priv; 

This  time,  Corzine  has  had  two 
years  to  soft-sell  his  view.  After  th| 
sue  died  in  1996,  he  set  up  two 
mittees  of  19  people  each,  made 
the  fii'm's  movers 
shakers.  They  incj 
the  operating  co: 
tee,  chaired  by  H 
M.  Paulson  Jr., 
just  became  co-chi( 
ecutive,  and  the 
nership  commit 
which  Corzine  chi 
The  two  commit 
called  "ocpc"  in 
man  jargon,  met  al 
firm's  headquartei 
London    in  Jan 
1998.     They  b: 
stormed  on  the  ii 
and  assigned  sub 
to  study  each  one, 
as  the  growth  of  ri' 
PROS  AND  CONS, 
prisingly,  Corzine's 
hasn't  been  the  six- 
executive  commi 
"The  executive  co: 
tee  is  more  the 
counters  than  the 
sion-makers,"  says| 
partner.  "Six  guys 
can't  make  this 
work." 

Corzine  set  the 
by  being  available, 
with  the  executive 
mittee,  to  discuss; 
pros  and  cons  of 
public.  Corzine  and] 
el's  spent  time  in  L( 
meeting  with  indi 
paitners.  And  he  h^f 
couraged  partners  tc 
matter-of-factly  2 
what  is  a  very  emot 
issue  and  avoid  ri 
personal  disputes,  i 
Partners  have  t 
encouraged  to  mal<| 
their   own  mind 
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Among  "Big  Six"  Systems  Integrators,  Computerworld,  July  28,  1997 


There  are  many  ways  to  measure  success. 
Revenues  is  one.  The  strength  of  relationships  is  another. 

At  Deloitte  Consulting,  we're  known  more  for  our  working  style 
than  our  size.  And  that's  fme  with  us.  More  importantly, 
it's  fme  with  our  clients.  Because  they've  seen  firsthand 
that  our  style  delivers  substance. 

Being  flexible  and  collaborative,  as  opposed  to  rigid  and  arrogant, 
gives  us  the  ability  to  generate  a  tremendous  degree 
of  employee  buy-in  to  changes  at  hand. 

Which  helps  us  transfer  the  knowledge  and  skills 
your  people  will  need  to  get  the  best  possible  returns  from 
any  new  strategy  or  technology.  And  to  keep  those 
improvements  from  unraveling  after  we  leave. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 


Deloitte  &  louche  Consulting 

Group 
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study  of  the  business  environment  over 
the  next  10  years  was  prepared  and 
circulated.  One  downside:  not  moving 
aggressively  enough  and  "over- 
noodhng ...  we  are  a  little  'Ready,  aim, 
aim,  aim — do  you  want  to  have  another 
meeting? — fire,' "  says  one  partner. 

Corzine  also  assigned  J.  Christopher 
Flowers,  Goldman's  financial-services  in- 
vestment banker,  to  conduct  a  series  of 
presentations  to  the  various  commit- 
tees. Flowers  studied  financial,  gover- 
nance, and  cultural  issues,  such  as  how 
Goldman  compai'es  with  its  competitors, 
what  the  fii-m's  valuation  is,  and  what 
Goldman  will  look  like  in  three  years. 
LIVELY  DEBATE.  The  process  led  to  an 
intense  period  in  late  May.  On  May  26, 
at  a  monthly  partners'  meeting,  all  190 
partners  were  conferenced  in  by  video 
and  phones.  Paulson,  who  chaired  yet 
another  committee,  re- 
ported its  conclusion: 
The  fii'm  had  to  gi'ow 
aggressively.   Even  T'VlP 
though  going  public  illC 
wasn't  on  the  agenda, 
partners  had  a  lively 
discussion  about  it.  On 
the  weekend  of  May  30, 
the  operating  and  part- 
nei"ship  committees  rec- 
ommended that  the  firm 
consider  going  public. 
And  to  bolster  manage- 
ment, on  June  1,  Paul- 
son was  promoted  to 
co-chief  executive.  The 
same  day,  Corzine  ad- 
dressed all  of  the  firm's 
11,400   employees  by 
phone  to  assure  them 
that  a  decision  would 
be  reached  soon. 

Contrast  that  with  Salomon.  The  ex- 
ecutive committee  was  empowered  by 
the  fact  that  it  owned  30%  to  40%  of 
the  firm — vs.  Goldman's  much  more 
broadly  dispersed  ownership.  Salomon's 
executive  committee  told  its  partners 
how  much  each  would  receive  and  made 
a  one-hour  presentation,  followed  by  a 
unanimous  vote  by  the  partners,  says 
former  partner  Michael  Bloomberg  in 
his  recent  book.  "Essentially,  there  were 
partners  who  were  greedy  and  wanted 
to  get  their  money  out,"  says  a  former 
Salomon  partner.  "Immediately  after, 
the  culture  changed."  Instead  of  training 
its  own  people,  the  firm  hired  lots  of 
outsiders,  and  teamwork  disappeared. 
"Everybody  becomes  a  mercenary,"  says 
the  ex-Salomon  partner. 

Goldman  partners  are  undoubtedly 
wonied  about  the  same  issues.  But  they 
are  also  worried  about  not  doing  the 


deal.  Without  stock  to 
make  acquisitions,  Gold- 
man could  no  longer  be  a 
leader  in  its  businesses 
in  the  future.  Another 
concern  is  strengthening 
the  firm's  capital  stnac- 
ture  to  prepare  for  a 
market  downturn.  Part- 
ners are  worried  about 
whether  a  partnership 
can  manage  such  a  big 
firm.  Another  concern  is 
missing  what  may  be  a 
once-in-30-years'  chance 
to  cash  out  when  mai'ket  conditions  are 
ideal.  "This  place  is  filled  with  lots  of 
traders  who  say,  'Do  it  now,' "  says  one 
employee. 

The  prevailing  sentiment  among  part- 
ners is  to  go  public.  But  no  formal  poll 


Going  Public: 
Good,  the  Bad,  and  the  Ugly 


"We  are  a  little 
'Ready,  aim, 
aim,  aim- 
do  you  want  to 
have  another 
meeting?-flre 
says  a  partner 


1  n 


FIRM 

DATE  WENT 
PUBLIC 

HOW  WENT 
PUBLIC 

MORGAN 
STANLEY 

1986 

Top  managers  decided  it  was  in  the  best  interests  of 
the  firm  to  go  public.  Partners  signed  on.  Partnership 
culture  faded,  but  firm  has  grown  and  prospered. 

LEHMAN 
BROTHERS 

1984 

After  harsh  internal  battles,  partnership  sold  to 
Shearson,  a  unit  of  American  Express.  Result:  It  took 
years  for  Lehman  to  rebuild.  Lehman  went  public  in 
1994  and  has  reestablished  itself. 

SALOMON 
BROTHERS 

1981 

Executive  committee  sold  the  firm  to  Phibro.  Proceeds 
were  divided  among  63  partners,  who  only  got  a  chance 
to  rubber-stamp  the  decision.  Several  executives 
defected,  weakening  the  firm  and  decreasing  the 
remaining  partners'  loyalty.  Now  part  of  Citigroup. 

DATA:  BUSINESS  WEEK 

has  been  taken,  and  some  of  the  most 
powerful  and  sophisticated  partners  ai"e 
opposed,  such  as  executive  committee 
members  John  L.  Thornton  and  John  A. 
Thain.  "They  believe  the  firm  can  fight 
the  tide  in  a  consolidated  world,"  says 
one  Goldman  employee.  "There's  no  rea- 
son" to  go  public,  says  another.  "It's  not 
broken.  What  do  we  need  to  acquii'e?" 

Paitners  also  woiry  that  as  a  public 
company,  the  firm  will  no  longer  attract 
the  best  and  brightest.  Goldman,  which 
puts  a  huge  emphasis  on  its  people,  can 
no  longer  say  it  is  unique — the  last  major 
Wall  Street  paitnership  to  rewai'd  ex- 
cellence with  memberehip  in  an  elite  club. 
Its  new  pitch  could  sound  a  lot  like  that 
of  its  big  comjjetitoi's.  Says  a  Wall  Street 
attorney:  "It  will  lose  a  certain  amount  of 
cachet."  And  Goldman  may  find  the  press 
harder  to  control.  Says  another  competi- 
tor: "They  can  create  their  own  image 


and  mystique.  Suddil 
they  are  human." 

Even  if  Corzinea 
tracts    enough    vfe  '^"'3/) 
which  must  be  it: 
than  a  simple  majij 
and  wall  surely  be! 
than  unanimous,  ti 
are  many  knotty  la 
left.  How  to  divv; 
the  firm's  wealth  isi 
If  Goldman  sells  WOi^^ 
multiple  of  3.5  time 
book  value  of  $6.3  biii 
it  will  be  worth  $21: 
lion.  Once  it  pays  off  its  lenders,  lir: 
partners,  and  partners,  it  will  i 
about  $15.7  billion  left.  Insiders  say 
unlikely  that  this  amount  will  be  di'- 
up  solely  among  the  190  partners, 
hkely,  some  large  amount,  possibl;; 

lions  of  dollars,  wi 
earmarked  for  ma: 
the  firms'  nonpaii 
professionals.  Ovij 
ship  could  be  puf 
far  down  in  the  or| 
zation,  far  beyoncj 
211  nonequity-ov 
managing  dired 
"You  can't  keep! 
money  at  the  to 
would  destroy 
place,"  says  one 
man  insider. 

Limited  partners 
also  be  selected  to 
in  the  one-time  b 
za.  But  several  ind 
als  who  built  the 
but  ai-e  no  longer 
ed  paitners  will  b 
out.  "Steve  Friec 
John  Whitehead, 
John  Weinberg  created  this  valut 
do  not  stand  to  benefit,"  says  on 
server,  referring  to  former  Goldm? 
chief  executives.  And  most  of  the 
man  windfall  will  only  be  on  ] 
initially.  The  paitners  and  employee; 
get  stock  will  probably  be  unable  t 
it  immediately.  When  Morgan  St 
went  public  in  1986,  partners  wei 
quired  to  hold  their  stock  for  two ; 

Perhaps  the  biggest  reason  for 
man  to  go  public  is  that  senior 
agers  at  Morgan  Stanley  and 
Lynch  &  Co.  don't  like  the  idea. "' 
fer  they  continue  to  keep  talking 
it  for  10  yeai's,"  says  Peter  S.  Ka 
who  heads  Morgan  Stanley  Dear 
ter's  institutional  secuiities  busines  ^/  ■  ^ 
timately,  Goldman's  rivals  ma  0 '  w 
Corzine's  best  lobbyists. 

By  Leah  Nathans  Spiro  in  New 
with  Stanley  Reed  in  London 
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STOCK  EXCHANGES 


TRADING  SMALL, 
TREADING  WATER 

If  the  few  U.S.  regional  bourses  don't  merge,  they  could  sink 


Takeovers,  mergers,  and  buyouts 
have  been  staples  of  nearly  all  in- 
dustries— with  a  notable  exception: 
securities  exchanges.  Not  anymore. 

On  Mar.  13,  the  American  Stock 
Exchange  (Amex)  agreed  to  combine 
with  the  National  Association  of  Secu- 
rities Dealers  (nasd),  which  operates 
NASDAQ.  And  on  June  9,  Amex  an- 
nounced it  would  merge  with  the 
Philadelphia  Stock  Exchange,  the 
nation's  oldest,  which  had  earlier 
rejected  an  unsolicited  bid  from  the 
Chicago  Board  Options  Exchange. 
Amex-NASD   is   after  Philadelphia's 


AS  THE  PACIFIC'S  TRADES  SHRINK . . . 


flourishing  business  in  stock  and  index 
options,  especially  the  Dell  Computer 
option.  That  would  increase  Amex' 
share  of  the  options  market  from  23% 
to  33%.  If  the  deal  goes  through,  it 
would  be  the  first  regional  merger 
since  Pittsburgh's  bourse  linked  up 
with  its  cross-state  rival  29  years  ago. 
MASKED.  In  exchange  deals,  as  in  most 
others  these  days,  size  matters.  But 
the  exchange  mergers  have  a  more 
urgent  goal:  survival.  The  five  region- 
al exchanges — Boston,  Chicago,  Cin- 
cinnati, Pacific,  and  Philadelphia — face 
serious  long-term  problems  that  are 
masked  by  the  surging  stock  market. 
Their  market  share  in  equity  trading 
is  slipping,  and  competition  from  the 


New  York  Stock  Exchange  (nyse)  is 
becoming  ever  more  intense.  While 
options  trading  has  buoyed  the 
Philadelphia  and  Pacific  exchanges,  a 
bear  market  could  be  lethal. 

"These  deals  are  a  sign  of  the 
times,"  says  William  G.  Morton  Jr.  of 
the  Boston  Stock  Exchange,  smallest 
of  the  regionals.  "They  send  a  message 
to  the  rest  of  us" — the  same  message 
all  financial  intermediaries  are  get- 
ting: Merge  and  cut  costs. 

Why?  The  Big  Board's  share  of 
trades  in  NYSE-listed  stocks  has  risen 
from  65%  in  1992  to  more  than  74%. 

REGIONALS: 
DO  THEY  HAVE  A  FUTURE? 

PLUSES 

•  The  SEC  has  approved  regional  ex- 
change programs  that  make  business  more 
profitable  for  members 

•  Option  businesses  at  the  Philadelphia 
and  Pacific  exchanges  have  been  booming 

MINUSES 

•  Regionals'  share  of  NYSE-listed  stock 
trades  has  dropped  from  25%  to  15%  in 
the  past  five  years 

•  Reduction  in  spread  size  to  Me  of  a  dol- 
lar cuts  the  regionals'  margins  by  35% 

DATA;  BUSINESS  WEEK 

last  year.  The  survivors  of  the  dozens 
of  exchanges  established  in  the  19th 
and  early  20th  centuries,  derive  90% 
of  their  equity  revenues  from  trading 
stocks  listed  in  New  York  and  on  the 
Amex.  But  the  regionals'  share  of 
NYSE  stocks  has  fallen  from  25%  to 
15%  in  the  past  five  years.  The  Pacif- 
ic's share  of  trading  in  nyse  stocks  has 
gone  from  8%-  to  4%. 

Among  the  reasons  is  shrinking 
spreads  on  trades.  New  trading  rules 
have  reduced  the  gap  between  bid  and 
ask  prices,  typically  from  '/» to  '/(..  Com- 
petition from  electronic  networks  such 
as  Instinet  Corp.  has  also  squeezed 
spreads.  This  has  affected  all  markets. 


but  the  regionals  have  been  most  hri, 
Ti'ades  by  New  York  brokerage  hoi?; 
that  normally  would  have  been  rouc 
to  the  regional  exchanges  in  exchaje 
for  services  are  now  retained  in  H 
York.  In  fact,  big  Wall  Street  fiii 
such  as  Merrill  Lynch,  Salomon  Sr  ; 
Barney,  and,  most  recently,  Faf 
Webber  have  pulled  the  plug  onjj 
regional  specialist  operations-i 
cause  of  arm-twnsting  by  the  nyse.i. 
regional  executives.  ' 

Morton  and  other  regional  ex* 
fives  say  their  exchanges  serve !; 
vital  function  of  "keeping  New  \ 
honest."  Indeed,  their  low-cost  t;. 
ing  facilities  and  willingness  to  i 
for  order  flow  have  let  discount  ■ 
kers  wage  ferocious  price  wars.  C;! 
mission  costs  for  retail  investors  h. 
dropped  below  $10.  The  smallen 
changes  have  also  been  quicker 
innovate  than  the  nyse.  The  Cir; 
nati  Stock  Exchange,  for  exani 
went  all-electronic  in  the  1970s- 
computers  are  in  Chicago.  Presin 
David  Colker  says  this  system  nvi< 


his  exchan.ue  the  luwest-cost  opei 
in  the  industry.  "We've  ah 
viewed  the  regionals  as  signifi 
competition,"  says  Robert  L.D. 
by,  deputy  director  of  market  rej 
tion  at  the  Securities  &  Exch 
Commission. 

The  trouble  is  that  the  NYSE 
spent  more  than  $1  billion  in  the 
decade  improving  its  trading  syst 
Staying  ahead  technologically  is 
ting  a  lot  more  expensive. 

Since  nothing  can  apparently  r 
this  bull  market,  the  regionals  K 
just  let  the  good  times  roll.  But  a 
the  coming  competitive  squeeze,! 
should  plan  for  a  more  difficult  futjl 
By  Andrew  Osierland  in  Ch  'i 


Finance 


MUTUAL  FUNDS 


FIDELITY  TAKES  ON 
THE  WORLD 

Can  the  mutual-fund  giant  become  a  global  powerhouse? 


Barry  Bateman,  Fidelity  Interna- 
tional Ltd.'s  president  since  1991,  is 
not  one  for  modesty.  Noting  that 
there  are  two  global  brand  names  in 
consumer  finance.  Citibank  and  Ameri- 
can Express,  he  ai-gues  there's  room  for 
one  more.  With  demand  for  savings  and 
investment  products  on  the  increase 
worldwide,  "I  would  like  the  global  mu- 
tual-fund brand  to  be  Fidelity,"  says 
Bateman,  an  intense,  52-yeai-old  Briton. 

With  $50  billion  under  management — 
about  what  Fidelity  Investments  had 
in  the  U.  S.  in  1986— Bateman  faces  a 
tough  time  in  Europe.  Regulators  in 
some  Asian  countries  remain  hostile  to 
competition.  And  Fidehty's 
international  funds  must 
generate  the  heady  returns 
of  their  U.  S.  cousins.  This 
year,  Fidelity  also  closed  a 
discount  broker  in  Britain 
after  computer  snafus  led 
to  a  $334,000  fine.  But 
Bateman  isn't  fazed.  Al- 
ready a  major  force  in 
British  funds  despite  the 
brokerage  foul-up.  Fidelity 
sees  the  revolution 
promised  by  the  eui'o  as  its 
entree  to  the  Continent. 
Despite  a  local  ban  on  ad- 
vertising funds,  it  sells 
through  30  banks  in  Tai- 
wan. It's  chasing  market 
share  in  Japan,  where 
deregulation  and  the  prob- 
lems of  local  financial  insti- 
tutions are  opening  doors. 

Fidelity  is  tiying  to  de- 
velop the  model  for  mar- 
keting investment  products 
globally.  Targeting  the  top 
6%  to  10%  of  earners  in 
countries  it  enters.  Fidelity 
is  selling  a  global  line  of 
funds  to  the  growing  ranks 
of  middle-class  consumers. 
To  hold  down  costs,  Bate- 
man is  pumping  20%  of  his 
annual  revenues— he  won't 
disclose  the  sum — into  tech- 
nology. Fidelity  Interna- 
tional, which  is  controlled 


by  Fidelity  Investments'  owner,  Edward 
C.  Johnson  III  but  domiciled  in  Bermu- 
da and  ran  independently,  has  added  al- 
most $14  billion  in  assets  since  last  June. 
Bateman  thinks  the  total  could  reach 
$100  billion  in  three  to  five  years. 
TOWER  OF  BABEL.  To  see  how  Bateman 
is  prepaiing  for  his  global  assault,  visit  a 
stone  and  glass  building  in  Fidelity's 
50-acre  complex  in  the  London  suburb 
of  Tonbridge.  Banks  of  operators  work- 
ing at  stations  decorated  with  flags  to 
denote  their  fluency  in  languages 
process  applications  and  requests  from 
around  the  world. 

Bateman's  global  chive  enjoys  the  full 


WNEftE  FIDELITY 
IS  ON  THE  MOVE 


JAPAN 

Taking  advantage  of  deregulation  and  the  weakened  con- 
dition of  many  banks  to  sell  mutual  funds  and  move  into 
pension  management. 


support  of  Johnson,  who  has  long  p 
priority  on  expanding  internatior 
But  many  executives  and  salespe 
have  fallen  victim  to  the  impatien(| 
Bateman  and  Johnson.  Fidelity's  n 
rent  Hong  Kong  chief,  Brett  P.  Goi^ 
is  its  sixth  in  less  than  a  decade  ji 
even  bigger  problem:  While  Fidelit;u 
vestments  manages  $600  billion  ini 
U.  S.,  asset  management  is  only  (r 
becoming  a  global  industry.  | 
Still,  Bateman  can  claim  some  vt 
ries.  Some  $25  bilUon  of  Fidelity  lis 
national's  assets  are  in  Britain,  whe 
has  become  a  force  in  corporate  r 
sion  management.  Fidelity  trails  i 
Merrill  Lynch  &  Co.'s  Mercury  .^i 
Management  among  U.  S.-owned  r 
managers  in  Europe.  But  it  still  r. 
30th  in  the  industry  at  the  end  of  i 
according  to  Lipper  Analytical  Ser 
Inc.,  the  same  level  it  held  in 
While  it  aspires  to  the  top  five  in 
many  and  France,  where  big  hi 
dominate  fund  distribution,  it  hast 
$1.7  billion  in  retail  assets  in  Ge: 
and  $500  million  in  France.  But  n 
data  give  Bateman  reason  to  hopdl 
delity  International's  Eurcj 
assets  zoomed  49%  last  ( 
while  such  rivals  as  Deuil; 
Bank  and  Swiss  Bank  Corp|i 
single-digit  gi'owth.  I 
Asia's  financial  crisis  hasj 
gi'owth  prospects  there.  Fi« 
Funds  South  East  Asia  I 
for  example,  was  down  Sl'j 
the  year  ended  June  5,  acci 
to  Lipper  Analytical  Servii 
has  had  better  luck  in 
and  plans  to  pour  $50 
into  Japan,  betting  thai 
vestors,  leeiy  of  tottering 
will  prefer  to  place  their 
with  foreign  firms.  Fidelityl^' 


AUSTRALIA 

About  to  launch  a  joint 
marketing  program  with 
local  partner  aimed  at 
retail  investors. 

EUROPE 

Targeting  Germany  through 
direct  sales  and  other 
channels.  Also  pushing 
into  France,  Scandinavia, 
and  Spain. 


TAIWAN 

A  top  priority  because  of 
a  wealthy,  aging  population 
with  few  retirement 
safety  nets. 

BRITAIN 

Already  the  nation's  fourth- 
largest  retail  money 
manager,  it's  now  challeng- 
ing big  local  players  in 
pension  management. 


kets  through  Nomui'a  Sei 
Co.  and  Nikko  Secmities  an 
opened  booths  inside  bra 
of  Sumitomo  Bank,  Long- 
Credit  Bank  of  Japan,  anc 
wa  Bank.  It  has  also  set 
toll-free  phone  number  an 
newspaper  ads  that  procl; 
new  era  of  investing  arri 
Japan. 

Bateman  thinks  Japan 
Fidelity  has  about  $3  billi(! 
der  management  after  29 
of  quiet  existence,  could  se 
ponential"  gi-owth  in  th( 
few  years.  He  would  like 
the  same  worldwide.  Fid 
gi'owth  surge  in  the  U.  S, 
liim  plenty  of  cause  for  opi 
By  Stanley  Reed  hi  L(j 
with  bureau  reports 
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\  ''Risk 


LeT'S  just  say  you're  the  CEO  of  a  large  investment  firm. 
You've  got  one  eye  on  NASDAQ,  one  eye  on  Dow  Jones  and  four 
hundred  hands  trying  to  grab  the  best  stocks  in  both.  You  also  know  > 
you  have  to  face  two  hundred  employees  who  want  more  money,  better  k, 
coffee,  a  parking  place  and  notebooks  that  can  handle  a  volatile  market.  /' 

is    o  h  a  If    in    m  if    line    of   work,    hut  I 

sure    A  o  u  '  t    need    it   from    my    notebooks,"  \ 

is  your  motto.  And  who  can't  use  a  little  more  predictability?  That's  why  Fujitsu 
PC  Corporation  offers  qualified  customers  Lifeline,  our  Lifecycle  Management 
Program  for  select  LifeBook "  notebooks.  This  unique  program  helps  you  control 
tomorrow's  technology  costs  today — with  options  like  technology  upgrades, 
aggressive  lease  rates  and  optional  warranties.*  So  no  matter  what  wild  ride 
your  investments  might  take,  you  can  be  certain  that  the  investment  you  made 
in  Fujitsu  notebooks  will  always  be  a  sound  one. 

o  w    we    all    net    some  th  I  n  g    IV  e    can  use 

ore    of  around    here:    s  e  c  u  r  i  t  y ,  "  \ 


Lifeline  Lifecycle  Mana|ement  Options 


Cusfom  Configuration  to  fit  Each  User  Refloiremei! 
/2-month Technology  Refresh  andteetMo^se-t 
J,anoWeLave).ofS.ppor;«^^-^«'-" 
and  Screen  Protection 

,„dVanoos  levels  of  Delivery 


m 


Project 


Plannini  <■ 


you  might  announce.  And  this  is  one  "buy"  order 
everyone  can  appreciate.  Leading-edge  technology, 
reliability  and  technical  support.  Plus  the  peace  of 
mind  helping  you  understand  your  cost  of  owner 


ship.  So  maybe  you'll  never  know  which  stocks  will  perform  well  in  the 
future.  But  now  you  definitely  know  which  notebook  computer  will. 
There  are  millions  of  Fujitsu  notebooks  out  there — each  with  a  story  of  its  own. 

Fujfrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s  . 

For  more  info,  visit  www.fujitsu-pc.com Ice 
or  call  1-888-4-ON-THE-GO. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

HELPING  ORGAN 
TRANSPLANTS  TAKE 

SangStat  Medical  (sang)  is  not  yet  a 
household  name.  But  it  could  be- 
come a  Ufesaver  for  people  with  trans- 
plants. SangStat  makes  a  product  that 
helps  prevent  tlie  body  from  rejecting 
transplanted  kidneys  or  livers.  Such 
agents  are  called  cyclosporines,  and 
SangStat's  version  is  expected  to  re- 
ceive a  patent  soon — and  get  approval 
from  the  Food  &  Drug  Administration 
in  three  to  six 
A  NEW  DRUG  MAY  months.  So  say 
BE  A  LIFESAVER  some  big  players 
who  have  been 
accumulating  the 
stock. 

SangStat  stock, 
which  fell  from  41 
last  summer  to  21 
earlier  this  year, 
has  snapped  back 
lately,  to  28.  And 
some  pros  are 
betting  that  it's 
headed  higher 
still.  The  reason: 
SangStat's  drug, 
called  SANG-35,  is 
similar  to  Novaitis'  Neoral,  now  domi- 
nant in  transplant  care,  according  to 
a  study  presented  in  May  to  the  Amer- 
ican Society  of  Tr-ansplant  Physicians. 
Merrill  Lynch  Capital  Markets  cites 
this  repoit  in  a  recent  bullish  report  on 
SangStat. 

"SANG-35  will  offer  an  economical  al- 
ternative to  patients  in  this  $1.3  billion 
global  market,"  says  J.  William  Tan- 
ner, an  analyst  at  Vector  Secmnties  In- 
ternational, a  research  and  investment 
fii-m  focusing  solely  on  health  care.  If 
approved,  "sang-35  will  be  a  big  rev- 
enue generator,"  he  adds. 

SangStat  has  just  bought  the  trans- 
plant business  of  France's  Pasteur 
Merieux  Connaught,  part  of  Rhone- 
Poulenc,  to  get  a  marketing  base  in 
Eiu'ope — which  should  help  in  promot- 
ing SANG-35. 

SangStat  has  also  developed  a  hand- 
held device  called  CycloTech,  which 
dispenses  a  precise  dose  of  SANG-.35. 
Tanner  says  this  will  enhance  the 
drag's  value,  since  CycloTech  improves 
transplant  results. 

Tanner  says  the  piice  of  sang-:36  will 
be  25%  less  than  Neoral.  With  rev- 
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enues  of  just  '$4.5  million  in  1997,  Sang- 
Stat should  see  $34.1  million  in  1998, 
$122.3  million  in  1999,  and  $189  mil- 
Kon  in  2000,  figures  Tanner.  EaiTiings  in 
1999  could  hit  $1.51  a  share  and  $3.07 
in  2000,  he  adds,  compared  with  a  loss 
in  1997  and  1998.  Tanner  thinks  the 
stock  price  will  hit  45  in  a  year. 

VIATEL:  A  CHEAP 
TELEPHONE  GALL 

In  late  April,  when  the  Dow  Jones 
industrial  average  dived  more  than 
150  points,  a  lot  of  institutions  went 
bargain  hunting.  One  of  the  stocks 
bought  heavily  by  Credit  Suisse  First 
Boston  and  Lehman  Brothers  was  Via- 
tel (VYTL),  a  little-known  provider  of 
long-distance  services  to  small  and  mid- 
size businesses,  mainly  in  Eui'ope.  One 
investor,  George  Soros,  has  a  7.6% 
stake.  Fidelity  owns  7.5%. 

"It's  one  of  the  most  undervalued 
bets  in  the  deregulation  of  communica- 
tions in  Eui'ope," 


STILL  GEHING 
WIRED  UP 
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says  one  money 
manager  in  New 
York,  where  Via- 
tel is  based.  Then 
trading  at  around 
7,  the  stock  has 
since  risen  to  11. 
He  notes  that  for 
a  long-distance 
carrier  with  a 
mai'ket  cap  of  just 
$235  million  in  a 
$70  billion  global 
market,  Viatel 
trades  at  a  huge 
discount  to  its 
peers.  He  thinks 
the  stock  will  hit  40  in  a  couple  of  yeai-s. 

Morgan  Stanley  Dean  Witter  analyst 
Stephanie  Comfort,  who  projects  tliat 
Viatel  will  produce  revenues  of  $128 
million  this  year  and  $318  million  next, 
has  a  yeai'end  price  tai'get  of  18  for  the 
stock.  She  figiu-es  Viatel  will  post  earn- 
ings before  interest  and  taxes  (EBITDA) 
of  $15.1  million  next  year,  vs.  a  loss  of 
$29  million  in  1998.  On  a  per-shai-e  basis, 
however,  she  says  Viatel  will  be  in  the 
red  tlxrough  2001  due  to  interest  on  its 
high-yield  debt.  By  2002,  the  analyst 
sees  Viatel  earning  $2.68  a  share. 

Viatel  is  building  a  fiber-optic  net- 
work called  Circe  that  would  link  its 
switch  in  Britain  with  switches  in  Bel- 
gium, France,  Germany,  and  the 
Netherlands — thus  creating  one  of  Eu- 
rope's first  cross-border  optics  network. 


TWO  WAYS  OF 
PLAYING  THIS  DUO 

When    TeleSpectrum  Worid\ii. 
(TLSP)  named  Keith  Alessill 
chairman  and  ceo  in  mid-March,'* 
stock  zoomed  from  3  to  more  than  |)l 
just  a  week.  AJessi  is  seen  as  a  no-' , 
sense  boss:  He's  ci-edited  with  tui 
around  Jackson  Hewitt,  a  tax-pre 
tion  outfit,  last  year.  Its  stock  so 
from  5  at  the  start  of  1997  to 
January,  1998,  when  it  was  acquir 
Cendant.  Since  Alessi  took  over 
Spectram,  a  telemai'keter,  its  stoc 
risen  to  nearly  10. 

But  there's  another  way  to 
TeleSpectrum:  through  CRW  Fi 
(CRWF),  which  provides  fimd  tran 
and  cash  advances  to  casinos 
ovms  6.9  million  shai'es — some  30^ 
TeleSpectram.  CRW  stock  trades  a 

"CRW  should  be  regai'ded  as 
rect  proxy  for  TeleSpectrum," 
Mark  Hollingsworth  of  Dominion 
ital  Advisors  m  Suffolk,  Va.  He  fi 
the  shares  ovmed  by  CRW  are 
about  $61  million,  or  9X  per  CRW  si 
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CRW  FINANCIAL       5%  9!4 
TELESPECTRUM        9'/  17 
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Hollingsworth  is  convinced  that 
Spectram  will  soon  take  over  CRW 
figures  TeleSpectram  will  have  to 
about  9  for  each  CRW  shai-e.  CRW  C 
man  and  ceo  Brian  O'Neill— wf 
ex-CEO  of  TeleSpectrum — com 
about  32.8%,  which  includes  CRW's 
so  it  would  be  simple  for  TeleS 
tram  to  cut  a  deal,  says  HoUingsw 

Both  CRW  and  TeleSpectrum 
bound  for  liigher  gi'ound,  he  pre{ 
Although  Hollingsworth  expects 
Spectram,  which  posted  a  loss  last  fll 
to  lose  money  again  this  year,  he 
diets  it  will  be  in  the  black  next 
earning  45<?  a  shai'e.  He  thinks  the 
is  worth  at  least  18.  "Shareholde: 
both  companies  will  end  up  winn 
says  HoUingsworth,  who  owns  si 
in  both.  CEO  Alessi  says  the  malt 
being  discussed  and  he  would  do  a 
that  makes  sense  to  shareholders 


For  more  coverage  of  the  market 
visit  our  Web  site  at  businessweek 
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How  do  you  cut  a 
claims  process  from 
weeks  to  three  days? 
icrosoft's  technology 
i  h  USWeb's  expertise. 


H  arley-Davidson  had  600  dealers  and  a 
huge  paperwork  headache  to  deal  with.  Wmanty 
claims  were  taking  too  long  and  their  dealers 
were  paying  the  price. 

They  could  have  chosen  any  number  of 
companies  to  help  them,  but  tliey  ciune  to  USWeb. 
Why?  Because  of  our  strategic  expertise,  tech- 
nical knowledge  and  proven  track  record.  And 
our  partnership  with  Microsoft,  a  leader  in 
Internet  technology. 

Together,  we  developed  an  Extranet  that 
cut  Harley-Davidson's  wananty  claims  process 
from  three  weeks  to  three  days.  Now  dealer 
satisfaction  is  up  because  Harley  has  given 
them  another  tool  to  improve  the  way  they  do 
business  with  the  factory. 


USWEB 


Hiirley-Davidson.  Chevron,  Polk  Audio — 
these  lue  just  a  few  of  the  varied  companies 
who've  turned  to  USWeb  to  gain  a  competitive 
edge.  And  we  can  do  the  same  for  you.  We 
provide  custom  business  solutions — from 
strategic  consulting  to  architecture  planning 
through  complete  implementation.  Whether  it's 
for  an  Internet.  Intranet  or  Extranet. 

Learn  how  USWeb  can  be  your  strategic 
partner  for  the  infonnation  age.  Give  us  a  call 
or  visit  our  Web  site. 

For  a  free  Intranet  Planning  Pak: 
1-888-USWEB-411,  E  XT.72 
www.usweb.c  om 


Microsoft 


©1998  USWeb  Corporation  USWeb,  the  USWeb  logo  and  "A  Strategic  Partner  lor  the  Intormalion  Age"  are  trademarks  of  USWeb  Corporatio 
All  other  re^stered  trademarks  or  trademarks  are  the  propecb  of  their  respective  owners.  All  rights  reserved. 
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COMMENTARY 

By  Mike  McNamee 


THROWING  OUT  THE  TAXES  WITH  THE  TAXMAN 


How  would  you  like  an  interest- 
free  loan  from  Uncle  Sam  for 
three  or  four  years?  Just  under- 
pay your  taxes,  then  stall  when  the 
IKS  starts  dunning  you.  If  it  doesn't 
drag  you  into  court  within  a  year — a 
deadline  it  can't  now  meet — you  will 
merely  have  to  pay  your  delinquent 
taxes  but  not  a  penalty. 

Sounds  crazy.  Yet  that's  just  one  of 
many  tax-avoidance  schemes  un- 
sciTjpulous  financial  advisers 
could  hatch  if  an  Internal 
Revenue  Sei-vice  overhaul 
now  being  completed  by  the 
House  and  Senate  becomes 
law.  And  cheats  would  be 
pretty  confident  that  they 
wouldn't  get  caught  be- 
cause the  new  ms  will  have 
diverted  so  many  of  its  peo- 
ple fi'om  auditing  to  cus- 
tomer' sei-vice.  Even  the  un- 
lucky few  to  get  nailed 
would  receive  a  break:  Con- 
gress would  make  the  iRS 
prove  guilt  though  taxpay- 
ers, who  now  must  prove 
theii'  innocence,  control 
most  of  the  evidence. 
CHARM  SCHOOL.  IRS  reform 
started  out  as  a  needed  push  foi- 
a  friendlier,  faster,  and  more  efficient 
tax  agency.  Thankfully,  the  bill  that's 
emerging  will  help  sti'eamline  the 
agency  and  eliminate  abuses  unveiled 
in  the  Senate  Finance  Committee's 
sensational  hearings.  But  it  may  go 
too  far,  and  neither  paily  seems  will- 
ing to  acknowledge  that.  Republicans 
can't  deliver  tax  cuts  to  voters  in  time 
for  the  fall  elections — so  they'll  bring 
them  the  head  of  the  taxman  instead. 
And  President  Chnton  won't  even 
think  about  a  veto  until  his  aides  ex- 
haust quiet  negotiations  to  sluink  the 
wor'st  of  the  new  loopholes. 

The  fact  is  new  taxpayer 
"rights" — intended  to  protect  inno- 
cent citizen.s — could  create  openings 
for  cheats  and  handcuff  the  iRS's  le- 
gitimate attempts  to  catch  them. 
What's  more,  the  bill's  tab  for  send- 
ing the  IRS  to  charm  school — estimat- 
ed at  $20  billion — vastly  underesti- 
mates the  damage  to  tax  collections. 
That  figure  largely  reflects  penalties 
and  interest  the  iRS  would  for-go  un- 


der the  changes.  It  doesn't  count 
revenues  lost  when  the  new  loop- 
holes ai'e  exploited.  "These  measures 
will  diminish  compliance  with  the  tax 
law,  and  the  honest  taxpayer  will 
end  up  even  more  disgusted,"  says 
for-mer  iRS  Commissioner  Donald  C. 
Alexander;  a  Republican. 

Consider  protection  for  "innocent 


The  danger  in 
radical  IRS  reforms 
is  that  they  may 
encourage  cheats 


spouses."  No  doubt  about  it,  the  iRS 
has  been  heavy-handed  in  pursuing 
divoi'ced  spouses — usually  women — 
who  signed  joint  tax  retur-ns  without 
knowing  that  their  partners  were 
cheating.  To  fix  that,  the  Senate  pro- 
poses to  hold  spouses — including 
those  who  ai'e  still  married — respon- 
sible only  for  taxes  due  on  their 
share  of  a  joint-income  statement. 

Oops.  Say  Mar-y  earns  all  the  in- 
come and  fills  out  the  1040  but  puts 
all  her  assets  in  innocent  Bill's  hands. 
Under  the  Senate  plan,  Mary  could 
cheat  all  she  wants  without  fear  of 
the  IRS  seizing  the  couple's  property. 


But  Mary's  divorced  sister  might : 
be  so  lucky.  A  high-paid  divorcee 
who  had  let  her  low-eaniing  husb^ 
handle  the  taxes  might  discover 
years  later  that  she's  still  liable,  b| 
cause  she  ear-ned  the  money. 

Other-  refor-ms  are  easier  to  ex- 
ploit. Congi-ess  wants  to  lessen  mi 
penalties,  which  can  be  overly  puij 
ti\'e.  A  taxpayer  who  makes  an  iiJ 
cent  mistake  might  now  be  lial 
for  two  years'  interest  on  baj 
taxes  and  a  penalty  because! 
takes  the  iRS  so  long  to  cat  J 
errors.  But  the  Senate  bill 
would  effectively  repeal  find 
It  says  the  iRS  can't  assess  I 
penalties  or  interest  unless! 
sends  a  taxpayer  a  legal  nol 
tice  of  underpayment  withi| 
year  of  the  return's  filing. . 
12-month  deadHne  is  a  woa 
thy  tar-get — but  it's  unrel 
istic:  The  iRS  now  needs  f 
months  to  match  1040s  \i 
W-2  and  1099  wage,  intJ 
est,  and  dividend  reportl 
"Hardly  anyone  will  0W(  P 
penalty  if  this  passes,"  s  ^ 
Jeffrey  S.  Trinca,  who 
headed  the  staff  of  the  Na  , 
tional  Commission  on  Restrueturij  1 
the  IRS,  which  Congress  created  t  ' 
propose  r-eforms. 

Reformer-s  counter  that  credit-ci  i  A 
companies  don't  need  1 8  months  tc  , 
figur-e  out  who  has  underpaid.  But  tj^r 
Visa  doesn't  r-ely  on  customer-s  to  <  ■  , 
culate  their  own  bills — and  isn't  co  'J 
ing  with  an  antiquated  computer  s  ■  inr'-  j 
tern.  Besides,  by  forcing  the  agenc  f^A 
to  r-ewr-ite  reams  of  code,  while  st 
gling  to  fix  its  massive  Year  2000 
woes,  the  bill  would  probably  causj* 
the  wobbly  iRS  computers  to  crash  | 
The  basic  idea  behind  iRS  reforrij 
sound:  The  tax  collectors'  assumpti 
that  ever-ybody  is  cheating  needs  1 1 
change.  Citizens  will  meet  their  ta 
obligations  more  willingly  if  they  c|i 
with  a  r-esponsive,  efficient,  and  sej 
vice-oriented  agency.  But  reformer 
have  to  keep  in  mind  that  some  ta 
payers  do  cheat — and  many  more 
do  so  if  this  bill  becomes  law. 


McNamee  has  covered  the  IRS 
form  debate  from  Washington. 
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YOU'VE  GOT  TO  SEE  IT  IN 


THE  POWER  TO  ADD  IMPACT  TO  ANY  PRESENTATI 

When  you're  looking  to  make  your  presentation  sparkle,  nothing  dazzles  an  audience  qu| 
an  EPSON  high-performance  projector.  Using  state-of-the-art  technology,  EPSON  gives  yc|,,,  ^^J^j^ 
power  to  present  your  ideas  anywhere,  using  virtually  any  kind  of  computer  -  even  with  the 
on -for  images  that  are  as  strikingly  bright  on  the  screen  as  they  are  on  your  computer.  Just  a 
lot  bigger!  All  this,  packed  into  a  unit  that's  as  easy  to  use  as  it  is  to  carry.  For  extra  confidence 
road,  we  offer  quick  technical  help  through  our  exclusive  PrivateLine'."  And  if  that  help  means  gettii 
a  replacement  projector,  our  Road  Service  Program  can  usually  deliver  one  within  24  hours. 

For  a  free  video  or  more  information  on  where  to  buy  or  rent,  call  1-800-442-1977  and 
operator  3111,  or  visit  our  website  at  www.epson.com.  You'll  see  why  a  presentation  given  wi'^, 
other  projector,  just  wouldn't  be  as  brilliant. 


5000XB 


PowerLite 


For  More  Information  Circle  Free  Product  Infi 


PowerLite™  73 


800x600  resolution. 
750  lumens;  14.5  lbs. 


1024x768  resolution 
650  lumens;  14.7  lbs 


1200  lumens;  13.1 
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a  fegisterec3  iradenark  oi  Seil^o  Eoson  Coiq  Pov/erLfte.  SizeWise  and  PrivateLme  are  trademarks  ol  Epson  America,  Inc  Road  Service  Program  valid  m  U.S.  and  Canada  only  and  is  included  while  under  EPSON'S  warran^.  ©1998  Ef^j^ 


Special  Advertising  Section 


hat  does  it  take  to  make  you  comfortable?  If  you're  like  most  presenters,  you  want  to  have  confi- 
dence in  your  support  equipment,  whether  it's  markers  to  be  used  on  a  flip  chart,  transparencies 
and  the  overhead  projector  that  will  display  them,  or  the  sound  system  that  will  carry  your  voice 
our  audience.  And  you  want  to  have  confidence  in  your  material;  that  your  content  is  current,  accurate, 
will  make  your  points  clear  to  your  audience. 


tal  technology  stands  ready  to  help  you  deliver  effective  presentations  to  any  audience.  Instead  of  wait- 
for  slides  to  come  back  from  film  processing,  you  can  create  your  own  graphics  on  a  notebook  comput- 
nstead  of  relying  on  simple  black  and  white  overheads  produced  on  a  photocopier,  you  can  add  color 
Dur  materials  in  a  variety  of  quick  and  easy  ways.  Instead  of  facing  unknowns  about  the  equipment  and 
ondition  at  the  destination  where  you  will  present,  lightweight  products  make  it  practical  to  take  your 
e  show  on  the  road. 

iputers  and  other  digital  products  give  you  the  ability  to  revise  and  update  your  presentation  right  up 
the  moment  you  step  up  to  the  podium.  And  make  it  easy  for  non-technical  users  to  add  images, 
ids,  and  other  high-impact  support  to  their  presentations.  You'll  be  able  to  rehearse  your  talk  any  time, 
ai{  A/here,  using  the  same  equipment  that  you'll  use  for  the  real  presentation.  Digital  technology  is  chang- 
he  way  American  business  makes  presentations.  Here  are  just  a  few  of  the  ways  it  can  work  for  you. 


BERING  THE  TOTAL 
OF  OWNERSHIP 


n  choosing  a  presentation 
;tor,  many  buyers  don't  con- 
the  operating  costs  of  projec- 
toi'  which  can  be  an  expensive 
uvi  ight. 

ost  projectors  use  metal 
ball ;  lamps,  which  typically  cost 
to  $500  apiece,  and  are 
to  last  between  500  and 
X  I  hours.  This  works  out  to 


$.21 


to  $.60  per  hour  of  opera- 


tioi  just  for  the  lamp.  The  rated 
lifel  )an  is  based  on  how  long  it 
k  the  lamps  to  lose  half  their 
ciu  ness.  Many  users  don't  real- 
w!  It  the  light  loss  is  most  rapid 
early  portion  of  the  lamp 
e  3  you  quickly  end  up  with  a 
pfoj  tor  that  is  not  as  bright  as 
you  bought  it. 

ilips  Creative  Display  So- 
=  i  has  addressed  this  problem 
veloping  a  new  projector 


lamp  technology  called  Ultra  High 
Performance,  or  UHP.  The  key 
benefit  is  that  UHP  lamps  are 
rated  to  last  two-  to  four-times 
longer  than  standard  metal  halide 
lamps  of  the  same  cost. 
In  addition,  the  Philips 
lamps  retain  up  to  75%  of 
their  original  brightness 
by  the  end  of  their  useful 
life,  with  a  more  gradual 
decline  in  light  output 
than  metal  halide  lamps. 
The  UHP  lamps  are  also 
more  energy  efficient, 
requiring  less  power  and 
generating  less  heat. 

With  UHP  lamps  priced 
about  the  same  as  metal 
halide  lamps  of  equivalent 
brightness,  the  lamp  cost  drops  to 
$.12  to  $.07  per  hour  -  which  can 
add  up  to  significant  savings  over 
the  life  of  the  projector. 

Most  of  the  LCD  projectors 
from  Philips  use  UHP  lamps  rated 


include  the  800  by  600  resolution 
4600  Impact  model,  and  the  new 
1024  by  768  resolution  4750 
Definition  model.  The  800  by  600 
resolution  4600  Endurance  mo- 


B  u 


for  4,000  hours  of  use.  These 
siness    Week/June    22,  1998 


The  new  Philips  UHP  projector  lamp. 

del's  UHP  lamp  is  rated  for  an 
amazing  8,000  hours  of  use  -  a 
major  advantage  in  applications 
with  heavy  usage  such  as  training 
or  education. 

Philips  projectors  also  increase 
their  value  by  being  more  versatile. 


Special  Advertising  Section 


The  Philips  ProScreen  4600  features  cost-saving  UHP  lamp  technology. 


LCD  projectors  are  at  their  best 
when  displaying  images  that  have 
the  same  resolution  as  the  projec- 
tor. Most  projectors  also  offer  the 
ability  to  scale  images  up  or  down 
as  required  to  match  their  resolu- 
tion, though  this  can  often  lead  to 
images  with  blotchy  or  broken  text. 


21  ST  CENTURY 
CAMERA  OBSCURA 


www.toshiba.com/tacp 


Philips  developed  LIMESCO 
(Line  MEmory  SCan  COnverter) 
technology  to  improve  the  quality 
of  scaled  images.  By  averaging  the 
contents  of  adjacent  pixels,  this 
circuitry  is  able  to  retain  more 
information  from  the  original 
image,  resulting  in  a  more  legible 
display.  This  technology  makes  it 
practical  to  use  one  projector  for 
a  range  of  computers  and  laptops 
with  different  display  resolutions, 
protecting  your  investment  in 
older  systems  while  maintaining 
compatibility  with  your  newer, 
higher-resolution  computers. 


There  you  are,  standing  in  front  of 
a  room  filled  with  important  peo- 
ple, making  your  pitch  backed  by 
a  PowerPoint  presentation  on  an 
LCD  projector,  when  you're  con- 
fronted by  the  impossible.  The  key 
member  of  your  audience  hands 
you  a  sheet  of  paper,  saying 
"Here's  a  chart  of  the  latest  fig- 
ures, and  they  seem  to  support 
your  position.  Why  don't  you 
show  them  to  everyone?" 

What  do  you  do?  Excuse 
yourself  and  run  in  search  of  a 
photocopier?  Grab  a  portable 
scanner  and  scan  the  document 
into  your  computer,  then  edit  the 
PowerPoint  presentation  to  in- 
clude it?  Or  just  read  it  aloud? 

There  is  another  op 
tion,  however.  You 
could  just  place  the 
sheet  of  paper  on 
top  of  your  pro- 
jector, press  a  but- 
ton, and  an  image  of 
the  page  will  ap- 
pear instantly  on 
the  screen.  You  can 
do  this,  if  you  have  the  TLP-511 
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Toshiba's  MediaStar  projector  with 
the  "visualizer"  document  camera. 


MediaStar  projector  from  Toshi^ 
America  Consumer  Products. 

The  key  feature  is  the  "visujl 
izer"  document  camera  that 
mounted  on  a  fold-away  arm  J 
the  back  of  the  projector.  It  i| 
eludes  its  own  fluorescent  light  m 
use  in  dim  settings,  and  can  swi^ 
to  provide  either  a  portrait  I 
landscape  view.  The  projectoj 
remote  control  also  lets  you  adjJ 
the  focus  from  a  distance,  aJ 
zoom  in  for  a  close-up. 

The   document  camera 
extremely  versatile.  Do  you  hj 
traditional  overhead  project 
transparencies  that  you  wantj 
display  on  a  screen?  Just  plac( 
white  sheet  of  paper  behind  thJ 
on  the  projector  -  no  need  to  a| 
a  bulky  overhead  projector  to  y( 
setup.  And  what  about  display! 
three-dimensional  objects  such| 
a  prototype  part?  No  problem; 
document  camera  can  displ 
those  as  well  -  try  doing  that  \nj 
an  overhead  projector! 

The  TLP-511  MediaStar  p| 
jector  has  a  1024  by  768  resd 
tion,  and  can  handle  signals  upj 
1280  by  1024  resolution  so 
can  use  it  with  just  abj 
any  desktop  compu^ 
notebook,  or  work^ 
tion.  At  17.6  pounj 
it's  light  enough  t| 
you  can  easily  mHQ^ 
it  where  you  need 
Rated  at  700  aJ 
umens,  the 
ector  is  bri| 
enough  to 
even  with 
room  ligj 
turned  on. 

The 
jector  is 
for  multim^ 
presentations, 
It  has  both  comj 
ite  and  S-video  inj 
for  VCRs,  video  i 
eras,  and  DVD  players.  There  j 
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IN  THE  UNIVERSE  OF  PROJECTORS, 
HERE'S  ONLY  ONE  THAT  SHINES  THE 


Introducing  one  'of  the  most 
^VANCED  PROJECTORS  available  on  the  market  today, 

PIONEER'S  RVD^XG  TO.  ^ 


800 

ANSI  Lumens 

cer's  newly  developed  hi-brighlness 
<  and  hi-ejficien^y  polarizing  pixels 
tffmbined  to  produce  unmatched 
ghtness,  making  it  clearly  \isibk 
:r  normal  room  lighting  situations. 


True  XGA 

UXGA,  SXGA,  SVGA  & 
VGA  Compatible 

From  the  fully  compatible  XGA  of  1,024  X  768 
dots  to  the  most  advanced  UXCA  level  of 
'    1 ,600  X  1,200  dots.  Pioneer's  RVD-XGIO  provides 
the  widest  variety  of  resolution  levels  available. 


Dm 

Techndlogy 

Pioneer's  proprietary  MjMjjt 

technology,  DRl 
iDigital  Reflective  ,,0^^^ 
Imaging),  is  more'  l^ii^f^jl 
efficient     utilizing-  :.^^!^//''''^^^ 
illuminants.  This  ^7  ^T**^^^! 

technology  '"'^''^('•^  |^^^^|[H| 
possible  for  the  RV^^^Wto 

achiev  e  a  variety  of  resglution  levels,.. 


The  Art  of  Entertainment 
For  more  information,  please  call 
us  at  1  -800-527-3766  or  visit  us 
at  www.pioneerusa.com. 

'  Mnrf'  Infnrmatinn  Cirrlp  Froet  Prnrinrt  Infn 


Beauty  and  Brains 


Get  the  best  of  both  worlds  with  the  award-winning 
Philips  ProScreen™  multimedia  projector. 


This  little  beauty  has  turned  more  than  just  a  few  heads.  In  fact,  BusinessWeek 
gave  It  a  design  exceilence  award.  And  it  not  only  looks  good,  it  will  make  you  look 
great.  Delivering  the  highest  average  brightness  and  the  longest  lamp  life  (burns  up 
to  8  time^  longer  than  anyone  else),  this  ProScreen  multimedia  projector 
outperforms  all  other  LCD  projectors  on  the  market. 

And  it's  smart... Thanks  to  LIMESCO  technology, this  ProScreen  multimedia 
projeccoi-  intuitively  adapts  to  all  resolutions  from  VGA  up  to  USGA  and  all  PC, 
Mac,  and  videc  standards  without  compression  and  without  hassle,  never  leaving 
you  with  3  blank  screen.  This    plug  and  play  performance  at  its  best. 
See  this  award-winning  projector  up  close. 

Call  uE  today  at  800-504-99/8  to  receive  a  free  demonstration  or 
visit  our  website  at  http://www.philipsicd.com 
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Here  are  the  latest 
figures.  Why  don't 
you  show  them  to 
everyone? 


eo  audio  jack  for  computer 
nd  sources,  and  separate  left 

right  channel  jacks  for  VCRs 

other  audio  devices. 

Toshiba  also  offers  the  TLP- 

MediaStar  projector  which 
many  of  the  same  features  as 
TLP-511  including  the  docu- 
it  camera,  bur  with  a  lower 
by  600  resolution, 
ioth  are  versatile  presentation 
;,  designed  to  meet  your  display 
[  s  in  a  simple-to-use  package. 

koJECTOR 
[  ALL  REASONS 


.sharp-usa.com 


•  L  with  computers  is  all  about 
I  a  promises.  You  can  get  that  fire- 
i  fe  thing  desktop  system  with 
)  ill  nited  capacity  and  power,  or 
J  y<  ;an  get  a  lightweight  notebook 


■p's  NotevisionJ  projector 

is  easy  to  move  around. 

costs  just  as  much  but  does 
"Full-featured"  peripherals 
|tto  fall  short  on  "ease  of  use". 

ILCD  projectors  are  usually 
portable  or  flexible  -  unless 
e  like  the  Sharp  NotevisionJ. 


This  projector  weighs  in  at 
under  15  pounds,  making  it  easy 
to  move  around.  (And  Sharp 
offers  a  wide  range  of  carrying 
cases  to  make  it  a  well-protected 
traveling  compan- 
ion.) It  also  has  an 
international  power 
supply  that  automati- 
cally adjusts  Itself  to 
the  local  electricity, 
from  110  to  240  AC 
volts,  at  50  to  60  Hz. 

You'll  also  be  able 
to  make  your  own 
music  on  the  road 
with  the  NotevisionJ; 
it  has  a  pair  of  speak- 
ers backed  by  a  2- 
watt  amplifier  so  you 
can  fill  your  meeting  room  with 
stereo  sound. 

Some  portable  projectors  are 
limited  to  just  one  set  of  inputs, 
which  IS  fine  for  road  shows  where 
youVe  just  relying  on  a  single  lap- 
top, but  for  in-house  applications, 
you  may  want  a  more  versatile  set- 
up. The  NotevisionJ  has  two  sets  of 
RGB  analog  connectors,  ready  to 
connect  with  almost  any  computer 
or  notebook  you  may  have,  along 
with  separate  stereo  sound  connec- 
tions and  remote  mouse  control  for 
each  computer.  It  has  a  1024  by 
768  (XGA)  resolution,  but  is  able 
to  expand  or  compress  signals 
ranging  from  640  by  480  all  the 
way  up  to  1280  by  1024  pixels. 

The  projector  also  has  a  pair  of 
video  inputs  -  a  composite  video 
RCA  plug  and  an  S-video 
jack,  so  you  can  connect  any- 
thing from  a  VCR  to  a  video 
camera  -  each  with  its  own  set 
of  stereo  sound  inputs. 
The  full-featured  remote  with 
backlit  buttons  lets  you  control  the 
projector  from  across  the  room, 
and  operate  your  computer  using 
the  remote  mouse  feature.  And 
instead  of  leaving  you  to  fumble  for 
a  separate  pointer,  the  remote  has  a 


built-in  laser  pointer.  If  you  want  to 
install  the  projector  behind  a  rear- 
projection  screen.  Sharp  has  you 
covered  there  as  well.  Not  only  can 
the  image  be  reversed  (as  is  the  case 


Sharp's  NotevisionJ  lets  you  leave  the  room  lights  on. 

with  most  projectors),  the  remote 
control  also  has  a  tether  option  so 
that  you  can  wire  it  to  the  projector 
without  the  need  for  infra-red 
repeaters  or  remote  receivers. 

And  whether  you're  on  the  road 
or  at  your  home  base,  the 
NotevisionJ  with  its  700  ANSI 
lumens  rating  is  bright  enough  to 
let  you  leave  the  room  lights  on 
during  your  presentation.  If  you 
don't  need  the  extra  resolution. 
Sharp  also  offers  the  Notevision2 
which  has  an  800  by  600  resolution 
rated  at  a  bright  750  ANSI  lumens, 
with  the  same  features  as  the  high- 
er-resolution model. 

So  in  a  computer  world  filled 
with  compromises,  the  toughest 
decision  you  may  face  when  using 
a  Sharp  Notevision  projector  is 
whether  to  choose  a  donut  or  a 
danish  at  the  coffee  break. 

A  PRESENTATION 
IN  YOUR  POCKET 


www.epson.com 


Few  products  have  caught  the 
imagination  of  business  and  home 
users  the  way  digital  cameras  have 
in  recent  years.  But  have  you  ever 
thought  of  the  ways  that  a  digital 
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camera  can  support  your  next  pre- 
sentation? Epson  has.  And  their 
new  PhotoPC  700  camera  not 
only  lets  you  take  pictures  to  dis- 


play, but  you  can  leave  your  lap- 
top in  your  office  because  this 
camera  can  also  display  your  pre- 
sentation -  including  images  you 
create  on  your  computer  -  on  just 
about  any  television  or  projector. 

The  PhotoPC  700  is  a  full-fea- 
tured camera  that  can  take  full 
color  (24-bit)  or  black  and  white 
(grayscale)  images  at  resolutions 
up  to  1280  by  960  pixels.  With 
glass  optics  and  auto-focus,  you 
get  crisp  shots  that  prmt  and  show 
well.  A  macro  mode  lets  you  focus 
as  close  as  4  inches,  and  a  special 
panorama  format  creates  1280  by 
480  resolution  images.  If  you  want 
more  flexibility,  the  lens  accepts 
standard  37mm  wide  angle  and 
telephoto  lenses  for  specific  needs. 

You  can  frame  your  shots  using 
the  traditional  viewfinder,  or  you 
can  use  the  2-inch  color  LCD  panel 
on  the  back  for  a  "through  the 
lens"  view.  The  LCD  panel  also  lets 
you  view  stored  images,  and  you 
can  erase  any  that  you  don't  want 
to  make  room  for  more  shots. 

The  camera  comes  with  4MB 
of  internal  storage,  which  is  suffi- 
cient for  at  least  5  images  at  high- 
est resolution  and  best  quality,  or 
39  standard  VGA  (640  by  480) 
images.  You  can  also  use  remov- 
able CompactFlash  memory  cards 
that  can  be  used  to  transfer  the 
pictures  to  a  computer,  giving  you 
essentially  unlimited  capacity. 


The  big  news  for  presenters, 
however,  is  that  you  can  also  use 
the  PhotoPC  700  to  make  presen- 
tations as  well.  It  has  a  video  out- 
put that  lets  it  connect  with  any 
device  that  accepts  a  standard 
composite  video  signal,  including 
most  VCRs  and  projectors.  You're 
not  limited  to  pictures  taken  with 
the  camera,  either;  Epson's  Photo 
File  Uploader  software  can  convert 
presentations  and  images  on  your 
computer  and  upload  them  to  the 
camera.  If  you  store  your  prese 
tations  on  CompactFlash 
cards,  you  can  carry  an 
entire  collection  of  dif- 
ferent presentations  in 
your  shirt  pocket. 

If  you  need  to  make 
a  print  of  an  image, 
you  don't  need  a  com- 
puter for  that  either;  the 
camera's  Direct  Print 
software  lets  it  send  output  directly 
to  many  Epson  Stylus  color  ink  jet 
printers. 

The  Epson  PhotoPC  700  may 
give  you  a  new  view  on  just  how 
portable  your  presentations  can  be. 

NEW  PROJEaOR  REFLECTS 
WELL  ON  YOU 


www.pioneerusa.com 


the  panels.  The  problem  is  that  tc 
much  of  the  light  gets  blocke 
Some  users  notice  a  "screen  dooi 
effect  with  certain  projector 
where  the  image  appears  to  I 
made  up  of  tiny  bricks.  This 
caused  by  the  spaces  between  tl 
liquid  crystal  cells,  which  do  n 
transmit  light. 

Pioneer  has  taken  a  differe 
approach;  instead  of  shining  lig 
through  an  LCD  panel,  they  ha 


Bus 


The  fact  is,  most  presenters  don't 
really  care  much  about  what  goes 
on  inside  their  projector.  They  are 
more  concerned  with  whether  or 
not  the  image  is  produced  accurate- 
ly, and  is  bright  enough  to  use 
under  normal  lighting  conditions. 
But  it's  also  true  that  manufactur- 
ers are  always  seeking  to  develop 
new  and  improved  technology  to 
produce  brighter  and  better  images. 
And  at  Pioneer  New  Media  Tech- 
nologies, this  search  has  led  to  a 
totally  new  type  of  projector. 

Most  projectors  use  small  poly- 
silicon  active  matrix  LCD  panels. 
These  work  by  blocking  or  trans- 
mitting light  that  shines  through 
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A  go-anywhere  device  that  also  happens  to  take 
great  pictures,  from  Pioneer. 


come  up  with  a  way  to  bounce 
light  off  the  panel.  They  put  t 
liquid  crystal  layer  on  top  of 
highly-polished  metal  layer,  wi 
all  the  switching  elements  locat 
under  that  mirror.  As  a  resu 
nearly  all  the  light  that  is  reflect 
through  the  liquid  crystal  lay 
continues  unimpeded  to  the  scree 
The  end  result  is  a  bright  ima 
without  the  screen  door  effect 

Pioneer  calls  this  new  technc 
ogy  Digital  Reflective  Imaging, 
DRI,  and  has  already  incorporat 
it  in  a  new  projector.  The  RV 
XGIO  IS  an  XGA  resolution  (10 
by  768)  projector  that  can  coi 
press  images  up  to  1600  by  12' 
resolution.  It  is  rated  at  a  brig 
800  ANSI  lumens,  and  weighs 
portable  18  pounds. 

One  additional  advantage 
this  new  DRI  display  technology 
that  it  can  be  used  to  create  hij 
er-resolution  panels.  As  the  reso 
tion  increases  with  traditior 
transmissive  panels,  more  li^ 
gets  blocked  because  there  a 
more  borders  between  pixels.  T 


POLYCOM. 

Expanding 

THE  WORLD 

OF  CONFERENCING 


Unrivaled  Audio,  Data, 
AND  Videoconferencing 
FOR  Unlimited  Possibilities. 

Polycom  develops 
tools  to  break  down 
the  barriers  that  limit 
meetings.  Our  best- 
selling  SoundStation" 
audioconferencing 
product  family  delivers 
unrivaled  two-way  soumisuui,.,,  I'n-min- 

communications  and  sound  quality. 

Our  ViewStation'" 
group  videoconfer- 

T  -  '    makes  business- 
i|uality  video 
easy  to  use — at  a 
price  that  makes  it  an 
option  for  any  meeting  room.  Our 
ShowStation'  IP  dataconferencing 
system  lets  you  share  nearly  any 
type  of  information- 
electronic  and  hard 
copy — in  local 
presentations  or 
remotely  through 
the  Internet. 
And  every 
Polycom" 
product 
delivers 

Clcirin-  bv  Polycom  — 
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.14  C  /  0  m'  f  /  our 
'T?  by  POLYCOM   promise  of  the 

clearest  communications  and  the 

power  to  make  better  decisions,  faster. 

Visit  us  at  www.polycom.com  or  call 

1-800-POLYCOM. 
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POLYCOM' 

Advanced  Jeteconlerencnig  Solutions 


Notevision^ 


In  business,  imdye  is  L-veryttung 
So  why  not  project  the  hottest  image  in  the 
the  business?  With  NotevisionJ.  the  iook  that's  the 
envy  of  everyone's  eye< 

Our  attractive  new  model  has  these  trend- 
setting  features  XGA  Resolution,  the  cutting  edge 
that's  compatible  with  today's  and  tomorrow  s 
computers.  600  ANSI  Lumens  brightness  gives 


your  presentations'  flair  in  fully-lit 
rooms.  And  because  one  size  does  not  fit  all. 
Sharp's  Intelligent  image  ACE  Resizing  technology 
expands  and  compresses  images  automatically 
without  sacrificing  quality. 

NotevisionJ  turns  heads  wherever  you  go, 
and  since  its  so  compact  and   "T  h  cl  fl  R  S 
wired  for  the  world,  you  can  take  it  anywhere 
business  takes  you  NOtGVISIOn!" 

So  give  your  presentations  style  with  Sharp's 
NotevisionJ  And  you'll  look  absolutely  fabulous. 

For  More  Information  Circle  Free  Product  Info  No.  5 
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[  leer  DRI  panels  eliminate  the 
bi  ders  between  cells,  so  there's 
n  ight  loss  with  increased  resolu- 
t  .  When  the  presentation  mar- 
k  leeds  higher  resolution  projec- 
l>.  ;,  the  DRI  technology  can 
r(  end  without  losing  brightness 
o'  le  screen. 

S||P  RIGHT  UP! 
N  WAITING 


.poiycom.com 


/  much  time  did  you  spend 
aring  for  your  last  presenta- 
Chances  are  good  that  it  was 
ick  meeting  between  you  and 
■  of  your  colleagues,  perhaps  to 
w  the  status  of  projects,  or  to 
over  the  details  of  a  specific 
osal.  The  fact  is  that  many 
ings  happen  on  an  ad  hoc 
,  and  you  don't  always  have 
me  to  prepare  a  formal  presen- 
1.  Instead,  you  may  just  grab 
itest  draft  of  a  proposal  or  a 
dsheet  of  recent  sales  results 
lead  off  to  the  meeting  room. 
)r  times  like  this, 
leed  a  presen- 
n  tool  that 
orts 


401 


the  way  you 
work.  Polycom 
recognizes  that  busi- 
low  relies  on  a  mix  of  elec- 
files  and  paper  documents  to 
y  information,  and  so  they 
lesigned  their  ShowStation  IP 
rk  the  way  you  do. 


The  ShowStation  IP  has  a  high- 
resolution  color  document  camera 
that  lets  you  project  sharp,  detailed 
images  of  paper  documents  just  as 
easily  as  you  would  show  trans- 
parencies with  an  overhead  projec- 
tor. In  fact,  it's  even  easier,  because 
you  don't  have  to  convert  your 
pages  to  transparencies  ahead  ol 
time.  If  your  documents  are  in  elec- 
tronic form,  you  can  use  them 
directly  on  the  ShowStation  IP  as 
well,  without  a  computer.  Just  put 
your  Microsoft  Office  97  data  file  - 
either  Word,  Excel,  or  PowerPoint 

-  on  a  floppy  disk  and  the  unit  will 
be  able  to  display  the  data. 

You  can  also  work  collabo- 
ratively using  the  ShowStation  IP. 
An  electronic  pen  lets 
you  mark  up  the  pro- 
jected image,  right  on 
the  display  screen  for 
everyone  to  see.  Con- 
nect a  laser  printer  to 
the  unit,  and  you  can 
print  the  final  image 
with  all  the  annota- 
tions -  no  separate 
compute  required. 

But  what  if  not 
everyone  can  make  it 
to  the  meeting?  A  sin- 
gle user  can  simply 
dial  into  the  Show- 
Station  IP  using  a 
computer  and  stan- 
dard telephone  line, 
and  see  the  projected 
images  on  his  or  her 
computer  screen.  If  you  have  a  local 
area  network  in  your  office  that 
provides  access  to  the  Internet,  mul- 
tiple users  can  observe  the  images  - 
including  all  on-screen  annotations 

-  using  computers  and  standard 
Web  browsers.  Remote  users  do  not 
need  any  special  software  to  view 
the  images,  and  can  connect  from 
just  about  anywhere. 

The  ShowStation  IP  is  designed 
to  work  the  way  you  do,  with  the 
kinds  of  information  that  you  need 
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to  present  on  a  daily  basis.  It  can 
harness  the  power  of  the  Internet 
to  involve  remote  participants  easi- 


ly. And  it  is  a  powerful,  integrated 
conference  tool,  for  both  local  and 
remote  locations. 


The  Polycom  ShowStation  at  work. 
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INCLUDING  YOUl 


Let's  face  it.  You  are  what  you  present.  So  enhance  your 
presentation  images  with  the  advanced  Toshiba  TLP-511  LCD 
data  projector.  The  only  projector  with  true  XGA  1024  x  768 
resolution  and  a  built-in  3-D  camera. 

This  all-in-one  projector  allows  you  complete  multi- 
media flexibility  and  ease  of  use.  A  new  700  ANSI  lumens 
optical  system  provides  sharp,  vivid  images  even  in  brightly 
lit  rooms.  Vary  your  presentation  message  by  projecting 
3-D  objects  or  hard  copy  documents  using  the  built-in 
camera.  Compatible  to  project  laptop  computer,  VCR  or  DVD 
presentations.  Because  what  you  project  reflects  on  you. 


XGA  1024  x  768  RESOLUTION      3-0  CAMERA 


700  ANSI  LUMENS       LAPTOP  COMPATIBLE 


VCR  COMPATIBLE 


DVD  COMPATIBLE 


In  Touch  with  Tomo 

TOSHIE 


Experience  the  Toshiba  TI_P-511  projector  for  yourself.  Call  1.800.346.66i 

our  free  demonstration  CD-ROM  or  for  the  location  of  the  dealer  nearest  you.  www.toshiba.ee 


I?)  1 998  Toshiba  America  Consumer  Pioducis,  Inc 


Toshiba  Corporation.  Visual  Products  Division,  1-1,  Shibaura  1-chome,  Minato-ku,  Tokyo  105-01.  Japan  'Telepho 
Pnr  hAnra  Infnrm^tinn  H  irria  Froo  Prnrfi  irt  Infn  hin  R 


■-.  81-3-3457-S429  •  Facsimile: 
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9UGHBRED  RACING 


ANTED: 
ILBIRDS 

racing  tries  to  lure  new  fans  and  boost  TV  coverage 


'erly  Reed,  a  24-year-old  audi- 
r  from  Lilburn,  Ga.,  considers 
Tself  a  huge  sports  fan.  She's 
aed  to  the  NBA  finals  series.  But 
s  never  tuned  in  to  a  horse 
it  even  the  just-run  Belmont 
n  which  thoroughbred  Real  Qui- 
a  bid  to  vnn  the  fii'st  Tiiple 
1  20  yeai-s.  Nor  has  she  consid- 
iing  to  the  track.  "If  it's  just  for 
betting  money  on  horses,  I'd 
oass." 

just  the  image  thoroughbi'ed 
ants  to  shed.  Plagued  by  a  wan- 
;nce,  the  industry  has  launched 
ver,  $14  million  advertising  cam- 
Tied  at  young  sports  fans  Uke 
new  organization  bringing  to- 
ickeys,  horse  owners,  breeders, 
k  owners — the  National  Thor- 
1  Racing  Assn. — has  also  been 
5  promote  the  sport  to  a  new 
tn  of  fans.  But  if  the  often-frac- 
idustry  is  finally  joining  forces, 
orts  marketers  remain  skepti- 
t  will  be  enough  to  draw  young 
wn  to  the  track, 
b  falls  on  the  shoulders  of  Tim 
t,  who  was  anointed  the  sport's 


commissioner  in  April.  In  addition  to  a 
TV  and  print-ad  campaign,  he  plans  to 
develop  a  series  of  races  to  get  more  TV 
coverage,  develop  sponsorships,  create 
an  education  progi-am  to  teach  track  neo- 
phytes the  art  of  handicapping,  and  ren- 
ovate the  nation's  paite  to  give  the  sport 
a  fresh  reputation.  "There's  a  lot  of  po- 
tential fans  out  there,"  Smith  says. 

But  capturing  theu'  attention  won't  be 
easy.  Over  the  years,  thoroughbred  rac- 
ing has  lost  its  fans  to  casino  gambling 
and  state  lotteries,  while  other  sports 
such  as  basketball  and  auto  racing  used 
sponsorships  and  nationally  televised 
events  to  attract  fans.  A 
1997  sui-vey  by  a  horse 
racing  trade  gi'oup  found 
a  scant  0.4%  of  fans  list 
horse  racing  as  their  fa- 
vorite sport,  compared 
v\ith  36%  citing  football. 
TV  ratings  from  Belmont 
weekend  tell  the  tale:  De- 
spite heavy  pi-omotion  of 
Real  Quiet's  potential  to 
win  the  Tiiple  Crown — 
and  a  heait-stopping  pho- 
to-finish win  by  Victoiy 
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U.S.  THOROUGHBRED 
RACES 
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DATA:  THE  JOCKEY  CLUB 


WILL  THEY  SAY  'AH'?  New  ads  pitch 
racing  to  a  ijounger  generation 

Gallop — the  race  drew  just  a  17%  share 
of  TV  viewei-s.  Later  that  weekend,  Game 
3  of  the  NBA  finals  drew  28%. 

Smith  says  he  can  mai'ket  hoi"se  racing 
into  the  hearts  and  minds  of  American 
sports  fans.  A  former  consultant  for 
men's  professional  tennis  and  onetime 
coo  of  the  Professional  Golfers'  Assn., 
he  argues  that  the  sport  just  needs  "or- 
ganizational stiiicture"  like  the  National 
Association  for  Stock  Cai-  Auto  Racing  or 
the  National  Basketball  Assn.  "Horse 
r'acing  never  had  a  fair  chance,"  he  says. 
To  that  end,  about  53  of  the  nation's 
racetracks,  17  horseman's  associations, 
and  more  than  200  breeder's  will  con- 
tribute dues  to  fund  the  $21  million  op- 
erational budget.  Tracks  will  pay  a  per- 
centage of  theii'  daily  handle.  The  budget 
is  still  tiny  by  sports  standards.  The 
pga's  budget  is  $80  million. 
WHERE'S  THE  BANG?  Yet  Smith's  ambi- 
tious plans  face  stiif  obstacles.  He  wants 
to  get  racing  over  100  hours  of  national 
TV,  in  part  by  creating  a  series  of  events 
for  top  horses.  That's  not  a  bad  idea, 
says  Kevin  O'Malley,  senior  vice-presi- 
dent for  progi'amming  at  Tlrnier  Sports. 
But  "I  don't  think  they'll  ever  get  the 
kind  of  ratings  that  basketball  oi'  football 
have,"  he  says.  And  simply  adding  more 
races  won't  do  the  trick,  says  Lesa  Uk- 
man,  editor  of  Chicago-based  ieg  Spon- 
sorship Report.  "If  they  can't  get  fans  to 
watch  one  i-ace,  I  don't  think  saying  'now 
you  can  watch  a  series  of  I'aces'  will  tiuTi 
them  around,"  she  says. 

Some  big  sponsors  agi'ee.  The  stigma 
of  gambling — not  to  mention  the  diffi- 
culty of  finding  star  personaUties  among 
nonhuman  contestants — is  daunting. 
"Frankly,  it's  just  hard  to  understand 
where  the  bang  for  yoiu-  buck  is  here," 
says  David  D'Alessandro,  president  and 
coo  of  John  Hancock  Mutual  Life  Insur- 
ance Co.,  a  sponsor  of  the  Olympic 
Games,  U.  S.  Figiu-e  Skating,  and  World- 
wide Gymnastics. 

Nevertheless,  industry  players  are 
willing  to  make  a  bet  on 
Smith,  whom  they  de- 
scribe as  "diplomatic  and 
innovative."  Says  Ran- 
dall Sampson,  owner  of 
Canterbury  Park  track 
in  Shakopee,  Minn.:  "I 
think  we're  finally  begin- 
ning to  see  the  end  of  a 
low  cycle."  Perhaps.  But 
it  still  looks  like  a  long 
shot. 

By  Nicole  Harris  in 
Atlanta 


Sports  Business 


SOCCER 


IT'S  RONALDOS 
WORLD 

And  the  Cup  matches  may  make  him  even  more  marketable 


When  soccer  superstar  Ronaldo 
visited  the  Vatican  for  a  papal 
audience  early  in  May,  the  first 
thing  Pope  John  Paul  II  asked  him 
was:  "Are  you  Br'azilian?"  The  21-year- 
old  striker,  with  his  trademark  shaved 
head  and  gapped-tooth  smile,  had  pre- 
sented the  Holy  Father  with  two  jer- 
seys— one  from  the  Inter  Milan  team 
and  another  fi'om  the  national  Brazilian 
team.  "Where  do  you  play,  son?"  the 
Pope  wondered.  "I  play  in 
Italy,  Father,"  Ronaldo 
said.  The  next  day,  all 
of  Italy  was  abuzz  with 
the  news  that  the 
Pope  might  be  the 
only  person  on  tht- 
Continent  who 
didn't  know  the 
answer  to  those 
questions. 

After  the 
World  Cup,  it's 
unlikely  that 
there  will  be 
many  people  on 
the  globe  who 
don't  know 
fe/nomeno,  as  Ronal- 
do Lui's  Nazario  de 
Lima  is  called. 
Ronaldo,  who  will  play 
for  Brazil,  is  expected  to  steal  the  1 
show.  He  has  already  been  likened  to 
soccer  legends  Pele  and  Diego 
Maradona.  Soccer's  governing  body, 
FIFA  (Federation  Interaationale  de  Foot- 
ball Assn.),  named  him  Player  of  the 
Year  twice  in  a  row,  and  by  scoring  ;M 
goals  this  past  season,  Ronaldo  helped 
Inter  clinch  the  uefa  Cup.  (uefa  is  the 
confederation  of  European  leagues.) 
NICE  GUY.  Ronaldo's  electrifying  perfor- 
mance lias  also  triggered  a  boom  in 
sponsorshijjs  and  jacked  up  the  sale  of 
television  rights  and  season  tickets.  In- 
ter sold  a  record  46,754  season  tickets 
this  year  for  its  75,000-seat  stadium. 
"Strength  and  intelligence  ar-e  Ronal- 
do's biggest  assests  on  and  off  the  field," 
says  Inter  Chainnan  Massimo  Moratti. 

All  of  that  helps  exj^Iain  why  Morat- 
ti, an  oil  industrialist,  paid  $30  million  to 


buy  out  Ronaldo's  contract  with 
Barcelona  and  why  he  is  paying  Brazil's 
latest  wonder  $30  million  over  10  years. 
That  makes  Ronaldo  the  highest-paid 
player  in  soccer  histoiy. 

Although  sports  merchandising  has 
been  largely  unexploited  in  Italy,  35,000 
Ronaldo  No.  10  sliiits  priced  at  $70  each 
sold  out  within  two  weeks  of  introduc- 
tion. And  a  booming  black  market  in 
Ronaldo  jerseys  and  souvenirs  has 
sprung  up. 

Besides  Ronaldo's  record-breaking 


deal  with  Inter,  he  makes  an  esn 
$5  million  per  year  in  endorsin 
His  sponsors  include  Nike,  whiclb 
a  lO-yeai;  $12  million  contract  wil 
Milan  and  has  a  $200  million  d^l 
the  Brazilian  national  team;  Brai 
1  beermaker,  Brahma;  Italian  mr 
pany  Parmalat;  and  tiremaker 
which  owns  15%  of  the  Inter  t 
UP  FROM  NOWHERE.  What  make 
do  so  marketable?  Besides  hi; 
tional  scoring  ability,  his  spe| 
dribbling  skills  that  make  him  si 
a  samba  dancer  with  a  socc 
Ronaldo  has  nmlm-ed  a  nice-gu; 
He  buys  homes  for  members  of 
ily  and  is  often  seen  with  his 
and  his  Brazilian  girlfriend, 
Wei-ner,  an  actress/model  dublk 
tie  Ronaldo"  by  the  Italian  pife 
even  took  his  mother  along  to 
Pope.  Ronaldo  is  also  involved 
causes,  such  as  a  progTam  in  Br 
gets  poor  children  out  of  the  si 
into  soccer  camps 

Ronaldo's  up-fi'om-the-stree 
doesn't  huit  either.  He  was  b(jt 
gTitty  district  of  Rio  de; 
and  stalled  playini: 
as  a  yoimg  boy  wit 
ular  local  team.  H' 
quit  because  he 
afford  the  bus  fard[ 
club.  By  15,  though,  I'- 
By  the  standards  of  playing    for  mine 


the  NBA  or  the 
NFL,  Ronaldo  is 
makingjourney- 
man  money.  But  at 
some  $3  miUion  a 
year,  he  is  profes- 
sional soccer s 
highest-paid  player 


teams  and  beginniniij 
cent  that  caught  thl! 
tion  of  Europe.  In  l8 
club  psv  Eindhovenf 
nizing  Ronaldo's  ex|t 
nary  ability  to  score! 
brought      him  t< 
Netherlands.  From  tl 
spent  a  single  seas 
Bai'celona  before  his 
was  bought  out  by  1! 
Besides  all  that,  the  camei 
Ronaldo  and  his  infectious  smj 
Nike  commercial  made  in  time 
World  Cup  and  broadcast  inter 
ally,  Ronaldo  is  seen  dribblin 
through  the  corridors  of  an  en| 
port.  The  spot  ends  with  himj 
his  shot — a  poignant  play  oi 
Cup  anxiety. 

Ronaldo  did  comt  controvel 
an  ad  for  Pirelli  tb-es.  It  | 
lim  with  his  amis  outstretc 
Rio  like  the  city's  famou 
the  Redeemer  statue.  T 
probably  wasn't  too  popula 
the  Vatican,  but  all  seems  t( 
given.  Hey,  who  knows,  even 
may  be  rooting  for  Ronaldo. 

By  Monica  Lamer  in  Rot 
Ian  Katz  in  Sao  Paulo 


204  BUSINESS  WEEK  /  JUNE  22  1998 


I'anf 


re;. 
:-.:ue. 


'Cassie?  Just  exactly  how  much  is  my  per  diem?' 

Dexter  Fedor,  Field  Sales  Manager 

Predictable  monthly  bills.  Clear  wireless  calls. 

Every  big  business  struggles  to  keep  costs  predictable  in  an  unpredictable  world. 
So  in  addition  to  100%  digital  call  clarity,  Sprint  PCS  has  Flexible  Business  Plans 
and  two  new  calling  features  designed  to  keep  costs  manageable.  Home  Rate  USA","^ 
included  lor  no  extra  charge,  eliminates  roaming  charges  anytime,  anywhere,  on  our 
nationwide  network.  And  Toll-Free  USA?'  which  gives  you  1,000  minutes  of  clear 
wireless  long-distance  calls  for  an  additional  $9.99  a  month.  To  anywhere  in  the  U.S. 
Anytime.  Sprint  PCS.  The  clear  alternative  to  cellular. 


^Sprint. 


1-888-509-6462  •  www.sprintpcs.com/clear 


Sprint  PCS 


le  Rate  USA'''"'  and  Toll-Free  USA'"  may  not  be  used  m  coniunction  with  certain  f)rher  promotions  or  rate  plans  Subject  to  busuiess  credit  approval  and  withdrawal  without  notice.  Home  Rare  USA 
iA  do  not  apply  when  roaming  off  the  Sprint  PCS  Network  Under  Toll-Free  USA.  long-distance  minutes  in  excess  of  1,000  (50{)  minutes  for  Southern  California  and  Nevada  subscribers)  will  be 
minute.  Toll-Ftee  USA  may  be  combined  with  Weekend  or  Off-Peak  Option  but  will  be  billed  at  $.10  a  minute.  See  Business  Buyer's  Guide  materials  for  complete  restrictions  and  limitations, 
pectrum  L.P  All  rights  reserved.  Sprint.  Sprint  PCS,  Sprint  Personal  Communication  Services  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P,  used  under  license. 
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EDITED  BY  AMY  DUNKIN 


TAPPING  THE  SMALL-BIZ 
MOTHER  LODE 


Small  business  accounts 
for  over  half  of  U.S. 
gi'oss  domestic  product. 
But  if  you've  tried  to  invest 
in  the  sector,  you've  likely 
been  let  down  because  most 
small  businesses  are  private. 
The  smallest  public  compa- 
nies make  a  poor  proxy  be- 
cause they've  trailed  the 
broad  market  for  20  years, 
with  average  annual  retui'ns 
of  15.7%,  vs.  17.4%  for  the 
Standard  &  Poor's  500-stock 
index. 

So  other  than  starting 
your  own  company,  how  can 
you  play  the  small-business 


INVESTING 


Some  of  Wall  Street's 
heaviest  hitters  have  caught 
on  to  the  small-business 
game.  They're  snapping  up 
shares  in  national  companies 
that  cater  to  the  smallest  out- 
fits— those  with  20  or  fewer 
employees,  which  make  up 
90%  of  the  sector.  "Brand 
matters  in  that  world,"  says 
Brian  D.  Finn,  a  principal  at 
Clayton,  Dubilier  &  Rice, 
which  controls  the  privately 
held  Kinko's  copying  chain 
and  has  taken  a  $270  million 
stake  in  U.  S.  Office  Products, 
the  publicly  traded  parent  of 
Mail  Boxes  Etc. 


Some  big 
hitters  are  snapping  up 
shares  in  companies  that 
cater  to  small  outfits 


sector?  One  way  is  via  larger 
public  companies  whose  cus- 
tomers are  mostly  small,  pri- 
vate ones.  In  today's  hot 
economy,  where  small  busi- 
nesses are  thriving,  it's  no 
surprise  that  companies  sei-v- 
ing  this  market  of  22  million 
customers  ar-e  also  doing  well. 
The  group  includes  payroll 
processors,  staffing  agencies, 
and  other  outsourcers,  plus 
specialty  lenders  and  office 
superstores. 

Investing  in  such  compa- 
nies has  an  advantage  over 
direct  ownership  of  a  small 
business:  diversity.  Small  out- 
fits tend  to  fail  more  often 
than  big  ones.  But  a  huge  i-e- 
tailer  such  as  Staples  serves 
thousands  of  small  businesses. 
If  one  goes  belly-up,  it's  no 
tragedy — at  least  not  for  Sta- 
ples' shareholders. 


If  you  want  to  follow  Clay- 
ton, Dubilier's  example,  you'll 
have  to  do  some  digging. 
There's  no  s&P  industry 
group  called  "small  business," 
nor  is  there  much  agi'eement 
on  just  how  big  a  small  busi- 
ness can  be.  The  only  short- 
cut we  found  was  a  database 
from  Zacks  Investment  Re- 
search. Called  Research  Mai- 
vel  (www.zacks.com,  $150  per 
year),  it  zeroes  in  on  federal- 
ly licensed  small-business  in- 
vestment companies.  Beyond 
that,  we  screened  Morn- 
ingstar  and  Value  Line  for  fi- 
nance, business  service, 
specialty  retail,  and  business- 
information  stocks.  Then  we 
slogged  through  company 
documents  to  pick  out  those 
that  specifically  say  they 
cater  to  small  and  midsize 
companies,  tossing  back  any 


that  concentrated 
on  a  single  indus- 
try or  region. 

We  turned  up  23 
companies,  includ- 
ing   seven  with 
lengthy  track 
records.  As  a  gi'oup, 
those  seven  veterans 
posted  an  annualized 
return  of  30%  for  the 
five  years  ended  May 
29 — eight  percentage  points 
better  than  the  s&P.  Among 
the  16  newer  stocks,  only  five 
ti"ailed  the  mai'ket  since  going 
public. 

SOME  PAIN.  Some  of  these 
companies  fetch  price-earn- 
ings ratios  of  40  to  50.  That 
should  make  you  want  to  ask 
if  then-  gi'owth  is  sustainable, 
especially  if  a  recession  hits. 
Small  private  fu'ms  are  hkely 
to  be  huit  first  and  worst  by 
any  downturn,  says  David  T. 
Kresge,  chief  economist  at 
Dun  &  Bradstreet,  which 
maintains  the  world's  biggest 
database  on  such  companies. 
Eventually,  he  says,  suppli- 
ers would  feel  the  pain,  too. 
Even  in  good  times,  says 
Randall  E.  Haase,  manager 
of  the  Alliance  Quasar  Fund, 
some  outsourcers  that  do 
relatively  simple  tasks  will 
last  only  until  clients  figure 
out  how  to  do  the  jobs 
themselves. 

That's  why  it's  essential  to 
seek  out  companies  that  add 
value  to  a  client's  business. 
Take  Rochester  (N.  Y.)-based 
Paychex,  whose  market  cap 
is  $6  billion.  Paychex  tliinves 
on  small  clients  (the  average 
size  is  14  employees),  and  it 
does  an  essential  task  (payi'oll 
and  benefits  processing,  no- 
toriously complex  and  time- 
consuming).  At  38,  the  stock 
sells  for  48  times  estimated 
fiscal  '99  earnings.  But  Pay- 
chex has  a  long  record  of 


growth,  with 
earnings  up  eveiy  yeii  t 

1990.  "  ; 

What's  the  next  Pk 
Haase  has  his  eye  onfi 
ry  Business  Ser-vicesjv 
is  gobbling  up  dozti- 
smaller  rivals  to  cresi 
stop  shopping  for  acc(jr 
payroll  processing, 
human  resowces,  infoia 
technology,  and  insfi 
The  Cleveland-based  I 
ny  is  already  ranked 
nation's  llth-largest 
operating  in  nearlyH 
state,  with  72,000  cujj' 
and  estimated  revc, 
$300  million  this  ytf 
goal:  $1  billion  by  20(1 

Maldng  all  those  tasi 
work  is  a  high-risk  gai^ 
it's  a  tried-and-true  V 
for  CEO  Michael  G.  Bt'l 
who  became  a  small-ll 


adding  customers  thi'ough  a 
new  Web  site,  kiosks  at 
branches  of  Fleet  Bank  and 
Wal-Mait  Stores,  and  his  own 
string  of  acquisitions. 

Buyouts  hurt  reported 
j  profits  because 
/  of  goodwill 
/  write-offs.  But 
cash 


legend  by 
I  tiny  Canadian  bus 
into  the  giant  Laid- 
isportation  empire 
lore  than  600  acqui- 
iliis  is  not  dissimi- 
DeGroote.  "I  know 
<  and  don'ts."  A  less 
^Lint  at  Republic  In- 
and  a  1993  mn-in 
irities  regulators — 
thout  DeGroote  ad- 
ly  wrongdoing — ap- 
haven't  dulled  his 
fitury's  stock,  which 
■  2  in  1996,  is  now  at 
vatos  at  Donaldson, 
Jenrette  expects  it 
(16  within  12  months, 
big  beneficiaries  of 
ness  gi'owth  include 
ferstores,  led  by  Of- 
!»t,  OfficeMax,  and 
ji5ut  the  superstores 


can't  do  it  all.  New 
England  Business  Service, 
for  example,  has  carved  out  a 
niche  by  selling  customized 
business  forms.  Chairman 
Robert  J.  Murray,  a  former 
top  Gillette  executive,  says 
NEBS  has  a  killer  mailing  list 
with  1.5  million  clients.  He's 


basis.  Wall 
Street  expects  nebs  eaniings 
to  rise  to  $2.50  in  fiscal  '99, 
up  from  $2  this  yeai-  and  $1  in 
'96.  That's  one  reason  nebs  is 
a  pick  of  Michael  Maloney, 
partner  at  top-performing 
Skyline  Special  Equities  Fund. 
He  figui-es  the  shai-es,  now  33, 
should  liit  42  next  year 
Perhaps  the  most  intrigu- 


Big  Names  in 
Small  Business 


COMPANY 

RECENT 
PRICE* 

P/E 
RATIO 

EARNINGS 
GROWTH" 

RETURN 
DN  EQUITY 

PAYCHEX  (PAYX) 

$38 

49 

26% 

34% 

ALLIED  CAPITAL  (ALLC) 

25 

14 

18 

15 

CENTURY  BUSINESS  SVCS.  (CBIZ) 

18 

27 

45 

10 

NEW  ENGLAND  BUSINESS  (NEB) 

32 

16 

16 

24 

SIRROM  CAPITAL  (SIR) 

25 

15 

24 

24 

•Jun.  8    **Fiscal  1999 

DATA:  ZACKS  INVESTMENT  RESEARCH,  BLOOMBERG  FINANCIAL  MARKETS 


ing    plays    are  specialty 
lenders,  such  as  Alhed  Capi- 
tal, based  in  Washington,  and 
Sirrom   Capital,   based  in 
Nashville.     They  borrow 
cheaply  and  lend  at  double- 
digit  rates.  On  top  of  that, 
they  get  equity  "kickers"  in 
the  foiTn  of  wairants,  options, 
or  shai'es.  Allied,  for  instance, 
has  a  piece  of  Gibson  Guitar, 
while  Sin"om  took  a  stake  in 
Wolfgang  Puck  Food,  the 
celebrity   chef's   cafe  and 
frozen  food  outfit.  Lenders 
cany  the  kickers  at  orig- 
inal  cost  until  the  bor- 
rower goes  public  or 
gets  bought  out.  The 
result  is  a  store  of 
hidden   value  that 
doesn't  show  up  on 
the  balance  sheet. 
How    much?  Who 
knows,  says  Allied 
Senior  Vice-Presi- 
dent   Suzanne  V. 
"        Sparrow:   "It's  not 
only  hidden  from  you, 
it's  hidden  from  us." 
Allied  says  it  deals 
Q      in  more  established  com- 
panies, which  helps  it 
maintain  a  5.75%  annual 
dividend.  Sirrom  goes  for  a 
broader  portfolio  of  smaller 
high-growth  service  compa- 
nies that  banks  might  not 
touch.  Sirrom  acknowledges 
that  more  of  its  deals  might 
go  belly-up,  but  CFO  Carl  W. 
Stratton  figures  geographic 
and    economic   diversity — 
along  with  the  equity  kick- 
ers— will  more  than  make  up 
for  possible  losses.  So  far,  the 
strategy  has  worked;  earn- 
ings have  risen  steadily  since 
the  stock's  '95  debut  and  an- 
nualized returns  have  topped 
70%.  "They  imdeipromise  and 
overdeliver,"  says  Aixlen  C. 
Armstrong,  manager  of  MAS 
Midcap  Growth  Fund. 

Sirrom  is  not  for  the 
squeamish.  It's  a  favorite 
with  momentum  investors 
and  short-sellers,  and  even 
some  admirers  ask  how  well 
the  loan  portfolio  will  hold  up 
in  a  weaker  economy.  That's 
worth  pondering  for  all  these 
stocks.  But  with  no  recession 
in  sight,  the  big  names  in 
small  business  have  more 
room  to  grow.     Rick  Green 
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COMIVIENTARY 


By  Christopher  Farrell 


WHY  STOCKS  AREN'T  A  WILD  BET 


Call  it  the  baby- 
boomer  retirement 
mantra:  Stocks  are 
for  the  long  haul.  Many 
boomers  believe  that  over 
time,  equities  offer  better 
returns — with  less  risk — 
than  bonds.  The  talk  on 
Wall  Street  is  that  this 
conviction,  combined  with 
demogi'aphics,  helps 
explain  the  stock  market's 
remarkable  performance 
and  why  it  may  still 
have  a  way  to  run. 

One  sign  of  this 
con\iction  may  be 
the  shai-p  nai'- 
rowing  in  the  so- 
called  equity  risk 
premium.  In- 
vestors tj^ically 
demand  a  higher 
i-etmn  over  time 
to  compensate  for 
the  risk  of  own- 
ing stock,  which 
represents  a  bet 
on  entreprenem*- 
ship,  vs.  bonds, 
which  ai-e  contracts 
that  spell  out  when 
boiTowers  must  make 
principal  and  interest 
payments.  One  way 
to  measure  the  equi- 


er  periods  of  stable  prices. 
For  instance,  it  was  a 
mere  1.9%  a  yeai-  from 
1816  to  1870,  and  2.8%  an- 
nually fi-om  1871  to  1925. 

Perhaps  even  more  im- 
portant, the  stock  mai-ket 
is  at  nosebleed  levels  be- 
cause investoi"s  beheve 
there  is  more  good  news 
to  come,  not  because  they 
beheve  equities  ai-e  no 


Buy  Stocks, 
Earn  a  Premium 


INVESTMENT 


REAL  AVERAGE  ANNUAL  RETURN 
JAN.  1926-MAY  1998 


tv  risk  premium  is  to     r  '  will  still  have  fo-st 

look  at  the  difference     LONG-TERM  U.S.  TREASURY  BONDS       2.1       dibs  on  cash  flows. 

and  equity  holders 
will  bear  the  biamt  of 


in  1964,  a  year  well  into 
an  expansion  and  boasting 
a  high  mai'ket  p-e.  the  av- 
erage five-yeai"  gi'owth 
rate  of  the  top  20  compa- 
nies in  the  s&p  was  8%. 
Auto,  oil,  and  other  indus- 
trial hea\->'weights  held 
sway.  The  compai-able 
gi'owth  tigm-e  today  is 
16%.  and  the  list  is  domi- 
nated by  companies  that 
use  knowledge  and 
technology;  rather 
than  oil  and 
steel.  Says  Jere- 
my Siegal.  pro- 
fessor of  finance 
at  the  \\Tiaiton 
School:  "Perhaps 
investors  ai'e 
right  to  put  Wgh 
p-e's  on  these 
companies,  which 
ai-e  at  the  leading 
edge  of  the  global 
economy." 
Even  with  the 
mai'ket  dominated 
by  thri\ing  new  in- 
dustries, stocks  re- 
main riskier  than 
bonds.  Recessions  ai'e 
pail  of  a  capitalist 
economy.  Wlien  one 
anives,  bondholders 


between  returns  on 
stocks  and  bonds. 
Since  1946,  stocks 
have  returned  about  6  per- 
centage points  more  than 
debt,  in  real  terms.  Since 
the  bull  market  began  in 
1982,  stocks  have  had  an 
average  real  return  of 
some  13%,  vs.  almost  10% 
for  bonds. 

BRAWNY  BONDS.  But  the 

naiTowing  equity  premiimi 
largely  reflects  a  strong 
bond  market.  Bonds  do 
well  w^hen  inflation  is  low 
and  investors  ai-e  confident 
they  wiU  get  their  money 
back.  The  equity  premium 
has  been  slim  during  earli- 


30-DAY  U.S.  TREASURY  BILLS 


0.7 


DATA:  IBBOTSON  ASSOCIATES 

riskier  than  bonds  over 
the  long  haul.  Investors 
are  thus  making  a  risky 
bet  on  stocks.  But  it's  fai- 
from  a  crazy  one,  even 
with  a  26  piice-eaiTiings 
ratio  on  the  Standard  & 
Poor's  500-stock  index. 

The  market's  gains  have 
been  lai'gely  fueled  by  an 
enoiTnous  sui-ge  in  corjjo- 
rate  profits,  quiescent  in- 
flation, and  the  spread  of 
capitalism  worldwide.  The 
high  p-e  ratio  also  reflects 
the  changing  makeup  of 
the  s&p  500.  For  example. 


losses.  Wai'ns  Ivan 
Stux,  a  quantitative  ana- 
lyst at  Morgan  Stanley 
Dean  Witter:  "The  next 
time  the  economy  hits  a 
cyclical  dowTitm-n,  the 
naked  tiuth  of  equity  risk 
will  be  facing  us." 

Stifl,  with  the  economy 
strong  and  recession  a  dis- 
tant concern,  investors  ai-e 
making  a  reasonable  bet 
on  stocks.  It  has  httle  to 
do  with  the  notion  that  eq- 
uities ai'e  riskless. 

Farrell  covers  econom- 
ics from  Minnesota. 
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Df  some  value 
ittered- 
Drtgage 
e  investment  trusts. 
'  than  buying  build- 
ie  REITS  buy  secm-i- 
ed  by  pools  of  resi- 
and  commercial 
loans.  An  oversup- 
ortgage  reit  initial 
erings,  and  the  fail- 
me  of  them  to  pro- 
r  projected  returns, 
lined  with  unease 
direction  of  interest 
lend  the  Bloomberg 
"tgage  Index  down 
n  26%  from  a  year 
h  a  whole  industiy 
1  out  like  this,  you 
■n  well  that  out  of 
•  so  companies  out 
ome  know  what 
)ing,"  says  John  E. 
.  of  Crabbe  Huson 


REAL  ESTATE 


Real  Estate  Investment 
Fund. 

If  you're  tempted  to  join 
Maack  in  his  hunt  for  value, 
tread  carefully.  Yields  of  9% 
to  12%  on  some  of  these 
REITs  are  seductive.  That's 
one  reason  why  individuals 
have  snapped  up 
many  recent 
mortgage  reit  ipos.  But  in- 
stitutional players,  noting 
how  the  hard-to-value  stocks 
tend  to  decline  after  their 
IPOS,  are  holding  back.  Even 
Maack  has  yet  to  find  a  stock 
he  wants  to  buy.  "It's  easy 
to  figure  out  possible  re- 
wards," he  says,  "but  harder 
to  assess  risks." 
POOL  PROBLEMS.  Mortgage 
REITS  are  far  from  a  generic 
bunch.  Some  target  ad- 
justable-rate or  fixed-rate  res- 
idential mortgages.  But  a 
new  focus  is  emerging.  Like 
residential  loans,  many  com- 
mercial mortgages  are  now 
being  packaged  in  pools  and 
sliced  by  Wall  Street  into  in- 
terest-rate-bearing com- 
mercial mortgage-backed  se- 


curities (CMBS).  RE- 
ITS that  buy  cmbs 
deals  face  differ- 
ent risks  than 
do  residential 
players.  Be- 
cause of  the  natui'e  of  these 
secui'ities,  and  the  way  the 
REITS  finance  and  leverage 
them,  it's  veiy  hard  to 
assess  credit  and  in- 
terest-rate risks. 

Commercial  mort- 
gage REITs  may  own 
a  mix  of  mortgage 
loans,  including  non- 
investment-gi'ade  por- 
tions of  CMBS  deals. 
Many  loans  have  pre- 
payment penalties 
that  give  investors 
some  protection 
against  getting  prin- 
cipal back  too  soon  if 
rates  keep  falling.  But 
rising  rates  could 
mean  falling  income 
for  some  reits,  since 
they  finance  pm'chases  of 
longer-term,  high-yield  secu- 
rities with  short-term  bor- 
rowings at  lower  rates. 

Mortgage  reits  m™™™ 
are  volatile.  In  1996, 
the  group  returned 
50.9%,  compared 
with  35.7%  for  all 
REITS  tracked  by  the 
National  Association 
of  Real  Estate  In- 
vestment TtTists.  But 
in  1997,  they  were 


cycle.  When  real  estate 
cratered,  the  loans — and  the 
REITS — blew  up.  Today's 
mortgage  reits  are  investing 
more  in  the  loans  of  existing 
buildings.  But  some  of  the 
REITS,  such  as  Ocwen  Asset 
Investment  Coi-p.,  plan  to  in- 
vest in  constraction  loans. 

Most  new  mortgage  reits 
are  externally  administered, 
with  the  adviser  motivated 
primarily  by  fees.  Manage- 
ment fees  often  are  based  on 
the  size  of  average  invested 
assets,  so  managers  are  re- 
warded foi-  piling  up  assets. 
Mike  Kirby,  an  analyst  with 
Green  Street  Advisors  in 
Newport  Beach,  Calif.,  prefei"s 
the  stiTJctiu'e  of  Capital  Tioist, 
a  self-managed,  non-REiT 
mortgage  investment  firm 
whose  top  executives  own 
about  a  thiitl  of  the  stock. 
"When  they  place  a  bet, 
they're  putting  their  own 
cliips  on  the  table,"  he  says. 
FEE  REWARDS.  Another 
structure  that  ties  perfor- 
mance to  profitability  is  one 
whose  management  fees  are 
based  on  the  average  size  of 
stockholder's  equity.  That's 
the  case  at  Clarion  Commer- 
cial Holdings,  which  went 


Risks  in 
Mortgage  REITs 


up  3.8%,  compared 
with  18.9%  for  all 
REITS.  Year-to-date, 
the  all-REiT  index  is 
down  about  5%s 
mortgage  reits, 
which  have  fallen 
much  farther  than 
the  all-REiT  index  in 
the  past  12  months, 
are  down  1.75%. 

Mortgage  reits 
also  have  a  check- 
ered past.  In  the 
1970s,  highly  lever- 
aged mortgage  reits 
made  a  load  of  con- 
struction and  devel- 
opment loans  at  the 
top  of  the  real  estate 


The  new  breed  of  mortgage  REITs 
invest  in  pools  of  commercial  real 

estate  loans  that  are  packaged 
together  and  turned  into  securities. 
Here  are  some  of  their  risks: 

INTEREST  RATE  RISK  These  REITs  often 
rely  on  short-term  borrowings  to 
finance  purchases  of  commercial  mort- 
gage securities  that  have  far  longer 
maturities.  If  short-term  interest  rates 
rise,  a  REIT's  income  could  shrink. 

INVESTMENT  RISK  A  REIT  may  own 

noninvestment-grade  mortgage-backed 
securities.  These  may  be  subject  to 
greater  losses  of  principal  and  interest 
than  investments  in  better-quality 
securities  or  mortgages  themselves. 

CREDIT  RISK  If  the  economy  and  real 
estate  market  slow,  defaults  may 
become  an  issue,  especially  for  REITs 
that  make  construction  loans. 


Personal  Business  ,ii 

I.IC 


laf 


public  May  28.  But  it  and 
many  other  reits  also  have 
incentive  fees  to  reward 
managers  for  good  perfor- 
mance. REITS  argue  that  this 
helps  combat  any  urge  to 
pile  on  assets.  But  Clarion's 
prospectus  notes  that  such 
performance  fees  "may 
create  an  incentive"  for 
managers  to  recommend 
riskier,  speculative  high-yield 
investments." 

If  you're  still  ready  to 


take  the  plunge,  everen  Se- 
curities Inc.  analyst  Thomas 
J.  Maier  maintains  that  there 
are  "real  bai'gains"  today.  He 
has  reason  to  be  bullish — his 
fiiTn  has  been  an  underwriter 
of  many  mortgage  REITs.  He 
likes  residential  reit  Impac 
Mortgage  Holdings.  "In  ad- 
dition to  having  a  portfolio 
and  the  ability  to  manage  it, 
they  have  a  mortgage  origi- 
nation arm  so  they  can  ben- 
efit   from  prepayments," 


while  REITS  who  lack  such 
arms  suffer  from  prepay- 
ments, he  says.  Among  com- 
mercial players,  he  likes  its 
sister  compahy,  Impac  Com- 
mercial Holdings,  as  well  as 
Ocwen  Asset  Investment — 
the  latter  a  choice  not  uni- 
versally shai-ed.  "They  raised 
money,  but  they've  been  a 
little  slow  putting  it  to 
work,"  says  Greg  Eisen,  who 
owned  Ocwen  in  the  safeco 
Small  Company  Stock  Fund, 


but  sold  it  in  May. 
"competition  is  t( 
what  they  want  ti 
the  risky,  high-yield 
of  real  estate  loans 

If  you're  temptei 
mortgage  reit,  read  \ 
factors  in  its  prospq 
you  understand  the 
still  want  to  invest, 
garner  some  tidy  yie 
don't  be  shocked  if ; 
chase  gives  you  a  fe-j 
less  nights.  Suzannel 


PORSCHE  REVAMPS 
A  RACEHORSE 


Slow-moving  cars 
scuttled  out  of  the 
way  as  I  screamed 
down  the  autobahn 

at  150  mph  in  the  redesigned 
version  of  one  of  the  world's 
classic  sports  cars, 
the  Porsche  911. 
Even  at  that  heady  tempo,  I 
was  gliding  along  as  smooth- 
ly as  if  I  were  riding  on 
welded  steel  rails. 

Porsche's  first  ground-up 
redesign  of  the  911  in  34 
years  is  a  mastei-work.  The 
.$65,700  reai-engine  speedster 
retains  its  distinctive  shape, 
only  with  flatter,  more  aero- 
dynamic lines.  Gone  are  the 
aii'-cooled  engine  and  pedals 
that  sprout  fi'om  the  floor,  a 
la  vintage  Volkswagen  Bee- 
tles. What  remains  is  a  car 
that  is  almost  without  peer 
for  fast,  sure-footed  driving. 

The  Qll's  fii'st-ever  water- 
cooled   six-cylinder  power 
plant  has  ample  oomph.  The 
300  horsepower  engine 
launches   the  two- 
seater  to  60  mph  in 
just  over  5  sec- 
onds. Top  speed  is 
175  MPH.  Minus 
the   big  cooling 
fans  of  the  old 
model,  the  engine 
is  far  quieter  at 
low  speeds.  But 
stomp  the  throttle 
and  it  emits  a  gleeful 


AUTOS 


scream  as  the  tachometer 
nears  the  7,300  rpm  redline. 

A  SLX-speed  manual  trans- 
mission is  standard.  For  an 
extra  $3,100  you  can  get  a 
new  five-speed  version  of 
Porsche's  Tiptronic  automatic 
with  switches  on  the  spokes 
of  the  steering 
wheel  that  let  you 
change  geai's  at  the  flick  of  a 
finger.  The  car's  antilock 
brakes  are  exemplary,  bring- 
ing you  to  a  stop  fi"om  100 
MPH  in  foui-  seconds. 
BAG  SPACE.  The  9irs  han- 
dling is  more  refined  than 
ever.  Zinging  down  curvy 
country  roads  is  an  absolute 
joy.  Inside,  the  new  911  is 
both  more  stylish  and  fimc- 
tional  than  its  predecessor. 
Its  standai"d  leather  seats  ai'e 
firm  but  comfort- 
able, with  plen- 
ty of  lateral 
support. 


Front  and  side  airbags  are 
standard.  And  passengers 
have  more  room.  But  the 
backseat,  though  still  too 
cramped  for  anyone  but  chil- 
dren or  small  adults,  offers 
more  space  for  luggage. 
That's  important,  because  the 
storage  space  imder  the  hood 
handles  only  a  couple  of  soft 
overnight  bags. 

As  in  the  Boxster,  the 
9irs  smaller  cousin,  the  main 
instiimient  panel  combines  an 
old-style  analog  tachometer 
and  a  digital  speedometer. 
They're  both  easy  to  read.  I 
was  disappointed,  however, 
by  the  optional  integrated 
navigation  and  sound  system 
that  gives  spoken 
dh-ections.  It  runs 
a  stiff  $3,500,  and 
only  a  techie 
could  love  its  con- 
fusion of  buttons 
and  dials.  The 
navigation  func- 
tion is  also  mad- 
deningly unreli- 
able— it  directed 


$74,000  FOR 
THIS  911 


It  goes  from  0  to 
60  MPH  in  five  sec- 
onds. So  what  if 
its  na\agation 
system  is  a  little 
clunky? 


me  to  a  street  th 
closed,  for  instance. 

Sun  worshippers 
sider  the  new  9irsl 
convertible.  Its  cl| 
stows  behind  the  rea 
the  touch  of  a  dashbd 
ton.  It  can  also  be 
from  a  distance  bj 
mounted  radio  trar 
The  convertible  als| 
with  a  hardtop  as 
equipment. 
TOUR  OPTION.  If  you| 
take  your  new  911 
ropean  tour  this  si; 
might  consider  pick 
at    the  factory 
Stuttgart.  For  $2,2^ 
you  get  insurance 

side  hell 
month  of| 
plus 
back  to 
An  eveil 
time  to 
livery  i^ 
fall.  Th^ 
er's  still 
trippers) 
off  th^ 
bahns- 
you  rooi 
those  hoi 
David  \t 
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1998  RACE  SCHEDULE 


t  year  164,000  men  and  women  representing  nearly  6,000  companies  participated  in  the  largest 
J  racing  series  of  its  kind.  Each  year  the  3.5  mile  races  attract  runners  from  small,  emerging  growth 
ipanies  to  global  corporate  giants.  Competing  in  cities  around  the  world,  these  ^oRArf 
letes  run  for  fitness,  fun  and  the  privilege  of  representing  their  companies. 


irt! 


Chase  Corporate  Challenge  is  open  to  employees  of  corporations,  businesses 
■  financial  institutions.  Teams  compete  in  the  Men's,  Women's  and  Coed  divisions. 

/  fit.  Have  fun.  Run  in  the  Chase  Corporate  Challenge.  For  entry  information  write  or  fax: 
Chase  Manhattan  Bank,  Sports  Marketing  Group,  140  East  45th  Street,  16th  floor, 
vYork,  NY  10017.  Fax:  (212)  557  3799 


The  right  relationship  is  everything. 

i  The  Chase  Manhattan  Corporation 


May  7 
May  21 
June  11 
June  17 
June  24 
June  25 
June  30 
July  9 
July  16 
July  21 
July  23 
July  28 
July  29 
July  30 
August  4 
August  6 
August  12 
August  18 
Sept.  10 
October  3 


New  York  City  #1 
Albany,  NY 
Rochester.  NY 
Frankfurt,  Germany 
New  York  City  #2 
Buffalo,  NY 
Newark,  NJ' 
London,  England 
Binghamton,  NY 
Stamford.  CT 
Morristown,  NJ 
Long  Island,  NY 
New  York  City  #3 
Boston,  MA 
Syracuse,  NY 
Chicago,  IL 
San  Francisco,  CA 
Paramus.  NJ 
Atlanta,  GA* 
Championship, 
New  York  City 


■  Licensing  Agreement. 
Dates  are  subject  to  change. 
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Business  Intelligence 


Has  it  crossed  the  chasm? 


Over  the  past  several  years,  an  innovative  business  approach  has  gained  an  increasingly 
high  profile.  Business  intelligence  gives  companies  the  ability  to  extract  greater  value  from 
corporate  information  to  enable  everyone  across  the  enterprise  to  make  better  decisions  that 
directly  impact  the  bottom  line.  Leading  organizations  worlduide  are  already  achieving 
significant  competitive  advantage  with  business  intelligence.  But  has  it  reached  a  aitical 
mass?  Is  it  moiing  beyond  being  the  "invisible"  advantage  of  Forunie  1000  companies  to 
become  an  essential  component  of  mainstream  hisiness  success? 


Passing  the  Mainstream  Test 

To  answer  these  questions,  consider 
what  mainstream  decision  makers 
demand  from  a  business  approach. 
First,  a  record  of  proven,  hottom-Une 
results.  Second,  mature  products  arid 
professional  services  to  address  the 
complete  range  of  enterprise  needs. 
Third,  the  security  of  dealing  with  an 
established  market  leader  offering 
best-of-breed  products  and  global  sup- 
port. And  fourth,  fast  and  easy  deploy- 
ment using  an  organization's  existing 
IT  infrastructure  —  often  this  is  the 
single  most  important  determinant  of 
whether  a  technology  achieves  main- 
stream acceptance. 

As  the  worldwide  business  uitelli- 
gence  market  leader,  Cognos  Corp- 
oration of  Burlington,  Mass.,  is 
uniquely  positioned  to  address  all  of 
these  criteria.  Through  developing 
products  that  solve  customers'  specific 
business  problems,  Cognos  has  discov- 
ered effective  ways  to  use  business 
intelligence  in  every  department  of 
every  enterprise,  and  in  every  industry. 
Today,  organizations  like  DomimVs 
Pizza,  Ford,  Johnson  &  Johnson  and  the 
National  Association  of  Security 
Dealers  (NASD)  are  cutting  costs, 
increasing  efficiency  and  enabling  new 
strategic  capabilities  by  adopting 
Cognos'  award-winning  business  intel- 
ligence software.  TTiis  market  leader- 
ship is  evident  in  Cognos'  strategic 


techiiology  partnerships  with  other 
industry  leaders  such  as  IBM,  Microsoft, 
PeopleSoft,  Oracle  and  SAR  And 
Cognos  business  intelligence  software 
deploys  easily  and  quickly  across  the 
enterprise,  typically  delivering  return 
on  investment  within  30  to  90  days. 

Setting  the  Agenda 

The  cornerstone  of  Cogiios'  success 
has  been  enduring 
customer  relation- 
ships. As  technolo- 
gies and  business 
needs  have  evol- 
ved, Cognos  has 
responded  with 
new  products  that 
extend  business 
intelligence  capa- 
bilities. Thanks  to 
these  pioneering 
efforts,  a  paradigm 
shift  has  occurred 

within  many  leading-edge  ccMiipanies: 
managers  now  expect  to  be  able  to 


w 

easily  access  corporate  data  i  R  ■ 
it  from  any  angle,  in  any  comlsitj 
They  expect  that  creating  ref  |si 
not  be  complex  or  time  coi* 
They  expect  to  be  able  to  autc 
ly  uncover  hidden  factors  ii 
their  business.  In  other  wor§ib 
ness  intelligence  has  becomenre 
to  how  they  achieve  and  sust ; 
petitive  advantage. 


The  Power  of  the  Web 

As  business  intelligence  ersisr 
mainstream,  Cognos  has  d 
products  that  leverage  th 
Wide  Web,  which  has  em 
a  mainstream  computing 
Through  the  Web,  busines; 
gence  capabilities  can  be  dirih 
to  an  entire  organization.  Asi 
every  departii  tjt 


<  Organizations  like  Domino's 
Pizza,  Ford,  Johnson  &  Johnson 
and  the  National  Association 
of  Security  Dealers  (NASD) 
are  cutting  costs,  increasing 
efficiency  and  enabling  new 
strategic  capabilities  by  adopt- 
ing Cognos '  award-winning  busi- 
ness intelligence  software.  > 
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a  broader  pepea 
of  their  impt:o! 
organization,  ndi 
impact  of  oth  tie 
merits  on  thts. 
can  plan  betei'::«lii 
coordinate  le 
of  informati'fi  a 
the  organizat|n.  . 
can  better  alij  dt 
mental  go' 


long-range  ,'r,i 
goals.  The 
better  decisions,  every  day  —  /  c 
one  in  the  tirganization. 


Learn  how  other  companies  have  used  business  intelligence  to  cross  the  chasm  to  increased  competitiveness. 
Order  your  free  copy  of  The  Multidimensional  Manager  book  at  www.cognos.com/ chasm. 
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aowin^  wkat  is  driving  business  §ives  you  tKe 
wer  to  influence  wKere  it  ^oes.  Co^nos  puts  tliat 
wer  in  the  hands  ol  every  manager  witliin  your 
•tire  organization.  Our  world-leading  Business 
telligence  software  lets  managers  access  and 
alyze  multidimensional  corporate  data  wlienexer 
;y  need  it.  To  reveal  hidden  relationships.  To  spot 
y  trends  and  opportunities. 


To  plan  more  eflective  strategies.  TJ)  mahe  more 
informed,  better  decisions,  every  day.  I^ind  out 
how  Cognos  Business  Intelligence  can  impact  your 
hottom  line  within  90  days  hy  ashing  lor  a  Iree 
copy  ol  the  Multidimensiona  I  M  anager.  the 
authoritative  guide  to  implementing  Business 
Intelligence  in  your  organiztition.  Call  1-800-426-4667 
ext.  2267  or  visit  our  weh  site. 


WW.  cog'no8.  com/gain 

Cognos.  the  Cognos  logo,  and  Better  Deosions  Every  Day  are  bademarks  of  Cognos  Inc 
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Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  wi 
BizLink,  Business  Week's  new  electronic  reader  service 
fulfillment  system.  You'll  get  the  information  you  need  t^^, 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  fre 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizUnk/ 


BusinessWeek 


Most  Head.  Best  Read.  Worldwide. 


And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 
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3Com 

Alitalia  Airlines 

American  Isuzu 
Motors  Inc. 

American  Power 
Conversion  (APC) 

Aurum 

Clarify  Inc. 

Crawford  &  Company 

DataWorks 

Fujitsu  PC 

GTE  Internetworking 
Hughes  Network  Systems 
Infiniti 

Kingston  Technoloqv 


14  Lexus  CPO 

15  Mannesmann  AG 

16  MCI  Data 

17  Mississippi  Department 
of  Economic  & 
Community  Development 

18  Mita  Copystar  America 

19  Mitsubishi  Electronics 
America 

20  Mitsubishi  Motors 

21  Network  Associates 

22  Prudential  Investments 

23  Prudential  Securities 

24  Qwest 

25  Rockwell  Corporation 


26  SAP  America,  Inc. 

27  SAS  Institute,  Inc. 

28  Savin 

29  Sprint 

30  THUNDERBIRD  The 
American  Graduate 
School  of  International 
Management 

31  Toshiba 
Telecommunication 
Systems  Division 

32  Toyota 

33  Toyota  in  America 

34  USWEB 

35  UUNET  Technologies, 
Inc. 


Business  Aviation 

Special  Advertising  Section 

36  BREITLING  WATCHES 

37  Cessna  Aircraft  Compan 

38  Executive  Jet  Aviation 

39  Fairchild-Dornier,  Inc. 

40  Gulfstream  Aerospace 
Corporation 

41  National  Business 
Aviation  Association, 
Inc. 
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PRODUCTION  INDICATORS 

'.iiii  Idbt  week  L). 
am  last  year:  7.4% 


ne  Oct 
97  1997 
IS  a  4-week  moving  average 


Feb 
1998 


May 


on  index  rose  for  ttie  fiftti  week  in  a  row.  The  unaveraged  index  also 
133,6,  from  132,9,  and  the  monthly  index  for  May  advanced  by  0,8%. 
tT  seasonal  adjustment,  rail-freight  traffic  was  up  1.7%,  and  the 
'  .ivmerican  Railroads  reported  that  motor  vehicles,  coal,  and  nonmetallii 
■  responsible  for  much  of  May's  growth.  Output  of  steel,  autos,  trucks, 
were  also  up.  Only  lumber  and  electricity  posted  declines. 


:';-x  copyright  1998  by  The  McGraw-Hill  Companies 
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[G  INDICATORS 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

d 

CES  (6/5)  S&P  500 

1113.86 

1090.82 

29.8 

iroj 

E  BOND  YIELD.  Aaa  (6/5) 

6.59% 

6.62% 

-12.3 

ill' 

•PLY,  M2  (5/25)  billions 

$4,156.4  $4,157.7r 

6.6 

flAli 

AIMS.  UNEMPLOYMENT  (5/30)  thous 

339 

309r 

1.2 

APPLICATIONS.  PURCHASE  (6/5) 

272.1 

259.8 

31.8 

APPLICATIONS.  REFINANCE  (6/5) 

1,120.7 

1,174.3 

247.6 

ice: 

andatd  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept.,  Mortgage 
{Index.  March  16,  1990^:100) 

i 

BT  RATES 

m 

UNDS  (6/9) 

LATEST 
WEEK 

5.38% 

WEEK 
AGO 

5.50% 

YEAR 
AGO 

5.54% 

m 

AL  PAPER  (5/9)  3-month 

5.50 

5.50 

5.67 

ITIF 

TES  OF  DEPOSIT  (6/10)  3-month 

5.58 

5.59 

5.67 

EDI 

TGAGE  (6/5)  30-year 

7.10 

7.12 

8.01 

lUSl 

.E  MORTGAGE  (6/5)  one  year 

5.80 

5.78 

5.97 

!L 

1 

8.50 

8.50 

8.50 

tcesi  deral  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


STEEL  (6/6)  thous.  of  net  tons 

LATEST 

WFFK 
ncciv 

2,174 

WEEK 

2,208# 

YEARLY 

"/  PUR 

/o  bnll 

3.9 

AUTOS  (6/6)  units 

118,571 

97,126r# 

-10.0 

TRUCKS  (6/6)  units 

143,088 

114,603r# 

8.6 

ELECTRIC  POWER  (6/6)  millions  of  kilowatt-hrs. 

66,333 

64,258# 

11.4 

CRUDE-OIL  REFINING  (6/6)  thous.  of  bbl./day 

15,245 

15,532# 

0,5 

COAL  (5/30)  thous.  of  net  tons 

20,984# 

20,723 

4.1 

LUMBER  (5/30)  millions  of  ft. 

374. 3# 

480.3 

-9.6 

RAIL  FREIGHT  (5/30)  bilhons  of  ton-miles 

26.2# 

27.2 

6.9 

Sources:  American  Iron  &  Steel   Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute.  Energy  Dept.  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (6/10)  $/troy  oz. 

LATEST 
WEEK 

293.000 

WEEK 
AGO 

292.400 

YEARLY 
%  CHG 

-14.8 

STEEL  SCRAP  (6/9)  #1  heavy,  $/ton 

134.50 

135.50 

0.0 

COPPER  (6/5)  c/lb. 

79.0 

79.4 

-33.3 

ALUMINUM  (6/5)  e/ib 

64.5 

65.3 

-15.5 

COTTON  (6/6)  strict  low  middling  1-1/16  m.,  e/lb 

71.94 

67.71 

2.9 

OIL  (6/9)  $/bbl. 

13.56 

14.55 

-27,4 

CRB  FOODSTUFFS  (6/9)  1967=100 

238.13 

238.37 

-0.8 

CRB  RAW  INDUSTRIALS  (6/9)  1967=100 

302.29 

304.93 

-10.6 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,   NYMEX,   Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/10) 

LATEST 
WEEK 

141.63 

WEEK  YEAR 
AGO  AGO 

138.36  111.38 

GERMAN  MARK  (6/10) 

1.80 

1.77 

1.71 

BRITISH  POUND  (6/10) 

1.63 

1.64 

1.64 

FRENCH  FRANC  (6/10) 

6.03 

5.94 

5.80 

ITALIAN  LIRA  (6/10) 

1770.5 

1743.5  1690.0 

CANADIAN  DOLLAR  (6/10) 

1.47 

1.45 

1.39 

MEXICAN  PESO  (6/10) 

8.881 

8.788 

7.970 

TRADE-WEIGHTED  DOLLAR  INDEX  (6/10) 

113.8 

112.0 

102.6 

J 


Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  tor  British  pound  in  dollars.  Trade-weighted  dollar  via  J  P.  Morgan 


I  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
^Western  Wood  Products  Assn.       2=:Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


WEEK  AHEAD 


m  PRICE  INDEX 

ne  16,  8:30  a.m. EDT>  Consumer 
goods  and  services  probably 
?%  in  May,  the  same  gam  as  in 
s  the  median  forecast  of  econo- 
;d  by  Standard  &  Poor's  mms,  a  divi- 
.IcGraw-Hill  Companies.  Excluding 
d   rgy,  core  prices  most  likely  rose 
,  after  a  0.3%  gain  in  April. 

Sit  TARTS 

ne  16,  8:30  a.m. EOT >■  Housing 
ly  edged  up  to  an  annual  rate  of 
in  May,  from  1.54  million  in  April, 
been  one  of  the  strongest  sectors  in 
in  1998. 


INDUSTRIAL  PRODUCTION 

Tuesday,  June  16,  9:15  a.m.EDT^  The  s&p 
MMS  median  forecast  projects  that  the  output  of 
the  nation's  factories,  mines,  and  utilities 
increased  0.3%  in  May,  after  a  small  0.1% 
advance  in  April.  The  stronger  May  gam  is  sug- 
gested by  the  solid  increase  in  total  hours 
worked  in  the  factory  sector.  May's  operating 
rate  for  all  industry  most  likely  remained  at 
April's  reading  of  81.9%. 

BEIGE  BOOK 


Wednesday,  June  17,  2  p.m.EDT^  The  Feder- 
al Reserve's  compilation  of  regional  economic 
activity  m\\  be  released  in  advance  of  the  mone- 
tary-policy meeting  set  for  June  30  and  July  1. 


INTERNATIONAL  TRADE 

Thursday,  June  18,  8:30  a.m.EDT>-  The  trade 
deficit  likely  widened  further  in  April,  to  $13.4 
billion,  from  $13  billion  in  March.  The  bigger 
trade  gap  suggests  that  the  foreign  sector  con- 
tinues to  subtract  from  economic  growrth  this 
quarter  after  deducting  three  percentage  points 
from  growth  in  the  first  quarter.  Exports,  which 
rose  3.3%  in  March,  probably  fell  in  April,  while 
imports,  up  3.8%  in  March,  were  likely  flat. 

FEDERAL  BUDGET 

Friday,  June  19,  2  p.m.EDT>-  The  Treasury 
Dept.  will  most  likely  report  a  deficit  of  $41  bil- 
lion for  May,  less  than  the  $48.5  billion  of  May, 
1997. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABNAmro  88 
Ace  Hardware  132 
ActivMedia  122.154 
Adaptec  (ADPT)  122,132 
Advanced  Manufacturing 
Research  140 

Advanced  Micro  Devices  (AMD)  42. 
218 

Agile  Software  122 
Agros  Holding  104 
AirTran  (AAIRD)  96 
Alcatel  Alstfiom  60 
Alliance  Quasar  Fund  206 
Allied  Capital  (ALli\)  206 
Amazon.com  (AMZN)  122. 144. 

154,162 
American  Airlines  (AMR)  96 
American  Express  (AXP)  144,184 
American  Finance  & 

Investments  144 
American  Greetings  (AM)  102 
American  Trans  Air  (AMTR)  96 
America  Online  (AOL)  162 
AMP  54 

Andersen  Consulting  88. 162 
Apple  Computer  (AAPL)  10. 122 
Ariba  Technologies  132 
ARKAsset  Management  (ARK)  40 
Astra  (A)  40 
AT&T(T)  42.144 
Aucnet  146 
Auto-By-Tel  122 
Avanfi  (AVIW  208 

B 


Baan(BAANF)  170 
Banco  Santander  60 
Bank  Handlov^y  104 
Barclays  Bank  148 
Barnes  &  Noble  (BKS)  154,162 
Bates  Saatchi  &  Saatchi  114 
Bear  Stearns  (BSC)  40,50,103 
Belair/Empress  146 
Bell  Atlantic  (BEL)  48 
Bentley  Health  Care  76 
Bernstein  (Sanford  C )  50 
Best  Buy  (BBY)  88 
Biogen  (BGEN)  40 
Black  96 
Bloomberg  182 
Boeing  (BA)  50,67, 122, 132 
Boise  Cascade  (BCC)  132 
Booz  Allen  &  Hamilton  67 
Borders  (BGP)  154 
Brahma  204 

Bristol-Myers  Squibb  (BMY)  132 
BroadVislon  170 
Brown  &  Williamson  50 
Byers  Chrysler  Plymouth  Dodge  122 


Cables  Wireless  (CWP)  48 
Cadence  Design  (CDN)  170 
Caldor(CLDR)  162 
Calphalon  162 
Capital  Data  60 
Capitol  Records  122 
Carlson  Leisure  96 
cdNow  154 

Cendant  (CD)  154.162.188 
Century  Business  Services 
(CBIZ)  206 

Challenger  Gray  &  Christmas  67 
Charterhouse  60 
Checkpoint  Software  148 


Chevron  (CHV)  132 
Chromatics  Color  Sciences  1 76 
Chrysler  (C)  39 
CHS  Electronics  (CHSE)  208 
Chubb  56 

Circuit  City  Stores  (CO  88.122 
Cisco  Systems  (CSCO)  122.132. 
148 

Citicorp  (CCD  6.67,104.184 
Clarion  Commercial  209 
Clayton  Dubilier  &  Rice  206 
CNET  (CNWK)  48 
Coca-Cola  (KG)  104, 114 
Columbia  House  154 
Commerce  One  132 
Compaq  Computer  (CPQ)  42, 122. 
140.218 

CompUSA  (CPU)  140 
Con  Edison  (FDD  132 
CoolSportz  132 
Cowen  40 

Crabbe  Huson  Real  Estate 
Investment  Fund  209 
Credit  Suisse  First  Boston  50. 188 
CrassRoute  132 
CRW  Financial  (CRWF)  188 
CVS (CVS)  148 
Cyber  Dialogue  130. 154 
Cyrix  (CYRX)  218 


Daimler  Benz  (DAI)  39 
DDB  Needham  Worldwide  104 
Dell  Computer  (DELL)  44,122.154. 
170, 182 

Delonghi  Caffe  Capri  162 
Delta  Air  Lines  (DAL)  36 
Deutsche  Bank  184 
Digital  Equipment  (DEC)  42.44, 

218 

Dollar  General  (DC)  38 
Dominion  Capital  Advisors  188 
Donaldson  Lufkin  &  Jenrette  154. 
162,  206 

Doughty  Hanson  60 

Dow  Jones  (DJ)  122 

Dreyfus  (MEL)  176 

DSC  Communications  (DIGI)  60 

Dun  &  Bradstreet  (DNB)  206 

DuPont(DD)  40 


Eastman  Kodak  (EK)  56 
eBay  154 
EC  132 

Eddie  Bauer  154.162 
egghead  com  146 
Electronic  Data  Interchange  132 
Electronic  Data  Systems 
(EDS)  130 
E-Loan  122 
Emak  60 

EM  TV  &  Merchandising  60 
Encore  Books  162 
Entrust  148 

Ericsson  (LMXERICY)  104 
Ernsts  Young  130 
eToys  154,162 
E*Trade  (EGRP)  122,154 
EVEREN  Securities  209 
Excite  (XCIT)  48,154 


Factoiy  Card  Outlet  103 
Fairfield  Inns  67 
FastParts  122,140.146 


Federal  Express  (FDX)  140. 148, 
132 

Fidelity  184.188 
First  Call  39 

Fleet  Financial  (FLT)  37, 206 
Forrester  Research  (FORR)  122, 
130.132,144 
Fragrancenet  182 
Franklin  Health  76 
Fredon  34 
Fujitsu  16 
Furman  Selz  39 


Gap  (GPS)  162 
Garden  Escape  154 
Gartner  Group  (CART)  132.154, 
166 

GEIS  132 

General  Dynamics  (GO)  53 
General  Electric  (GE)  34,122.132, 
148. 170 

General  Motors  (GM)  34,39,114, 
148 

GetSmartcom  122 
Gibson  Greetings  (GIBG)  102 
Gibson  Guitar  206 
Giga  Information  132 
Gillette  (G)  114 
Global  Industries  208 
Goldman  Sachs  34,60,122,178 
Gomez  Advisors  154 
Govett  Smaller  Companies 
Fund  208 

Green  Street  Advisors  209 
GTE  (GTE)  10.148,166 
Gund  8 


Hallmark  Cards  102 
Hambrecht  &  Quist  (HQ)  154 
Harbinger  132 
HBO  (HBOC)  208 
Health  Care  &  Retirement  50 
Hewlett-Packard  (HWP)  16,34,44. 
132. 140 

HLW  International  67 
Hughes  Aircraft  (GM)  67 


IBM  (IBM)  10,16.42,50.122,140, 
148, 168 
Ikea  104 
ImationdMN)  16 
IMI  140 

Impac  Mortgage  209 
Infoseek  48 
Ingram  Micro  (IM)  132 
Initiative  Media  114 
Inktomi  50 
Instill  122 
Instinet  182 
InsWeb  122 

Intel  (INTO  42.88, 132, 154,218 
Intergraph  (INGR)  42, 218 
International  Data  148. 166. 170 
International  Paper  (IP)  67 
International  Survey  Research  67 
Intersoh  60 
Invesco  176 

Investors  Associates  176 
Iomega  (lOM)  16 
lonica  Group  60 
itsy  bitsy  Entertainment  8 
i2  Technologies  (TOO)  140 


Jackson  Hewitt  188 
Janssen-Meyers  Associates  176 
John  Hancock  203 
Johnson  &  Johnson  (JNJ)  114 
Jupiter  Communications  146 

K 


Kagima  67 
Kaiser  Permanente  67 
Kearney  (A  T)  40 
Kinko's  206 
Kmart  (KM)  38, 102 
KPMG  Consulting  140 
Kroger  (KR)  102 

L 


Laidlaw  Transportation  (LDW)  206 
Lehman  Brothers  (LEH)  188 
Level  3  Communications  (LVLT)  48 
LILCO  50 

Upper  Analytical  Services  26,184 
UR  Redbook  Research  38 
Lockheed  Martin  (LMT)  53 
Long-Term  Credit  Bank  of 
Japan  184 

Lotus  Development  (IBM)  10, 44 
Lucent  Technologies  (LU)  148 

M 


Macroeconomic  Advisors  37 
Mail  Boxes  Etc  (MAIL)  206 
Management  Honzons  38 
Manor  Care  (MNR)  50 
Manpower  (MAN)  170 
Manugistics  140 
Marriott  International  (MAR)  67 
MAS  Midcap  Growth  Fund  206 
Mattel  (f/IAT)  154,162 
Maytag  (MYG)  88,122 
McCann-Erickson  114 
McDonald  (MDO  102 
McDonnell  Douglas  67 
McGraw-Hill  (MHP)  37,215 
MCI  Communications  (MCIC)  10. 

48, 144. 148 
Mercer  Management 

Consulting  146 
Merck  (MRK)  40,67 
Merrill  Lynch  (MER)  122.178,182, 

184, 188 
Micropal  184 

Microsoft  (MSFT)  10.42.122.218 
Mobil  (MOB)  132 
Mondavi  (Robert)  132 
Morgan  Stanley  Dean  Witter 

(MWO)  48.178.208 
Morningstar  (MSTR)  206 
Morten  Beyer  &  Agnew  96 
Motorola  (MOT)  34.170 
Mutual  Fund  Trim  Tabs  50 

N 


NASCAR  203 

National  Semiconductor  (NSM)  42. 
132. 148 

NationsBank  (NB)  132 
NBA  203 
NBC  (GE)  48 
NEC  16 

Neiman  Marcus  (NMG)  38 
Net  Perceptions  154 
Netscape  Communications 

(NSCP)  10.132,218 
Network  Associates  (NETA)  122. 

148 

New  England  Business  Service 
(NEB)  206 


Newport  News  Shipbuilding 
(NNS)  53 

Nike(NKE)  104,144.204 

Nikko  Securities  184 
Nomura  Securities  184 
Noodle  Kidoodle  (NKIO  162 
Northwest  Airlines  (NWAC)  36 
Norwest(NOB)  50 
Novartis  188 
N2k  154 


Ocwen  Asset  Investment 
(OAIC)  209 

Office  Depot  (OOP)  206 
OfficeMax  (OMX)  206 
Olsten  67 

Omega  Advisors  176 
1-800-Flowers  144.154 
OnSale  154 
Oracle  (ORCL)  166 


PaineWebber  (PWJ)  96. 182 
PannonGSM  114 
Paper  Warehouse  103 
Parmalat  204 
Party  City  103 
Party  Land  103 

Pasteur  Meneux  Connaught  188 
Paychex (FAYX)  206 
Penney  (J  C  )  (JCP)  140 
PeopleSoft  (PSFT)  166 
Pfizer  (PFE)  40.50 
Phibrc  178 
Pirelli  204 
Polaroid  (PRO)  34 
Polygram  8 
Porsche  210 
Rotten  &  Pannen  104 
Powell's  Books  162 
Price  Waterhouse  56 
Pnmark  Decision  Economics  38 
Procter  &  Gamble  (PC)  104,132 
Prudential  HealthCare  132 
Prudential  Securities  53 


QVC  162 

Qwest  Communications 
(QWST)  48 

R 


RAND  17 

Raytheon  (RTN)  67 
Realtor  com  122,154 
Recreational  Equipment  154 
Reebok  (RBK)  102,104 
Regional  Financial  Associates  26 
Republic  Industnes  (RID  206 
Reuters  170 
Rhbne-Poulenc  188 
Royal  Bank  of  Scotland  60 
Royal  Motor  Sales  122 
Royce  &  Associates  102 


SAFECO  Small  Company  Stock 
Fund  (SFSCX)  209 
Salick  Health  Care  76 
Salomon  Smith  Barney  (TRV)  6. 

34.  96, 178, 182 

SangStat  Medical  (SANG)  188 
Sanwa  Bank  184 
SAP  154,166 

SBC  Warburg  Dillon  Read  62 
Schwab  (Charles)  (SCH)  154 
Security  Dynamics  (SDTI)  148 
Service  Merchandise  (SME)  182 
Shell  Oil  (RD)  56 


Sin-om  Capital  (SIR)  2ol 
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U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Dow  Jones  Industrisis 

8971.7 

1.9 

18.4 

NASDAQ  Combined  Composite 

1773.3 

1.8 

26.0 

S&P  MidCap  400 

358.0 

1.2 

26.5 

S&P  SmallCap  600 

187.8 

-0.1 

19.4 

S&P  SuperComposite  1500 

236.9 

2.5 

27.4 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

335.0 

3.3 

27.6 

S&P  Financials 

135.4 

3.0 

35.9 

S&P  Utilities 

246.1 

0.9 

27.3 

PSE  Technology 

331 .6 

2.9 

20.8 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5987.4 

1.5 

26.7 

Franl<furt  (DAX) 

5754.5 

2.5 

56.5 

Toltyo  (NIKKEI  225) 

15,339.3 

-0.1 

-24.4 

Hong  Kong  (Hang  Seng) 

7979.4 

-9.5 

-44.7 

Toronto (TSE  300) 

7433.8 

-0.8 

15,1 

Mexico  City  (IPC) 

4396.8 

-1.3 

4.8 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.40% 

1 .42  % 

1.72% 

S&P  500  P/E  Ratio  (Last  12  mos. 

26.6 

26.0 

21.9 

S&P  500  P/E  Ratio  (Next  12  mos. 

)*  21.6 

21.1 

17.8 

First  Call  Earnings  Revision* 

-0.92  % 

-0.60% 

-1.70% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1008.4 

1003.8 

Positive 

Stocks  above  200-day  average 

51.0% 

49.0% 

Neutral 

Options:  Put/call  ratio 

0.54 

0.61 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

2.52 

2.72 

Negative 

Genl.  Merchandise  Chains  16.2 

Drug  Chains  14.3 

Specialty  Appar  Retailers  12.4 

Specialty  Retailers  12.1 

Personal  Loans  10.9 

WORST-PERFORMING  Last 
GROUPS  month  % 


Specialty  Appar.  Retailers  123.9 
Automobiles  75.3 
Genl.  Merchandise  Chains  74.5 
Homebuilding  71.0 
Personal  Loans  69.7 

Last  12 
months  % 


Oil  &  Gas  Drilling 
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Aluminum 
Forest  Products 


-25.6 
-18.3 
-16.2 
-13.1 
-12.9 


Metals 
Gold  Mining 
Shoes 

Photography/Imaging 
Aluminum 


^2.3 
-30.7 
-22.9 
-17.5 
-16.7 
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Data:  Bloonnberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  puce  weakness 

Price 

1-month 
change 

IBM 

119V4 

-Vl6 

Wells  Fargo 

353 

-18V8 

Avon  Products 

83 '^16 

-5/T6 

H.F  Ahmanson 

73^/8 

-3^16 

J.P  Morgan 

1223/4 

-9^8 

Lockheed  Martin 

110^16 

-1  '=/l6 

Decline  ahead?  Stocks  with  most 
signilicant  selling  on  price  strength 

Price 

1-month 
change 

WorldCom 

45 '/4 

2^/16 

Cisco  Systems 

79  V2 

43/4 

Microsoft 

87Vi6 

2 '^16 

PeopleSoft 

46 '^16 

1  '=/l6 

L.M.  Ericsson-ADR 

30^/8 

3^32 

Abbott  Laboratories 

373/16 

1 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.15 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds 

90-DAY  TREASURY  BILLS 

5.13 

5.13 

4.97 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MDNTH  BANK  CDS 

5.08 

5.07 

5.21 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.42 

5.42 

5.72 

GENERAL  OBLIGATIONS 

4.40% 

4.44% 

4.93% 

4.97% 

10-YEAR  TREASURY  NOTES 

5.51 

5.57 

6.55 

PERCENT  OF  TREASURIES 

79.93 

80.00 

86.53 

85.95 

30-YEAR  TREASURY  BONDS 

5.70 

5.80 

6.83 

TAXABLE  EQUIVALENT 

6.38 

6.43 

7.14 

7.20 

LONG-TERM  AA  INDUSTRIALS 

6.27 

6.36 

7.35 

INSURED  REVENUE  BONDS 

4.54 

4.55 

5.13 

5.15 

LONG-TERM  BBB  INDUSTRIALS  6.71 

6.80 

7.75 

PERCENT  OF  TREASURIES 

82.48 

81.98 

90.04 

89.06 

LONG-TERM  AA  TELEPHONES 

6.58 

6.62 

7.58 

TAXABLE  EQUIVALENT 

6.58 

6.59 

7.43 

7.46 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

ty 

Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

42 

Smith  Barney  European  A 

7.2 

Lexington  Troika  Russia 

-35.1 

Europe 

1.3 

Pacific/Asia  ex-Japan 

-14.6 

35 

Fidelity  Germany 

6.7 

Newport  Greater  China  A 

-19.8 

Utilities 

0.9 

Precious  Metals 

-12.5 

Wright  EqulFd.-Belg./Lux. 

6.3 

U.S.  Global  Investors  Gold 

-19.2 

Large-cap  Growth 

0.2 

Diversified  Emerging  Mkts. 

-9.6 

28 

Waddell  &  Reed  Intl.  Gr.  B 

5.8 

Invesco  Asian  Growth 

-17.9 

Foreign 

-0.2 

Diversified  Pacific/Asia 

-9.2 

Fidelity  Select  Retailing 

5.7 

Kemper  Asian  Growth  B 

-17.6 

Domestic  Hybrid 

-0.2 

Natural  Resources 

-8.7 

21 

Leaders 

Laggards 

Leaders 

Laggards 

14 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

FMI  Focus 

63.9 

Matthews  Korea  1 

-65.8 

Financial 

38.4 

Pacific/Asia  ex-Japan 

^9.7 

; 

Fidelity  Select  Brokerage 

60.3 

Lex.  Crosby  Sm.  Cap  Asia 

-63.0 

Communications 

38.0 

Dlverslhed  Pacific/Asia 

-40.3 

Scubder  Greater  Europe  Gr. 

59.6 

U.S.  Global  Investors  Gold 

-61.1 

Europe 

35.4 

Precious  Metals 

-37.0 

Fidelity  Select  Retailing 

57.8 

Montgomery  Emerg.  Asia  R 

-60.0 

Large-cap  Growth 

30.6 

Japan 

-27.7 

Weitz  Hickory 

55.9 

Morg.  Stan.  Inst.  Asia  Eq.  A 

-59.6 

Utilities 

28.3 

Diversified  Emerging  Mkts. 

-24.3 

-6  ai 
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Editorials 


FANFARE  FOR  THE  COMMOIV  MAN 


Tight  labor  markets  make  managers  sweat  and  alann 
Wall  Street  economists,  but  for  now  they're  a  blessing  to 
America.  Look  around.  Vulually  eveiyone  is  working.  College 
grads  are  getting  signing  bonuses,  high  school  dropouts  are 
getting  jobs,  and  people  on  welfare  are  moving  into  the 
workforce.  The  America  Dream  of  a  rising  economic  tide 
benefiting  everyone,  of  each  generation  doing  better  than 
the  previous  one,  of  opportunity  and  upward  mobility  re- 
warding success,  is  in  full  force.  Like  the  1950s,  the  U.S. 
economy  is  enjoying  what  Federal  Reserve  Chairman  Alan 
Greenspan  calls  a  "virtuous  cycle." 

None  too  soon.  The  truth  is  the  American  Dream  has 
been  in  trouble.  Blame  it  on  globalization  or  technological 
change,  but  real  wages  stopped  rising  some  25  yeai's  ago  and 
the  gap  between  rich  and  poor  has  been  widening.  Even 
the  robust  economic  expansion  of  the  1990s  had  benefited 
mainly  people  in  the  top  half  of  the  income  stream  while  the 
bottom  had  fallen  fiulher  behind. 

Now,  thanks  to  a  fast-growing  economy  and  extremely 
tight  labor  markets,  wages  for  the  lowest-paid  workers  in 
America  in  the  past  18  months  have  been  rising  twice  as 
fast  as  wages  for  the  best-paid.  This  is  the  biggest  increase 
in  inflation-adjusted  weekly  earnings  since  the  government 
began  collecting  the  stats  in  1979.  Economic  growth  is  finally 
beginning  to  close  the  gap  between  incomes  of  the  rich 
and  poor. 

Not  everyone  believes  this  is  gi'eat  news.  To  Wall  Street, 
rising  wages  thi'eaten  to  reignite  inflation  and  destroy  cor- 


porate profits,  which  can  only  lead  to  a  stock'  market  c 
tion  and  perhaps  a  recession.  Of  course,  there  is. a 
some  danger  of  an  uncontrolled  wage-price  spiral.  Bi 
Federal  Reserve  shows  every  sign  of  remaining  vii 
And  inflation,  at  1.5%,  is  at  its  lowest  since  the  mid-1! 

True,  profits  are  suffering.  Pretax  profits  fell  in  tY 
two  quarters,  the  fu'st  consecutive  dechne  since  the  ll 
recession.  But  laying  the  problem  of  weak  corporate 
ings  solely  at  the  feet  of  rising  real  wages  is  misg 
Asian  deflation  is  at  least  as  culpable,  if  not  more  s{ 
Asian  crisis  is  a  triple  whammy  on  U.  S.  corporate  C 
For  exporters,  it  means  lower  sales  and  profits.  Foi! 
panics  that  produce  and  sell  in  Asia,  the  declinin 
baht,  Indonesian  rupiah,  and  Japanese  yen  translat 
lower  profits  in  dollars.  And  for  much  of  the  domesti 
omy,  the  flood  of  cheap  Asian  goods  is  destroying 
power.  Deflationary  pressures  and  a  rising  dollar  are  e 
corporate  profits. 

Strong  domestic  demand  is  actually  offsetting  much 
downward  pull  of  Asia.  Without  rising  real  wages,  thi 
economy  would  be  in  far  greater  trouble  and  growth 
certainly  be  significantly  lower  (page  37). 

So  give  the  working  man  and  woman  a  break, 
families  are  only  now  beginning  to  catch  up  to  wheri 
were  a  couple  of  recessions  ago.  Tighter  labor  mark^ 
restoring  a  measm-e  of  faii'ness  while  propping  up  the 
economy  against  the  deflationary  forces  from  Asia, 
be  grateful. 


A  FLIMSY  CASE  AGAINST  INTEL 


The  Federal  Ti*ade  Commission  has  a  lousy  case  against 
Intel  Corp.  Not  that  Intel's  90%  share  of  the  PC  micro- 
processor market  may  not  wairant  a  look-see  from  regulator. 
There  may  be  as  many  complaints  from  high-tech  companies 
about  Intel  using  its  muscle  to  gain  advantage  as  there  are 
about  Microsoft  Coip.  But  defining  intellectual-pi'operty  right 
disputes  between  Intel  and  its  customers,  Intergraph,  Digital 
Equipment,  and  Compaq,  as  a  significant  antitnist  issue  is  off 
the  mark.  At  least  the  case  against  Microsoft  is  a  broad  at- 
tack on  specific  anticompetitive  strategies  that  allegedly 
locked  out  a  directly  competing  browser  made  by  Netscape 
Communications  Coip.  The  Intel  suit  is  about  complex  patent 
disagi'eements  with  customers  that  may  hann  unspecified 
innovation  in  the  future.  The  case  rests  on  the  assumption 
that  Intel  is  bullying  its  own  customers  because  they  could 
become  potential  competitors.  It's  not  unheard  of  in  antitrust 
law,  but  it  is  small-bore,  vague,  and  hard  to  prove. 

The  real  issue  with  Intel  is  whether  it  is  using  its  domi- 
nance in  PC  microprocessors  to  embark  on  a  forced  march  to 
dominate  motherboards  and  chip  sets,  including  graphics 


chips.  Plenty  of  chip-set  manufacturers  went  under 
expanded  into  the  mai-ket.  Their  complaints  might  hav 
for  a  substantial  antitrust  case.  The  ftc  chose  not 
that  route.  It  isn't  even  arguing  that  Intel  is  trying  t,. 
market  share  from  Intergraph  in  the  gi-aphics  cliip  bt'i 
(Perhaps  it's  because  Intel  doesn't  yet  make  such  a  «i 
compete  with  Intergraph).  ' 

Even  as  the  ftc  moves  against  Intel,  technology 
weakening  the  company's  giip  on  the  microprocessor  i|. 
Intel  is  having  difficulty  extending  its  market  contt 
chips  used  in  $2,000-and-up  PCs  into  the  hot  sub-$l,OClj 
ket.  Advanced  Micro  Devices  Inc.  and  Cyiix  Corp. 
nate  here.  Intel  missed  the  big  switch  to  cheaper  PCs, 
Celeron  chip  has  not  yet  been  well  received. 

The  FTC  is  on  shaky  ground  when  it  bases  a  c 
patent  disagreements  with  customers  who  could  poti 
become  competitoi's.  It  would  be  well-served  to  focus 
simple  goal — deciding  whether  or  not  Intel  uses  m(| 
power  in  ways  that  are  clearly  anticompetitive.  And 
case  against  Intel,  that  is  going  to  be  veiy  difficult. 
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You  pack  a  lot  into  your  day  So  we  pack  a  lot  of 
helpful  ideas  into  every  Mercury  Like  Sables  60/40 
split-fold  rear  seat  and  available  front  flip -fold  center 
console.  They  give  you  extra  flexibility  carrying  pas- 
sengers and  gear.  At  Mercury  we  design  cars  to  keep 
up  with  your  busy  schedule.  Maybe  that  schedule 
should  include  a  test  drive.  Call  1 800  446-8888  or 
visit  vv^wwmercuryvehicles.com. 
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This  would  definitely  bring  a  sigh  of  relief  to  every  person  suffering  from  an  allergy.  To  make  this  ccfiet 
the  scientists  at  our  pharmaceutical  company,  Hoechst  Marion  Roussel,  are  conducting  extensive  'sea 
And  today  doctors  are  already  able  to  prescribe  effective  antihistamines  which  reduce  the  allergiceac 
without  making  the  patient  drowsy.  So  that  in  the  future,  we  hope  everybody  can  welcome  springme 


Imagine  the  only  reaction  caused  by  pollen  is  $pringf( 


is  the  pharmaceutical  company  of  Hoechst,  an  international  gro-i%. 


Hoechst  Marion  Roussel 
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THE  DEAL  MILL 

A  PRIVATE  WISH 
NOT  TO  GO  PUBLIC? 

surprise!  just  a  month 
after-  filing  for  an  initial  public 
offering,  onetime  Internet 
hotshot  PointCast  may  not 
go  public  after  all.  According 
to  sources  familiar  with 
the  situation,  the  Sunny- 
vale (Calif.)  company  is 
searching  for  a  _  • 
buyer. 

PointCast  declined  com- 
ment, but  sources  say  it  is 
being  shopped  around  to  ma- 
jor media  companies.  Why? 
"Fifty  percent  of  the  reason 
foi'  filing  was  to  raise  the  vis- 
ibility of  the  company  to  po- 
tential acquirers,"  says  one 
source.  "PointCast's  assets 
aren't  maximized  by  being  a 
stand-alone."  It  could  be  a 
good  buy  given  its  deals  with 


key  content-providers  and  its 
corporate  following. 

PointCast  used  to  be  a  SO- 
icon  Valley  darling.  But  its 
"push"  teclinology — which  au- 
tomatically delivers  news  and 
other  information  to  PC 
screens — has  straggled  to  at- 
tract users  amid  more  com- 
petition and  criticism  that  it 
slows  computer  networks. 
And  like  many  Internet 
companies,  PointCast 
isn't  profitable. 
What  is 
more,  Morgan  Stanley  Dean 
Witter,  a  marquee  name  in 
technology  banldng,  had  been 
PointCast's  banker,  and  the 
white-shoe  firm  was  widely 
expected  to  take  the  sLx-yeai- 
old  company  public.  Now, 
however,  PointCast  is  being 
advised  by  Lehman  Brothers, 
considered  less  knowledge- 
able than  Morgan  Stanley 
about  tech.  Linda  Himelstein 


WILD  BLUE  YONDER 

WHY  THE  ASIAN  FLU 
MAY  NOT  BUG  BOEING 

SOMETIMES,  THERE  IS 
nothing  like  a  good  old-fash- 
ioned recession  to  help  out  a 
company.  Boeing's  20-year 
Curreid  Market  Outlook, 
issued  on  June  18,  forecasts 
that  Asian  economic  turmoil 
will  delay  purchase  of  150 
jets  from  the  world's  air- 
craft makers  during  the  next 
three  years.  That  translates 
to  as  much  as  $15  billion  in 
missing  revenue.  And  more 
than  half  the  lost  sales  would 
have  been  Boeing's. 

But  for  the  Seattle  plane- 
maker,  there's  an  unexpect- 
ed silver  lining  in  the  shrink- 
ing economies  of  the  Pacific 


Kim.  Boeing  is  ah'eady  stnig- 
gling  to  build  about  1,500 
planes  in  its  backlog.  That  ef- 
fort so  far  has  cost  it  $2  bil- 
lion in  charges  due  to  parts 
shortages  and  late  deliveries. 
So  deferrals  from  Asian  car- 
riers will  give  it  some  breath- 
ing room  and  extend  its  pro- 
duction boom  into  the  first 
decade  of  the  21st  century, 
says  Morgan  Stanley  Dean 
Witter  analyst  Pierre  Chao. 

Boeing  expects  the  Pacific 
Rim  to  bounce  back  by  2002. 
Asian  orders  may  then  come 
in  just  as  business  from  Eu- 
ropean and  U.  S.  carriers 
wanes.  Boeing  figures  Asian 
carriers  will  buy  $427  billion 
worth  of  aircraft  over  the 
next  20  years.  That's  serious 
silver.  Semirm,  Browder  mid 
Andy  Reinhardt 


TALK  SHOW  ttHe  said  it  was  a  transition  year  and  doj 
expect  a  lot. 5' 

— Sunbeam  board  member  Charles  Elson,  who  made  the 
motion  to  dismiss  Chief  Executive  Albert  Dunlap 


RANK  AND  FILE 

ONE  BIG,  UNHAPPY 
FAMILY  AT  UNITED 

IS   THE    MANAGEMENT  OF 

United  Aii-lines,  the  country's 
largest  union-contr'olled  com- 
pany, secr-etly  against  unions? 
That's  what  Inter-national  As- 
sociation of  Machinists  Pr-esi- 
dent  R.  Thomas  Buffenbar'ger 
char-ges  in  a  bUstering  June  2 
letter  to  Ger-ald  Greenwald. 
Greenwald,  who  calls 
the  charges  unfair, 
was  picked  as  ceo 
by  ual's  unions  in  a 
1994  buyout  that 
gave  employees  55% 
of  the  company. 

The  machinists 
are  fir-ed  up  about  a 
27-page  handbook 
the  company  distrib- 
uted   recently  to 
manager's  telling  them  how 
to  handle  an  iam  drive  to 
sign  up  19,000  reservation 
and  ticket  agents.  The  book 


GREENWALD 


lists    13  anti- 
union talking 
points  under  the 
heading:  "Why 
Not  a  Union?" 
Because  United 
had  pledged  neu-  Ui 
trality  about  the  bu  n 
vote,  Buffenbarg- 
er  is  furious.  "It's  re 
sible."  he  says. 

United  disagr-ees, 
the  handbook  empha 
"positive  relationshi 

its  unions.  "5  n 
ing  of  the  toi  ^ 
ment  leaves 
a  very  diffe 
pression  th 
letter's,"  Gr  S 
says  in  a  Jiu  i 
sponse  to 
bar'ger.  Er 
have  begur 
and  the  re^ 
due  in  midn 
JAM  victory  wouldl 
largest  unionization  [ 
vate  business  in  tl 
since  1984.  David  Li 


ACROSS  THE  POND 

SPLICING  AT&T  INTO 
BRITISH  TELECOM 

AT&T  AND  BRITISH  TELECOM 

are  close  to  a  deal  to  create  a 
joint  venture  involving  both 
companies'  extensive  inter-na- 
tional assets,  according  to  in- 
siders at  both  telecom  giants. 
Over  the  past  several  weeks, 
AT&T  CEO  C.  Michael  Ai-m- 
strong  and  Peter  Bonfield, 
CEO  of  BT,  have  discussed 
several  options  for  wor-king 
together-.  Now,  both  have  de- 
cided in  principle  on  a  joint 

ARMSTRONG  keifs  in  on  service 


venture  that  would 
both  comparries'  inta 
assets,  the  insiders  m, 
the  goal  of  creatingl 
ation  to  improve  sejpc 
lar-ge  multinationals 

In  the  past,  Ar-mso^ 
said  AT&T's  existing 
loose  partnerships  ii 
out  Europe  and  Aa 
give  it  enough  coni'Oi 
the  quality  of  servie 
fer"s.  BT,  in  contrastHfK 
haps  the  most  sue 
international  tele 
nei'ships.  Concert, 
Communications.  I| 
WorldCom  buys  MC| 

  sell  its  25% 

Concert  back  tl 
AnnouncemJ 
AT&T-BT  deal  w 
wait  several 
however.  BT  c 
a  final  deal  w'h 
ter-national  pain 
WoridCom 
pur'chase  of  M- 
when  BT  wil 
billion  for  its 
stake.  PeteL 


fo-thii 

A 
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You   see  coffee 


We  see  data 


Two-thirds  of  the  Fortune  500  rely  on  Sprint's  vision  of  data 

Every  day,  industry  relies  on  data  to  sell  products,  satisfy  customers  and  manage  people  and 
processes.  That's  why  Sprint,  as  a  leader  in  advanced  data  communications,  offers  a  full  portfolio 
of  solutions  for  your  applications  —  frt)m  simple  e-mail  to  complex  integration  of  voice,  video  and 
data.  And  that  lets  us  give  thousands  of  companies  a  competitive  edge.  We  can  do  the  same  for 
you.  Because  business  runs  on  data.  And  data  runs  on  Sprint,  www.sprint.com  1-888'730-DATA 


Sprint. 


We  help  your  business  do  more  business' 


Up  Front 


MAD  AVE 


THIS  GALL  BROUGHT  TO  YOU  BY... 


FREE  LONG-DISTANCE  PHONE 

calls?  Fort  Lauderdale-based 
FreeCaller  Communications 
wants  you  to  have  them.  Nat- 
urally, there's  a  catch.  You 
have  to  listen  to  ads. 
Up  to  three  of  them 
Every  time  you  call. 

How  does  it 
work?  You  choose 
FreeCaller  as 
your  long-dis- 
tance carrier 
and  fill  out  a 
demographic 
profile.  Call 
from  home, 
and  before 
your  call  goes 
through,  you  heai'  a  series  of 
ad  spots.  If  your  party  an- 
swers, you  get  five  fi'ee  min- 
utes of  long  distance.  After 
that,  says  Todd  Fisch,  gener- 
al manager  of  Intelesis 
Group,  FreeCaller's  parent 
company,  you  pay  "a  compet- 
itive long-distance  rate."  The 
ads  are  based  on  your  demo- 
gi'aphics — a  suburban  soccer 


mom,  for  example,  might 
hear  a  pitch  from  Volvo, 
while  a  sports  fan  would  heai* 
an  ad  from  Nike.  FreeCaller 
plans  to  test-market  the  ser- 
vice in  November  in  New 
York  and  Miami,  though  it 
has  yet  to  sign  up 
any  advertisers. 
FreeCaller's 
concept  paral- 
els  broadcast 
TV:  It's  free, 
but  ads  are 
part  of  the 
package. 

FreeCall- 
er is  opti- 
mistic about  the 
system,  which  is  similar  to 
ones  in  Australia  and  Sweden. 
But  some  analysts  say  the 
idea  stinks.  Says  Ken  McGee, 
vice-president  and  research 
fellow  at  consultants  Gartner 
Group:  "I  think  the  American 
public  would  rather  have  a 
sharp  stick  in  the  eye  than 
ads  with  their  phone  conver- 
sations."      Elle)i  Neubonie 


DRAWN  &  QUARTERED 


TUBE  TALK 

LIVE,  FROM  NEW 
YORK!  irSTVIOI! 

SATURDAY  NIGHT  LIVE,  THE 

23-year-old  late-night  comedy 
staple,  has  traveled  a  bumpy 
road  from 
"must-see"  to 
"must  we?"  But 
producer  Lome 
Michaels  is 
working  to  rope 
in  young  view- 
ers in  another 
TV  venue.  A 
year  ago,  his 
production  com- 
pany, Broadway 
Video,  bought 
Bui-ly  Bear  Net- 
work, which  ail's 
offbeat  shows 
for  college  kids  over  closed- 
cu"cuit  and  campus  stations. 

Is  anybody  watching?  Yes, 
says  Michaels,  who  describes 


MICHAELS: 

Big  man 
(m  cnnipus 


Burly  Bear  as  "bolder  than 
network  TV."  Burly  Bear 
reaches  275  universities,  with 
3.5  million  potential  viewers. 
In  a  recent  sample,  A.  C. 
Nielsen  says  11%  of  them,  or 
about  400,000  students,  had 
tuned  in.  Bm"ly  Bear,  which 
began  in  1994,  says  viewer- 
ship  has  cjuadrupled  since 
Michaels  took  over,  thanks  to 
better  progTamming  and  dis- 
tribution; shows  ai'e  delivered 
via  satellite,  cable,  and  cas- 
sette. Burly  Bear  advertisers 
include  Sony  Pictures  Enter- 
tainment, Maxell,  and  Cliffs 
Notes.  Michaels  says  he  even- 
tually wants  to  make  a  full- 
service  basic-cable  network 
out  of  Burly  Bear.  And  its 
most  populai-  show?  The  Half 
Baked  cooking  show — which 
instructs  students  how  to 
make  meals  in  places  "lai'gely 
unfit  for  cooking."  Yes,  this 
is  definitely  aimed  at  college 
students.         Tammy  Reiss 


BOOK  BIZ 

THE  STRAIGHT  DOPE 
FROM  MERCK 

IT  CERTAINLY  DOESN'T  READ 

like  a  medical  thriller  by 
Michael  Crichton.  But  buy- 
ers are  snapping  up  the  fii"st 
layman's  version  of  Merck  & 
Co.'s  1,500-page  medical 
guide,  which  start- 
e  d  life  99 
years  ago  as 
a  standard 
physician's 
reference 
book.  The  Merck 
Mamial  of  Medical  Infor- 
mation— Home  Edition  cov- 
ers much  the  same  ground 
as  the  physician's  version,  in 
plain  English.  Since  the  $30 
lay  version  hit  the  book- 
stores last  September,  it  has 
sold  nearly  600,000  copies. 
The  dmgmaker  had  expected 
to   sell    1    million  books, 


but  only  after  five 

Merck  officials  stres 
there  is  no  money  in 
the  company,  becaus 
manual  is  part  of  a  no- 
division.  The  manual's 
edition,   adds   a  co- 
spokesman,  is  also 
by  outside  experts- 
does  not  promote 
products.  Still,  with 
makers 
ing  p- 
direc 
cons 
with 
print 
t  i  sing 
manual's 
ity  doesn't  hurt.  "The 
five  of  marketing  is 
name  recognition,"  sa 
Alan  Hillman,  associate 
at  the  University  of  i 
sylvania  School  of  Mec 
"I  guarantee  you  thi 
getting  a  benefit  in  th  i 
ketplace."  Ayny 


THE  BIG  PICTURE 


REVERSAL  OF  FORTUNE 


In  1990,  any  top  ten  Japanese  com- 
pany easily  could  have  purchased 
a  Microsoft  or  Intel.  Not  anymore. 
No  wonder  Japan  is  rethinking  its 
traditional  resistance  to  M&A,  IPO, 
and  venture-capital  activity. 


MARKET 
CAPITALIZATION 
OF  TOP  TEN  IT 
COMPANIES 


FOOTNOTES  Average  sum  spent  last  yeai'  at  the  mall,  per  visit,  by  teens:  $40;  by  baby  boomers:  $81;  by  seniors: 
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LEWIS  H.  YOING,  1924-1998 


YOUNG:  A  giant  of 
business  journalism 


It  was  the  spring  of  1969.  Richard 
M.  Nixon  was  President,  the  Viet 
nam  War  was  raging,  and  the 
Dow  Jones  industrial  average  was 
hovering  at  950  or  so.  On  May  1, 
Lewis  H.  Young  became 
editor-in-chief  of  busi- 
ness WEEK,  beginning  a 
run  that  lasted  15  years, 
the  longest  in  our  nearly 
70-year  history.  I'm  sad 
to  report  that  Lew  died 
on  June  12  at  age  73. 

During  Lew's  tenure 
here,  business  week  ex- 
perienced rapid  gi'owth, 
fortifying  its  position  as 
America's  best-selling 
business  magazine.  With 
an  eye  for  news,  he  sub- 
stantially upgi'aded  the 
magazine's  coverage  of 
Corporate  America,  never  flinching 
fi'om  the  tough  stoiy  when  it  was 
appropriate.  Perhaps  his  greatest 
contribution  was  to  anticipate  two 
of  the  far-reaching  trends  of  our 
time:  the  technology  revolution  and 
the  globalization  of  business.  He 
expanded  our  intemational  bureau 
system,  especially  in  Asia,  and 
launched  a  weekly  department  called 
Information  Processing — making 
business  week  the  first  noncomputer 
publication  to  cover  the  nascent 

A  CLOSER  LOOK  AT  GE 

AND  JACK  WELCH  

Your  article  "How  Jack  Welch  iTins 
ge"  (Cover  Stoiy,  Jime  8)  shows  why  so 
few  fully  understand  General  Electric 
Co.'s  achievements.  The  most  important 
constant  in  ge's  success  equation  has 
been  the  unending  effort  at  de-bm-eau- 
cratizing  eveiy  facet  of  the  operation. 

ge's  people  around  the  globe  have 


wee 


industiy  on  a  regiilar,  in-depth  ba 
Lew's  aggi'essive  brand  of  jour 
ism  helped  the  magazine  win  four 
National  Magazine  Awards,  incluc 
two  for  general  excellence,  the  m 
zine  equivalent  of  the 
Pulitzer  Piize. 

In  1982,  Lew  was 
named  chairman  of  Ca 
lyst,  the  nonprofit  groi 
that  helps  women  in  b 
ness.  It  was  a  cause  h 
deeply  believed  in. 

Upon  retiring  from 
business  week  in  198J 
Lew  embarked  on  a  s(  •  -"^  ^ 
ond  career.  After  a  brf-'^-^'or 
stint  as  president  of 
Diebold  Group,  an  int< 
tional  management  coi 
suiting  firm,  Lew  tun 
his  interest  in  Asia  int 
publishing  venture.  He  spent  thr 
years  living  in  Hong  Kong,  wher 
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.•r  'rtta 
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ft  ton 
io  replace 
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started  the  magazine  Far  East  W^'-^a 
ness.  In  1989,  he  joined  Cahners 
Publishing  Co.,  an  affiliation  thai  ' 
lasted  until  his  death. 

Lew  left  his  mark  on  all  of  us 
knew  him.  He  was  one  of  the  gi  |||^||||||| 
of  business  journalism.   ' 

(IpFw 


wum 


Editor-in- 


aprjreofi? 
fwaiTie  5- 

'"25  si? 


achieved  fantastic  creativity,  yield 
pendous  profits  because  of  reci 
by  everyone  that  there  is  no  1  'w.iiirjjj. 
what  can  be  accomplished  if  tlir 
ideas  are  shared  throughout  thei. 
ny— and  if  the  obsolete  trappfWiCLlJ 
"management"  (tmf,  layers,  "not[|:; 
ed-here  syndrome,"  and  other  si 
sense)  ai'e  relegated  to  the  garbaib'; 

Richailr. 
Sunnvvali 
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joyed  your  article  on  Jack  Welch 
5  impressive  management  style 
lilities.  How  unfortunate  it  is, 
hat  a  man  of  his  considerable 
refuses  to  clean  up  the  pcb  pol- 
that  General  Electric  dumped 
e  Hudson  River  in  the  1950s 
!  iOs.  Imagine  how  much  greater 
l|  icy  would  be  if  he  spearheaded 
j  val  of  corporate  environmental 
j  ibility. 

I  Francis  Pio  Ruggiero 
;  Milford.  Pa. 

)   e  inside  dooi'  of  my  refrigerator 
emblazoned  with  the  ge  trade- 
!  1(1  the  words  "Symbol  of  Re- 
^  Mark  of  Reliability."  You  bet. 
i  refrigerator  still  nans  reliably. 
!  's  a  1986  GE  refrigerator  that 
•I    e  years  and  two  months  after 
III  lase.  When  I  inquu'ed  about  re- 
■  service  depot  manager  point- 
I  iw  of  similar  dead  soldiers  out 
li  fitted  with.  &n  infamous  ge 
•mpressor  like  mine.  It  would 
I  more  to  repair  the  refrigera- 
to  replace  it.  When  I  com- 
()  the  company,  I  got  a  firm 
and  a  .$75-off  coupon  valid  for 
oward  the  purchase  of  a  new 
erator.  Would  that  I  had  in- 
General  Electric  stock  rather 

II  aliased  one  of  its  products! 

Thomas  A.  Bums 
Areata,  Calif. 

B  DER  NEEDS  MORE 
«  5REENING.  NOT  LESS 

ing  "This  drag  hunter  bruises 
(Up  Front,  June  8),  the  large 
■go  screening  machines  in  use 
border  have  resulted  in  the 
capture  of  illegal  drags.  The 
icaine  seizure  in  three  years, 
of  cocaine  worth  over  $200 
liars,  was  seized  at  the  U.  S.- 
)rder  using  mobile  X-ray  de- 


I 


TIONS&  CLARIFICATIONS 

to  crunch  on  at  General  Mills" 
t  ill  Street,  June  15),  the  earnings 
for  General  Mills  Inc.  by  William 
I  lonaldson,  Lufkin  &  Jenrette  Inc. 
and  1999  were  inadvertently 
each  raised  his  fiscal  1998  esti- 
$3.15  a  share  to  $3.21,  and  his 
bers  from  $3.40  to  $3.55. 


iccompanying  "Cyberspace  wm- 
they  did  it,"  (Information  Tech- 
ual  Report,  June  22)  misstated 
^EEK/Harris  Poll  result.  Reaching 
sr  directly  was  described  by  43% 
5nts  as  a  major  benefit  of  doing 
'el  nline. 


tection  equipment  from  American  Sci- 
ence &  Engineering  Inc. 

The  truth  is  that  more — not  less — 
deployment  of  X-ray  inspection  tech- 
nology on  the  border,  combined  with 
every  other  available  means  of  detect- 
ing illegal  drugs,  vdll  help  protect  us 
from  this  epidemic. 

Ralph  S.  Sheridan 
President  and 
Chief  Executive  Officer 

AS&E 

Billerica,  Mass. 


WHY  RED  TAPE  MAKES  SUVs 
MORE  DANGEROUS  

In  "When  air  bags  aren't  enough" 
(Social  Issues,  June  8),  you  list  several 
plans  for  reducing  the  thi-eat  that  tracks 
and  sport-utility  vehicles  pose  to  mo- 
torists in  cars.  These  options  tend  to 
be  costly  or  liighly  regulatoiy.  A  simpler 
solution  that  does  not  offend  the  free 
market  would  be  to  level  the  playing 
field  between  cars  and  trucks  by  re- 
forming all  federal  regulations  that 


"I  have  a  feeling,  Edna,  that  if  we  had  gone  with 
that  Williams  network,  these  bugs  would've  been 
worked  out  beforehand. " 


that  Williams  network 


Take  a  spin  on  our  web  at  www.willtales.com,  or  cdll  1-800- WILLIAMS  for  superior  telecom  solutions. 


The  Williams  Companies,  Inc. 
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How  to  Finesse 
Yourbiterview 


The  only  guide  to  feature 
accurate  business  school 
rankings  and  profiles  by 
recent  graduates  and 
recruiters 

•  NEW!  Expanded  ratings  of 
more  schools  than  ever 

'NEW!  Rankings  of 
GMAT  prep  courses 

•  NEW!  Comparisons  of 
apphcation  software 

•  PLUS!  Candid  comments  from 
the  latest  graduating  classes, 
students'  quality-of-teaching 
ratings,  starting  salary  &  bonus 
averages  for  graduates, 

and  much  more 


Available  at  bookstores  everywhere 
Visit  us  on  the  Web  at  www.books.mcgraw-hill.com 


Get  the  latest 
advertiser  info. 
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make  the  heavy-hitter  vehicles 
cially  inexpensive  compared  with  (rj 
Federal  regulations  draw  inexjs 
ble  distinctions  between  passengena 
and  trucks  by  way  of  federal  gas-gtjl 
taxes,  luxury  taxes,  safety  regulair 
emissions  regulations,  and  fuel-eco  n 
standards.  This  has  made  the  heav 
hides  unnaturally  attractive  to  - 
chasers  and  has  added  thousands  f 
cost  of  each  cai',  squeezing  some  b 
into  lighter,  less  safe  cars.  Meann 
trucks  are  free  of  even  the  most 
regulatory  common  sense,  sue 
bumper  height  regulations.  Elin 
the  arbitrary  distinctions  between  c 
cles  that  are  driven  on  the  same 
for  the  same  purposes,  and  this 
"problem"  should  begin  to  diminid 
Bennet  K.  Lai 
National  Motorists  I 
Oregon  Chapter  Coord 
Portland 
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The  full  text  of  Business  Week,  the  Business  e 
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IBM  security 
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Books 


SUMMERTIME-AND 
THE  PAGES  ARE  TURNING 


Whether  you're  headed  for  the 
beach  or  tlie  mountains,  a  for- 
eign port  of  call  or  just  a 
weekend  at  home,  you'll  want  one  of 
those  palm-size,  nondigital  infonnation 
devices — otherwise  known  as  a  book. 
And  here  to  help  you  figure  out  which 
volumes  to  consider  is  business  week's 
annual  summer  paperback  roundup. 

A  good  place  to  begin  might  be  sci- 
ence fiction — or  is  it  science  fact?  Imag- 
ine a  woi'ld  in  which  eveiy- 
one  wears  a  "bodynef 
equipped  with  a  host 
of  tiny  silicon  chips 
and  eyeglasses  that 
provide  video  displays. 
People  can  check  E- 
mail  or  make  piu'chas- 
es  while  walking 
down  the  street.  And 
the  bodysuits'  viitual- 
reality  capabihty  will, 
among  other  things, 
make  it  possible  for 
couples  to  engage  in 
sex  at  long  distance 
over  the  Internet. 
Sound  faif etched?  It's 
all  on  the  way,  says 
Massachusetts  Insti- 
tute of  Technology 
computer  scientist 
Michael  Dertouzos  in 
What  Will  Be:  How  the 
New  World  of  Informa- 
tion Will  Change  Our 
Lives  (Harjjer  San  I'rancisco,  $14).  Most 
imjxjrtant,  though,  says  Deitouzos,  the 
ubiquitous  computers — hooked  to  a 
wireless,  global,  multimedia  Internet — 
"will  rebuild  the  notion  of  community, 
this  time  among  millions  of  people." 
BUSINESS  WEEK  reviewer  Otis  Poit  said 
Dertouzos  "maps  out  the  future  with 
the  authority  of  someone  who  has  been 
within  the  computer  revolution  fi-om  the 
beginning." 

Technology  is  also  the  focus  of  Ed- 
ward Tennei's  Why  Things  Bite  Back: 
Technology  and  the  Revenge  of  Unintend- 
ed Consequences  (Vintage,  $13).  Here, 
the  focus  is  on  techno-follies — or  in  the 
author's  words,  "revenge  effects."  ddt, 
for  example,  was  hailed  as  the  ultimate 
pesticide  but  later  proved  harmful  to 


humans  as  well  as  to  bugs'  natural 
predators.  Its  widespread  use  also  led  to 
the  evolution  of  "superbugs,"  resistant 
to  DDT.  Things  bite  back,  says  Tenner, 
who  is  now  an  affiliate  of  the  Geo- 
sciences  Dept.  at  Princeton  University, 
because  humanity  seeks  to  subdue  na- 
ture rather  than  live  with  it.  Obsen'ed 
reviewer  Peter  Coy:  "Tenner  goes  be- 
yond listing  the  excesses  of  technology: 
He  grapples  with  solutions." 


some  journalists — have  poked  tig 
charging  that  Reich  fabricated  ev^ 
and  dialogue.  In  response,  Reichisi 
made  revisions  in  the  paperback  iii 
tion  and  warns  that  his  quotes  "shol 
be  considered  paraphrases  rather  ia 
verbatim  accounts."  All  in  all,  founiR 
viewer  Paul  Magiiusson,  "Locked  iM 
Cabinet  smpasses  most  recent  tell-| 
both  m  its  prose  and  its  considerati«i) 
intellectual  questions. 

Equally  absorbing  is  Katharine  t 
ham's  Personal  History  (Vintage,  f 
The  Washington  Post  publisher's  rE 
oir,  recently  awarded  a  Pulitzer  le 
Graham  weaves  together  three  st(e 
her  own  life,  an  insider's  history  o;^ 
Post,  and  a  tale  of  the  dramatic  t  [ 
foiTnation  of  American  joiuniaUsm  d 
the  20th  centiu'y.  The  pi-oduct  of  i 
family,  the  author  attended 
sar  College  and  the 
versify    of  Chi 
toured  Europe, 
worked  as  a  laboli 
porter  before  ma 
Phil  Graham,  the 
ington  lawyer 
managed  the  pape 
father  had  boughU 
ter  Phil's  death  in 
Katharine  took  ^ 
that  management  ( 
presiding  over  thej^ 
during  the  breakig 
the  Watergate  |< 
and  over  the  comiH 
emergence  as  a  :? 
cial  success.  Concj 
Howard  Gleckmanj 
so)ial  History  is  " 
cinating  tale  of  a 
traordinary  hfe." 

Another  kind  c 
pii-e-building  is  th( 
ject  of  Conflictin 


From  scintillating  biography  to  tales  of  grasp 
admen  and  vengeful  corporate  victims- 
this  year's  roundup  of  vacation  picks  has  it  all 


Another  pi'oblem  solver — albeit  one 
who  admits  to  a  number  of  defeats  and 
miscalculations — is  former  Labor  Sec- 
retaiy  Robert  B.  Reich.  In  liis  Locked  in 
the  Cabinet  (Vintage,  $13),  Reich  de- 
scribes his  experience  as  the  sole  "pro- 
gressive liberal"  among  the  President's 
economic  advisers.  The  ex-Secretary 
pokes  fun  at  eveiyone  from  fonner  afl- 
Cio  President  Lane  Kirkland  to  former 
Sunbeam  Corp.  ceo  Albert  J.  Dunlap 
to  himself.  Some  of  these  targets — and 


counts:  The  Creation  and  Crash 
Saatchi  &  Saatchi  Advertising  I 

(Touciistone,  $14)  by  former  Wall 
Journal  reporter  Kevin  Goldmai 
book  is  a  blow-by-blow  story  o 
brothers  Charles  and  Maurice  S 
built  a  tiny  ad  agency  into  a  giant 
der  to  feed  then-  egos — then  help 
stroy  it  after  they  were  booted 
responsible  behavior.  In  the  earl 
the  duo  began  an  acquisition  bii 
issuing  new  shares  of  stock  tj 
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No  new  Berlin  without  you. 


The  Allied  Forces  secured  the  survival  of  West  Berlin's 
citizens  from  1948  to  1949  by  implementing  the  Berlin 
Airlift.  During  the  blockade,  cargo  planes  flew  a  total  of 
277,246  flights  into  Berlin,  delivering  over  2  million  tons 
of  food  and  supplies.  Today,  50  years  later  and  surround- 
ed by  a  new  European  geography,  Berlin  has  become  a 
gateway  to  new  opportunities  and  new  markets. 
It  is  the  aim  of  Deutsche  Bank  to  motivate  people  to 
tackle  the  future  with  the  same  enthusiasm,  courage  and 
sense  of  community  as  was  shown  by  the  remarkable 
people  involved  in  the  Berlin  Airlift. 


Deutsche  Bank 


Books 


smaller  agencies.  They  had  raised  $1 
billion  to  acquire  37  companies  by  1986. 
But  a  failed  bid  for — of  all  things — 
Britain's  fourth-largest  bank,  combined 
with  a  severe  recession  and  p)'ofligate 
spending,  led  to  near-bankruptcy,  vi- 
cious board  infighting,  and  the  broth- 
ers' departure.  In  the  end,  the  original 
company  was  split  in  half,  and  the 
Saatchis  were  left  running  their  own 
new  operation,  M&c  Saatclii — a  confusing 
situation  for  all  concerned.  Reviewer 
Paula  Dwyer  advocated  that  board 
members  read  the  book  as  "an  example 
of  how  not  to  govern"  but  added:  "Oth- 
ers can  just  enjoy  tliis  incredible  tale  for 
its  pure  entertainment  value." 

Of  course,  not  all  business  books  are 
so  entertaining — and  simimer  is  no  time 
for  heavy  eyelid  lifting.  Bite-size  pieces 
may  be  just  the  thing,  as  in  manage- 
ment guru  Peter  F.  Dnicker's  Managing 
in  a  Time  of  Great  Change  (Plume, 
$14.95).  The  work  has  remarkable 
breadth:  In  27  separate  articles,  Di-uck- 
er  explores  everything  from  China's 
gTowth  markets  and  the  reinvention  of 
government  to  how  modern  retailers 
have  redefined  their  business.  This,  the 
author's  28th  book,  "is  a  welcome  addi- 
tion to  the  formidable  library  of  Dinck- 
er  thought,"  repoited  John  A.  Byrne. 

Tantalizing,  too,  is  The  Economics  of 
Life  (McGraw-Hill,  .$14.95),  a  collection  of 
1992  Nobel  laureate  Gary  S.  Becker's 
monthly  Economic  Viewjwint  columns 
fi'om  Bi;siNESs  wp:ek.  Demonstrating 
his  talent  for  extending  the  frontiers 


porter  Freedman  considers  how  adher- 
ents of  Democratic  liberalism  have  gi'av- 
itated  toward  the  GOP  over  the  decades. 
"The  Democrats'  abandonment  of  work- 
ing-class ethnics  is  an  old  story,  per- 
haps, but  Freedman's  family  portraits 
make  the  point  far  more  vividly  than  a 
stack  of  poli-sci  textbooks,"  observed 
reviewer  Paul  Magnusson. 

Another  monumental  shift  is  the  sub- 
ject of  William  Greider's  One  World, 
Ready  or  Not:  The  iVIanic  Logic  of  Global 
Capitalism  (Touchstone,  $15).  Here,  the 
Rolling  Stone  national  editor 
paints  a  scary  picture  of  a 
world  mled  by  self-inter- 
ested multinational 


For  bite-size  chunks  of  business  wisdom, 
dip  into  the  essays  of  management  guru 
Peter  Drucker  or  Nobel  laureate  Gary  Becker 


of  economics,  Becker  ponders  such  ques- 
tions as:  "Why  not  let  immigrants  pay 
for  speedy  entry?"  and  "Wliy  don't  we 
value  schooling  as  much  as  the  Asians 
do?"  He  teiTTis  the  National  Collegiate 
Athletic  Assn.'s  policy  against  paying 
college  athletes  a  "serious  restraint  of 
trade."  Becker  says  he  began  writing 
his  columns  both  to  influence  public  pol- 
icy and  to  reach  a  broad  audience.  In 
these  pieces,  the  real  world  is  very 
much  at  hand. 

How  do  ideas  about  economics  win 
broad  public  support?  A  key  factor,  sug- 
gests Samuel  G.  Fi'eedman,  is  whether 
or  not  they  resonate  with  people's  ex- 
perience. In  The  Inheritance:  How  Three 
Families  and  the  American  Political  Ma- 
jority Moved  From  Left  to  Right  (Touch- 
stone, $l-">),  former  Nen'  York  Times  re- 


corporations  and  investors,  all  vying  to 
earn  high  returns  by  opening  yet  an- 
other factory  in  yet  another  emerging- 
economy.  The  pursuit  of  labor-saving 
techjiology,  he  says,  is  leading  companies 
"to  invest  in  more  output  of  goods  than 
the  global  marketplace  of  consumers 
can  possibly  absorb."  People  will  be  de- 
bating for  years  whether  this  overin- 
vestment caused  the  collapse  of  Asia's 
economies,  but  Greider  certainly  illus- 
trates some  of  the  dislocations  that  fi'ee 
trade  can  breed.  While  objecting  to 
"Greider's  proposed  remedies,  including 
imposing  taiiffs  and  other  restrictions  on 
international  trade  and  investment 
flows,"  reviewer  William  Glasgall  found 
that  the  author  "has  assembled  a  co- 
herent and  surprisingly  easy-to-read  se- 
ines of  arguments." 


And  if  you're  looking  for  a  giro 
understanding  of  Asia,  check  out  !t( 
rian  Brace  Cumings'  revisionist  \>'ri 
Korea's  Place  in  the  Sun:  A  Modernjij 
tory  (Norton,  $17.95).  Among  Cuin^ 
novel  assertions:  South  Korea's  sf, 
from  poverty  to  prosperity  was  mj;: 
"economic  miracle."  North  Korea 
a  rogue  state  hke  Iran  but  a  polit|j 
stable,  neo-Confucian  kingdom.  Bap: 
war,  reunification  will  happen  only  p 
a  prolonged  period  of  regional  frel 
fi'om  external  meddling.  Korea's  i 
the  Sun,  said  reviewer  Mark  L. 
ford,  is  "essential  reading  for  an 
interested  in  an  important,  dange; 
and  volatile  country  whose  emei-gi 
from  its  cold  war  impasse  is  only  an 
ter  of  time."  i 
But  enough  serious  stuff— it's  ; 
mer-,  the  season  virtually  synonyo 
with  baseball.  And  some  of  the  i. 
ever  was  played  under  the  watjil 
eyes  of  Roger  Kahn,  who  in  the  a 
covered  the  Brooklyn  Dodgers  andn 
the  New  Yor-k  Yankees  and  Giantsg 
r'eporter  for-  Tlie  New  York  Heram 
hune  and  other  publications.  Kalr 
lives  those  halcyon  days  in  liis  Men.' 
of  Summer:  When  Baseball  Was  a 
and  Writing  About  It  Was  a  Game  (liq 
rion,  $12.95).  The  author  gnkl 
thr'ough  his  private  memories  a 
spoilswr-iting  car-eer  But  what  w(  f  • 
ly  want  to  hear-  about  are  the  jp. 

and  the  players  8 
there,  too,  he  de  f' 
Memories  of  Sv  >■ 
is  "chock  full"  of  wci 
fill  baseball  stories,  said  revv 
Stephen  Baker-,  tales  that  "let  us !' 
how  great  baseball  used  to  be." 

But  many  things  used  to  be 
Bui-ke  Devore  might  say.  Devjj 
fiftyish,  laid-off  middle  managef 
two  kids  to  su}3poit,  is  the  central| 
in  Donald  E.  Westlake's  farcical  tji 
The  Ax.  Devor-e,  though,  doesn't  jii|p|| 
pine  for  the  past — he  sets  out 
pr-ove  things,  star-ting  with  his 
mar-ket.  His  tools?  A  hst  of  job-hjii 
with  similar  skills  and  an  unregiie 
Lugei-.  "I'm  not  a  murder-er,"  hi 
sons.  "Wlrat  I'm  doing  now  I  was)i 
into,  by  the  logic  of  events;  the  i: 
holders'  logic,  and  the  executives  c 
and  the  logic  of  the  mai-ketplace. '  -jj^,, 
viewer  Mar-c  Miller  found  thate 
though  the  "blow-by-blow  is  grp'!l^^!cn^\^ 
the  satuist's  "comic  per-ver-sity,"  ij^ 
strated  in  such  pr-evious  works    '  :  eight., 
tabloid-journalism  takeoff  Trust  k 
This,  r-emains  intact.  Ther-e  are  plpt^e'Aijjji 
chills  to  counter-act  the  heat  of  sji 

COMPILED  BY  HARDYlf?*^!s j^p^p^ 
Given  is  [ii'siXKss  week's  Booksl/I 
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■verything  you  expect  in  a  luxury  car. 


^/ell,  not  everything.  It's  just  $18,995.^ 
Ihe  1998  Chrysler  Cirrus. 


ire  are  cars  that  are  built  to  appeal  to  your  passionate  side— and  to  your  practical  side.  The  1998  Chrysler  Cirrus, 
the  passionate  side:  ■  fully  independent  suspension  ■  multi-valve  V6  engine  ■  speed-sensitive  steering  ■  air  condi- 
ling  with  rear-seat  vents  ■  premium  six-speaker  sound  system  ■  power  windows,  mirrors  and  door  locks  ■  cab- 
ward  design  with  room  for  you  and  four  friends  ■  and,  at  no  extra  charge,  a  new,  luxunous,  glove-soft  leather-trimmed 
rior  •  and  eight-way  power  driver  s  seat.  Now  for  the  practical 
i.The  new  1998  Chrysler  Cirrus  LXi, with  all  this.is  just  $18,995: 
w  that's  unexpected.  Call  1.800. CHRYSLER  for  details. 

'  >1.000  cash  hack  includes  destination  Excludes  tax  wwwchryslercars  com 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

EASIER  E  MAILING 
ON  THE  ROAD 


Travelers  are  finding 
some  hotel  rooms  and 
airports  wired  for  fast 
hookups  to  the  Net 

When  I  check  into  a 
hotel  on  a  business 
trip,  one  of  the  first 
things  I  do  is  plug  my  laptop 
into  a  phone  jack  to  get  my 
E-mail.  Too  often,  the  experi- 
ence goes  sometliing  like  tliis: 
On  the  first  attempts,  the 
modem  squawks  and  scjueals 
but  doesn't  connect  with  my 
remote-access  sender.  On  the 
third  tiy,  I  manage  to  log  in, 
but  my  modem  chugs  along, 
and  if  I'm  lucky,  I'll  retrieve 
all  of  my  messages  before  I 
lose  the  connection. 

In  my  ideal  world,  my  mo- 
dem is  replaced  by  the  same 
card  used  to  link  computers 
into  office  networks.  I  plug 
into  a  wall  jack  and  instantly 
get  a  high-speed  connection 
to  the  Internet.  The  good 
news  is  that  the  technology' 
to  do  this  is  here  today.  Un- 
fortunately, it  will  be  a 
while   before   it  is 
widely  deployed  in 
hotels,  airports,  or 
other  road  wairior 
hangouts.  And  even 
then,  people  needing 
access  to  sei'\'ers  and 
post  offices  protected 
by  company  firewall? 
may    be    limited  to 
browsing  the  public  Web. 

In  principle,  wiring  hotels 
for  the  Net  is  simple.  In  new- 
construction,  it's 
cheap  and  easy 
to    pull  extra 
phone  cable  to 
rooms  and  set 
up  a  network 
using  inexpen- 
sive     hubs  and 

QUESTIONS?  COMMENTS?  J 
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routers.  Retrofitting  older  ho- 
tels may  not  be  much  harder 
CMS  Internet  in  McLean,  Va., 
has  a  system  called  Over- 
Voice  that  lets  Internet  data 
shai'e  existing  voice  telephone 
wiring.  The  company  puts  in- 
stallation cost  at  about  .$200 
per  room. 

Hotels  aren't  in  the  net- 
working business,  so  the  ad- 
ministration of  Internet  ac- 
cess will  be  handled  by  thii-d 
paities.  atcom/ixfo  (atcominfo. 
com),  working  with  Microsoft, 
has  developed  a  system  called 
IPORT  that  lets  an  Internet 
service  provider  offer  hotel 
access  and  bill  the  charges — 
tyijically  a  flat  rate  of  $9  or 
$10  a  day — to  a  guest's  bill 
or  dh-ectly  to  a  credit  cai-d.  A 
similar  system  can  give  fast 
Net  connec- 
tions, bUled  by 
the  hour,  in 
airports  or 
other  public 
places.  A 
vaiiation  will 
provide  Web 


and  E-mail  access  through 
terminals  using  hotel-room 
cable  TV. 

The  system  is  being  tested 
in  11  hotels,  with  large-scale 
installations  planned  later  this 
year.  I  tried  the  system  at 
the  Washington  Marriott  and 
found  it  very  easy  to  use. 
More  laptops,  because  they 
are  used  for  the  office  as  well 
as  on  the  road,  already  have 
the  necessaiy  network  card. 
And  Denise  Durgin,  market- 
ing manager  for  the  Wash- 
ington Marriott,  says  guest 
response  to  the  trial  has  been 
"overwhelmingly  positive." 
The  hotel,  she  says,  will  soon 
begin  marketing  Internet  ac- 
cess as  a  value-added  service 
that  "makes  it  easier  to  do 
business  wiiile  on  the  road." 
SECURITY  BARRIERS.  Many 
coiporate  travelers,  however, 
are  going  to  run  up  against 
secuiity  baniers  designed  to 
block  access  to  internal  net- 
works from  the  Internet.  A 
technique  called  virtual  pri- 
vate networking  can  be  used 
to  give  remote  users  secure 
access  to  company  systems 
through  the  Net,  but  it  is 
new  and  not  yet  widely  used. 
Stan  .Julien,  hospitality  in- 
dustry marketing  manager 
for  Microsoft,  predicts  that 
corporate  infotech  managers 
will  embrace  the  new  tech- 
nology for  one  simple  reason: 
"Virtual  private  networks 
generally  produce  a 
o09c  savings  over 
dial-up  in  the  cost 
of  supporting  mo- 
bile forces." 
I'm  not  tlu'owing  my 
modem  away 
yet.  But  I'm 
adding  a  net- 
work card  to 
iny  traveling  kit, 
and  I  expect  more 
laptop  makers  to 
V»  follow  Apple  and 
Hitachi  and  build  special 
ports  into  their  note- 
books. The  advantages  of 
network  links  are  too  com- 
pelling, and  I  can't  wait  for 
the  day  when  I  connect  as 
easily  on  the  road  as  I  do  at 
the  office. 


t 

HARDWARE 
ADDING  ZIP  TO  LAPTOPS 

Iomega  Zip  drives  and  the 
newer  rivals,  Imation  Sup 
Drives,  are  becoming  com , 
monly  offered  options  on  '„ 
tops.  But  if  you  have  an  cr 
notebook  and  would  likel 
convenience  of  a  higti-caj 
ty  floppy  drive,  considerl 
new  $249  Zip  Mii  drive  fri 


Microtech  Internationa!  ('. 
220-9489  or  203  458-62,; 
The  drive,  which  weighs  j ; 
ounces  and  is  A  inchthid  j/i. 
plugs  into  a  PCCard  slot||i. 
Win95  laptop.  It  draws  p|e|G 
from  the  computer,  so  ba; 
ies  or  external  power  sup/ 
aren't  required.  Installat'. 
plug-and-play,  and  the  d' 
can  be  attached  and  rerr' 
without  shutting  down  on 
pending  the  laptop. 

SOFTWARE 
DIGITAL  DARKROOM 

There  are  lots  of  image-ii 
ing  programs  on  the  ma; 
but  for  pros  and  serious!- 
teurs.  Adobe  Systems  Ptil 
shop  IS  the  overwhelmin 
favorite.  The  newest  ver:; 
Photoshop  5.0,  for  Macit 


and  Windows  95/98/NT 
several  features,  the  mo 
useful  being  the  ability^ 
back  through  every  char 
you  have  made  to  an  iinB 
Earlier  versions  offered  |l 
single-step  undo  comni.i( 
Photoshop  demands  a  li:( 
effort  on  the  part  of  thai 
who  wants  to  master  it;: 
array  of  functions,  and ' 
$600  ($180  as  an  upgr.f 
it's  surely  not  cheap.  Bii 
the  ultimate  digital  darC 


E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


How  do  yon  cut  a 
claims  process  from 
weeks  to  three  days? 
ijfc|  icrcjsoft's  technology 
1%  USWeb's  expeifise. 


H  u  ley-Davidson  had  600  dealers  and  a 
huge  paperwork  headache  to  deal  with.  Wananty 
claims  were  taking  too  long  and  their  dealers 
were  paying  the  price. 

They  could  have  chosen  any  number  of 
compiuiies  to  help  tlieni,  but  tliey  came  to  USWeb. 
Why  ?  Because  of  our  strategic  expeilise.  tech- 
nical knowledge  and  proven  track  record.  And 
our  partnership  with  Microsoft.'  a  leader  in 
hitemet  technology. 

Together,  we  developed  an  Extranet  that 
cut  Harley-Davidson's  wananty  claims  process 
from  three  weeks  to  tluee  days.  Now  dealer 
satisfaction  is  up  because  Harley  has  given 
them  another  tool  to  improve  the  way  they  do 
business  with  the  factory. 


USWEB 


Haiiey-Davidson,  Chevron.  Polk  Audio — 
these  are  just  a  few  of  the  varied  companies 
who've  turned  to  USWeb  to  gain  a  competitive 
edge.  And  we  can  do  the  same  for  you.  We 
provide  custom  business  solutions — from 
strategic  consulting  to  architecture  planning 
through  complete  implementation.  Whether  it's 
for  an  Internet,  Intranet  or  Extranet. 

Learn  how  USWeb  can  be  your  strategic 
partner  for  the  infonnation  age.  Give  us  a  call 
or  visit  our  Web  site. 

For  a  free  Intranet  Planning  Pak: 
1-888-USWEB-411,  EXT. 72 
www.usweb.c  om 


Microsoft 


ol  USWeb  Cotporation 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


WHArS  WRONG  WITH 

A  CENTRALIZED  EUROPE?  PLENTY 


OFF  COURSE: 

Uniform  taxes 
and  regs  mean 
governments 
compete  less 
for  business- 
which  helps 
unions,  indus- 
try, and  other 
interest  groups 
retain  power 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


Many  political  leaders  in  Eiu'ope  con- 
sider the  eiu'o  to  be  a  major  step  to- 
ward gi'eater  concentration  of  power 
by  European  Community  biu'eauci'ats  in  Bnis- 
sels.  I  fear  that  fiuther  centralization  of  pow- 
er would  be  bad  for  their  economies  by  re- 
ducing the  competition  among  governments 
for  business. 

It  is  often  claimed  that  government  com- 
petition should  be  avoided  because  it  produces 
a  "race  to  the  bottom,"  with  companies  dis- 
com-aging  regixlations  and  taxes  by  tlireatening 
to  move  to  more  pliable  nations.  Although 
migration  of  business  sometimes  does  limit 
the  abihty  of  states  to  implement  the  right 
policies,  there  is  little  evidence  that  Euro- 
pean taxes  and  regulations  have  been  kept 
down  excessively  by  intergovernmental  com- 
petition. The  average  European  country  de- 
votes about  half  its  gross  domestic  product 
to  the  public  sector,  far  more  than  enough  to 
support  proper  government  activities.  It  also 
extensively  regulates  business,  labor  mai'kets, 
and  other  activities. 

LINGUA  FRANCA.  For  example,  these  nations 
heavily  penalize  companies  that  reduce  em- 
ployment, and  they  have  promoted  union  de- 
mands for  rigid,  centralized  labor  negotiations 
rather  than  more  flexible  local  bargaining.  In- 
deed, such  excessive  regulation  of  the  labor 
market,  combined  with  high  taxes  on  labor, 
help  explain  why  unemployment  in  Western 
Europe  remains  above  11%  despite  the 
healthy  uptiun  in  output  diuing  the  past  yeai; 
and  why  private  employment  has  hardly 
growi  in  20  years. 

However,  unions,  industries,  and  other  pow- 
eifiil  groups  are  wonied  by  the  strong  trends 
in  Europe  during  the  past  couple  of  decades 
toward  greatly  increased  mobility  of  capital 
across  borders.  It  has  become  much  easier 
for  capital  to  choose  the  most  favorable  loca- 
tion in  the  European  Community. 

Labor  mobihty  is  also  increasing,  because 
citizens  can  now  take  jobs  anywhere  in  the 
common  market  and  are  usually  taxed  by  the 
counti-y  of  employment  rather  than  of  citizen- 
ship. Moreover,  the  growth  of  English  as  a 
common  language  among  more  educated  Eu- 
ropeans has  made  it  easier  for  them  to  hop 
borders  to  work. 

This  gi-eater  integration  of  capital  and  labor 
markets  has  strengthened  the  competition 
among  member  nations  for  business.  In  this 
way,  London  has  become  the  most  poweiful  fi- 


nancial center  in  Europe  because  reguh 
on  financial  transactions,  and  income  an( 
er  taxes,  are  lower  in  Britain  than  in  Fi 
Germany,  and  other  countries.  Many 
nental  investment  and  stock  companies 
they  can  reduce  costs  and  increase  flexf 
by  locating  their  activities  in  London. 

A  doctoi"al  study  being  done  by  Jeannt^ 
Sun,  a  gi'aduate  student  at  the  Univers/ 
Chicago,  suggests  that  the  trend  toward  ii 
al  capital  markets  has  tbi'ced  nations  I 
duce  taxes  and  regulations  on  stock  tm 
tions.  Companies  now  have  the  abili 
choose  to  raise  ecjuity  and  float  bonds  in) 
tries  with  relatively  low  taxes  and  few  ori 
regulations  on  financial  transactions. 
WEASEL  WORD.  The  increased  compe|; 
among  European  governments  for  buS 
helps  explain  why  such  interest  grouj 
unions  and  steel  companies,  along  withi: 
politicians,  ai"e  keen  on  further  hairnonii 
of  policies.  Politically  powerful  groui: 
more  easily  preserve  their  privileges 
capacity  of  these  governments  to  coi.: 
against  each  other  is  weakened. 

Harmonization  in  this  context  is  a  v 
word  that  really  means  centralization  j! 
and  regulatory  authority  by  imposing! 
unifoirn  rules  and  taxes  on  member  n| 
Examples  include  the  efforts  by  the  Bia 
authorities  to  have  all  member  natioiii 
dividends  and  capital  gains  at  the  sami 
standardize  regulations  and  taxes  in|ticl(et 
mai'kets,  and  have  unifonn  value  added  I 

Competition  among  states  in  the  U  i 
business  and  labor  has  also  weakeni 
power  of  interest  groups  to  impose  the 
over  state  governments.  The  U.  S.  econ 
fortunate  in  having  more  highly  mobil( 
and  capital  than  Em'ope.  Resources  caj 
easily  move  out  of  the  most  excessiveh 
lated  and  taxed  states  into  those  witlj 
attractive  economic  environments.      | . 

Still,  the  U.S.  would  also  be  better  i 
decentralizing  frnther  and  encoiu'aginji 
competition  among  states.  This  can  be  t 
plished  by  further  devolution  of  reg5 
and  taxing  power's  towar'd  state  gover,i 
and  away  fr-om  the  feder-al  govemmen 

Competition  among  nations  tends  ^ 
duce  a  r-ace  to  the  top  rather  than  to  t -  „ 
torn  by  limiting  the  ability  of  powerful 
r-acious  gr-oups  and  politicians  in  each  nf 
impose  their  will  at  the  expense  of  th| 
ests  of  the  vast  majority  of  their  popijj 
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WORLD  I?        L'       S       I       N       E       S       S  CLASS 


How  do  you  fly  free  in  the  US? 
Go  to  Asia. 


Now  a  trip  to  Asia  has 
more  to  offer  you  even  after 
it's  over,  tlianks  tcj  Nortliwest 
Airlines  and  VISA. 

Because  now  through 
August  31st, 
whenever  you 
travel  First  or 
World  Business  Class  to  Asia 
on  Northwest  Airlines  and  pay 
for  the  ticket  witli  your  VISA" 
card,  you'll  also  get  a  domestic 
roundtrip  ticket  absolutely  free. 

And  with  more  nonstop 
sen  ice  to  Asia  than  any  other 
airline,  the  only  problem  you 
may  have  is  deciding  from 
among  the  hundreds  of  U.S. 
destinations  to  discover  using 
your  free  ticket. 

To  enroll  hi  this 
promotion  call  Xorthuvsl 
Airlines  at  1-800-508-2000. 
ext.  1478  before  your  trip  or 
by  July  25th  and  pay  with 
your  \7.SA'  card. 


Use  your  ViSA  card  to  purchase  one  roundtrip  First  or  World  Business  Class" 
ticket  to  Asia  on  Northwest  Airlines  and  get  a  roundtrip  domestic  ticket  free. 


For  reservaticjns  or  to 
become  a  WorldPerks  member 
call  1-800-447-4747,  book 
online  at  wwwnwa.com  or 
call  }our  tra\el  agent  today. 
It's  that  easy 


V/SA 


@ NORTHWEST 
AIRLINES 

Some  People  Just  Know  How  to  Fly 


w  lA'  w  n  s\  a  c  o  m 


lust  pay  for  First  or  World  Business  CidiS  ticket  with  Visa  Passenger  must  be  a  WbridPert-i  member  to  qualify  If  you  are  not  already  member  call  l-800-^'l7-47'17  to  join  Must  enroll  in  pn^motion  pnor  to  qualifying  travel  and  by 
725/98  by  calling  1-800-508-2000  X  l-*78  Offer  valid  ONLY  for  WoHdPerks  members  with  WoHdPetks  mailing  address,  m  the  48  contiguous  US  and  Canada  Passenger  may  not  qualify  for  muftiple  WoridPerks  offers  wrth  the  same 
oundtrip.  Passenger  enn^lling  in  promotions  wtth  overlapping  time  periods  will  only  be  eligible  for  the  fir?t  promoton  ennslled  in.  Qualifying  travel  must  occur  by  8/31/98  and  must  be  purchased  on  published  First  or  World  Business 
"lass  fares  roundtrip  flints  from  the  US  or  Canada  to  Asia  or  Micronesia  (Travel  to  India  does  nol  qualify)  Please  allow  up  to  10  weeks  after  completion  of  qualifying  travel  to  receive  award,  bmtt  to  one  award  per  WoHdPerks  mem- 
er  Award  is  valid  for  travel  wrthin  the  48  contiguous  US  or  between  the  48  contiguous  US  and  Canada  between  9/15/98  and  7/31/99  Some  travel  blackout  dates  and  additonal  restrictions  apply  V^id  on  Northwest  flights  M999 
nd  Northwest  Airiink  flights  2800-3699/5094-5899  Other  Northwest  Ajrtink  and  Northwest  affiliate  partner  llights  are  not  permrtted.  A  Saturday- night  stay  is  required,  Reference  Code  GNWP  VISA  WBC 

)I998  Northwest  Airiines,  Inc  Northwest  recycles  enough  paper  products  in  one  year  to  save  16.000  trees  O 


Visio  Standard  5.0 


SAV 

A  THOUSAND 

WORDS. 

With  Visio-  Standard  5.0,  you  can  easily  put  the  power  of  visual  communication  to  work  for 
you.  Illustrate  marketing  strategies  or  sales  plans  with  easy-to-understand  diagrams.  Explain 
complex  processes  with  detailed  flowcharts.  Get  head  counts  approved  with  org  charts.  And 
only  Visio  Standard,  the  leader  in  business  diagramming,  makes  creating  polished  diagrams 
this  easy;  just  assemble  them  using  pre-drawn  SmartShapes-"  symbols.  Even  drop  your 
diagrams  into  Microsoft  Word,  PowerPoint,  Excel,  or  e-mail.  At  under  $1 50,  plus  a  60-day  money- 
back  guarantee,  all  you  have  to  lose  is  a  thousand  words.  For  information  call 
1-800-24-VISIO,  reference  A424,  or  check  out  www.visio.com/savewords. 


€>  1998  Visio  Corporation  All  rights  reserved  Visio,  the  Visio  logo,  the  Visualize  your  business  logo  and  SmartShapes  are  either  trademarks  or  registered  trademarks  of  Visio 


Economic  Trends 


BY  GENE  KORETZ 

INEQUALITY, 
CANADIAN-STYLE 

The  income  gap  hasn't  widened 

A common  view  is  that  rising  income 
inequality  is  an  unavoidable  price 
that  the  U.  S.  has  had  to  pay  to  tliiive 
in  a  global  economy  characterized  by 
strong  competition  and  sliifting  technol- 
ogy. Since  the  same  winds  of  change 
have  affected  Canada,  which  is  highly 
integrated  with  the  U.  S.  economy,  one 
might  think  that  the  same  trend  toward 
inequality  would  have  surfaced  there — 
even  though  Canada  has  always  been 

HOW  AMERICAN  FAMILIES 
FARE  VS.  CANADIANS 


U.S.  DISPOSABLE  INCOME 

RELATIVE  TO  CANADIAN 
-     LEVELS  IN  1995*  


A  PERCENT  DIFFERENCE    'BASED  ON  PURCHASING  POWER  PARITY  AS 
MEASURED  BY  PENN  WORLD  TABLE 
DATA  MICHAEL  C  WOLFSON  AND  BRIAN  B  MURPHY 

more  egalitarian.  One  might  also  as- 
sume that  attempts  to  resist  that  trend 
would  harm  Canadian  living  standards. 

Judging  by  a  study  in  the  Montlilij 
Labor  Review  by  Michael  C.  Wolfson 
and  Brian  B.  Miuphy  of  Statistics  Cana- 
da, however,  such  assumptions  appear 
decidedly  premature — at  least  till  now. 
The  researchers  confu-m  that  gToss  do- 
mestic product  per  capita  gi'ew  a  bit 
faster  in  the  U.  S.  than  in  Canada  from 
1970  to  1995.  But  they  find  that  many 
Canadian  families  in  1995  still  enjoyed 
higher  disposable  incomes  in  teiTns  of 
absolute  jiurchasing  power  than  their 
U.  S.  counterparts  (chart).  And  trends 
toward  ineciuality  in  Canada  have  ei- 
ther been  muted  or  failed  to  develop. 

While  U.  S.  workers  earn  moi'e  on 
average  than  Canadians,  for  example, 
the  trends  in  earnings  inequality — as 
measured  by  the  gap  between  the  top 
and  bottom  20%  of  earner's — have  di- 
verged. P"'rom  1974  to  1985,  wage  in- 
equality increased  in  both  nations.  From 
1985  to  1995,  however,  it  narrowed 
slightly  in  Canada  but  continued  to 
widen  in  the  U.  S.,  where  the  top  10% 
of  workers  reaped  hefty  pay  gains. 

Interestingly,  even  as  this  occurred. 


the  widely  reported  decline  of  the  mid- 
dle class  was  apparently  arrested  in 
both  countries.  The  i-esearchers  report 
that  the  shai'e  of  workers  with  pay  in 
the  middle  range  (within  25%-  of  the 
median)  actually  rose  between  1985  and 
1995,  after  falhng  in  the  decade  before. 

The  real  story,  however,  is  the  stark 
contrast  in  what  has  been  happening  to 
aftertax  family  incomes  compared  with 
individual  wages.  Both  countries  have 
sought  to  cut  taxes  and  social-welfare 
spending,  but  the  study  shows  that  fam- 
ily-income inequality  in  Canada  declined 
from  1974  to  1995."  In  the  U.  S.,  mean- 
while, it  gi'ew  more  pronounced. 

In  particular,  real  disposable  incomes 
of  the  bottom  10%  of  families  improved 
appreciably  in  Canada  and  deteriorated 
in  the  U.  S.  At  the  same  time,  incomes 
of  the  top  10%  of  families  have  surged 
in  the  U.  S.  and  lagged  in  Canada. 

Moreover,  a  sizable  shai-e  of  Canadian 
families  have  been  holding  their  own 
economically.  Although  the  average  fam- 
ily income  in  piu-chasing  power  tei-ms  is 
higher  in  the  U.  S.,  close  to  half  of 
Canadian  families  in  1995  (the  bottom 
half  in  the  income  specti-um)  still  came 
out  ahead  of  their  counterparts  to  the 
south.  And  that's  not  counting  the  med- 
ical benefits  Canadians  receive  from  a 
publicly  funded  health-cai-e  system — 
benefits  for  which  many  American  fam- 
ilies have  to  fork  over  big  bucks. 


FROM  WELFARE 
TO  WORK 

Poor  transit  can  be  a  major  hurdle 

If  you'i'e  a  parent  of  young  children 
and  are  receiving  public-income  as- 
sistance, you  had  better  start  looking 
foi'  work — and  find  it.  That's  the  man- 
date of  welfare  reform  in  the  1990s, 
which  sets  a  time  limit  of  two  years  for 
most  beneficiaries  to  stay  on  the  dole. 

The  problem,  however,  as  a  Trans- 
jjortation  Dept.  study  of  welfare  reform 
and  access  to  jobs  in  Boston  suggests,  is 
that  fast-gTowing  industries  with  entiy- 
level  jobs  are  often  located  far  from  the 
central-city  areas  where  welfare  recipi- 
ents are  concentrated.  And  transporta- 
tion to  such  jobs  may  be  slow,  spotty, 
unavailable,  or  prohibitively  expensive. 

To  underscore  the  challenges  faced  by 
welfare  recipients,  the  study  estimated 
travel  times  fi-om  a  Boston  district  with 
lots  of  recipients  to  ai'eas  where  potential 
employei-s  are  located.  It  reports  that 
only  14%'  of  the  employers  could  be 
reached  by  public  transit  within  an  horn-. 


only  33%  within  Ik'  houi's,  and  just 
50%  within  two  hoiu's. 

Boston,  of  course,  is  not  alone.  Mn 
other  cities  such  as  Detroit  and  Athti 
have  trouble  getting  recipients  to  jo 
tential  job  sites.  How  to  overcome  s|d 
hm'dles?  Among  other  things,  the  stB; 
suggests  that  local  authorities  conslr 
adapting  transit  systems  to  provide  U 
ible  routing,  auxiliary  transit  serves 
extended  schedules,  modified  routes,in 
day-care  services  at  transit  stationl 


STOP  FRETTING 
ABOUT  SAVINGS 


The  U.S.  rate  isn't  as  low  as  it 


Ic^ 


Should  Americans  worry  aboutj 
appai'ently  meager  sums  theyi 
squirreling  away?  Although  expertip 
moan  the  falling  personal  savings  \ 
and  pr-edict  dir-e  effects  on  future } 
sumption  and  investment,  economi-. 
Douglas  Lee  of  hsbc  Washington  A  3 
sis  argues  that  the  savings  rateic 
veys  an  overly  pessimistic  picture  j 
To  imderstand  the  problem,  saystt 
you  have  to  i-emember-  that  savingsji 
ar'e  constructed  by  fu-st  estimating^i 
sonal  income,  then  subtr-acting  tax! 
get  disposable  income,  and  thenji 
tracting  consumption.  The  savingsf! 
is  what  is  left  over,  expr-essed  as  a|« 
cent  of  disposable  income.  i 
Because  many  Americans  hav 
vested  in  stocks  in  recent  years,  tbj 
been  r-acking  up  capital  gains — and 
taxes  on  those  gains.  But  even  til 
the  rising  value  of  their  stocks^ 
counted  as  income,  these  taxes  arj 
subtracted  from  cur-rent  income 
during  the  savings  rate.  And  if  m 
cans  decide  to  boost  consumptiij 
spending  some  of 
their  newfound 
wealth,  the  rate 
falls  lower"  still. 

Clear-ly,  says 
Lee,  a  falling  sav- 
ings rate  caused 
by  capital-gains 
taxes  paid  by  peo- 
ple getting  richer 
is  not  an  omen  of 
weakening  con- 
sumption. Indeed, 
he  estimates  that 
the  r-ate  would  be 
twice  its  current 
level  wathout  the 
tax  distortion. 
"It's  time,"  he  says,  "to  get  rej; 
stop  wor-rying  about  low  savings! 
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Their  Award-Winning  Environmental  Efforts 
Yield  Profits  That  Are  Off  The  Charts. 


EPA  Congratulates  the  Energy  Star^  Buildings  and 
Green  Lights  -  Partners  and  Allies  of  the  Year. 

American  Electric  Power  Company 

City  of  Scottsd^le,  Arizona 

Compaq  Computer  Corporation 

Davenport  Community  School  District 

Johnson  &  Johnson 

Louisville  and  Jefferson  County  Metropolitan  Sewer  District 
McDonald's 
Mobil  Corporation 
St.  Joseph  Hospital 

The  Trane  Company,  Worldwide  Applied  Systems  Group 
Walt  Disney  World  Co. 


Green 
Lights 


These  leaders  demonstrate  that  energy  efficiency  is  smart  busmess,  boosting  their  bottom  lines  while 
peaking  environmental  performance.  By  installing  energy-efficient  technologies  in  their  buildings,  these 
organizations  annually  save  more  than  $39  million  and  prevent  the  release  of  more  than  336  million 
pounds  of  carbon  dioxide.  Their  award-winning  efforts  reduce  operating  costs  and  build  more  competitive 
organizations,  as  well  as  help  prevent  global  climate  change,  acid  rain,  and  smog.  It  seems  some  companies 
share  their  profits  with  the  world. 

To  learn  more,  call  the  toll-free  Energy  Star  Hotline  at  l-888-STAR-YES  (1-888-782-7937). 


What  motivates  you? 


Are  you  motivated  by  hope?  By  fear?  By  a  critical  and  compelling  need?  Can  you  see  a  day  of  cleaner  air  and  wide- 
possibilities  and  not  let  cynicism  and  inertia  cloud  that  vision? 

What  inspires  you?  Is  it  the  work  of  science?  Is  it  driving  a  vehicle  that  has  no  engine,  no  pistons,  no  gas  tank  and 
is  no  pollution?  Is  it  the  sci-fi  novels  of  H.G.  Wells?  Or  is  it  Walden  Pond? 

What  is  your  idea  of  fun? 

Is  it  unplugging  the  car  and  driving  like  the  wind,  only  much  quieter  than  the  wind?  Is  it  being  the  first  on  your  block? 
t  answering  all  the  questions  and  fielding  all  the  stares? 

What  kind  of  world  do  you  want  to  live  in?  A  world  in  which  thousands  of  children  each  year  are  no  longer  harmed 
he  air  they  breathe? 

Do  you  believe  one  person  can  still  make  a  difference  in  this  world?  Do  you  believe  one  person  can  start  a  revolution? 
Do  you  believe  that  person  can  be  you? 

What  is  it  about  this  vehicle  that  captures  you'  Is  it  the  appearance?  Is  it  the  performance?  Is  it  the  fact  that  it  never, 
needs  a  tune-up  and  the  only  scheduled  maintenance  required  is  rotating  the  tires  every  5,000  miles? 

Or  is  it  the  fact  that  a  vehicle  like  this  even  exists? 

What  are  your  doubts  and  concerns  about  this  new  thing?  Are  they  big  enough  to  stand  in  the  way  of  history?  Are 
big  enough  to  stand  in  the  way  of  you  making  history? 

What  are  those  voices  inside  telling  you?  Are  they  voices  of  conscience?  Are  they  the  voices  of  a  pioneer?  A  maverick? 

1 

S  'e  they  the  voices  of  your  children  and  their  children? 
I 

What  motivates  you? 

THE  ELECTRIC  CAR  IS  HERE.  1.800. 25ELECTRIC  or  www.gmev.com 


Don't  Put  Your  Baby  s  Health  On  The  Line, 


It's  a  thin  line  between  having  a  healthy  hahy  and  a  baby  that's  sick.  Don't  take  the  risk. 
It  you're  pregnaiit —  or  even  think  you  are  —  getting  prenatal  care  early  is  the 
most  imptntant  step  you  can  take.  Call  1-800-31 1-2229.  We'll  put  you  in  touch  with 
the  many  services  available  to  you.  The  call  is  tree  and  it's  ct)mpletely  ccmtidential. 


Get  Pmiatal  Care  Early  •  Call  1-800^3 11'2229  •  Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  Your  Baby. 
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IIS  ECONOMY  COULD  SHRUG  OFF 
ilE  ASIA  EFFECT-AGAIN 

)ng  domestic  demand  continues  to  offset  weakness  overseas 


I  SPRING  BREAK 
■OR  SHOPPERS 

EAL  RETAIL  SALES* 
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ki   « OF  1992  DOLLARS 
MAY  PRICES  UP  0  3% 
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Once  again,  an  ill  wind  from 
Asia  is  buffeting  the  U.  S. 
my.  This  time  it's  coming  from  Japan.  The  yen's 
tent  weakening  in  recent  weeks  finally  prompted 
lational  efforts  to  try  and  prop  it  up.  although 
,t  tempt  may  go  for  naught  without  fundamental 
;t  reforms  in  Japan.  The  question  for  the  U.  S. 
k  is:  Will  Round  2  of  the  Asian  crisis  have  any 
10:1  impact  on  overall  growth  and  inflation  than 
1,  which  the  economy  barely  noticed? 

As  with  the  first  squall  in 
October,  the  biggest  potential 
loser  is  sure  to  be  the  stock 
market.  As  the  yen  tumbled  to 
an  eight-year  low  of  nearly  147 
per  dollar,  wonies  over  profits 
sent  the  Dow  Jones  industiial 
avei'age  down  some  400  points 
from  June  5  to  June  15.  That 
was  before  the  June  17  cui'- 
rency  intei"vention,  when  U.  S. 
and  Japanese  central  banks 
i.i   yen  for  dollars.  That  action  gave  stocks  a  boost 
It    the  bond  mai'ket  hai'd,  revei-sing  about  half  of  the 
ghj  o-quality  rally  in  early  June  that  saw  30-year 
■'9a'  ry  fields  fall  from  5.82%  to  a  I'ecoixl  low  5.65%. 
Fi  ncial  market  gyrations  aside,  the  lesson  from 
1  was  that  the  economic  outlook  will  turn  on  do- 
not  foreign,  demand.  On  that  front,  the  economy 
th  second  quarter  i-emains  suiprisingly  sti'ong.  Cer- 
1  growth  will  not  match  the  fii'st  quarter's  4.8% 
hich  was  achieved  despite  a  3-percentage-point 
ag  -om  a  widening  trade  deficit.  Still,  the  latest 
'a'  ggest  that  the  slowdown  this  quarter  may  not 
harp  as  many  forecasters  had  thought. 

m  AT  THE  NUMBERS:  Fii'st,  industrial  production 
wed  since  the  third  quarter  of  last  year,  but 
tput  was  stronger  than  expected,  and  production 
I'  ing  faster  in  the  second  quarter  than  it  did  in 
Second,  May  retail  sales  also  rose  more  than 
d,  and  consumei*  spending  this  quarter  is  set  to 
)ther  big  gain  (chart).  Third,  while  May  housing 
li  ipped,  they  remain  at  a  high  level,  and  builders 
tj  most  upbeat  in  years. 

ir  ly,  the  domestic  economy  is  so  strong  that, 
!>i  the  deflationary  drafts  from  Asia,  core  con- 
e  nflation,  excluding  energy  and  food,  so  far  this 


BUILDERS'  OPTIMISM  IS 
AT  A  RECORD  LEVEL 


JAN  JUNE '98 

▲  PERChNl  RLPORriNG  IMPROVEMENT 
DATA  NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 


year  has  picked  up  to  an  annual  rate  of  2.7%,  up 
from  2.2%  during  all  of  1997.  The  speedup  is  broad, 
and  it  is  led  by  services,  as  well  as  some  goods,  which 
are  more  immune  to  the  Asian  flu. 

Consumers  are  powering 
growth  in  the  second  quarter. 
Retail  sales  in  May  increased 
0.9%  from  April,  when  they 
rose  0.7%  from  March.  May 
buying  was  boosted  by  a 
surge  in  demand  for  cars  and 
light  trucks,  fueled  by  dealer 
incentives.  Sales  in  April  and 
May  averaged  a  15.8  million 
annual  rate,  up  from  15.1  mil- 
Hon  in  the  fii'st  quarter.  Also, 
May  pui'chases  of  fumitui'e  and  appliances  racked  up  a 
big  gain,  reflecting  the  ongoing  strength  in  housing,  and 
department  store  sales  scored  solid  gains  as  well. 

The  retail  data  imply  that  real  consumer  spending 
this  quarter  is  on  a  path  to  rise  at  an  annual  rate  in  the 
neighborhood  of  4.5%.  That  would  be  a  strong  perfor- 
mance in  its  own  right,  but  it  would  be  stunning  com- 
ing on  the  heels  of  the  first  quarter's  6.1%  surge,  which 
was  the  biggest  gain  in  sLx  years.  Taken  togethei;  first- 
half  consumer  outlays  are  on  their  way  toward  the 
strongest  two-quarter  growth  in  12  years. 

Housing  also  remains  strong.  May  housing  starts 
dipped  0.7%.  to  an  annual  rate  of  1.53  million,  but  de- 
mand fundamentals  are  supportive,  and  inventories  of 
unsold  homes  are  near-record  lows.  Also,  the  index  of 
housing-market  conditions,  based  on  a  survey  of 
builders,  hit  a  record-high  71  in  June,  as  buildei's  re- 
ported that  current  sales  are  on  the  rise  (chart). 

ROBUST  DOMESTIC  DEMAND  continues  to  be  a  big 
offset  to  the  Asia-related  weakness  in  foreign  demand. 
Look  at  it  this  way:  Total  U.  S.  exports  are  13%  of 
gross  domestic  product,  but  consumer  spending  and 
housing  are  72%.  That  same  math  appears  to  be  buoy- 
ing second-quarter  gro\vth,  similar  to  the  way  it  lifted 
first-quarter  growth. 

Indeed,  despite  weaker  exports,  industrial  produc- 
tion rose  a  larger-than-expected  0.5%  in  May.  Out- 
put in  manufacturing,  while  slowing  in  recent  months, 
still  grew  0.2%,  the  same  as  in  April.  Not  surprising- 
ly, output  of  consumer  goods  increased  substantially 
for  the  third  month  in  a  row,  led  by  home-related 
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goods  such  as  appliances,  furniture,  and  electronifcs. 

Given  that  domestic  demand  remains  strong  and 
that  industrial  production  continued  to  rise  in  May, 
imports  appear  to  have  accounted  for  a  big  chunk  of 
the  large  first-quarter  buildup  in  inventories.  That 
would  mean  that  domestic  producers  would  not  have  to 
absorb  the  full  burden  of  cutting  stock  levels  down  to 
size,  thus  limiting  the  hit  to  U.S.  output.  The  April  ra- 
tio of  inventories  to  sales  remained  at  a  level  that 
does  not  suggest  that  stockpiles  are  excessive. 

THE  ASIAN  CRISIS  is  creating  a  dichotomy  in  the 
U.  S.  economy:  Output  and  prices  in  sectors  that  face 
stiff  global  competition  tend  to  be  far  weaker  than  they 
are  in  sectors  such  as  services  and  goods  that  are  less 
sensitive  to  foreign  influences.  That  is  especiaUy  true  for 
inflation.  The  consumer  price  index  rose  0.3%  in  May, 
and,  excluding  food  and  energy,  core  prices  rose  0.2%. 

However,  core  inflation  has  picked  up  a  bit.  The  col- 
lapse of  energy  prices  is  helping  to  mask  the  accelera- 
tion in  some  components  of  the  overall  CPi,  specifically 
many  services  and  some  goods  that  are  more  shielded 
fi'om  foreign  competition  (table).  Core  service  prices  are 
growing  at  an  annual  rate  of  3.4%-  so  far  in  1998,  up 
from  3%  for  all  of  1997.  The  pickup  has  been  broad, 
from  medical  care  to  personal  care  to  recreation. 

Even  inflation  for  goods  prices  is  ticking  higher  for 
some  items,  such  as  pharmaceuticals  and  textbooks. 


AUSTRALIA 


WHERE  INFLATION  HA: 
EDGED  UPWARD 

PERCENT  CHANGE,  AT  ANNUAL  RATI 

1997    FIRST  5  M( 


that  do  not  face  much  foreign  competition.  Somew 
surprisingly,  core  goods  inflation  so  far  this  year 
picked  up  to  1.2%,  from  0.4%  for  all  of  1997.  ' 

Nevertheless,  the  deflationary  winds  from  Asia 
tinue  to  blow.  Import  prices  for  nonpetroleum  g 
kept  on  declining  in  May  and,  during  the  past 
they  have  fallen  3.3%>.  The  overall  rate  of  decline 
tapered  off,  but  the  drop-off  in  prices  of  Asian  go- 
down  8.3%  from  a  year  ago,  continues  to  accelerat 

But  as  already  seen,  not 
all  of  the  Asian-crisis  im- 
pacts are  negative.  Prices  of 
imported  commodities  ac- 
count for  most  of  the  Asia- 
related  drop  in  import 
prices,  but  that  lowers  pro- 
duction costs  for  many  U.  S. 
producers.  In  particular, 
cnide  oil  pi-ices  hit  a  12-year 
low  on  June  15  of  less  that 
$12  per  barrel. 

To  be  sure,  Japan  is  the 
key  to  any  further  down- 
draft  on  the  U.  S.  from  Asia,  particularly  if  a 
yen  forces  a  devaluation  of  the  Cliinese  cuirency, 
would  slam  the  region  especially  hard.  Clearly, 
risks  have  increased,  but  so  far,  domestic  demand 
tinues  to  keep  the  U.  S.  economy  chugging  along. 
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RATES:  THE  QUANDARY  DOWN  UNDER 


The  Reserve  Bank  of  Australia 
is  on  the  homs  of  a  dilemma: 
The  Aussie  dollar  sank  to  a  12- 
year  low  of  57.99  U.  S.  cents  on 
June  16,  as  the  Asia  crisis  began 
to  throttle  the  economy.  The  rba 
may  need  to  hike  intei- 
est  rates  to  support 
the  dollar  and  thwart  a 
I'oimd  of  import-led  in- 
flation, but  higher  rates 
could  turn  an  economic 
slowdown  into  a  reces- 
sion. What  will  the 
central  bank  do? 

The  odds  are  noth- 
ing, for  now— especial- 
ly as  the  growth  out- 
look weakens.  Economists  are 
cutting  their  gi'owth  forecasts  to 
2%  for  the  year  ending  June, 
1999,  calling  the  government's  3% 
projection  too  optimistic.  First- 
quarter  real  cdp  grew  strongly, 


THE  AUSSIE  HITS 
A  12-YEAR  LOW 


lAM        II  llJflL  I'l, 

DATA  STANDARD  AND  POOR'S  DRI.  BW 


up  4.9%  fi'om  a  year  ago,  but  a 
huge  unintended  buildup  of  inven- 
tories accounted  for  all  of  the 
quarter's  strength.  Exports  fell 
sharply,  and  private  domestic  de- 
mand stagnated.  Asia  accounts  for 
60%  of  Australian  ex- 
ports, and  one-third 
of  the  total  goes  to 
Japan  and  Korea — 
both  in  recession. 

The  domestic  econ- 
omy is  also  set  to 
weaken.  Given  that 
capital  spending  plans 
and  retail  sales  are 
softening,  the  coming 
inventory  correction 
is  expected  to  last  through  year- 
end.  Employment  is  down  in  four 
of  the  past  five  months,  and  the 
jobless  rate,  at  8.1%^  in  May,  is 
likely  to  rise.  May  business  confi- 
dence was  the  lowe.st  since  the 


early-1990s  recession,  and  June; 
consumer  confidence  was  the  lor 
est  in  three  years. 

But  the  RBA  is  also  concerne 
that  the  currency's  20%  plunge 
the  U.  S.  dollar  since  late  1997 
will  lift  inflation  above  its  2%-t(i 
3%'  target  range.  The  Aussie  cU 
lar  strengthened  to  above  59 
cents  on  June  17,  but  its  probl 
go  beyond  the  Asian  crisis  to  t 
countiy's  heavy  dependence  on 
foreign  capital.  The  rba  projec 
the  1998  current  account  defici' 
will  reach  a  huge  6%  of  GDP,  ti 
highest  since  the  mid-1980s. 

Still,  the  dollar  is  holding  its 
value  relative  to  Asian  currenc 
and  import  inflation  also  will  b( 
I'estrained  by  weaker  world  coi 
modify  prices  and  softer  domes 
demand.  Besides,  the  weaker  clsiiei 
rency  vrill  be  stimulative  for  A 
tralia's  slowing  economy. 
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ween  millions  of  packages  and  their  final  destination  lies  but  one  ro 
Introducing  Guaranteed  Ground.  Only  from  UPS. 
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PS  guarantees  every  ground  package  you  send  to  any  business  address  from  coast  to  coast.  Now  you  can  be  certain 
hipment  will  arrive  by  the  day  it's  promised— the  precise  day— or  your  money  back.  And  when  you  consider 
llions  of  packages  we  deliver  every  business  day,  you  begin  to  understand  just  how  much  ground  this  I  ^  I 
itee  really  covers.  Go  to  www.ups.com  or  call  1-800-PICK-U  PS.  MOVING  at  the  SPEED  of  BUSINESS.  '^El 


News  Analysis  &  Commentary 


Is  this  the  end  of  the  yen's  fi-ee  fall? 
For  months,  U.S.  Ti-easury  Secre- 
tary Robert  E.  Rubin  stood  by  as 
the  Japanese  ciuTency  sank  to  levels 
not  seen  since  1990.  Ti'adei's  ftgiu'ed  he 
would  never  make  a  move  and  continued 
selling.  Finance  ministers  around  the 
world  feared  that  the  speculators  were 
right — and  braced  for  a 
new  round  of  competitive 
devaluations  and  a  deepen- 
ing Asian  recession.  So 
when  Rubin  organized  a 
massive  intervention  to 
save  the  yen  on  June  17, 
the  markets  took  the  ini- 
tiative seriously.  The  yen 
quickly  jumped  6%  off  its 
low  of  146  to  the  dollar,  set 
on  June  15. 

But  wiW  it  stick?  Not  im- 
less  Rubin  can  somehow 
force  Japan  to  fix  its  finan- 
cial problems — a  mess  that 
has  defied  all  solution  for  a 
decade.  In  return  for  a 
U.S.  rescue  of  the  yen, 
Rubin  got  reassurances 
fi-om  Jaj^an's  Ministiy  of  Fi- 
nance that  Tokyo  would  let 
more  banks  fail,  force  full- 
disclosui'e  of  nonpeifomiing 
loans,  and  bail  out  only  the 
banks  that  seriously  re- 
structure. If  they  wanted 
to,  the  Japanese  could 
move  cjuickly  to  shut  the 
weakest  banks.  Yet  with- 
out tine  reform,  the  most 
that  can  be  expected  now, 
say  experts,  is  that  the  yen 
will  decline  at  a  slower 
pace.  And  the  specter  of  a 
yen  collapse  will  continue 
to  haunt  the  markets. 
CHINESE  ALARM.  So  what 
made  Rubin  finally  act? 
With  U.S.  business  leaders  gTOwing  in- 
ci-easingiy  uneasy  about  the  soaring  dol- 
lar (p.  .']2)  and  Chinese  leaders  pressing 
for  relief — to  prevent  a  devaluation  of 
the  renminbi — Ti-easuiy  officials  began 
pondering  an  intervention  over  the 
weekend  of  June  18-14.  After  intense 
consultations  with  their  Japanese  coun- 


teiparts  over  the  next  72  houi's,  Rubin 
&  Co.  settled  on  a  $2  billion  govern- 
ment purchase  of  yen. 

The  biggest  impetus  was  the  mount- 
ing anxiety  in  Asia  as  the  yen  plum- 
meted in  the  fii'st  two  weeks  of  June. 
Especially  alarmed  were  Chinese  offi- 
cials who  feai'ed  their  grand  economic 


THE  GLOBAL  ECONOMY 


NOW 
FOR  THE 
HARD 
PART 

If  Japan  doesn't  come 
through  with  real 
reform,  the  yen  could 
still  go  through  the  floor 


plans  would  be  undone  by  a  tumbling 
yen.  The  Chinese  started  lobbying  the 
U.  S.  privately  for  an  interveiition  in 
advance  of  Clinton's  anival  in  Beijing  on 
June  25.  "The  Chinese  have  been  com- 
plaining that  we  haven't  been  doing- 
enough  to  stop  the  depreciation  of  the 
yen,"  which  makes  CWnese  exports  less 


competitive,  says  a  top  Administ 
official.  Meanwhile,  public  state:  liioffatdisi 
showed  Beijing  preparing  the 
their  own  devaluation.  Chinese  st 


indicate  that  Beijing  finance  officii  ibiu 
ured  a  yen  weaker  than  150  spell< 
aster  and  would  force  a  defensive  test  ye 
Echoing  the  Chinese  were  ftnai 


DECEMBER,  1989 


Japan  closes 
its  most 
prosperous 
decade  with  the  yen 
trading  at  143  to  the 
dollar.  The  Nikkei  hits 
its  all-time  high. 


JANUARY,  1992 


As  Japan's  exports  boom 
and  recession 
grips  the  U.S., 
trade  tensions 
Har  e.  President  Bush 
travels  to  Japan.  The  yen 
strengthens  to  125. 


JUNE,  1993 


President  Clinton 
talks  tough  on  trade 
and  applies 
upward  pres- 
sure on  the 
yen,  which  goes  to 
107. 


America's  reci 
speed,  and  U.f 
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1  Australia,  Hong  Kong,  and 
who  watched  in  horror  as  theii* 
es  came  under  pressure  too. 
i  Deutschemark  was  feeling  the 
ominous  development  since  Eu- 
:ds  stability  to  launch  its  single 
next  year. 

e  home  front,  chief  executives 


fi-om  Motowii  to  Silicon  Valley  have  also 
been  leaning  on  Rubin  to  ciu'b  the  as- 
cent of  the  dollai;  wliich  is  ciu'bing  ex- 
ports and  eroding  profits.  "We  would 
like  to  see  a  more  activist  role,"  said 
Caterpillar  Inc.  ceo  Donald  V.  Fites, 
head  of  the  Business  Roundtable,  one 
day  before  the  U.  S.  intervention.  So  for 


A  falling  yen 
weakens  other  Asian 
currencies,  making 
Japanese  goods 
unaffordable  in  its 
biggest  markets 


the  fii'st  time  in  Bill  Clinton's  Pi-esidency, 
the  U.  S.  Ti-easury  engineered  a  joint 
intervention  with  Tokyo  to  bring  down 
the  dollar. 

The  next  step  is  to  push  Japan  for 
the  refoi'ms  that  could  give  the  yen  a 
solid  foundation.  Deputy  Treasury  Sec- 
retaiy  Lawi-ence  H.  Summei's  and  other 
global  financial  leaders  were  headed  to 
Japan  on  June  18  to  press  for  accelerat- 
ed action.  Says  one  Administration  offi- 
cial: "We  don't  have  the  luxiuy  of  wait- 
ing. The  Japanese  need  to  take  steps 
now  to  reinstill  confidence."  Clinton  re- 
inforced the  point  in  a  late-night  phone 
call  on  June  16  to  Japanese  Prime  Min- 
ister Rj-ntaro  Hashimoto. 
DIM  PROSPECTS.  These  jawboning  mis- 
sions have  produced  limited  results  in 
the  past.  The  Americans  demand 
painful  moves,  such  as  shutting  all  of 
Japan's  insolvent  banks  and  clearing 
the  market  of  bad  loans.  The  Japanese 
always  pledge  action — then  deliver 
packages  of  public-works  spending,  lim- 
ited tax  relief,  and  vague  promises  to 
do  more. 

Unless  the  pattern  is  broken  this 
time,  the  world  has  to  prepare  for  re- 
newed weakness  in  the  yen.  Some  ana- 
lysts are  still  talldng  about  a  rate  of  155 
to  the  doUai-.  Tlie  di-op  to  that  level  may 
be  gi'adual,  since  tr-aders  may  be  more 
cautious  in  shorting  the  yen  after  the 
June  17  intervention.  But  Japan's  dim- 
ming economic  prospects  still  point  to 
a  weaker  yen. 

The  Japanese  themselves  will  keep 
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10,  and 
!ial  sys- 
iaking 
sport 
5  profits. 
J.S.  talks 
ollar  up. 


The  Japanese  economy 
starts  to  mend,  but  the 
yen  slides  to  115. 
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On  June  17,  the  U.S. 
Federal 
Reserve  starts 
buying  yen  to 


severely  The  yen  slides    prevent  a  financial 


The  yen  slumps  to  128.    from  138  in  May  to  146.    meltdown.  The  yen 

strengthens  to  137. 
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putting  downwai'd  pressm-e  on  theii'  ciu'- 
rency — mainly  by  selling  it  to  buy  in- 
vestment? abroad  that  will  jield  higher 
returns.  In  April,  Japanese  investors 
pumped  a  record  $20  billion  into  high- 
yielding  foreign  investments,  mostly 
bonds,  according  to  the  Ministry  of 
Finance. 

If  the  capital  keeps  flo\\ing  out,  the 
Japanese  stock  market  will  continue  to 
fall.  A  weaker  Nikkei  spells  bad  news 
for  the  banks,  which  count  um'ealized 
portfolio  gains  as  capital.  If  theu'  capital 
bases  erode  fuither,  the  banks  will  edge 
closer  to  insolvency  and  will  pull  back 
from  lending  even  more  than  they  have. 
All  tliis  means  that  Japan's  credit  ci-unch 
is  hkely  to  intensify,  forcing  more  man- 
ufacturers to  close,  and  sending  the 
Nikkei  into  even  lower  realms.  Foreign 
investors  aren't  likely  to  jump  into  a 
mai'ket  where  retimis  will  be  eroded  by 
a  declining  currency. 
PLUNGING  CURRENCIES.  If  the  w  eaker 
yen  poses  such  peiils  to  Japan  itself,  it's 
hard  to  figiu'e  why  the  Japanese  have 
not  acted  to  an-est  the  cuiTency's  slide. 
The  explanation"?  It  seems  that  officials 
at  the  Ministiy  of  Finance  had  wanted  a 
weaker  yen  to  keep  exports  strong  and 
provide  some  life  to  the  economy  as 
they  tackled  the  bank  mess.  But  they 
didn't  anticipate  the  yen's  dramatic  fall, 
and  they  probably  didn't  want  it. 

Indeed,  they're  awai'e  that  a  yen  that 
falls  too  far  is  a  mixed  blessing.  Toyota 
figui'es  that  eveiy  one-yen  decline  adds 
about  $110  million  to  operating  profits 
fi'om  exports  to  the  West.  But  there's  a 
cost:  The  falling  yen  sends  other  Asian 
currencies  plunging  and  makes  it  im- 
possible for  consumers  and  businesses 
in  those  mai-kets,  among  Japan's  biggest, 
to  afford  Japanese  goods.  Besides,  Japa- 
nese manufactui'ers  have  fanned  out  a 
lot  of  production  overseas.  "So  even  if 
we  have  a  good  exchange  rate,  it's  not 
easy  to  incTease  exports,"  says  Mit- 
subishi Motors.  President  Katsuhiko 
Kawasoe.  Even  now,  Mitsubishi  over- 
seas plants  are  mnning  way  below  ca- 
pacity, and  a  shift  back  to  the  Japanese 
plants  would  be  disastrous  for  them. 

So  responsibility  for  the  ultimate  so- 
lution to  the  yen/dollar  crisis  goes  back 
to  the  Japanese  and  their  leaders.  The 
world  is  waiting  for  a  sign  that  Japan  is 
ready  to  tackle  its  problems,  even  at 
the  cost  of  gi'eat  pain  to  its  consei-\-ative 
society.  Instead,  the  world  has  gotten  a 
temporaiy  pause  in  the  yen's  decline, 
thanks  to  the  world's  central  bankers. 
It's  not  enough. 

By  Brian  Bremner  in  Tokyo  and 
Dean  Foust  in  Wa:<fungton,  ivith  Stan 
Crock  in  Washington 


CURRENCIES 


TOO 

OF  A  GOOD 


Companies  and  markets  see  the  downside  of  a  strong  c 


When  the  Asian  financial  crisis 
first  sent  the  U.  S.  dollai-  climb- 
ing last  fall.  Wall  Street  and 
Washington  braced  for  trouble. 
The  fear:  A  resiu'gent  gi'eenback  would 
slam  U.  S.  exjjorts,  erode  coiporate  prof- 
its, and  crimp  economic  gi'owth.  But  in- 
stead of  being  a  curse,  the  strong  doUai" 


has  been  a  sm-prise  blessing- 
inflation  in  check,  attracting  billi 
foreign  investment,  dri\ing  down 
est  rates,  and  giving  U.  S.  com 
extra  bu\ing  power  overseas.  B 
good  news  may  be  coming  to  an 
Call  it  the  delayed-dollai-  effecl 
the  greenback  surging  10%  agaiit 


'-«!:[ 
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American  carmakers  fear  Japanese  rivals  will  soon 
flood  the  U.S.  to  exploit  their  growing  cost  advantage 


-e  yen  just  since  May,  to  an 
iir  high,  American  exports  and 
suddenly  look  vulnerable  to  big 
lis  year  Indeed,  the  dollar  has 
ii  sharply  against  the  yen  that  it 
lit  other  global  currencies  slip- 
rom  Canada  to  Australia.  That 
the  Clinton  Administration  on 
7  to  engineer  its  fu'st  joint  inter- 
with  Tokyo  to  prop  up  the  yen. 
ugh  the  mass  government  pur- 
if  yen  may  have  braked  the  dollai- 
short  term — and  was  enough  to 
164-point  Dow  rally — U.  S.  exec- 
fear  the  effects  will  not  last  and 
'ar  will  resume  its  climb  against 
lencies.  Even  at  cuirent  levels, 
native  effects  of  a  strong  dollar 
ginning  to  outweigh  the  benefits, 
r  starters,  the  U.  S.  trade  deficit 
'  ted  to  balloon  to  a  record  $250 
!iis  year,  more  than  double  the 
ily.  And  the  same  day  the  yen 
w  as  disclosed,  the  Federal  Re- 
idt  out  its  monthly  "beige  book" 
of  regional  economic  activity, 
ighlighted  a  drop  in  West  Coast 
md  computer-component  exports 
reduced  demand  for  manufac- 
oods  from  New  England,  and 
(1  competition  from  low-priced 
■xtiles  in  the  Southeast. 
Illy,   multinational  companies 
from  3M  to  Motorola  to  West- 
:ital  are  warning  that  second- 
!)rofits  are  being  hammered  by 
AO  punch  from  a  strong  dollar 
;ik  Asian  demand.  Charles  L. 
search  director  at  First  Call 
)redicts  that  second-quaiter  prof- 
rise  by  less  than  half  the  12.9% 
rate  analysts  had  forecast  at 
^nning  of  1998,  with  the  robust 
factor.  "The  biggest  impact  on 
s  will  come  in  the  third  quar- 
says. 

•ROP.  Why  didn't  the  surging 
ick  threaten  the  U.  S.  economy 
At  first,  the  collapse  of  Asia's 
ies  unleashed  a  flood  of  foreign 
lent  seeking  the  safety  of  U.  S. 

The  result  has  been  a  drop  in 
■m  interest  rates — yields  on  the 
Treasmy  fell  below  5.6%  for  the 
le  on  June  15.  Louis  B.  Crandall, 
:onomist  at  R.  H.  Wrightson  & 
tes,  estimates  that  Asian  invest- 
lave  accounted  for  most,  if  not 
drop  in  rates  this  year. 
:r  borrowing  costs  have  fueled  a 
n  housing  and  autos  and  trig- 
:  rush  of  consumer  and  corporate 


refinancings.  Moody's  Investor's  Service 
says  U.  S.  companies  issued  $146.5  bUlion 
in  debt  in  the  fu'st  five  months  of  1998, 
up  fr-om  $88.2  billion  in  the  same  period 
last  year  "Corporate  bond  issuance  is 
going  thr-ough  the  roof,"  says  Moody's 
Managing  Director-  John  Lonski. 

And  U.  S.  companies  are  seeing  the 
lowest  prices  for  commodities  such  as  oil 
in  years — which  helps  their  bottom 
lines.  Consider  Chrysler  Cor-p.,  normal- 
ly quick  to  squawk  about  a  falling  yen. 
Lower'  prices  for  commodities  such  as 
r-ubber  and  steel  "have  allowed  us  to 
maintain  our  margins,"  says  Chrysler 
chief  economist  Van  Bussman.  What's 
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mor-e,  Chrysler-'s  savings  fr-om  piu'chases 
of  engines  and  other  components  made 
in  Japan  have  more  than  offset  the  lost 
vehicle  sales  there.  "The  dr'op  in  the 
yen  has  actually  helped  us,"  Bussman 
says.  "Asia  has  been  close  to  a  wash 
so  far." 

But  the  good  news  won't  last.  Buss- 


man predicts  that  "the  negative  effects 
of  Asia  will  hit  us  later  this  year-."  Soon, 
he  fear's,  Japanese  auto  makers  will  be- 
gin to  use  their  growing  cost  advan- 
tage to  cut  price  tags.  Other  U.  S.  auto 
makers  have  the  same  fear-.  "We  have  a 
beleaguered  Japanese  industr-y  and  a 
very  weak  economy,"  says  For'd  Motor- 
Co.  CEO  Alexander  J.  Trotman.  "We  all 
know  what  that  means:  They  load  up 
the  boats  and  ship." 
"WORST-CASE  SCENARIO."  Wliile  Detroit 
is  fi'etting  about  stiffer'  conrpetition  fi'om 
impor'ts,  other-  U.  S.  manufactiu-er-s  face 
tough  times  holding  on  to  their  share  of 
export  markets.  The  Manirfactiu'ers  Al- 
liance predicts  that  if  the  Asian  situa- 
tion wor'sens,  it  could  cut  deeply  into 
U.  S.  output.  Even  with  a  dollar  at  128 
yen,  the  alliance  pr'edicts  that  sliipments 
of  engines  and  tur'bines  would  fall  6%  in 
1999.  Electr'onic  par'ts  and  comnrunica- 
tion  equipment  would  be  7%  lower,  and 
aerospace  would  dr-op  4%.  "In  mid-April, 
people  were  getting  fah'ly  sarrguine  about 
the  situation,"  says  Alhance  economist 
Jef&'ey  F.  Wer'ling.  "Now,  we  ar'e  moving 
toward  the  worst-  case  scenario.  The 
real  danger  of  the  weaker  yen  is  that  it 
will  bring  down  other  ciu'r'encies." 

Char-les  Macliine  Wor-ks  Inc.  in  Per-ry, 
Okla.,  which  makes  drilling  equipment 
for-  utilities,  also  had  high  hopes  for  its 
expor'ts  to  Asia  eariier  this  year  and 
planned  to  incr'ease  its  distribution  net- 
work in  the  region.  But  with  the  com- 
pany now  projecting  an  80%  dr'op  in 
Asian  sales,  "we've  definitely  got  the 
br'akes  on,"  says  Marketing  Director 
Kurt  C.  Andrews.  "It's  kind  of  made 
Eur'ope  look  good  to  us  again." 

Eur'ope's  economies  are  building  a 
head  of  steam,  and  although  the  dollar- 
has  str-engthened  against  European  ciu'- 
rencies,  the  rise  has  been  r'elatively 
small.  In  the  past  year,  the  dollar  is  up 
7%  against  the  Deutschemar-k,  and  some 
economists  tliink  the  gr-eenback  will  give 
back  its  gains  over  the  next  18  months. 
"We  do  not  expect  this  dollar  str-ength 
to  be  sustained,"  says  Thomas  Mayer 
of  Goldman  Sachs  &  Co.  in  Frankfurt. 

Still,  the  outlook  in  Eur-ope  isn't  so 
bright  as  to  mask  the  growing  gloom 
the  almighty  dollar  is  causing  elsewhere 
in  the  world.  American  business  is  about 
to  discover  the  consequences  of  too 
much  of  a  good  thing. 

By  Dean  Foust  in  Washington.,  with 
Keith  Naughton  in  Detroit,  Wendy  Zell- 
ner  in  Dallas,  Pete  Engardio  in  New 
York,  and  Thane  Peterson  in  Frankfurt 
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THE  MARKETS 


ASIA  IS  HURTING  STOCKS. 
ASIA  IS  HELPING  STOCKS 

Depending  on  which  sectors  you  choose,  you're  both  right 


A 


s  Asia's  economic  cri- 
sis deepens,  the 
lU.  S.  stock  market  is 
skidding  around  like  a 
hockey  puck.  Witli  Asian 
news  dominating  the 
market,  the  Dow  Jones 
industrial  average  took  a 
heart-stopping  207-point 
dive  on  June  15,  foDowed 
by  a  37-point  climb  the 
next  day,  and  a  164-point 
tear,  to  8829.5,  on  the 
17th — as  news  of  a  yen 
rescue  made  Asia  wor- 
ries fade. 

Investors  can't  he 
blamed  if  they  find  thi.- 
more  than  a  little  con- 
fusing. Will  the  Asia  cri- 
sis huit  U.  S.  profits  as 
exports  drop?  Or  will 
cheap  Asian  imports  and 
plummeting  commodities 
keep  a  lid  on  inflation 
even  as  wages  rise  and 
consumers  go  on  a 
spending  spree?  What 


WINNERS 


LOSERS 


FINANCIAL  Favorable  interest 
rates  and  merger  mania 


CAPITAL  GOODS  Lack  of 
pricing  power  tinreatens  to 


m.any  of  the  grim  warnings,  as! 
porters  find  it  harder  to  sell  theiiil 
creasingly  pricey  wares.  Plus,  they  i* 
strong  dollar  lowering  repatriated  if 
its  ft'om  overseas  sales.  Had  the  dcpi 
yen  rate  stayed  relatively  stable, 
likely  be  500  points  higher"  in  the 
market,  says  Battipaglia. 

Among  the  victims:  computer  i 
ers  and  semiconductor  companies. 

tional  Semicondi 
Corp.,  for  exampli 
down  47%  since  Ja 
and  reached  a  52-\ 
low  on  June  17.  Oil  f 
panies  and  other  i 
modifies  producer! 
also  getting  buffeti 
the  prices  of  raw  mi 
als  plunge. 
SAFE  HAVEN?  Howl 
the  market  deal 
weaker  earnings?  "| 
ey  managers  will 
on  an  ever  shorter  II 
companies  that  del 
earnings,"  says  Gn  W^'^ 
Smith,  Prudential  I  fK^Kra 
rities  Inc.'s  chief  si  s,aiidm'i 
ijist.  Companies  th; 
I  her  have  low  exp  *  its  to 
to  Asia's  maladies  o  '''^"'taca 
profit  ft-om  them  w  ^"i^iinti 
big  winners.  Take  i  "^-^ 
ers,  paiticulai'ly  ones 
sell  apparel,  which 
ten  made  in  the  ■ 


i)j  iiie  L 
iat  the 


East.  According  to 


stocks  can  prosper  now?    st'-engthen  securities-firm_  stocks     shrink_profit_ma_rgms_   las  Schindewolf,  an 


There's  no  question 
that  the  earnings  hit  to 
big  multinationals  will  be 
significant.  3M,  for  ex- 
ample, announced  on 
June  16  that  it  expects 
profits  to  miss  estimates 
because  of  both  slowing 
Asian  demand  and  the 
strong  dollar,  which 
lessens  the  value  of  overseas  earnings. 
News  of  a  yen  rescue  mission  on  June 
17  was  good  enough  to  spark  a  major 
rally,  but  it  won't  be  a  long-teim  solu- 
tion, most  market  watchers  say. 
WILDER  STILL.  Analysts  such  as  John 
L.  Manley  Jr,  an  equity  strategist  at 
Salomon  Smith  Barney,  are  now  ex- 
pecting only  modest  earnings  growth 
this  quarter — a  renan  of  the  1.5%  hike 
in  the  fii'st  quarter,  as  tallied  by  I/B/E/S 
Inc.  Joseph  V.  Battipaglia,  Grantal  & 
Co.'s  strategist,  thinks  "the  bull  mar- 
ket can  withstand  a  profit  recession,  as 
long  as  there's  an  end  to  it  at  some 
point,  in  the  third  oi'  fourth  quarter  of 
this  year,  or  in  199t  "  Few  analysts 


RETAILERS  The  lower  cost  of 
goods  made  in  Asia  boosts  the 
bottom  Ime — especially  for 
apparel 


SERVICE  Health  care,  luxury 
hotel,  and  airline  companies 
can  hike  prices  thanks  to 
strong  U.S.  consumer  spending 


BASIC  MATERIALS  Price 
weakness  in  commodities 
slams  everything  from  oil  to 
soybeans 

SEMICONDUCTORS  Plunging 
Far  East  demand  hurts  U.S. 
exports;  weak  Asian  currencies 
give  Asian  rivals  a  pricing  edge 


think  the  flow  of  Asian  flight  money 
will  play  more  than  a  marginal  role  in 
supporting  the  market. 

The  market's  gyi-ations  will  probably 
gi'ow  still  wilder  as  earnings  season  gets 
undei-  way.  We're  already  in  the  volatile 
preannouncement  period,  when  compa- 
nies warn  analysts  about  then-  upcoming 
earnings  reports.  "Preannouncements 
are  waving  something  of  a  caution  flag," 
says  Charles  L.  Hill,  dii"ector  of  reseai'ch 
for  First  Call  Coi-p.  The  normal  pat- 
tem  is  for  57%-  of  all  preannouncements 
to  be  negative.  With  the  peak  weeks  of 
preannouncements  yet  to  come,  the  tal- 
ly already  is  65%  negative. 

The  soaring  dollar  is  the  culprit  in 


SiKtliaiii 
anetoiu 

omist  at  Salomon  SCNAMBer? 
BaiTiey,  retailers  ar  *T'  teanti 
getting  to  the  »'Slar 
where  they  may  se( 
efit,  since  items 
shipped  now  were! 
tracted  for  when  f  ■ 
currencies  started  "Wieiiciier 
preciate  last  year.  sJftjjijj 
IJ.  S.-centiic  com;  ^idh^ 
should  also  continue  to  benefit  'TOniliiijji 
strong  consumer  spending.  Batti  siatetMjjjj 
likes  Wal-Mart  Stores  Inc.  an(  appeal  ^,35 
Brothers  homebuilders,  for  ins  "^ijjletB) 
Standard  &  Poor's  Corp.  recomi  aid  lie  Ejni 
ovei-weighting  portfolios  with  con  '^kmi 
cyclicals  and  health-care  issues 
Sam  Stovall,  s&p's  equity  strategis 
low  interest  rates  and  a  merger  fgilieQjt,, 
are  helping  many  financial  comj  '  Tkete 
Morgan  Stanley  Dean  Witter  &  Cft  " 
seen  its  stock  soar  33.5%  this  ye; 

Staying  close  to  home  may  1 
safest  stock-picking  strategy  todJ 
even  within  the  U.  S.,  investorsffK 
to  ti-ead  ever  more  carefully. 

By  Suzanne  Woolley  in  Net 
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By  Paul  Magnusson 

WHY  THE  WTO  NEEDS  AN  OVERHAUL 


's  time  to  fix  the  World  Ti'ade 
)rganization.  Unless  the  Clinton 
\dministration  can  quickly 
1  a  major  reform  effort, 
500  Geneva-based 
le  bureaucrats  who  im- 
iient  the  WTO's  rules 
,ht  just  unravel  50 
rs  of  progress  in 
ning  world 
■kets. 

'hree  major  de- 
s  recently  suf- 
d  by  the  U.  S. 
w  that  the  WTO  is 
nbling — perpetuat- 
subtle  barriers  it 
intended  to  eli  mi- 
while  failing  to 
p  up  with  the  revolu- 
ary  growth  in  world  trade, 
hout  a  broader,  more  sophisticat- 
ipproach  to  the  global  economy, 
e  greater  expertise  by  its 
?es,  and  reform  of  its  proce- 
ss, the  three-year-old  wto  will 
ifice  its  dwindling  credibility, 
his  isn't  a  case  of  sour  grapes. 
3ss  the  WTO  stands  for  reducing 
e  bankers,  rather  than  pei"petuat- 
them,  it  has  no  raison  d'etre.  And 
ap  to  the  U.  S.,  wliich  forced  cre- 

of  the  132-member  wro,  to 
e  sure  that  the  organization  re- 
is  true  to  its  mission. 
I  CHAMBER?  The  biggest  problem 
.8  WTO  hearing  process — more  the 
-century  Star  Chamber  than  a 
'  that  was  created  by  democratic 
imments  in  the  late  20th  centuiy. 
rings  ai'e  held  in  secret,  outside 
meys  are  excluded,  and 
v&  briefs  often  aren't  con- 
ned. With  a  lack  of  trans- 
ncy  and  limited  input, 
i  WTO  ralings  defy  reason, 
le  latest  blunder:  a  little- 
!ed  appeal  panel  decision 
une  5  to  let  Britain,  Ire- 
and  the  Eui-opean  Union 
tssify  imports  of  U.  S.  local 
network  (lan)  computer 
oment  as  telecom  gear — 
iling  the  duty  from  3.9<% 
!5%.  The  decision's  logic  is 
i'netrable,  but  the  prece- 
is  clear:  Countries  can 
(let  up  protections  by  lin- 
!  .ic  legerdemain, 
lat  tortured  decision  fol- 
a  May  15  ruling  brand- 


ing U.  S.  attempts  to  protect  endan- 
gered sea  turtles  a  violation  of 
world  trading  rules.  Federal  law 
prohibits  imports  of  shrimp  from 
countries  that  allow  trawling  in  seas 
frequented  by  sea  turtles,  unless 
nets  are  equipped  with  trap  doors 
to  let  the  turtles  escape  before  they 
drown;  domestic  shrimpers  are 
treated  no  differently.  In  a  bizarre 
twist,  the  WTO  brushed  aside  an  in- 
ternational treaty  protecting  many 
turtles  as  endangered. 

The  most  significant  U.  S.  doOar 
loss  to  date  was  the  massive  case 
brought  on  behalf  of  Eastman  Kodak 
Co.  against  the  government  of  Japan. 
The  U.  S.  charged  that  Tokyo  protect- 
ed domestic  film  makei'  Fuji  Photo 

THREE  STRIKES  FOR  THE  U.S. 

JAN.  30  A  WTO  panel  rules  that  Tokyo's 
attempts  to  protect  Fuji  Photo  Film  from  com- 
petition by  Kodak  don't  constitute  an  illegal 
trade  barrier.  Implication:  Japan's  subtle  trade 
barriers  don't  matter. 


MAY  15  A  three-member  panel  finds  that  U.S. 

rules  requiring  shrimpers  to  use  nets  with  trap 

doors  to  help  sea  turtles  avoid  drowning  consti 

tute  an  illegal  barrier  to  trade.  r"'",     "  — 
 ?   less  bvu-eaucracy. 

JUNE  5  An  appeals  panel  allows  Britain,  ire- 
land,  and  the  European  Union  to  reclassify 
computer  equipment  as  telecommunications 
gear  in  order  to  protect  Europe's  industry  with 
higher  tariffs. 


Film  Co.  from  import  competition. 
Some  experts  say  Washington  had  a 
weak  case  because  much  of  its 
evidence  of  goveinment-in- 
dustiy  collusion  was  old. 
Nevertheless,  the  wto  de- 
cision implied  that  the 
cozy  Japanese  distribu- 
tion system  is  outside 
the  scope  of  global 
trade  laws.  Unless 
the  WTO  panels  can 
broaden  then-  ap- 
proach beyond  nar- 
row legalisms,  othei' 
nations  will  be  en- 
couraged to  follow 
Japan's  lead.  What  if 
Cliina,  with  its  mas- 
sive state-owned  or 
subsidized  industries, 
joins  the  WTO  and  comes  before 
it  with  a  dispute? 

TIME  FOR  REFORM.  The  Clinton  Ad- 
ministration ai'gues  that  it  has  won 
more  cases  than  it  has  lost  before  the 
hearing  panels.  Of  41  cases  the  U.S. 
has  brought,  it  has  won  7  and  lost  2, 
with  9  more  that  were  settled  in  its 
favor.  Of  19  brought  against  the 
U.  S.,  4  were  lost  by  the  U.  S.,  and  7 
settled  in  favor  of  the  U.  S.  side.  But 
it's  the  smaller,  more  winnable  cases 
that  were  brought  and  decided  first. 
And  now  the  latest  trend  shows  that 
the  tougher  and  more  significant  cas- 
es are  setting  the  worst  precedents. 
(All  of  the  remaining  cases  are 
pending.) 

President  Clinton  now  has  the  op- 
portunity to  push  for  reform.  The 
pact  establishing  the  wto  in 
1995  called  for  a  review  at  the 
three-year  mark.  And  Clinton 
pi-omised  Congi-ess  in  1994  to 
appoint  a  group  of  U.  S.  appel- 
late judges  to  review  the  trade 
organization's  competence 
should  the  U.  S.  lose  three  cas- 
es in  a  five-year  period.  He  can 
do  that  now. 

Trade  has  become  too  impor- 
tant to  be  controlled  hy  a  face- 

The  Clinton 
Administration  should  moimt 
more  pressure  for  refoim.  The 
WTO  is  too  important  to  fail. 
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Paul  Magymsson  cavers  in- 
ternational trade  and  econom- 
ics from  Washington. 
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DETROIT 


IF  FORD  CAN  DO  IT, 
WHY  CAN'T  GM? 

How  Ford  has  achieved  labor  peace  while  boosting  efficiency 


It's  shaping  up  to  be  another  classic- 
battle  between  General  Motel's  Corp. 
and  the  United  Auto  Workers.  Ten 
days  after  UAW  pickets  went  up  at  a 
Flint  (^lich.)  stamping  plant,  production  is 
giinding  to  a  halt  at  G^i  factories  across 
North  America.  The  shutdown,  which  is 
ah-eady  costing  the  auto  giant  S50  million 
a  day  in  lost  profits,  could  become  fai' 
costlier:  If  it  lasts  into  July,  dealei^s  will 
nin  short  of  inventory',  and  gm  could  lose 
even  more  of  its  ah-eady  dwindling  mai'- 
ket  shai'e. 

As  in  most  of  the  11  pre\ious  stiikes 
since  1996 — which  have  cost  the  auto  gi- 
ant a  total  of  SI. 5  billion — i;m  is  ready  to 
hang  tough.  The  company  says  it  has  no 
choice:  To  get  the  productixity  improve- 
ments it  so  desperately  needs,  manage- 
ment must  eliminate  jobs,  change  work 
miles,  and  have  the  flexibihty  to  send 
work  to  outside  suppMei-s — measui'es  that 
the  union  vehemently  opposes.  Says  Don- 
ald E.  HackAvoith,  nce-president  of  gm's 
North  American  operations  car  group, 
"we're  ti-jing  to  close  a  competitive  gap." 

But  so  fai;  despite  the  rhetoric,  forcing 
strikes  has  only  produced  incremental 
gains.  Even  the  investoi's  who  have  gone 
along  with  pre\"ious  stiikes  ai'e  wonder- 
ing aloud  if  there  isn't  a  better  way  to 
achieve  gm's  goals.  Tlie/re  looking  at  ri- 
vali^ — Ford  Motor  Co.  in  paiticular — and 


seeing  that  it's  possible  to  get  efficiency 
gains  by  working  closely  with  the  UAW 
rather  than  battling  on  the  picket  lines. 

Admittedly.  Ford  accomplished  much 
of  its  downsizing  in  the  mid-1980s.  Yet 
even  in  those  tough  times,  it  began 
i-eaching  out  to  the  unions  to  find  ways  to 
make  the  company  competitive  with  the 
rising  tide  of  .Japanese  cannakers.  Now, 
UAW  \lce-Pi'esident  Emest  Lofton  and 
Ford  ChauTnan  Alexander  J.  Trotman 
meet  for  breakfast  eveiy  other  month. 
The  U.Aw's  input  is  sought  at  fi-equent 
briefings  on  the 
most  sensitive  Ford 
strategies.  "They 
take  us  through 
what  they  ai'e  plan- 
ning for  the  next 
five  or  six  years." 
says  Lofton. 

The  result:  no 
nasty  sm-prises.  So, 
when  Ford  closed 
its  venerable  Thun- 
derbird  factoiy  in 
Ohio  last  veai'  and 
laid  off  2..500  work- 
ers, there  was  no 
public  outcrj-  by  the 
union.  Ford  had  let 
the  UAW  know  about 
the     closing  six 


STRIKE-TORN:  A  closed  G^ 
plant  in  Xeiv  Jersey 

months  in  advance,  and  the 
\\"orked  out  a  deal  to  get  w> 
.^rs  a  .$45,000  bonus  if  t 
transfeired  to  a  Kentuckj-  p 
up  track  plant.  ""We  discuss 
liroblems  in  advance,"  < 
Lofton.  ""When  they  commi 
something,  you  can  go  to 
bank  on  it." 

The  cozj-  relationship 
more  than  labor  peace: 
Power  &  Associates  Inc 
named  thi-ee  Ford  factorie 
having  the  highest  qualit 
North  America.  Moreover, 
is  expected  to  report  re 
profits  of  more  than  .$2.2  b; 
in  the  second  quailer,  pul 
it  on  the  road  to  outeaminj 
lai'ger  <j.m  for  the  second  yeai'  in  a 
Ford's  producti\ity  stu-jjasses  gm's- 
vehicles  per  blue-coUai*  worker  comp 
to  gm's  27.3 — despite  gm's  sheddir 
some  64,000  homJy  workei^s  since 
Hackworth  concedes  gm  trails  Ford 
blames  it  on  gm's  gi'eater  reliance  o 
house  paits,  which  makes  it  hai'de 
GM  to  tiim  costs. 

TWO-YEAR  TURNAROUND.  Pvacing  n| 
Roger  Penske  has  proved  that  gm 
ers  can  come  ai'ound  the  way 
have.  When  he  bought  gm's  money-1 
Detroit  Diesel  engine-making  busint 
1988.  he  inherited  a  uaw  local  w 
histoiy  of  fierce  labor  conflict.  P( 
worked  painstakingly  to  rebuild  rek 
by  getting  the  union  involved  in  im 
ing  quahty  and  efficiency.  Detroit  I 
went  fi'om  losing  830  million  a 
under  gm  to  earning  profit-shaiing 
for  its  workei-s  in  two  yeai-s.  Last 
Detroit  Diesel  earned  §S0  million 
FoiTner  Chiysler  executive  Ri' 
Dauch  worki 


GM  TRAILS  THE  PACK 
IN  PRODUCTIVITY 


DATA.  HARBOUR  &  ASSOCIATES    "DATA  NOT  AVAILABLE  FOR  '94 


similar  turnai 
at  gm's  axle 
ness,  which  \ 
an  investor 
acquii-ed  in  19 
went  from 
S250  million 
last  five  years 
GM  to  making 
milhon  in  ope 
income  over 
past  thi-ee 
and  is  going 
this  fall.  "An 
rienced]  worl 
can  be  an  invi 
asset  in  restr 
ing,"  says  I 
Shaiken,  lab 
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fessor  at  the  University  of  CalifbiTiia  at 
Berkeley.  "But  instead  of  gm's  workforce 
being  an  ally,  it's  an  adversaiy." 

Pait  of  the  problem  is  GM  still  needs  to 
cut  capacity  to  match  its  falling  mai'ket 
share — even  as  the  company  racks  up 
record  j^rofits.  That's  a  hard  message  to 
send  in  the  midst  of  an  auto  boom.  And 
the  big  paychecks  for  (jM's  top  brass  don't 
help.  "If  they  are  not  competitive,"  says 
UAW  Vice-President  Richard  Shoeinaker, 
"how  do  they  justify  pacing  top  execu- 
tives moi'e  than  $22  million  in  cash  over 
the  past  two  years,  plus  an  additional 
$35  million  in  stock  options?" 


Given  such  rancor,  some  analysts  be- 
lieve that  only  a  radical  departiu'e  fi'om 
gm's  old  ways  of  doing  things  can  bring 
positive  r-esults  foi-  the  company.  "It's  be- 
ginning to  look  like  the  two  sides  •  will 
need  a  much  more  revolutionary  ap- 
proach," says  analyst  John  Casesa  of 
Schi-oder  &  Co.  "Each  individual  settle- 
ment has  some  productivity  gain,  but  lui- 
less  you  string  these  settlements  togeth- 
er cjuickly,  you  don't  get  much  benefit 
from  them."  He  suggests  sweeping 
changes  to  the  UAW  national  agTeement 
with  GM:  perhaps  closing  aged  plants, 
building  new  ones,  and  giving  the  UAW 


the  chance  to  organize  them  with  » 
labor  agi'eements,  modeled  on  wa 
has  at  its  Saturn  division. 

Certainly,  the  settlement  of  the  \ 
stiike  at  two  Flint  plants  won't 
end  of  gm's  labor  woes.  Stamping 
in  Indiana  and  Ohio  and  parts 
Ohio  and  Michigan  could  go  oiJ 
this  year.  And  the  plarmed  shutq 
Flint's  Buick  City  plant  could 
fiulher  labor  um-est  there.  Thai 
convince  more  investors  that  G^ 
wars  are  producing  enough  victoj 
By  Bill  Vlasic,  Keith  Naught\ 
Kathleen  Kerwin  in  Detroit 


UNIONS 


DISORGANIZED 
LABOR 

Sweeney's  dismissal  of  his 
chief  organizer  sparks  a  furor 

John  J.  Sweeney  won  the  presidency 
of  the  AFL-cio  in  late  1995  with  a 
bold  message:  Unions  must  reinvent 
themselves  to  grow  again.  Ever  since,  he 
has  exhorted  labor  leaders  to  focus  their 
efforts  on  signing  up  new  members. 

Now,  Sweeney's  bid  to  revitalize  labor 
has  been  dealt  a  setback — and  he  him- 
self has  delivered  the  blow.  On  June  8, 
Sweeney  abinptly  fired  afl-cio  Orga- 
nizing Director  Richard  Bensinger,  the 
brains  beliind  labor's  recmitment  strate- 
gies and  its  charismatic  proselytizer. 
Why?  Angiy  Bensinger  supporters  say 
he  was  removed  because  Sweeney's 
aides— Chief  of  Staff  Robert  W.  Welsh 
and  Public  Affairs  Director  Denise 
Mitchell — saw  criticisms  by  organizers 
as  a  threat  to  their  progi-ams.  Mitchell 
says  organizing  is  Sweeney's  priority, 
but  "it  takes  a  range  of  strategies  to 
make  labor  gTow  again."  Bensinger  de- 
clined comment. 

"WRONG  APPROACHr'  The  dismissal  has 
kicked  up  a  firestorm  of  protest,  and 
some  union  leaders  now  fear  that 
Bensinger's  removal  will  set  back  their 
battles  to  refocus  their  own  unions  on 
reci'uitment.  "A  lot  of  what  I've  done 
I've  taken  ft'om  Bensinger,"  says  Robert 
E.  Wages,  i)resident  of  the  Oil,  Chemical 
&  Atomic  Workers.  "Now  he's  been 
canned  and  my  [executive]  board  is  ask- 
ing me,  'Does  this  me;in  his  ai)proach  is 
WTong?' " 

Long  term,  the  faiha-e  to  organize 
workers  could  damage  k  bor  more  than 
all  the  scandals  involving  he  Teamsters. 
While  the  tight  labor  mark?t  gives  labor 


the  best  opportunity  in  years  SWEENEY 
to  score  victories  in  contract  .  . 

negotiations  and  entice  new  ^^irile  at  tlie  tOp 
members,  Sweeney  may  be  of  t  he  AFL-CIO 
mii-ed  in  an  internal  squabble,  could  COSt  labor 

It's  easy  to  see  why  Ben-  its  best  chance  in 
smger,  47,  became  a  lightnmg 
rod.  He  bluntly  tells  union  years  tO  SCOre 
leaders  that  their  inaction  is  victories  and  'vVin 
responsible  for  labor's  decline,  ji^^  ItieiTlbers 
For  two  years,  Bensinger  has 
tom-ed  the  country  with  slides  of  labor's 
plummeting  membership,  telling  locals 
that  the  trend  will  continue  unless  they 
change.  His  strategy  is  tough  medicine: 
Put  staff  on  recinitment  and  cut  back 
on  giievances  and  bargaining,  a  union's 
core  functions. 

The  irony  is  that  Bensinger's  work 
is  paying  off.  He  has  helped  plan  inter- 
nal restructurings  at  many  unions,  in- 
cluding the  auto  and  electrical  workers. 
All  are  readying  efforts  to  reciiiit  mem- 
bers across  entire  industries,  such  as 
auto  parts,  or  at  big  companies  such  as 
General  Electric  Co. 

Locals  are  listening,  too.  Some  150 
have  shifted  at  least  10%  of  their  bud- 
gets to  organizing.  "Richard  has  made 


his  organiznig  views  »e  > 
ventional  wisdom  am 
unions,"  says  Bruce  lay 
Seeretary-T^'easurer  c  l'.\ 
the  needle  trades  unia. 

So  why  was  B(isir 
dumped?  Because  Siree 


aides  thought  he  wasS;ir 
up  organizers,  insidfs 
Many  organizers  ha?  c 
cized  a  $10  million-a-jito' 
gTam  that  helps  locals  with  polics 
membership  drives  and  a  .$20liiil 
a-year  plan  for  a  television  adsrti 
campaign  to  bolster  the  image  cBiin 
This  money,  they  say,  should  j|it( 
cruitment.  Organizers  evenifchi 
Sweeney  with  faihng  to  allocatehe 
of  liis  budget  he  pledged  to  spe\  oi 
ganizing.  AFL-CIO  officials  derNl 
changing  organizing  and  contei  t 
programs  foster  recruitment. 

How  Sweeney  handles  tlie  aiper 
Bensinger's  dismissal  could  be  kf  t( 
damage  it  will  do.  If  unions  see  In 
ing  away  fi-om  organizing,  the  a  em 
spur  massive  recmitment  dii^s 
suffer  just  as  it's  taking  off.  ^ 
By  Aaron  Bernstein  in  Wcmfi 
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PEOPLE  ARE  NOTICING  THE  INVESTMENT  BANK 
THAT  SPECIALIZES  IN  GROWING  COMPANIES. 

Growing  companies  want  investment  banking,  corporate 
banking,  merchant  banking  and  wealth  management  —  all  in 
one  place. 
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COMMENTARY 


By  John  A.  Byrne 


AT  LEAST  CHAINSAW  AL 
KNEW  HOW  TO  HIRE  A  BOARD 


Ousted  Sunbeam  Chaii'man  and 
Chief  Executive  Albert  J.  Dun- 
lap,  arguably  the  most  reviled 
executive  of  this  decade,  did  do  one 
thing  right:  He,  perhaps  inadvertent- 
ly, created  an  independent  board 
fi'om  the  gToup  of  friends  that  he 
hand-picked  as  directors.  How?  By 
insisting  that  they  be  paid  in  compa- 
ny stock  and  that  they  buy  company 
stock.  In  the  end,  this  indepen- 
dence— and  the  financial  pain  that 
each  director  was  feeling — was  Dun- 
lap's  own  undoing. 

Things  began  to  unravel  after  a 
June  2  board  meeting  at  which  direc- 


DOG  DAYS  FOR  DUNLAP:  His  directors 
itiiich  stock  to  ivutcli  the  company  flon 


tors  discussed  a  Barron's  article  al- 
leging that  Dunlap  cooked  the  books 
to  ci-eate  a  bogus  turnaround  at  Sun- 
beam Corp.  last  year.  Skeptical  direc- 
tors began  to  press  Sunbeam  execu- 
tives for  details.  They  discovered 
that  the  appliance  maker — which  had 
earlier  shocked  investors  with  a 
$44.6  million  fu'st-quaiter  loss — was 
going  to  fall  far  short  of  Dunlap 's  op- 
timistic forecasts  for  the  rest  of  the 
year.  Four  days  later,  the  directors 
canned  "Chainsaw  Al"  at  a  special 
meeting — at  which,  insiders  say,  no- 
body spoke  in  his  defense. 
BIG  STAKES.  It  was  a  remarkable 
performance,  given  the  cast  of  chai'- 
acters  on  Sunbeam's  board.  There 
are  no  CEOs  in  the  grou{) — not  even  a 
retired  chieftain.  In  fact,  none  of  the 


directors  has  any  significant  experi- 
ence in  business  operations.  The  five 
outsiders  were  a  New  York  lawyer,  a 
banker  in  Boca  Raton,  Fla.,  where 
Dunlap  lives,  the  head  of  a  charitable 
foundation,  a  law  professor,  and  the 
representative  of  an  investment  fund 
that  owns  17.4%  of  Sunbeam. 

Every  one  of  the  outsiders,  with 
the  exception  of  Peter  A.  Langerman 
of  Fi-anldin  Mutual  Advisers  Inc., 
thought  of  Dunlap  as  a  friend.  How- 
ard G.  Ki-istol  was  Dunlap's  personal 
attorney  for  two  decades  and  helped 
put  together  his  employment  con- 
tracts at  Sunbeam,  Scott  Paper  Co., 
and  othei'  companies  he 
led.  Another  was  William 
T.  Paitter,  who  manages 
pi'ivate  banking  at  Dun- 
lop's  bank.  First  Union 
National  Bank  of  Florida. 

But  one  thing  bonded 
them:  They  all  owned  too 
much  of  Sunbeam  to 
watch  quietly  as  it  started 
to  sink.  Charles  M.  Elson, 
a  Stetson  University  law 
professor,  and  Kiistol 
each  bought  6,000  shares. 
For  Elson,  this  was  not 
an  inconsequential  invest- 
ment. He  had  more  equity 
tied  up  in  Sunbeam  than 
he  had  in  his  residence. 
In  three  months,  Elson 
and  Ki'istol  saw  their  net  worths 
plummet  by  more  than  $315,000. 
Faith  Whittlesey,  who  heads  the 
American  Swiss  Foundation,  lost 
nearly  $200,000;  banker  Rutter  was 
out  $112,000.  Langerman 's  fund  took 
the  biggest  hit,  of  course,  dropping 
in  value  by  $614  million. 

To  paraphrase  Samuel  Johnson, 
nothing  quite  concentrates  the  mind 
as  wonderfully  as  a  loss  of  your  own 
money.  "The  governance  lesson  is 
that  an  equity-holding  board  works," 
says  Elson,  who  made  the  motion  to 
dump  Dunlap.  "It  was  not  a  long,  ag- 
onizing process.  We  did  what  a  board 
had  to  do." 

Senior  Writer  Byrne  covers  corpo- 
rate governance. 
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JOB  SWAP  ON  HQLUr  Chairman 
Forbes  and  GEO  Sil^ermm. 


EXECUTIVE  SUITE 

CENDANT 
DESCENDING 

First,  an  accounting  mess, 
now,  maybe  a  management  rj 

Cendant  Corp.'s  stock  market  coi 
back  has  suffered  a  comedown] 
late.  In  mid-Api'il,  the  company- 
dai'Iing  of  the  bull  mai'ket — staitled 
Street  by  announcing  accounting 
ularities  that  would  force  it  to  rest| 
earnings.  The  stock  plummeted  46% 
19!^..,  in  one  day.  But  then  Cend; 
seemed  to  be  recovering  as  the  st 
rose  to  25  by  late  April. 

Now,  it's  losing  altitude  again.  ' 
reason?  Investors  are  increasingly  r 
vous  about  a  possible  management  cr ' 
at  the  company,  which  was  formed 
year  by  the  merger  of  franchiser 
Inc.  and  discount  buying  club  oper£ 
cue  International  Inc.  Under  that  d 
HFS  head  Henry  R.  Silverman,  r 
Cendant  chief  executive,  and  ( 
founder  and  Cendant  Chairman  Wa 
A.  Forbes  are  to  swap  jobs  in  Janu 
2000.  Yet  analysts  and  investors 
hearing  from  insiders  that  the  sw 
is  no  longer  a  sure  thing.  Some  sh; 
holders  now  worry  that  board  m 
bers,  including  Silverman,  will  block 
transition  and  perhaps  create  more 
moil  at  the  company. 

The  root  problem  is  the  cost  of 
justing  results  at  some  cue  busines 
The  company  estimates  the  adjustm 
will  mean  i-educing  1997  net  incom( 
up  to  $115  million.  The  company  hi 
specified  what  exactly  is  wrong 
clue's  books,  and  the  board's  audit  c 
mittee,  which  is  performing  an  inv- 
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News:  Analysis  &  Commentary 


gation,  is  expected  to  issue  a  report  lat- 
er this  summer.  The  cue  operations, 
which  sell  memberships  in  discount  buy- 
ing clubs  such  as  Shoppers  Advantage, 
are  believed  to  have  recognized  some 
revenues  early  and  delayed  recognizing 
some  expenses. 

Analysts  are  now  figuring  that  the 
accoimting-i:)roblem  fallout  will  huil  Cen- 
dant's  earnings  in  coming  cfuarters,  too. 
For  example,  since  the  company  does 
not  have  cuiTent,  audited  financial  state- 
ments because  of  the  investigation,  it 
is  paying  a  higher  rate  on  $3.25  billion 
in  debt  that  it  assuined  in  May  to  fi- 
nance some  acquisitions. 
STRAINED  RELATIONS.  Several  analysts 
say  the  debacle  has  severely  strained 
relations  between  Silverman  and 
Forbes.  And  while  most  investors  don't 
believe  Forbes  knew  of  the  accounting 
problem,  they  hold  him  responsible. 
"Walter  either  knew  or  should  have 
known,"  says  one  large  investor.  "He 
doesn't  have  a  leg  to  stand  on." 

A  Cendant  spokesperson  says  there 
is  no  change  in  the  succession  plans  at 
the  company.  Forbes  echoes  that,  say- 
ing: "I'm  not  leaving."  Still,  David  P. 
Brady,  a  portfolio  manager  at  Stein 
Roe  &  Farnham,  a  large  Cendant 
stockholder,  says  Cendant  executives 
in  a  recent  meeting  hinted  that  Forbes 
might   not  take 
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the  CEO  slot  as 
planned.  Analysts 
fret  that  a  move 
by  directors  to 
oust  Forbes  could 
provoke  a  disrup- 
tive battle  for 
control. 

Meanwhile,  the 
membership  clubs 
may  face  margin 
pressure,  due  to 
rising  marketing 
costs.  That  and  the 
liigher  intei'est  ex- 
pense contributed  to  PaineWebber  Inc. 
analyst  Craig  Bibb's  cut  in  second  quar- 
ter estimates  from  32(2  per  share  to  23(2. 
For  the  year,  he  has  cut  estimates  by 
10^,  to  $i.lO.  But  Bibb  cites  the  contin- 
ued sti'ong  gi'owth  in  former  hfs  busi- 
nesses, including  C-eiituj-y  21  Real  Es- 
tate, and  figures  Cendant  earnings  can 
still  expand  by  20%  a  year. 

That's  not  quite  tlie  25%  rate  Wall 
Street  had  expected  before  the  ac- 
counting bombshell.  Nevertheless,  if  Sil- 
verman can  get  the  business  back  on 
track— and  avoid  a  management  war — 
Cendant  may  see  its  stock  pointed  up- 
ward again. 

/.'//  Amy  Barrett  in  Fliiladelphia 


SOFTWARE 


A  FEATHER 

IN  APACHE'S  CAP 

IBM  throws  its  weight  behind 
the  "freeware"  program 

Pop  quiz:  What  company  makes  the 
most  popular  software  for  running 
Internet  servers?  If  you  guessed 
Microsoft  or  Netscape,  you're  wrong. 
It's  the  Apache  Grou{D — wliich  isn't  even 
a  company  but  a  coalition  of  volunteer 
programmers  who  work  on  the  Apache 
server  program  and  distribute  it  for 
free  across  the  Net.  While  it  might  not 
be  a  household  name.  Apache  nans  on 
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antidote  to  Microsoft's  Web  offerii 
It's  also  shaking  up  the  status  q 
With  IBM's  support,  companies  that 
uneasy  about  relying  on  a  freews 
product  may  now  adopt  it.  "Sudde: 
it's  a  much  safer-  decision  today  thar 
was  yestei'day,"  says  Bob  Young, 
president  of  Red  Hat  Software,  a  fr 
ware  shop  in  Durham,  N.  C. 

IBM's  embrace  of  Apache  is  also  a 
buff  to  Netscape  (page  106),  whichSs*  ' 
trying  to  rebuild  its  strategy  aroi  tftsU) 
server  progi'ams  for  corporations.  I  aetelecf 
the  past  few  years,  ibm  and  Netsci 
have  talked  about  teaming  up  more 
tensely.  Now,  that  seems  unlikely 
happen.  Worse,  the  move  puts  a  fr(  ul'J'i 
squeeze  on  Netscape's  profits.  Micros  ietpi 
already  gives  away  a  basic  Web  ser  t;  the  f 
with  its  NT  operating  system,  and  n  y''Sm 
Apache  is  a  more  serious  threat  in 
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roughly  half  of  all  servers  connected  to 
the  Net,  including  those  at  Yahoo!, 
uunet,  and  Digital  Equipment. 

Apache  is  about  to  get  a  higher  pro- 
file, however,  and  that  could  shake  up 
the  Intei'net  softwai'e  business.  On  June 
22,  IBM  is  expected  to  throw  its  weight 
behind  the  "freeware"  program  by  an- 
nouncing plans  to  provide  support  for 
comimnies  that  use  Apache — the  same 
way  it  supports  its  own  software  prod- 
ucts. It  also  plans  to  join  in  the  devel- 
opment of  new  versions  of  the  soft- 
ware, adding  features  that  appeal  to 
corporate  customers.  IBM  won't  charge 
for  basic  Apache  software  but  will 
charge  for  these  add-on  pi"oducts. 

Why  is  IBM,  which 
pays  thousands  of  pro- 
grammers to  come  up 
with  products  to  sell,  get- 
ting into  fi-eewai'e"?  It  will 
help  restart  ibm's  Net 
software  sti-ategy,  which 
has  been  built  around 
products  such  as  Notes 
and  Domino  from  Lotus 
Development  Corp.  By 
adopting  Apache,  ibm 
gets  the  market-leading 
Web  server — which  it 
plans  to  mesh  with  Web 
server  software  from 
Lotus.  That's  a  potent 


Big  Blue  is 
shaking  up  the 
status  quo,  and 
now  companies 
may  feel  more 
comfortable 
about  relying  on 
freeware 


business  market.  Netscape  has  aires 
sacrificed  pr-ofits  on  its  browser — cho 
ing  to  give  it  away  to  match  Micros( 
IBM  figiu-es  that  Web  ser-ver  softw 
should  be  fr-ee.  "Tliis  type  of  sei-ver 
commodity,"  says  Par'aic  Sweeney,  IB 
vice-president  for  Web  server  mark  Wammg 
ing.  IBM  and  other  companies  will  fo  |t( 
on  higher  value-added  pi-oducts  such  ^ 
applications  pr-ograms  that  run  on  toj 
the  basic  ser\'er'  pr'ogr-ams,  he  says. 

Will  IBM's  Apache  maneuver  1( 
mor'e  big  players  to  go  into  ft-eewa 
This  "will  make  Micr'osoft  and  Netsci 
sit  up  and  take  notice,"  says  Randy  1 
bush,  a  member  of  the  Apache  bo; 
and  the  chief  technology  officer  for  (  Biti 
valent  Technologies.  Is 
scape,  Oracle,  and 
Microsystems  are  said  ^j(5JJ||^ 
be  considering  suppc 
ing  Apache  as  well 
Linux,  a  popular  fr 
ware  oper-ating  syst( 
"You'r'e  going  to  see 
huge  avalanche  of  s< 
ous  commercial  or'gar 
tions"  jumping  on  tl 
freeware  bandwag<T, 
says  Young.  The  m^e 
the    merrier — for  cH 
tomei's,  that  is. 

By  Amy  CoHese  ui 
Ira  Sager  in  New  Yam  "^>> 
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in  Business  This  Week 


MTED  BY  PAT  WECHSLER 


r&TANDAOL 
\NG  UP  FOR  NOW 

&T   IS    NOT  OPTIMISTIC 

out  a  deal  to  buy  America 
line,  says  an  at&t  insider, 
iless  the  world  changes 
iniatically."  Still,  reports 
it  the  telecommunications 
,nt  had  expressed  interest 
buying  the  online  kingpin 
it  aol's  shares  soaring  5% 
June  17.  While  confirming 
it  the  two  companies  did 
cuss  the  possibility  of  a 
e,  AT&T  sources  say  nego- 
tions  stalled  primarily 
.'ause  AOL  CEO  Stephen 
se  wants  to  retain  control 
;r  his  company.  With  AOL, 
iT  would  get  12  million 
)ernauts  and  could  bundle 
communications  services 
li  aol's  Net  service.  And 
oL  teamed  up  with  at&t, 

[■JI.UI'IJIJIM 

POWER  FAILURE 

anpower  needs  help.  The 
oriel's  top  staffing  company 
look  investors  on  June  16 
ith  an  earnings  warning, 
sing  costs  from  new  infor- 
ation  systems  and  from 
Hing  margins  in  French 
lerations  will  cut  second- 
larter  earnings  by  39%.  But 
ime  followers  think  Man- 
)wer's  problems  also  stem 
3m  snagging  too  many  big 
irporate  accounts  at  thinner 
argins.  Analyst  Judith  Scott 
Robert  W.  Baird  figures 
venues  will  rise  16%  this 
ar,  to  $8.5  billion,  but  net 
ill  fall  29%,  to  $115  million. 
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it  could  save  as  much  as  $1 
billion  annually  in  network 
charges. 

THE  TOBACCO  BILL 
GOES  UP  IN  SMOKE 

A  YEAR  AFTER  BIG  TOBACCO'S 

historic  settlement  with  the 
states,  opponents  in  the  Sen- 
ate snuffed  out  anti-tobacco 
legislation  on  June  17,  effec- 
tively killing  chances  of  a 
comprehensive  tobacco  bill 
passing  Congress  this  year. 
Democrats  will  step  up 
efforts  to  make  the  collapse 
of  the  bill  a  political  issue  in 
the  Nov.  3  elections,  por- 
traying Republicans  as 
pawns  of  Big  Tobacco.  That 
could  prod  gop  leaders  to 
consider  a  scaled-down  ver- 
sion that  would  focus  on 
reducing  teen  smoking  and 
drug  use.  But  for  now.  Sena- 
tor John  McCain  (R-Ariz.), 
the  bill's  chief  sponsor,  is 
loath  to  consider  a  more 
modest  proposal. 

irS  WARM.  IT'S 
FUZZY.  IT'S  RUSSIA 

QUICK!  CALL  THE  COMMISSAR 

of  public  relations!  Russia 
feels  it  has  been  unfairly 
tarred  as  a  lawless  country 
where  organized  crime  loins 
rampant  and  shareholder 
rights  go  unprotected.  At 
least  that's  what  14  Russian 
investment  houses,  including 
Ti'oika  Dialog,  fear.  So 
they're  hiring  spin  doctors 
Burson-Marsteller  for  an  im- 
age overhaul.  The  goal:  make 
Russia  look  like  a  safe  place 
to  invest.  The  group  isn't 
blaming  it  all  on  bad  pr;  it 
also  plans  to  lobby  the  gov- 
ernment and  companies  for 
more  disclosure. 


DIRTY  TRICKS  FROM 
MACK  TRUCKS?   

PROGRAMMED  TO  POLLUTE? 

The  Justice  Dept.  on  June  15 
filed  a  civil  suit  alleging  that 


HEADLINER:  JOHN  ROTH 


NORTHERN  TELECOM'S  NET  GAME 


Lucent  Technologies  may 
have  stolen  the  telecom 
limelight  in  the  past  couple 
of  years,  but  John  Roth's 
$7  billion  purchase 
of  Bay  Networks 
has  put  his 
Northern  Tele- 
com at  center 
stage.  The  June 
15  deal  unites 
$15.5  billion  Nor- 
tel and  $2.2  billion 
Bay,  joining  a  nimble 
old-line  maker  of  telecom 
gear  with  a  cutting-edge 
data-networking  firm. 

For  Roth,  55,  a  technolo- 
gist who  has  led  Nortel 
since  last  October,  the 
merger  is  a  fast  way  to 
take  advantage  of  the 
Net's  explosive  growth. 
He's  betting  that  Bay's  en- 
gineers will  help  Nortel  de 


sign  systems  that  merge 
voice,  data,  and  video 
transmissions  on  the  Net. 
If  successful,  the  effort 
will  make  current 
phone-switching 
systems  look 
like  antiques. 
Even  before 
then,  the  deal 
creates  a  single 
suppUer  for  voice 
i      and  data  gear. 
Followring  technol- 
ogy markets  is  Roth's 
stock  in  trade.  A  30-year 
Nortel  veteran,  the  one- 
time design  engineer  ran 
the  Canadian  outfit's  r&d 
arm  in  the  early  '80s  and 
helped  launch  its  wireless 
business.  He  also  advises 
Canada's  Prime  Minister  on 
science  and  technology. 
By  Joe  Weber  in  Toronto 


Mack  Tr-ucks  is  selling  diesel 
engines  equipped  with  devices 
that  defeat  emission-control 
systems.  Justice  says  the 
trucks'  electronic  fuel-injec- 
tion systems  are  programmed 
in  such  a  way  that  they  emit 
illegally  high  amounts  of  ni- 
trogen oxide  on  the  road  but 
appear  to  conform  to  Clean 
Ail-  Act  standards  when  test- 
ed. The  feds  want  no  more 
engines  like  these  sold  and  a 
recall  of  those  on  the  road. 
The  suit  follows  recent  set- 
tlements with  Honda's  U.  S. 
operations  and  Ford  on  simi- 
lar charges. 

EXCEL  S  NEW 
WORLDVIEW 

THROUGH   A   .$3.1  BILLION 

merger  with  Teleglobe  of 
Montreal,  announced  on  June 
14,  Dallas-based  Excel  Com- 
munications will  jump-start 
its  plans  to  expand  world- 
wide. Founded  by  Kenny 
Troutt  a  decade  ago.  Excel 


has  grown  to  $1.5  billion  in 
revenues  through  an  Amway- 
style  army  of  independent 
sales  representatives.  By 
marrying  Excel's  distribution 
channel  with  Teleglobe's 
intercontinental  network,  the 
two  players  plan  to  extend 
Excel's  marketing  model  to 
other  countries  and  expand 
the  telecom  products  that 
Excel  reps  sell.  Teleglobe's 
Charles  Sirois,  44,  remains 
the  chief  executive  of  the 
merged  company,  while 
Troutt,  50,  stays  on  as  coo. 

ET  CETERA . . . 

■  Microsoft  made  a  killing  on 
the  $285  million  sale  of  digi- 
tal animator  Softimage. 

■  A  U.  S.  court  lifted  the  fda 
ban  on  Cholestin,  a  choles- 
terol-lowering supplement. 

■  Raytheon  picked  AlliedSig- 
nal  Vice-Chairman  Daniel 
Burnham  to  be  its  next  CEO. 

■  McDonald's  will  cut  23%  of 
its  Oakbrook  (111.)  headquar- 
ters staff. 
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IBM  S  390  PARALLEL  ENTERPRISE  SERVER  -  GENERATION  5" 

.  /ith  twice  the  power  of  its  high-end  predecessors,  the  new  CMOS-based  S/390  G5  enterprise  server  easily 
andles  the  largest  workloads  It  supports  UNIX''  Java '  and  hot  new  apps  like  SAP  R/3.  Baan'  PeopleSoft,  Oracle 
applications  and  Lotus'  Domino"  It  even  helps  reduce  cost  by  enabling  server  consolidation.  And  all  this  can  be 
run  as  a  single  enterprise  system.  Looking  to  do  business  on  the  Net?  The  S/390  server  offers  Parallel  Sysplex' 
technology  with  unsurpassed  99.999%  availability  and  bulletproof  security.  To  put  a  lot  more  server  behind 
your  enterprise  v  s  t  wvvw  s390  ibm  com/g5  IBM  S/390:  The  defining  standard  in  enterprise  computing. 


YOU  MIGHT  BUY  THE  IDEA 
THAT  A  LOT  OF  SERVERS 
CAN  DO  THE  JOB 
OF  THE  NEW  S/390  G5  SERVER. 


BUT  THEN  YOU*"' 
HAVE  TO  B 
A  LOT  OF  servers;]! 


\  Washington  Outlook 
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VICTORY  IN  NOVEMBER  WILL  BELONG 
rO  THE  PARTY  THAT  SHOWS  UP 


Election  '94  was  dominated  by  the  angiy  white  male;  '96  by 
the  soccer  mom.  Now,  campaign  '98  is  shaping  up  as  a 
fight  for  the  shoukler-slmigger.  With  Americans  lulled  by 
buoyant  economy,  tui'nout  this  fall  will  decide  who  controls 
18  House.  That's  why  old-fashioned,  get-out-the-vote  dri- 
es will  command  as  much  attention  as  slick  ad  blitzes. 
Pollsters  expect  only  1  in  3  of  those  eligible  will  vote — a 
jcord  low.  That  is  a  boon  for  Republicans:  Their  better-edu- 
ited  and  higher-earning  troops  ai-e  more  likely  to  trek  to  the 
)lls.  But  Democrats,  needing  just  11  more 
iats  to  reclaim  the  House,  are  targeting  mi- 
)rities  and  labor.  "We're  making  siu'e  oiu-  can- 
dates  don't  take  these  voters  for  gi-anted." 
,ys  Matt  Angle,  executive  director  of  the  Dem- 
■ratic  Congressional  Campaign  Committee. 
Democrats  don't  need  to  be  reminded  that 
I  £  GOP  swept  to  victoi-y  in  '94  on  a  surge  of 
!W  voters:  9  million  more  than  voted  for  Re- 
iblican  House  candidates  in  '90.  Although  gop 
i  iders  credit  the  Contract  With  America  for 
i  e  triumph,  party  strategists  say  a  crucial 
:tor  was  a  grassroots  campaign  to  draw  reli- 
Dus  conservatives  to  the  voting  booth. 
"F-YEAR  SLUMP.  A  back-to-basics  approach 
)0  suits  the  Democrats'  meager  budget.  The 
P  has  the  edge  in  funds  for  House  campaigns 
15  milhon  to  $23  million),  so  Democrats  are 
ncentrating  on  15  seats  where  more  Afi-ican 
nerican  votes  can  make  a  diffei-ence.  A  5%  rise  in  African 
nerican  turnout  could  swing  several  Republican  districts  the 
ler  way,  says  Democratic  strategist  Mark  Gersh. 
That's  no  easy  feat.  Tiu'nout  slumps  in  off-year  elections: 
3t  38.6%  of  eligible  voters  went  to  the  polls  in  1994,  down 
'I  m  49%  in  '96.  But  Democratic  pollster  Ron  Lester  says  "a 
,  al  of  40%  [of  black  voters]  is  reachable."  To  woo  more 
rican  Americans,  Democrats  are  dispatching  influential 
cks,  such  as  Representatives  Charles  B.  Rangel  of  New 


RANGEL:  Getting  out  the  vote 
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York  and  Maxine  Waters  of  California,  to  key  districts.  And 
taking  a  leaf  from  the  GOP  playbook,  Dems  are  putting  new 
focus  on  helping  low-income  voters  cast  cioicial  mail-in  ballots 
if  they  can't  leave  work  on  Election  Day. 

To  lift  Hispanic  turnout.  Democrats  are  stoking  Latino  ii-e 
over  GOP  measui'es  to  ban  affinnative  action,  cut  welfai-e  to  le- 
gal immigrants,  and  requii-e  English  in  government  offices. 
They  are  using  Spanish-language  media  to  get  their  message 
out.  And  they'll  be  blast-faxing  some  incendiaiy  comments  of 
GOP  hopeful  Robert  K.  Doman  of  CalifoiTiia,  re- 
garded by  many  Hispanics  as  a  Latino-basher 
Labor  is  the  other  key  to  the  Dems'  plan. 
Some  40%  of  union  members  aren't  registered 
to  vote — a  huge  opportunity.  The  afl-cio  plans 
to  spend  millions  more  on  labor  turnout  than  it 
did  in  '96,  when  half  of  a  $35  million  union 
war  chest  went  for  get-out-the-vote  efforts. 
Already,  300  union  field  coordinators — up  from 
135  in  '96 — are  fanning  out  nationwide.  They 
will  oversee  thousands  of  foot  soldiers,  many 
mobilized  in  California  this  spring  to  defeat  an 
anti-union  ballot  initiative.  "Labor  will  be  heav- 
ily involved,"  says  a  party  operative,  "but  it 
will  be  more  subtle  this  time  around." 

The  (;op  strategy?  Ride  the  coattails  of  pop- 
ulai'  govemoi-s  up  for  reelection,  such  as  George 
Pataki  in  New  York,  George  W.  Bush  in  Texas, 
and  Tom  Ridge  in  Pennsylvania.  "These  people 
have  huge  campaign  funds,"  says  Representative  John  Linder 
(R-Ga.),  who  heads  the  National  Republican  Congressional 
Committee.  Tlie  gop  also  aims  to  reenlist  the  Religious  Right 
by  pushing  such  issues  as  a  reduction  in  the  marriage  tax 
penalty  and  a  constitutional  amendment  to  allow  public-school 
prayer  "We  got  this  thing  innning  on  all  cylinders,"  says 
Christian  Coalition  Executive  Dii-ector  Randall  J.  Tate.  Now, 
if  it  can  just  drive  those  voters  to  the  polls. 

By  Amy  Borrus,  with  Aaron  Bernstein 


CAPITAL  WRAPUP 


GOP  SENATE  SWEEP? 


Republicans  have  set  their  sights 
n  a  record-setting  election  in  the 
enate  this  year,  gop  strategists  say 
le  party  should  capture  at  least  two 
id  as  many  as  six  seats  from  vulner- 
ile  Democrats.  If  Republicans  can 
id  their  current  55-45  majority  by 
1st  one,  they  will  boast  the  largest 
imber  of  senators  since  Herbert 
cover's  1928  landslide.  The  gop's 
•eam:  reach  a  filibuster-proof  60. 
he  party  hasn't  had  that  since 
}ddy  Roosevelt  was  President. 


PRODUCT-LIABILITY  REFORM 

►  After  20  years  of  snags,  product- 
liability  i-eform  looks  imminent.  The 
White  House  and  Senate  Republicans 
have  struck  a  compromise  that  Major- 
ity Leader  Ti-ent  Lott  (R-Miss.)  may 
bring  to  a  vote  in  July.  The  bill  falls 
far  short  of  backers'  original  goal:  It 
sets  a  $250,000  cap  on  punitive  dam- 
ages— but  just  for  companies  with 
less  than  $5  million  in  revenue  and 
fewer  than  25  employees.  Lobbyists 
want  Big  Business  to  go  along  with 
this  bill  and  try  for  more  latei'. 


SUPERSTEAMEDATGORE 

►  With  Republicans  and  Democrats  in 
Congress  close  to  a  deal  on  Superfund 
reform,  the  White  House  has  lost 
interest.  After  years  of  struggling  for 
a  compromise  plan  for  cleaning  up 
toxic-waste  sites,  lawmakers  from 
both  parties  are  fuming  that  they're 
being  tripped  up  by  Al  Gore.  The 
Veep  wants  to  nix  a  Superfund  deal 
so  he  can  attack  Republicans  as  anti- 
environmental.  Meanwhile,  the  clock 
is  ticking:  Superfund's  last  $2  billion 
will  run  out  by  the  end  of  1999. 


International  Business 


FRANCE 


A  QUIET 
REVOLUTION 

Shaking  up  the  GalUc  economic  model 


The  deal  was  a  mold-breaker.  In 
May.  French  Defense  Minister 
.■\lain  Richard  for  the  fii-st  time 
;.\\arded  a  naval  sliip-i-epaii"  con- 
uaci  to  a  pnvate  company  rather  than 
the  state-owiied  sliipyaixl  in  Toiilon.  Tlie 
S2  million  winning  bid  was  half  that  of 
the  state  shipyard,  and  the  company 
pi-omised  to  do  the  job  in  a  tliii-d  of  the 
time.  Toulon  workei*s  sti-uck  for  eight 
weeks  in  protest,  to  no  avail. 

A  quiet  i^evolution  is  sweeping  tradi- 
tion-bound Fi-ance.  whose  government- 
dominated  economy  looks  increasingly 
outmoded.  Until  now.  effoits  to  mod- 
ernize its  distinctive  welfare  state 
amounted  mainly  to  privatizing  the 
biggest  companies.  Xow.  the  forces  of 
globalization,  teduiologj-.  and  deregulat- 
ed markets  are  encouraging  reform- 
minded  French  people  to  change  the 
system  itself. 

A  small  but  growing  amiy  of  citizens 
want  to  shiink  the  states  ixtle.  i*evei*se  a 
pervasive  hostility  toward  entrepre- 
neui-s.  and  erase  the  handout  mentality 
that  is  ingi-ained  in  French  society.  Tlie 
fighting  forces  come  fi-om  eveiy  walk 
of  life,  fi-om  entrepreneuiv  and  shai-e- 
holder  acti\'ists  to  government  officials 
and  labor  leadei-s.  They  have  little  in 
common  except  the  belief  that  France 
must  rethink  the  eentiuies-old  econom- 
ic model  it  has  held  so  deai-.  "France  is 
the  onlv  countn^  that  still  has  its  head 


in  the  1970s."  says  Cluistian  Saint-Eti- 
enne.  a  Paiis-based  economist. 

Even  Piime  Minister  Lionel  Jospin, 
scheduled  to  amve  in  \\'asliington  on 
Jiuie  IS  for  a  state  \isit  with  Pi*esident 
Bill  Clinton,  has  begun  injecting  the 
concept  of  "modeiTiizing  France"  into 
his  speeches.  His  Socialist  government 
has  sold  off  more  state  companies,  be- 
gun reversing  laws  that  hobble  new- 
businesses,  called  for  education  refomis. 
made  the  Internet  a  national  priority, 
and  slashed  the  number  of  jobs  public 
officials  can  hold  at  one  time. 
SLOWLY  BUT  SURELY.  The  country  is 
fai-  from  embracing  U.  S.-style  capital- 
ism. But  advocates  of  refonn  ai"e  tiuTi- 
ing  up  the  heat  on  .Jospins  goveiTuiient. 
A  top  priority,  they  believe,  should  be 
shiinidng  government  outlays  fi-om  54*7 
of  gi-oss  domestic  product  today  to 
somewhere  ai-ound  47*^.  Tliat  would  still 
exceed  public  spending  m  the  U.  S.  and 
Britain  but  would  represent  a  major 
shift  for  France.  Advocates  of  change 
also  want  a  more  flexible  labor  market, 
in  wiiich  c-ompanies  can  negotiate  intli- 
vidually  or  by  sector  rather  than  being 
bound  by  rigid  national  laws. 

A  new  generation  of  executives  wants 
to  replace  the  worker-vs.-capitalist  en- 
mity in  Fi-ance  with  a  more  democratic, 
motivating  relationship  that  spreads 
wealth  tlu-ough  employee  shai'eholding. 
Dining  a  i-ecent  public  offeiine  of  shares 


Advocates  of  reform  are 
putting  pressure  on  Paris  to 
shrink  government  spending, 
make  labor  markets  more 
flexible,  and  embrace  startups 

JOSPIN:  -MODERNIZING  FRANCE"  IS  A  PRIORITY 


in  industrial  giant  Saint-Gobain.  a  a  ■ 
prising  -iffc  of  the  company's  blue-co  5;  • 
workei-s  bought  stock.  "Tlie  model  1 1 , 
makes  Micresoft's  employees  so  ha]  r- 
could  be  transplanted  to  France."  s  f  .  _ 
CEO  Jean-Louis  Befta.  r.  --. 

The  re  fennel's  face  daunting  re  j  .^T, 
tance.  Xeaiiy  25'~<r  of  French  worh  j.,," 
ai'e  employed  by  the  state.  reeei\  ij/' 
generous  pay.  benefits,  and  eaiiy-ret  . 
ment  packages.  Politicians  push  ta^ 
ever  liigher  to  fund  the  coimtiys  bs  3^,.,.. 
i-upt  social  secmity  system,  rather  t  t^-V' 
refomi  it.  Unionized  ci\il  ; 
\  ants  in  the  transponation 
tor  regulaiiy  shut  France  d< 
with  nationwide  strikes.  ^ . 
nianding  pay  hikes  and  rei} 
:ng  any  benefit  cuts.  Unf^ 
plojTiient  compensation  ifit 
iiigh  that  taking  a  minimf 
wage  job   is  unecononvjf 
Overall,   only   3STf  of 
French  population  works,  v, 
weighted  avei^age  of  48^  in 
U.  S..  Japan,  and  Geimany 
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t  the  forces  of  globalization 
se  to  erode  the  state's  stubborn 
lith,  slowly  but  surely.  The  Euro- 
Union's  evolution  into  a  single 
it,  in  which  each  member  must 
;te  with  the  others  for  capital  and 
is  exposing  France's  sclerosis.  Al- 
in  preparing  for  European  mone- 
Jiion  on  Jan.  1,  1999,  member  gov- 
•nts  have  had  to  benchmark  their 
health  against  not  only  the  Eu's 
^ng  criteria  but  also  against  each 
That  Eiu'opewide  competition  will 


increasingly  galvanize  French  reform. 

Union  leaders,  too,  quietly  admit  that 
monetary  union  will  change  work  mles 
by  making  countries  compete  for  in- 
vestment with  attractive  labor  markets. 
A  watershed  of  sorts  was  reached  on 
June  9  when  Aii*  France's  stiiking  pilots 
accepted  a  deal  that  gives  them  a  choice 
between  a  seven-yeai"  wage  &-eeze  and  a 
15%  pay  cut  offset  by  share  ownership. 
The  pact,  wliich  will  save  Aii-  France  $6 
billion  in  personnel  costs  over  seven 
yeai's,  was  proof  that  France's  labor  tra- 


ditions are  giving  way  to 
economic  reality. 

Even  some  govern- 
ment enterprises  are 
bucking  the  system — be- 
hind closed  doors.  In  the 
early  1990s,  state-owned 
Company  X  needed  mas- 
sive restructuring  and 
layoffs  to  survive.  At  a 
meeting  at  its  Paiis  head- 
quarters, union  leaders 
said  they  would  negoti- 
ate, on  the  condition  that 
management  keep  their 
agreement  secret.  Not  a 
word  was  leaked  to  the 
press.  Over  the  next  sev- 
eral years.  Company  X 
shed  neai-ly  half  its  40,0()0 
workers  without  a  strike. 
It  has  expanded  interna- 
tionally and  gets  70%  of 
sales  from  exports.  To 
^  this  day,  few  outsiders 
J|H  know  about  the  layoffs. 

TECH  LOOPHOLE.  At  pri- 
^  vate  French  companies, 
1  management    is  brain- 
storming to  find  ways 
ai'ound  baniei-s  to  growth. 
Take  the  example  of  a 
new  law  that  shortens  the 
French  workweek  to  85 
hours  starting  in  2000, 
from  39  now.  Global  soft- 
ware companies,  whose 
programmers  often  log  60 
to  70  hours  a  week,  would 
•  have  to  flee  France  to  re- 

main competitive.  So  some  CEOs  will  by- 
pass the  law  with  technology,  giving  em- 
ployees personal  computers.  E-mail 
softwai'e,  and  remote  access  to  the  com- 
pany's network.  "Oiu*  people  will  be  able 
to  work  35  hours  in  the  building  and 
ai'ound  the  clock  ft-om  home,"  says  the 
CEO  of  one  technology  company. 

Indeed,  the  need  to  nurture  French 
technology  staitups  to  create  jobs  could 
become  one  of  the  most  poweiful  tools 
for  dismantling  the  old  state-dominant 
French  model.  Faced  with  a  clironic  un- 


Where  the  Winds  of  Change  Are  Blowing 
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RESTRUCTURING 


LABOR  GIVEBACKS 


MONETARY  UNION 


HIGHTECH 


jpreneurs  number 
about  1  million, 
oung  founders  of 
;rowth  companies 
)bbying  together 
ss  regulation 
awer  taxes. 


Executives  are  making 
shareholder  value  a 
priority,  circumventing 
stifling  work  rules, 
and  creating  pay- 
for-performance 
compensation  schemes. 


Renegade  union  bosses 
are  forging  agreements 
on  a  company-by- 
company  basis,  steering 
workers  into  flexible 
contracts  that,  over  the 
long  run,  could  save  jobs. 


The  imminent  single 
currency  has  already 
forced  industry  to  get 
in  fighting  trim.  Now, 
the  French  government 
must  compete  with 
others  in  the  EU. 


Government  researchers 
are  being  encouraged 
to  launch  technology 
startups,  and  large 
companies  are  no  longer 
the  focus  of  state 
R&D  spending. 


International  Busin 


employment  rate  hovenng  around  I29c. 
government  officials  have  little  choice 
but  to  pay  closer  attention  to  entrepre- 
neurs' needs.  That's  encoiu'aging  young 
companies  to  fight  for  change. 

Croissance  Plus  (Growth  Plus),  a  one- 
year-old  lobbying  group  made  up  of 
growth  companies  and  venture  capital- 
ists, was  founded  to  foster  a  business 
climate  more  favorable  to  Silicon  Valley- 
type  startups.  The  gi-oup  already  has 
persuaded  the  government  to  eradicate 
for  young  companies  the  social-welfare 
charges  that  were  slapped  on  top  of 
capital  gains  taxes  on  stock  options.  Al- 
together, such  taxes  and  charges  had 
amounted  to  120%. 

The  message  is  getting  through  to 
some  top  officials.  Finance  Minister  Do- 
minique Strauss-Kalin  and  Teclinology  & 
Education  Minister  Claude  Allegre  are 
working  to  make  France  friendlier  to 
entrepreneurs.  Besides  the  elimination 
of  payroll  taxes  on  stock-option  gains 
at  companies  less  than  15  years  old, 
they  have  promised  to  change  laws  pro- 
hibiting scientists  fi-om  holding  shai'es  in 
companies  they  collaborate  with.  That 
should  help  boost  technology  transfer 
fi'om  public  institutes  to  stailup  compa- 
nies and  improve  commercialization  of 
breakthroughs  that  traditionally  have 
failed  to  leave  French  labs. 
HIGH  TAXES.  French  entrepreneurs  are 
relieved  that  the  government  has  finally 
begim  to  address  their  concerns,  but 
they  insist  Jo.spin  has  not  yet  tackled 
their  biggest  problems:  high  taxes  and 
the  rigid  labor  market.  Total  labor  costs 
in  France,  including  social-welfare 
charges,  amount  to  $16.91  an  horn-,  vs. 
$11.64  in  Spain.  As  the  single  cun-ency 
makes  such  discrepancies  moi-e  obvious, 
pressiu'e  on  the  government  will  mount. 

Jospin  has  a  rai-e  oppoitunity  to  tack- 
le tough  stnactural  reforms  while  eco- 
nomic growth  can  ease  the  pain  of  cut- 
backs in  benefits.  The  French  economy 
is  expected  to  gi'ow  2.8%  in  1998  and 
3%  in  1999.  "It's  a  window  of  opportu- 
nity that  won't  last,"  warns  Pascal 
Brandys,  founder  and  cEO  of  Genset,  a 
$16  million  French  biotech  company  that 
is  listed  on  XAsruQ. 

The  wrenching  restioicturing  the  pri- 
vate sector  has  already  gone  through 
in  the  name  of  global  competitiveness  is 
likely  to  put  the  public  sector  thi-ough 
an  equally  jolting  shakeup.  "We  are  at 
the  end  of  the  first  wave  of  transfoi-ma- 
tion  and  the  beginning  of  the  second 
wave,"  says  Bnmo  Roger,  a  pailner  at 
Lazard  Freres  in  Paris.  For  the  troops 
toiling  for  change  in  France,  that's  the 
battle  cry  of  the  future. 

By  Gail  Edmondson  hi  Paris 


GERMANY 


PC  HEAVEN- 
FOR  CONSUMERS 

An  industiy  shakeout  is 
under  way  as  prices  plunge 

Andreas  Kreutzer,  a  39-yeai-old  tele- 
com consultant,  heads  into  the 
Schadt  Computertechnik  store  in 
Aachen,  Germany,  ready  to  bargain  for 
a  rock-bottom  price.  He's  looking  for  a 
personal  computer  with  an  Intel  Corp. 
Pentium  II  chip,  64  megabytes  of  ran- 
dom memoi-y,  and  a  3.6-gigabyte  hard 
disk.  Wincing,  the  salesman  offers  a 
Schadt-assembled  Proline  computer  for 
$890.  Not  good  enough.  Kreutzer  heads 
off  to  check  deals  at  rival  stores. 

The  era  of  cheap  computers  has  ar- 
rived. Macliines  selling  for  under  $1,000, 
including  value-added  tax  but  exclud- 
ing monitors,  have  gi-abbed  a  30%  share 
of  Europe's  retail  market  and  are  fuel- 
ing a  PC  buying  boom.  Across  Eiu'ope, 
PC  sales  soared  26%  in  the  first  quarter, 
compared  with  last  year,  according  to 
Dataquest  Inc.  But  the  price  wars  are 
sparking  a  shakeout  among  PC  makers 
and  retailers — as  they  did  in  the  U.  S., 
where  cheap  PCs  took  off  last  year.  Says 
Fujitsu  Em-ope  ceo  Winfiied  Hofftnann: 
"Before  this  is  over,  there'll  be  a  lot  of 
blood  on  the  table." 

Much  of  the  pressure  is  coming  fi-om 
suiprising  places.  French  and  Belgian 
h^^jennai'kets  such  as  Cairefour  and  GB 
and  German  supemiarkets  such  as  Aldi 
Food  and  Lidl  are  selling  PCs  next  to 
aisles  of  tomatoes.  "The  food  stores  use 
computers  as  loss  leaders  to  get  cus- 


BERLIN  STORE 


Vobis,  which 
assembles 
and  retails 
PCs,  may  be 
for  sale 


tonitTs 


store,"  says  Sami 
Ayoub,  managing 
director  of  Maxima, 
Belgium's  No.  1  PC 
retailer.  When  Aldi 
recently  offered  a 
modestly  powered 
computer  for  $600, 
the  chain  sold  100,000  imits  in  two  d 

While  prices  ai"e  sinking  eveiywH 
the  fiercest  battle  is  in  Germany.  H 
retailers  sold  1.25  million  PCs  in  the! 
quarter.  Two-thirds  were  unbrail 
clones.  Over  the  same  period,  Conj 
Computer   Corp.,   Europe's  maj 
leader,  gi-abbed  only  8%  of  GemnaJ 
sales,  vs.  17%  in  Britain.  Some  coa 
nies  are  suiTendering.  Siemens-Ni^j 
recently  sold  its  PC  manufacturing 
to  Taiwan's  Acer,  while  the  Netherl^ 
Tulii3  declared  bankinptcy. 
TOUGH  TIMES.  The  competition  hai 
parently  hit  Germany's  4,000  clone| 
ers.  Industiy  wags  say  Vobis,  the 
player  with  more  than  19%  of  the 
ket,  has  been  put  up  for  sale  bj 
owner,  the  retailer  Metro.  Vobis  '] 
run   loss   leaders   like  Aldi," 
Dataquest  analyst  Thomas  Reunerj 
bis  and  Metro  officials  decline  to 
ment.  Analysts  also  question  wh^ 
Vobis  and  other  clonemakers  can 
to  build  and  retail  Pes  in  this  ma| 
"You  have  to  be  an  assembler  or 
taller,  not  both,"  says  Maxima's  Aj 

Meanwhile,  in  Aachen,  consul 
Kreutzer  decides  against  buyincf' 
$890  computer  at  the  Schadt  stm 
found  a  sirmlai'  configiu~ation  $150  ca. 
er  down  the  street,"  he  tells  the  ^ 
man.  In  today's  European  com]|* 
mai'ket,  the  consumers  ai-e  the  wirie 
By  William  Ech  s 
in  Aachen,  (h-nt 
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International  Business 


RUSSIA 


WILL  THE  RUBLE 

BRING  DOWN  THE  BANKS? 

A  devaluation  could  shatter  Russia's  financial  system 


For  Russian  bankers,  these  ai'e  nail- 
biting  times.  Week  after  week,  as 
the  government  attempts  to  sell  Si 
bilhon  or  more  in  Treasiu'v  bills  to  roll 
over  its  massive  debt,  speculation  flares 
over  whether  a  devaluation  of  the  Russ- 
ian ruble  is  inevitable.  Now  trading 
around  6.2  to  the  dollar,  the  cur- 
rency is  under  severe  pressui'e 
as  jitterj'  investors  flee  Russian 
markets.  Only  emergency  loans 
or  aid  fi'om  the  West  will  pre- 
vent a  collapse  of  the  T-bUl  mai*- 
ket  and  the  luble,  investors  and 
financiers  wam. 

Russian  bankers  are  particu- 
larly worried  because  a  ruble 
devaluation  of  20%  or  more 
threatens  to  wipe  out  their  en- 
tire banking  system.  Even  be- 
fore the  Asian  flu  spread  to  Rus- 
sia, many  of  the  countiy's  banks 
were  short  of  cash.  Now,  plung- 
ing stock  and  government  bond 
mai'kets  are  devastating  a  key 
source  of  their  earnings.  The 
weakening  ruble  is  making  it 
hai'der  for  banks  to  pay  off  $.500 
million  worth  of  sjTidicated  loans 
that  come  due  by  August.  Worst 
of  all,  the  banks  ai'e  on  the  hook 
for  some  .S200  billion  in  hard- 
cuiTency  fonvard  contracts  with 
Western  investors — a  huge  bet 
that  the  ruble  will  keep  trading 
at  about  its  current  rate.  "If 
there  is  a  devaluation,  practical- 
ly every  bank  will  go  bust," 
warns  Lev  N.  Makarevich,  ana- 
lyst at  the  Association  of  Russ- 
ian Banks  in  Moscow. 
LOST  FAITH?  A  devaluation  and 
banking  crash  would  be  a  huge 
blow  to  the  Russian  economy. 
That's  true  even  though  only  a 
minority  of  Russians  have  bank 
accounts,  preferring  to  keep 
money  under  the  mattress  or  in 
the  state-controlled  Sberbank, 
which  the  government  would 
never  allow  to  fail.  A  devalua- 
tion would  reignite  inflation  and 
kill  the  limited  faith  Russians 
have  in  recent  years  built  up  in 
the  ruble.  "We  would  hve  in  a 
different  financial  svstem.  The 


government  might  nationalize  some 
banks,"  predicts  Alexei  Vedev,  chief 
economist  of  Moscow's  Dialog  Bank. 

The  only  silver  lining  of  a  shakeout 
might  be  that  stronger  institutions  could 
emerge  over  time.  Many  of  Russia's 
1,700  banks  have  made  their  money  by 

m.  


PERILS  FACING  RUSSIAN  BANKS 


WEAK  RUBLE 


Strains  banks'  ability  to  repay  hard-currency 
loans  from  the  West  and  cover  dollar-fomard 
contracts.  Up  to  $200  billion  in  contracts  are 
coming  due  in  the  next  few  months. 


PLUNGING  MARKETS 


Devastate  banks'  stock  and  bond  portfolios 
even  as  pressure  grows  for  banks  to  sell 
investments  that  would  raise  cash  to  meet 
clients'  needs  and  regulator^'  requirements. 


RISING  INTEREST  RATES 


Likely  to  boost  nonperforming  loans  just  as 
lucrative  fees  for  government  deposits,  bein^ 
shifted  to  a  new  federal  Treasury,  are  lost. 

DATA  BUSINESS  WEEK 


GAMBLE: 

Many  banks 
make  money 
by  speculating 


speculating  in  cun-ency  or  high-\ield  >- 
cmities  rather  than  by  taking  depose 
and  making  loans.  That's  why  the  C'i- 
tral  Bank  aims  to  cut  the  numbenf 
Russia's  banks  to  200  thi'ough  merg* 
or  closures  over  the  next  few  years.*. 

For  now,  though,  banks  are  serai 
bling  to  boost  theu^  hquidity.  Many  h^ 
begun  to  sell  off  ruble  assets  such  asP- 
bills  and  stocks — often  at  a  loss, 
funds  go  to  bujing  dollai-s  so  banks 
make  theii-  scheduled  pa\Tnents  on  sj 
dicated  loans.  Even  so,  Tokobank.  on 
Russia's  biggest  banks,  has  failed 
make  international  settlements  on 
least  $20  million  of  its  $320  millio 
foreign  loans.  The  Central  Bank  t 
over  management  of  the  bank  on  Ma; 
EXPORTING  GOLD.  The  banks  are  j 
moving  now  to  take  advantage  of  ] 
yeai''s  government  decision  to  break 
Central  Bank's  monopoly  on  precic 
metals  exports.  Oneximbank — Russ 
fourth  largest — became  the  first  b 
to  export  gold  in  late  May.  Oneximb 
won't  give  details,  but  reports  in 
Russian  press  say  the  bank  has  exp< 
ed  one  metric  ton  of  gold  and  12  me 
tons  of  silver  in  rec 
weeks.  An  official  fi 
the  Association 
Russian  Banks 
diets  Russian  ba 
could  export  a  total  of  10  metric  ton 
gold  in  1998.  That  would  be  worth  al 
$760  miUion  at  today's  prices. 

The  biggest  cloud,  however,  ha 
over  the  Ti-easur\'-bill  market.  Not 
have  Russian  bariks  relied  on  the  ru 
denominated  notes  for  chunks  of  t 
profits,  but  they  have  also  earned 
fees  by  helping  Western  investors — - 
flocked  to  the  market  last  year — he 
their  currency  risk.  To  guarantee 
yield  in  dollai-s,  investors  bought  do 
forward  contracts  from  Russian  ba 
Although  no  one  knows  the  e; 
amount,  analyst  Tim  Dooley  at  bro 
age  Flemings  in  London  estimates 
the  banks  could  have  $198  billion  in 
ward  contracts  still  outstanding.! 
hedge  their  own  risk,  Russia's  la:p 
banks  bought  currency  options  fl 
small  and  midsize  banks.  Now,  irfc 
feet,  the  banking  system  risks  coUapi 
in  a  domino  effect. 

That's  why  leading  bankers  wilb 
watching  warily  as  the  InternatiA 
Monetary  Fund  and  Russia's  govjl 
ment  haggle  over  terms  of  emergf 
aid.  If  a  package  comes  through  f 
Russia's  markets  calm  down,  the  hi 
will  gain  breathing  space.  Then  the  a 
will  be  on  them  to  get  their  finaa 
houses  in  order  before  it's  too  late 
By  Patricia  Kranz  in  Mo 
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span's  leading  telecom  provider  —  NTT  —  has  been  connecting  people  and  businesses  witti  cutting- 
dge  services  for  over  1 00  years.  Today,  our  Global  Systems  Integration  Services  provide  failsafe  solutions 
ir  end-to-end  corporate  connections  around  ttie  planet.  And  our  Arcstar  Global  Communications 
arvices  unite  major  cities  across  thie  U.S.,  Europe  and  Asia  witti  hiigti-speed  infocommunicatlon 
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'^CirCStai  r        endure:  we're  here  to  bring  people  together,  now  and  for  generations  to  come. 
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Otis 


Carrier 


Pratt    &  Whitney 


S  i  k  0  r 


a  workforce  should  be 


trained  to  win 


(on  circuits  like  this). 


The  information  revolution 
has  put  market  competition  into 
overdrive.  Now  more  than  ever,  the 
race  belongs  to  the  smartest.  Read: 
skilled,  schooled,  possessing  pedal- 
to-the-metal  determination. 

United  Technologies  fast-tracks 
its  employees  by  investing  over 
$50  million  each  year  in  its  Employee 
Scholar  Program.  Tuition,  books, 
paid  time  off  for  people  aiming  at 
a  degree.  And  a  generous  stock 
award  on  graduating. 

As  far  as  we're  concerned, 
simply  cruising  through  the  information 
revolution  is  the  same  as  standing 
still.  So  that  leaves  only  one  other 
course  of  action. 


(in  ilton  Standard      UT  Automotive 


United 

Technoloqies 
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COMMENTARY 


By  Manjeet  Kripalani 


INDIA  DIDN'T  COUNT  ON  THIS  AFTERSHOCK 


Go  nuclear — good  things  will  hap- 
pen. That  was  the  strategy  of 
Bharatiya  Janata  Party's  newly 
installed  coalition  government  in  In- 
dia. The  decision  to  detonate  a  nu- 
clear device  was  supposed  to  raise 
India's  international  stature  and  cow 
Pakistan  and  China.  At  home,  the 
show-  of  strength  would  give  the  bjp 
the  popularity  it  needed  to  push 
through  economic  reforms. 

So  much  for  brilliant 
ideas.  Three  months  into 
its  teiTO,  the  bjp  govem- 
ment  is  already  losing  its 
credibility.  It  has  failed  to 
capitalize  on  its  laigh  pop- 
ularity ratings  after  the 
nuclear  tests,  politically  or 
economically.  India's  inter- 
national image  has  suf- 
fered grave  damage,  and 
foreign  investors  are 
wary.  At  home,  the  par- 
ty's um-uly  coalition  part- 
ners are  thi'eatening  the 
government's  stabihty. 
And  the  momentum  for 
reforms  begun  in  1991  has 
ground  to  a  halt. 

The  list  of  damages  is 
long.  Many  disillusioned 
Indians  feel  that  superior  Pakistani 
diplomacy  since  the  tests  has  turned 
China  into  an  open  champion  of  Pak- 
istan's position.  President  Clinton  is 
even  suggesting  that  Cliina  be  party 
to  India-Pakistan  negotiations  and 
play  the  role  of  policeman  for  Asia. 
That  could  create  a  genuine  security 
risk  for  India,  which  sees  China  as  a 
hegemonic  power 

TARGET  OF  OPPORTUNITY.  A  week  af- 
ter the  nuclear  explosions,  J.  Jayala- 
litha,  a  fonner  actress  and  party 
leader  who  holds  the  key  to  some 
crucial  seats  in  the  coalition,  took  the 
first  shot  at  the  bjp.  She  resumed 
her  threat  to  withdraw  her  party's 
support  if  the  bjp  did  not  dismiss  the 
current  govej-nment  in  her  home 
state  of  Tamil  Nadu,  which  is  press- 
ing corruption  charges  against  her. 
Two  other  allies — from  Bengal  and 
Orissa — are  pi'essing  their  naiTow 
state  interests,  aJid  they  may  also 
bolt  from  the  coalition. 

On  the  economic  front,  the  bjp  has 


failed  to  exploit  the  postnuclear  eu- 
phoria to  do  something  substantive. 
Investors  were  hoping  for  an  end  to 
subsidies  that  suck  up  precious  pub- 
lic funds.  In  its  June  1  budget,  the 
BJP  actually  proposed  big  cuts  in  fer- 
tilizer subsidies  and  raised  fuel  prices 
to  market  levels.  But  so  weak  is  the 
coalition  that  when  opposition  parties 
protested.  Finance  Minister  Yash- 


EARLY  APPLAUSE 

A  Muslim  leader 
congratulates 
Prime  Minister 


want  Sinha  immediately 
backed  dowTi,  reducing 
the  subsidy  cut  by  half 
and  dropping  the  fuel 
hikes,  sa\ing  only  that 
they  were  mistakes. 

The  government's  vac- 
illating pohcies  have  sent 
the  stock  market  plung- 
ing 30%  since  June  1.  The  rtipee  has 
depreciated  7%  against  the  dollar.  In 
the  fu-st  week  of  June  alone,  $130 
milhon  of  foreign  portfolio  money  left 
India.  Bharat  Shah,  chief  investment 
officer  for  Birla  Capital  International, 
says  the  blow  to  the  economy  is  even 
gi-eater  given  that  Indian  companies 
have  finally  begun  to  shake  up  man- 
agement and  restructure  their  busi- 
nesses to  meet  global  standards. 
Now,  they  cannot  tap  overseas  in- 
vestors for  the  capital  and  technolo- 
gy they  need. 

Meanwhile,  executives  wait  anx- 
iously for  the  start  of  the  sanctions 
imposed  by  the  U.  S.  after  the  tests. 


The  Group  of  Eight  has  said  it  will 
block  aid-agency  loans  for  India — a 
sign  that  U.  S.  diplomacy  to  get  back- 
ing for  additional  sanctions  is  work- 
ing. The  World  Bank  defeiTed  $1  bO- 
lion  in  new  loans  in  the  last  month. 
Combined  with  the  absence  of  a 
strong  budget,  the  impact  of  sanctions 
could  cut  economic  gi'owth  to  4%,  far 
too  weak  to  create  needed  jobs.  And 
inflation,  which  had  been 
tame  at  4.5%  annually, 
should  jump  to  10%. 
DEATH  WATCH?  The  BJP  re 
acts  with  tj^pical  bravado, 
sajing  sanctions  will  only 
help  India  become  "self-re 
liant."  But  India  has  been 
trying  to  get  self-reliant 
for  50  years  without  suc- 
cess. Rival  parties  are  set 
to  pounce.  Congi'ess  Party 
political  analyst  Rajiv 
Desai  says  his  party  is 
waiting  on  the  sidelines, 
watching  as  the  bjp  "dis- 
credits itself  and  falls  upo 
its  own  contradictions." 

Most  wonisome  is  the 
prospect  of  a  bjp,  desper- 
ate to  retain  popularity, 
making  another  aggi'essiv* 
move.  One  tactic  sure  to 
arouse  popular  passion: 
building  a  Hindu  temple 
on  the  site  of  a  destroyed 
mosque  in  Ayodhya,  in 
.  -rj      .  p,      north  India.  This  is  a  stat- 

A.  a.  Vajpayee  alter     ^^^^        p^^^^  g^^g^ 

the  nuclear  test       if  such  a  move  could  trig- 
ger massive  stiife  betweei 
India's  Hindus  and  its  100  milhon 
Mushms.  Although  a  bjp  manifesto 
claims  the  party  will  abide  by  a 
court  decision  on  the  matter,  one 
party  spokesman  says  he  has  no 
doubt  "the  law  will  be  on  our  side." 
.-Uready,  masons  are  working  on  the] 
columns  and  plinths  of  a  gi-and  whiti 
marble  Hindu  temple  in  a  factorj' 
near  Delhi.  They  are  destined  for 
Ayodhya.  The  political  fallout  of  that 
event  would  be  far  worse  than  that 
of  a  nuclear  test.  India,  it  seems,  is 
not  learning  from  its  mistakes. 


Kripalani  covers  business  and 
politics  from  Bombay. 
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How  to  get  a  10,000-person 
organization  acting  like  a  small 
hungry  band  of  entrepreneurs. 

Technology  has  the  abilityto  become  the  great  equalizer. 

Small  businesses  can  seem  like  much  larger  ones.  And  perhaps  more 
incredibly,  large  businesses  can  actually  be  as  fast  and  nimble  as  much 
smaller  ones. 

MH  eAdmpie  Your  customer  asks  if  you  can  ship  next  week  instead  of  next 
month.  Can  you?  Is  it  possible  to  book  the  extra  cargo  flights?  Can  your 
vendors  comply  with  the  new  schedule?  Does  Sales  need  to  adjust  the 
price  to  cover  the  changes?  Can  your  customer  absorb  the  overages  within 
your  current  contract?  How  did  the  Southeast  Asia  sub  handle  it  when  they 
had  a  similar  situation  last  year? 

You'll  need  to  know  all  these  things,  right  now. 

A  Digital_Nervous_System  can  help. 


^.  1998  Microsoft  Corporation.  All  f  gnts  reserved.  Microsoft,  BackOffice,  WHere  do  you  want  to  go  toda/'  and  Wmdovvs  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  c< 


A  Digital_Nervous_Sy£ 
to  make  informatio 
act  faster  and  cios 
and  vendors. 

It's  not  something  that  comes  in  a  box. 


You  build  your  own  Digital_Nervous_System,  over  time,  to  meet  the  unique 
and  changing  needs  of  your  company. 

The  foundation  of  any  Digital_Nervous_System  is  software  that  acts  alike, 
works  alike,  thinks  alike.  Microsoft'  Windows;  Office  and  BackOffice^ 
provide  an  ideal  foundation  for  a  Digital_Nervous_System  because  we  built 
them  from  the  ground  up  to  work  with  each  other,  as  well  as  with  an 
industry's  worth  of  applications. 

With  a  Digital_Nervous_System,  you  act  like  a  small  business  because  all 
the  critical  decisions  can  be  made  as  if  you're  all  in  the  same  room. 

Yet  you  still  have  all  the  resources  of  a  bigger  business. 

Everyone  on  the  same  page.  Everyone  hungry.  Things  just  work. 


Where  . 


Microsoft 


www.microsoft.com/digital_nervous_system/ 
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CAN  THIS  MAN  KEEP  ULSTER 
ON  THE  ROAD  TO  PEACE? 


A! 


i-uddy-faced  man  in  a  dark,  pin-striped  suit  leads  a  small 
band  of  politicians  through  Bangor,  a  peaceful,  mostly 
I  Protestant,  seaside  town  in  Northern  Ireland.  David 
Ti-imble,  leader  of  the  Ulster  Unionist  Party,  is  campaig-ning 
for  the  Northern  Ireland  Assembly  elections  on  June  25.  He 
assures  worried  voters  that  the  Apr.  9  peace  deal  was  a  big 
win  for  those  who  want  to  keep  the  province  British.  "Tlie  re- 
publicans have  been  outmaneuvered,"  he  tells  an  elderly  cou- 
ple in  confidential  tones. 

Belfast's  top  republican,  Sinn  Fein  President  Geny  Adams, 
grabs  most  of  the  media  attention.  But 
the  53-year-okl  Trimble  is  Northern  Ire- 
land's pivotal  figiu-e.  He  confounded  ob- 
sei-vers  by  gambling  on  the  peace  deal 
despite  opposition  from  other  leaders 
of  his  party.  Then,  he  persuaded  his 
mainly  Protestant  following  to  back  the 
deal  massively  in  a  referendum.  Now, 
Trimble  is  set  to  become  First  Ministei- 
of  a  provincial  government  that  will 
take  back  local  administration  fi'om  Lon- 
don next  year. 

Tiimble  faces  a  delicate  task  in  main- 
taining the  momentum  toward  perma- 
nent peace.  Given  the  long  and  bitter 
troubles  in  Northeni  Ireland,  the  political  situation  still  could 
go  badly  avny.  Tlie  government  would  be  pai-alyzed  if  enough 
Protestant  opponents  of  the  peace  deal  win  Assembly  seats, 
for  example.  Besides,  this  summer's  season  of  traditional 
sectarian  maix-hes  could  turn  violent. 

TOURIST  BOOM.  Moreover,  after  25  years  of  direct  lule  from 
London,  few  politicians  in  Northern  Ireland  have  any  expe- 
rience in  government.  Ttimble,  a  former  law  professor,  does 
not;  only  two  candidates  for  the  108  Assembly  seats  do. 
Business  wonies  about  his  sketchy  economic  progi'am,  al- 
though he  argues  that  return  of  full  democracy  will  spur  in- 
vestment, ".lust  getting  a  government  uj)  and  iimning  will  be 
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TRIMBLE:  Set  to  become  First  Minister 


the  main  achievement,"  he  says.  "Policy  issues  ai'e  secondar  oi 

He  may  be  right.  Investment  will  come  in,  provided  t 

peace  process  continues.  A  tourism  boom  is  in  the  can 

And  multinationals  ai"e  drawn  to  the  pi-ovince's  skilled  and  r 

atively  cheap  workforce. 

Despite  the  strains  that  show  in  his  face,  Tiimble  keep; 

sense  of  humor  Asked  if  he  plays  golf  on  the  lush  cours 

around  Belfast,  Tiimble  replies:  "I  have  no  healthy  pui'suit 

But  life  in  the  province  is  no  joke.  Tiimble  says  some 

the  residents  of  his  own  Poitadown  constituency  ai'e  so  ang 

about  the  peace  deal  that  it  is  not  s; 

for  him  to  visit  parts  of  it. 

Behind  the  scenes,  though,  Tiiml 

is  forging  links  that  will  help  him  wii 

power,  notably  with  the  Social  Den 

cratic  &  Labour  Paily  (sdlp),  the  ma 

stream  paity  of  the  Catholic  minorityj 

the  election  goes  as  expected.  No 

ern  Ireland  will  be  nm  by  a  coalitio: 

his  Lllster  Unionists  and  the  sdlp 

How  Adams  and  Sinn  Fein — lik 

fomih-place  finishers  in  the  election 

in  is  unclear.  Tiimble  is  adamant  t 

republicans  won't  get  any  ministe 

posts  until  they  renounce  violence 

ambiguously.  The  Irish  Republican  Army  is  signaling  tha 

is  willing  to  destroy  its  arms.  Still,  for  republicans,  the  pr; 

lem  remains  that  the  peace  deal  falls  far  short  of  the  uni 

Ireland  they  desired.  "It  is  a  historic  defeat  [for  ther 

says  Paul  Bew,  professor  of  Irish  history  at  Queen's  Univ 

sity  of  Belfast. 

But  Tiimble  may  succeed.  Few  analysts  thought  he  c^ 

drag  his  party  as  far  as  he  has  toward  peace.  Despite 

tough  talk,  he  clearly  has  vision  and  political  skm.  It  would 

smart  for  Tiimble,  as  leader  of  the  winning  side,  to  be  as  g 

erous  as  his  constituents  will  allow.  jit  tl 

Btj  Stanley  Reed  in  Bangor,  Nortltern  Irek.,.:,^ 

-  '■'■(iii, 


GLOBAL  WRAPUP 


POLL  SHOCK  iN  AUSTRALIA 

►  Australian  politics  are  in  turmoil 
after  a  spectacular  .June  13  debut  by 
the  xenophobic  One  Nation  Party. 
Created  just  14  months  ago,  it  picked 
up  1  in  4  votes  in  elections  for  the 
Queensland  state  legislature.  The  par- 
ty, led  by  former  fish-and-chips-shop 
owner  Pauline  Hanson,  wants  to  raise 
tariffs,  give  farmers  loans  at  2% 
interest,  curb  Asian  immigration,  and 
limit  foreign  ownership  to  49%  of 
local  businesses. 

Piime  Minister  John  Howaixl's  cen- 


ter-right coalition  is  under  siege.  Busi- 
ness confidence  and  the  dollai*  are  at 
7-  and  12-year  lows,  respectively.  Citi- 
bank economists  wani  that  foreign  in- 
vestment could  slump.  Howai'd,  who 
must  call  a  general  election  by  July, 
1999,  says  he'll  press  ahead  with  tax 
reform  and  the  sale  of  government 
shares  in  telecom  giant  Telstra  Coip. 

A  PALESTINIAN  TURNAROUND 

►  The  Palestinian  economy  may  grow 
2%  this  year,  the  first  rise  since  the 
Oslo  peace  agreements  were  signed  in 
1993,  according  to  local  economists. 


'UK, 


The  turnaround  is  mainly  the  result 
of  a  sharp  increase,  to  more  than 
100,000,  in  the  number  of  Palestiniaf 
working  in  Israel,  the  highest  level 
several  years.  The  workers  are  fre- 
c}uently  banished  by  Israel  as  punisljo 
ment  for  terrorist  acts. 

The  Clinton  Administration  is  presi 
ing  Israel  to  let  even  more  Palestiniai 
work  there  and  to  make  trade  easier 
between  Palestinian-controlled  areas  ( 
the  West  Bank  and  the  Gaza  Strip.  It 
also  plans  to  convene  another  interna- 
tional conference  to  raise  investment 
funds  for  the  Palestinian  economy. 
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I  ,^      At  the  GTE  WHOLESALE  SERVICES  DIVISION,  our  goal  is  to  provide 
innovative  communications  solutions  to  businesses  within  the  communications  industry. 
Whether  it  involves  network  management,  network  capacity,  or  resale  services,  we  have  an 
intimate  understanding  of  the  problems  these  companies  face.  And  the  experience  and 
xpertise  to  solve  them.  We  begin  by  establishing  a  relationship  with  customers  based  on  open 
ommunication  and  an  understanding  of  their  business,  which  allows  us  to  focus  squarely  on  their  needs, 
"hen  we  look  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

Some  time  ago,  an  ISP 


"OUR  INTERNET 
ACCESS  SERVICE 
NEEDED  MORE 
CAPACITY.  AND  WE 
NEEDED  IT  FAST." 


i 


5I« 


mp. 


''backbone"  provider  faced  a  major 
dilemma:  Customer  demand  for  Internet 
capacity  had  outstripped  their  ability  to 
provide  it.  They  needed  to  build  more 
and  quickly.  That's  when  they  called  in 
GTE  Network  Services  Wholesale 
Division.  Partnering  closely  with  the  ISP, 
we  introduced  them  to  a  new  networking 
configuration  called  CyberPOP  .  Instead 
of  the  traditional  method  of  routing 
ISDN  lines  through  multiple  points,  this 
system  employs  a  trunkside  connection 
that  permits  the  equipment  to  be  located 
in  existing  GTE  switching  centers,  which 
in  turn  allows  capacity  to  be  added  much 
more  rapidly.  Over  the  next  two  years, 
in  fact,  the  rate  at  which  we  installed 
rcuitry  for  this  provider  went  from  1,000  ports  a  month  to  more  than  twelve  times  that.  This 
te  far  exceeded  their  expectations,  enabling  them  to  increase  their  business  and  coverage 
<portunities  very  rapidly. 

If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call 
e  Wholesale  Services  Division  of  GTE  at  1-888-483-9594,  or  contact  us  on  the  Internet  at 
vw.gte.com/Wmkts.  We're  quick.  We're  cost-competitive.  And  best  of  all,  we're  flexible. 
)  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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INTELlffGENCE  BRIEFINGS 

a  .  s  p  e  c  i  a  I  ^^r'd  v  e  r  tising     series     sponsored     by  CONSECO 


The  following  article  appears  on  S&P  Personal  Wealth, 
www.personalwealth.com,  the  interactive  investment 
advisory  service  for  the  individual  investor: 

FINDING  DOWN-TO-EARTH  VALUES  IN  A 
SKY-HIGH  MARKET 

With  stock  market  valuations  reaching  unheard-of 
levels,  where  in  the  mutual  fund  universe  can  you  find 
reasonably  priced  investments?  A  good  starting  point, 
obviously  enough:  value  funds.  But  with  hundreds  of 
funds  to  sort  through,  investors  may  need  some  help. 
Well,  S&P  Personal  Wealth  has  found  some  funds 


Fund/Inst.  (PSVIX)/15.5;  Royce  Total  Return  Fund 
(RYTRX)/16.6;  Lindner/Ryback  Small  Cap  Fund 
(LDRSX)/17.2;  Muhlenkamp  Fund  (MUHLX)/17.2; 
MAS  Funds:Value  Portfolio/Inst.  (MPVLX)/17.3. 

Low  P/B  Funds: 

Some  value  investors  prefer  to  use  low  price/book 
value  ratios  (P/Bs)  as  their  criterion  for  determining 
cheapness,  because  they  believe  that  earnings  are 
more  variable  and  subject  to  accounting  vagaries  than 
book  value.  What  is  book  value?  Essentially,  it's  the 
amount  a  company  would  be  worth  if  you  were  to  liq- 
uidate all  its  assets— the  company's  value  on  the 
accounting  books.  It  is  a  more  tangible  measure  of 


highlights     from     S&P     Personal  Wealth 


that  represent  real  value--those  with  the  lowest 
price/ earnings  and  price/book  value  ratios.  These  funds 
may  be  just  the  ticket  for  the  value-conscious 
investor. 

Low/  P/E  Funds: 

Price/earnings  ratios,  or  P/Es,  are  simply  the  price 
of  a  stock  divided  by  its  earnings  per  share,  and  are  a 
common  measure  of  stock-price  valuation.  Over  the 
past  10  years,  the  average  P/E  of  the  market  has 
steadily  risen,  so  what  was  once  considered  a  high 
P/E  is  now  considered  average,  and  what  was  once 
average  is  now  low.  The  overall  P/E  of  a  mutual  fund 
is  calculated  using  the  weighted  average  of  the  P/E  of 
each  stock  in  the  fund's  portfolio. 

We  screened  our  database  for  the  lowest-P/E 
domestic  equity  funds  (only  funds  with  at  least  three 
years  of  data  were  considered).  There's  no  common 
thread  that  connects  the  funds  other  than  a  commit- 
ment to  cheap  stocks.  The  funds,  ticker  symbols,  and 
P/E  ratios  (in  ascending  order)  as  of  March  31,  1998: 
Berwyn  Fund  (BERWX)/14.2;  Pegasus  Equity  Income 
Fund/A  (PAINX)/15.3;  PIMCO  Small  Cap  Value 


S&P 


PERSONAL  WEALTH 

www.personalwealth.com 


value  than  earnings,  since  book  value  tells  you  what 
you  might  actually  get  paid  for  a  company  in  cold 
cash.  Again,  for  funds,  it  is  calculated  by  taking  the 
weighted  average  of  all  the  P/Bs  of  the  stocks  in  a 
fund's  portfolio. 

Our  list  of  the  lowest-P/B  funds  has  no  overlap 
with  our  roster  of  lowest-P/E  funds,  which  suggests 
that  the  managers  of  lowest-P/B  funds  are  finding 
very  different  kinds  of  stocks  than  their  P/E-oriented 
counterparts.  Second,  there  is  a  decided  bias  toward 
very  small  caps.  This  would  seem  to  strengthen  the 
argument  that  small-caps  represent  the  richest  store- 
house of  value  in  the  U.S.  market  today.  The  funds, 
ticker  symbols  and  P/B  ratios  (in  ascending  order)  as 
of  March  31,  1998: 

Franklin  MicroCap  Value  (FRMCX)/1.0;  Franklin 
Balance  Sheet  Investment  Fund  (FRBSX)/1.3; 
Heartland  Group:Value  Plus  (HRVIX)/1.5;  Babson 
Shadow  Stock  Fund  (SHSTX)/1.7;  DFA  Invest 
Group:US  6-10  Value  Portfolio  (DFSVX)/1.9; 
Franklin  Value  Fund/1  (FRVLX)/1.9;  DFA  Invest 
Group:US  Large  Cap  Value  Portfolio  (DFLVX)/2.0; 
Scudder  Micro  Cap  Fund  (SCMCX)/2.1;  Evergreen 
Small  Cap  Equity  Income/Y(ESCEX)/2.2. 

Look  for  Intelligence  Briefings  in  Business  Week  next 
month.  Additional  market  Insight  is  available  on  S&P 
Personal  Wealth  at  www.personalwealth.com. 


e  can  take  some  pretty  weird  turns.  So,  do  you  prepare  for  the  unexpected?  Or  do  you 
^pare  to  live  to  be  100?  With  the  Conseco  companies,  you  can  do  both.  We  offer  a  wide  range 
insurance  products  that  help  you  protect  wealth,  as  well  as  annuities  and  mutual  funds  that 
fe  you  the  opportunity  to  create  wealth.  So,  even  if  it  sometimes  feels  like  you  don't  have  a 
9yer,  you  always  have  a  plan.  Protect  wealth.  Create  wealth.  Our  goal  for  lifer 


88-9-CONSECO 

w.conseco.com 

ities  offered  by  Conseco  Equity  Sales,  liic,  Carmel,  IN  46032, 
itliary  of  Conseco,  Inc.  ©1998,  ConS^'c6,  Inc. 
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STRATEGIES 


HOW  MEDTRONIC 
SETS  THE  PACE 

Its  heart  devices  have  spawned  a  host  of  new  products 


By  the  time  Mauince  Long  put  in 
an  appearance  before  a  Food  & 
Drug  Administration  panel  last 
year,  he  could  joke  about  the 
wii"es  nmning  fi'om  his  brain  to  a  pace- 
maker-like device  iinplanted  in  his  chest. 
The  contraption  had  ended  the  debili- 
tating tremors  that  cut  short  his  cai*eer 
as  a  financial-sei-vices  executive  and  re- 
duced his  life  to  that  of  a  hei-mit  on  his 
Hutchinson  (Kan.)  farm.  Now,  Long 
could  keep  his  hands  stUl.  He  could  even 
play  golf. 

Just  by  sitting  still,  Long,  73,  pro- 
vided poweiful  testimony  for  the  fda 
panel.  Last  August,  it  approved  Activa, 
a  device  made  by  Medtronic  Inc.,  for 
widespread  use  in  controlling  tremors. 
Then,  in  April,  Medtronic  won  Euro- 
pean clearance  to  market  the  device  to 
treat  the  shaking  and  other  symptoms 
of  Parkinson's  disease.  Today,  the  Min- 
neapohs  company  is  hoping  that  more 
testimonials  will  sway  U.  S.  regulators 
and  eventually  open  a  worldwide  mai'ket 
of  300,000  Parkinson's  patients. 

Stories  like  Long's  are  stining.  But 
for  Medtronic,  the  stakes  in  the  success 
of  this  new  product  are  also  dramatic. 
Best  known  as  the  leading  supplier  of 
heart  pacemakers,  Medtronic  badly 
needs  to  crank  out  new  applications  of 
that  maturing  technology  if  it's  going 
to  extend  an  enviable  record  for  earn- 
ings growth — a  compounded  annual  rate 
of  25%  over  the  past  five  years. 
"EXCITING."  Over  the  past  two  years, 
those  gains  have  slowed  sharply  as 
Medtronic's  pacemaker  share  has  been 
eaten  away  by  hard-charging  rival 
Guidant  Corj^.  William  W.  George,  who 
joined  Medtronic  as  chief  operating  of- 
ficer in  1989  and  became  chief  execu- 
tive officer  two  years  later,  is  counting 
on  a  host  of  state-of-the-art  pacemaker 
products — along  with  Activa  and  other 
devices  from  its  fast-gi"owing,  $400  mil- 
lion neurology  unit — to  help  push  sales 
to  $6  bilhon  in  five  years.  Medtronic's 
revenues  in  the  fiscal  year  ended  Apr. 
30  rose  7%,  to  $2.6  billion;  net  income 
was  up  12%,  to  $594  million. 


Anticipation  of  those  breakthi-oughs 
have  helped  push  Medtronic  shares  up 
24%.  since  Januaiy,  to  about  57.  "What's 
exciting  about  this  stock  is  its  product 
innovation,"  says  Jane  R.  Davenport, 
vice-president  at  Montag  &  Caldwell 
Inc.,  which  holds  a  $750  milhon  position. 

A  close  look  at  Activa's  development 
shows  how  Medtronic  has  institutional- 
ized the  process  of  innovation.  Since  its 
founding  in  1949,  the  company  has  nui- 
tured  and  invested  in  ideas  from  a 
worldwide  network  of  doctors.  But  as 
pacemaking  competition  heated  up  in 
the  early  1990s,  Medtronic  intensified  a 
search  for  new  ways  to  use  its  core  im- 
plantation and  stimulation  technologies. 
"We  looked  at  diseases  with  no  treat- 
ment or  for  which  dings  didn't  work," 
says  George.  But  he  also  directed  an 
overhaul  of  product-development  efforts, 
tightening  their  focus  and  forcing  short- 
er delivcery  times. 

Now,  proposals  are  judged  on  their 
medical  value  but  also  against  tough  fi- 


Besides  Parkinson's,  the  compar 


nancial  measures,  in- 
cluding affordability. 
That's  ciTJcial  in  today's 
managed-care  environ- 
ment, says  Medtronic 
President  Arthur  D. 
Collins  Jr.  "The  onus 
is  on  the  provider  of 
the  product  to  demon- 
strate it  is  not  only 
good  but  cost-effec- 
tive," he  says.  "There 
is  a  belief  that  technol- 
ogy is  just  adding  cost 
to  the  system." 

Medtronic's  selection 
process  can  be  brutal, 
but  it  offers  avenues  of  appeal.  For 
staffers  who  can't  get  over  the  initial 
hui'dles,  there's  the  Quest  progi-am,  which 
frees  up  employee  time  to  work  on  out- 
of-the-box  ideas.  Once  approved,  thi'ee- 


quarters  of  Quest  i( 
fail.  However,  the 


gi'am  can  also  sal\  rajson's 
ideas  such  as  Revi 
heait-monitoring  de 
that  hit  the  mai 


earlier  this  year  a  sjif 


PULSE  OF  LIFE:  Mcdtnniic's 
deep-bram  stimulator 


nearly  being  short 
cuited  several  time 

Winning     proj  j^,^^ 
emerge  tlirough  a     '  ' 
ture  of  persevera 
serendipity,  and  b 
channel  support, 
in  Activa's  case, 
product  would  n< 
have  sui^vived  wit) 
the  passion  of  an  outsider 

Since  the  1970s,  neurosurgeons 
been  experimenting  with  electrical  s 
ulation  of  the  spinal  chord  to  alle\ 


pain.  But  only  drug  therapy  or  b 
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He  WIS  ^ 
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get  company  backing,  Benabid's  tremor- 
control  device  didn't  make  the  cut.  Ben- 
abid  was  finstrated,  but  he  continued  to 
lobby.  As  more  doctors  picked  up  the 
procedure,  operating  time  was  cut  in  half 
and  costs  were  gi'eatly  reduced.  And  the 
increased  interest  showed  Medtronic  that 
it  may  have  underestimated  the  number 
of  patients  wlio  might  benefit. 

Scott  R.  Ward,  then  head  of  the  neu- 
rology gToup  reviewing  new  ventures, 
pushed  to  have  the  device  presented  to 
the  executive  committee  even  though  it 
hadn't  made  the  initial  cut.  Aftei"  viewing 
dramatic  videos 


BRAIN  TRUST 


Thompson  (left) 
guided  the  Activa 
antitremor 
de\ice's  launch 
with  help  from 
Collins  (center) 
and  Meslow 
(right) 


that  showed  pa- 
tients entering 
surgery  with  un- 
controllable shak- 
ing and  emerging 
without  a  sigTi  of 
tremors,  the  com- 
mittee cleared  a 
place  on  its  fund- 
ing list. 

The  new  device 
had  now  crossed 
enough  thresholds  that  it  was  given 
a  team  of  seven  Medtronic  employees  to 
guide  it  thi-ough  product  launch.  Headed 
by  Noreen  Thompson,  dii"ector  of  neui'o- 
stimulation  movement  disorders,  the 
team  was  chai'ged  with  training  doctors, 
educating  patients,  and  arguing  for  in- 
surance companies'  approval.  It  was  a 
tough  sell.  Activa,  like  all  of  Medtronic's 
neiu'ology  products,  addresses  a  quality- 
of-life  issue.  And  insurers  won't  pay  up 
as  readily  as  for  life-saving  pacemakers. 


eting  Alzheimer's,  epilepsy,  and  Lou  Gehrig's  disease 


gery  were  being  used  to  treat  the 
the  J  mors  that  accompany  diseases  such 


Reva 


1* 
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'lort. 


Parkinson's.  In  1985,  French  neui'o- 
geon  Alim-Louis  Benabid  was  ex- 
imenting  with  electrical  stimulation 
I  Parkinson's  patient's  brain  to  help 
srmine  which  tissues  he  should  cut 
ly.  He  was  stunned  by  what  he  saw. 
1  I  increased  the  frequency,  the 
nor  stopped,"  he  says.  "I  saw  the 
Kent's  shaking  hand  stop." 
Vliat  Benabid  had  done  was  show 
t  tremors  could  be  manipulated 
iugh  different  electric  fi'equency  lev- 
in early  1987,  working  on  his  own 
he  University  of  Grenoble  in  France 
1  what  was  essentially  a  jeny-built 
'Itronic  pacemakei',  Benabid  per- 
iled his  ftrst  implant  of  what  even- 
ly became  the  Activa.  The  device 
placed  just  under  the  skin  in  the 
ent's  chest,  with  wires  iimning  to 


the  thalmic  region  of  the  brain.  The  re- 
sults seemed  pi-omising — and  came  as 
evidence  was  gi'owing  that  conventional 
dnig  therapy  had  diminishing  benefits. 
TRICKY  ISSUES.  But  Benabid  recalls  that 
Medtronic's  interest  in  funding  his  re- 
search was  lukewarm  at  best.  The  mar- 
ket seemed  minuscule — maybe  60,000 
people  worldwide.  Among  the  doubters 
was  John  A.  Meslow,  the  president  of 
Medtronic's  neurology  unit.  "Remember, 
it  took  seven  hoiu's  of  surgeiy,  and  who 
Imew  whether  physicians  would  get  op- 
erating tim.e  or  any  payers  to  pay,"  says 
Meslow,  who  later  became  a  key  sup- 
porter. "Could  Benabid's  results  even 
be  duphcated?"  The  ethical  issues  were 
tricky,  too:  To  some,  rooting  around  the 
brain  and  leaving  wires  there  conjui'ed 
up  Frankenstein-like  images. 

When  it  came  time  to  wliittle  42  neu- 
rology prospects  down  to  six  that  would 


To  build  momentum,  Thompson  fo- 
cused on  the  "thought  leaders"  among 
European  and  Canadian  doctors — top- 
flight sui'geons  who  were  willing  to  per- 
form the  siu'geiy,  publish  the  results  in 
professional  journals,  and  otherwise 
spread  the  word.  As  fda  consideration 
neared,  Thompson  compiled  a  list  of  200 
nem-osurgeons  capable  of  implanting  the 
device.  Marketing,  sales,  and  reim- 
bursement experts  began  to  visit  them 
and  conduct  workshops.  At  eveiy  stop, 
they  showed  the  breathtaking  videos. 

In  early  '97,  the  product  was  far 
enough  along  that  Thompson's  team  be- 
gan planning  for  the  actual  laimch.  Some 
officials  suggested  a  gold-plated  $16,000 
price  tag.  "It  took  about  three  minutes 
to  convince  them  it  wasn't  going  to 
work,"  laughs  Barbara  Veath,  the  com- 
pany's reimbm'sement  specialist.  How- 
ever, Medtronic  wanted  a  strong  margin 
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LOvE  AND  DEAtH  in 

Akron,    Ohio  •  The  pharmaceutical  sales  rep  is  dead.  Exhausted. 

Dog  meat.  Lying  on  the  bed,  he  thinks  about  his  day.  His  flight  was  delayed  two  hours.  He 
went  into  the  club  lounge  and  connected  to  '  |the  company  intranet  to  review  shipping  status 
on  pending  inventory|  via  the  Web.  He  ^fe-mailed|  his  customers  to  inform  them  their 
deliveries  would  arrive  early.  He  lugged  his  carry-on  to  the  gate.  He  wedged  himself  into 
a  coach  seat.  He  arrived  at  his  sales  call  just  in  time,  only  to  fmd  his  client  was  running  an  hour 
late.  He  tweaked  his  presentation,  checking  his  competitors'  Web  sites,  and  ^|incoriDorated  key 
points  into  his  pitch|.  He  made  the  presentation.  He  went  to  the  hotel  and  the  smiling  clerk 
gave  him  a  smoking  room  with  twin  beds  instead  of  the  non-smoking  king  he  had  reserved. 
He  turned  on  a  rerun  of  Love,  Anifncan  Style.  He  connected  to  the  ^ ^contact  management 
system|,  updated  his  customer  file  and  sent  a  call  report  to  the  global  sales  team.  He  con- 
nected to  the  company  benefits  intranet  and  ^|calculated  the  balance  in  his  401k  planj.  It 
was  up  4.5%.  He  falls  asleep  and  sleeps  soundly  until  his  next  wake-up  call.  At  5:30  a.m. 
THE  ^IbEST  PARTSI  OF  HIS  DAY  WERE  MADE  POSSIBLE  BY  LOTUS. 


'lotus  Domino'  Web  Application  Server  with  IBM  DB2 '  UDB  back-end.  ^lotus  Notes'  mobile  messaging.  ^Notes  replication.  ^Domino-based  Contact 
Management  application  developed  by  Lotus  Business  Partner.  ^Lotus  eSuite' spreadsheet  applet,  ^www.lotus.com/worktheweb. 


Lotus. 


An  IBM  Company 


«eb,  Dommo  and  eSuite  aie  trademarks  of  Lotus  Develi-pmeni  Coip,  IBM  and  DB2  afe  registered  trademarks  of  international  Business  Machines  Corp. 
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At  Renaissance,  we  don't  just  talk  about  personalized  attention,  we  graciously  provide 

it  every  day.  Perhaps  that's  why  we  were  ranked  the  "Highest  Upscale' 
Hotel  Chain  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer 
Magazine/J.D.  Power  and  Associates  study."  You  see.  we  believe  catering  to  our 

guests  is  the  essence  of  Renaissance  Hospitality."  It  means  if 
you  make  a  request,  it  is  attended  to.  No  matter  what.  And  at  every  Renaissance  hotel, 
you'll  enjoy  superb  dining,  comfortable  accommodations 
and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels  &  Resorts  in 
23  countries  worldwide  where  you  can  experience  a  Renaissance.  You'll  find  we  offer 

a  variety  of  services — except,  of  course — lip  service.  Call  1-800- HOTELS-1  or 
your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance. 

HOTELS  .AuVD  RESORTS 

'Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains,  "-'ea  jent  Ryer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study."  Study  conducted  < 

rreqjent  business  travelers  at  upscale  hotels  and  is  base ;     •   -  ^  ^     -  r  .aluations.  1 1  upscale  hotel  chains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 


'  The  Corporation 


Innovation  Machine 

Medtronic  has  cranked  out  a  stream  of  new  electrical  stimulators  and 
implant  devices  based  on  its  old  heart  pacemaker  technology. 


PRODUCT 


CONOmON 


.  ACTIVA  ;  Tremors, 

:  Parkinson's  symptoms 


APPROVAL  STATUS 


WORLD  MARKH 

Bv  20S2 


Europe,  all  symptoms; 
U.S.,  more  limited 


$150  million  to 
?;200  million 


GEM  DR 

;  Fast  and  slow 

Europe; 

$225  million  to 

;  heart  rate 

pending  in  U.S. 

$300  million 

INSYNC 

:  Congestive 

Europe,  expected  1998; 

$125  million  to 

\  heart  failure 

U.S.,  expected  2000 

$175  million 

SYNCHROMED 

i  Lou  Gehrig's  disease, 

Clinical  trials 

$50  million  to 

:  Parkinson's  symptoms 

$100  million 

DATA  MEDTRONIC,  COWEN  &  CO. 


begin  to  recoup  its  multimillion-dollar 
vestment.  In  the  end,  the  device  was 
•iced  at  about  $10,000.  The  pi-ocedui'e 
ist  hospitals  another  $10,000  or  so  for 
Tgery  time,  room  costs,  and  other  ex- 
(Hses.  Of  the  total,  Medicare  or  pri- 
ite  insm'ance  typically  picks  up  about 
5,000;  the  rest  is  absorbed  by  hospi- 
Is  or  patients. 

But  the  FDA  had  yet  to  give  its  nod. 
vestigators  wanted  to  know  how  pa- 
;nts  would  fare  years  after  they  had 
eeived  the  implants.  Medtronic  point- 
to  Benabin's  eai'ly  patients  in  France 
10  were  doing  fine  after  seven  or  eight 
ars.  But  the  patient  videos,  which 
d  been  so  successful  at  wanning  in- 
•nal  Medtronic  support  and  doctors' 
erest,  failed  to  wow  the  ffm.  Among 
)se  who  were  unimpressed  was  Dr. 
.niel  A.  Spyker,  a  senior  fda  official 
ch  medical  device  responsibility.  "In 
d  we  trust,"  says  Dr.  Spyker,  "but 
rybody  else  has  to  bring  data." 
IL-BITER.    In   August,   1996,  four 
nths  after  Medtronic  submitted  its 
jlication  for  approval,  a  long  list  of 
jstions  came  back  fi-om  the  fda.  The 
.m  that  had  prepared  the  application 
irried  to  rework  and  reanalyze  reams 
data.  In  March,  1997,  as' the  final 
lel  hearing  took  place  in  Washing- 
,  Thompson  gathered  with  about  20 
leagues  at  Medtronic  headcjuarters 
isten  via  audio  hookup.  By  tliis  point, 
team  had  spent  more  than  two 
rs  shepherding  the  device.  "We  were 
wing  our  nails,  cheering,  cursing," 
)mpson  recalls. 

The  outcome,  announced  preliminaii- 
ifter  the  hearing,  was  a  partial  win. 
iva  was  approved  for  tremor  appli- 
ons — but  only  for  implanting  in  one 
;  of  the  brain  at  a  time.  Before  it 
I  Id  gain  approval  for  both  sides  and 


for  implanting  deeper  in  the  brain  to 
control  other  Paiidnson's  symptoms,  fur- 
ther clinical  studies  would  be  necessary. 

There  was  no  time  for  celebration  or 
disappointment.  Medtronic  officials  now 
faced  tedious,  word-by-woi-d  negotiating 
with  the  FDA  on  labels  and  manuals  for 
doctors  and  patients — a  five-month-long 
process.  Then  came  the  actual  rollout. 
In  a  fashion  tyiDical  of  the  understated 
cultui-e  of  the  Upper  Midwest,  the  neui'o 
team  didn't  celebrate  until  the  compa- 
ny's annual  holiday  party.  Patients  like 
those  in  the  videos  were  invited  to  give 
Live  testimonials.  Thei'e  wasn't  a  chy  eye 
in  the  house,  says  Paul  Citron,  vice-pres- 
ident for  science  and  technology. 

Medtronic  hopes  to  get  U.  S.  approval 
of  Activa  for  Parkinson's  symptoms  in 
12  to  36  months  and  is  searching  for  a 
wide  i-ange  of  new  applications.  Tops  on 
Medtronic's  liit  list:  AJzheimer's,  epOepsy, 
Lou  Gehrig's  disease,  and  dystonia,  a  de- 
bilitating contraction  of  the  muscles  that 
affects  yoimg  chilcb'en.  Some  see  a  futm-e 
where  Medtronic's  devices  will  have  sen- 
sors in  the  brain  that  detect  the  onset  of 
seizm'es  and  also  tiigger  the  deliveiy  of 
drags  to  disnipt  them. 

Medtronic  ('EO  George  craves  the 
gTow^h  these  innovations  promise  but 
recognizes  the  piice  it  may  exact.  "Size 
and  creativity  are  inversely  related,"  he 
says.  "We  can't  achieve  our  gi-ov^h  ob- 
jectives unless  we  stay  nimble  and  break 
om'selves  into  teams.  Eveiyone — sales, 
manufacturing,  engineers,  me — we  all 
need  to  be  out  among  doctors  and  in  the 
operating  rooms,  staying  in  touch.  It's  a 
lot  easier  when  you're  small."  Maintain- 
ing that  edge  will  be  critical  if  Medtron- 
ic is  to  satisfy  patients  such  as  Maiuice 
Long — as  well  as  its  investors. 

By  Richard  A.  Melcher 
in  Minneapolis 


i\>  ^Xarnott'R  e  w  a  r  d  s 


Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 
been  easier  to  earn  free  vacations. 
You  can  earn  points  at  eight 
different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Arizona:  Scottsdale  •  California: 

Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  •  Colorado:  Denver  «  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui 
»  Illinois:  Chicago,  Oak  Brook,  Springfield 
Maryland:  Baltimore  •  Massachusetts:  Boston  • 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 
'  Texas:  Austin,  Dallas  (2),  Houston  • 
Washington:  Seattle  '  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •  Caribbean: 
Dominican  Republic:  Santo  Domingo  •  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  *  Europe:  Austria:  Vienna 
(2),  Salzburg  •  Czech  Republic:  Prague  •  France: 
Pans  •  Germany:  Chemnitz,  Dusseldorf, 
Hamburg,  Heidelburg,  Karlsruhe,  Cologne, 
Leipzig,  Munich  =  Russia:  Moscow/  «  Switzerland: 
Zurich  •  The  Netherlands:  Amsterdam  ♦  United 
Kingdom:  London  »  Turkey:  Antalya,  Istanbul  • 
Asia-Pacific:  China:  Hong  Kong  (2)  •  India:  Goa 
'  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo 
♦  Korea:  Seoul  »  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  ■>  Myanmar:  Yangon  • 
Philippines:  Manila  «  United  Arab  Emirates: 
Dubai  •  Australia:  Sydney  «  Middle  East:  Egypt: 
Alexandria  «  Israel:  Jerusalem 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 


It's  time  for  a  Renaissance. 


Just  think.  You  and  David  Duval, 
striding  triumphantly  from 

THE    FABLED    17tH   AT  SaWGRASS. 


No,  it's  not  a  fantasy,  it's  a  sweepstakes. 

For  the  past  several  seasons,  David  Duval  has  been  one  of  the  most  dominant  plavers  in 
golf.  And  now  Charles  Schwab  gives  you  a  chance  to  tee  it  up  with  him.  U  your  name  is 
drawn  in  a  random  drawing  in  October,  you'll  win  airlare  and  a  three-night  hotel  stay 
lor  two,  dinner  at  the  Marriott  at  Sawgrass  and  $500  spending  money.  And  you'll  share 
a  round  w  ith  Da\  id  Duval  at  the  TPC  at  Sawgrass  in  Ponte  \  cdra  Reach,  Fl  .  on  the  legendary 
Stadium  Course.  Whv  not  enter  todav? 


CharlesSchwab 


The  Official  Investmenl  Firm 
of  the  PGA  TOUR 


Win  a  round  at  the  TPC  at  Sawgrass  with 
PGA  TOUR  PROFESSIONAL  David  DifVAL. 

ENTKR  TODAY  AT  WWW.PGATOUR.COM. 

Or  iiand  prim  on  a  plain  piece  oi  V  x  5 "  paper  yoiu'  eompleie  name, 
address,  zip  code,  plus  daytime  telephone  number  (optional). 
Mail  to  (  harles  Sehwab/PG.\  TOVR  Sweepstakes,  P.C^.  Bo.x  512b.  Blair,  NE  6800Q-5310. 

Entries  must  he  received  bv  9/30/98. 


No  purchase  necessar)-.  Open  to  US  residents,  18  years  or  older  Void  in  Florida  and  where,  or  to  persons,  prohibited.  For  Official  Rules,  by 
which  entrants  are  bound,  send  self-addressed  stamped  envelope  to:  Rules,  I'D  Box  5310,  Blair  NE  f)8009-5310.  Sweepstakes  ends  8/31/98. 

©1998  Clurles  Schw.ib  &  Co.,  Inc.  ,-\ll  rights  roscrvt-d.  Member  SIPC/NYSE.  ^0698-2582; 


SPECIAL 


A    n    V    t    R     r    I    S    I    N    G  SECTION 


These  Guys  Are 

Good 


BY  MELANIE  HALLSER 

You're  I.H'ciixl  the  hciU't  l)Cdtnv^  fdstcr  and 

/jstcr  j>  jiistiii  l.conard  dioja  tljc  wni- 

iini'j,  I'litt.  You're  ^cc;;  ll'c  i\h'c  down  the 

stretch  where  Diiri<  Lore  III  emiies  from 

hehuhl  i!;^ii!i!sl  ju  jll-itjr  cast — ei'ery- 

oue  from  Vi/jv  SnrJ.'  to  Darid  Diirdl  to 

from  left  to  rigfit:  "Ttiree  Amigos"  Blaine 

fesper  l\inier/k  —  m  rapid-fire  succession.   McCallister,  Jim  Nantz,  Fred  Couples 


Just  in  time  for  the  NBA  Finals  came  a 
commercial  featuring  Phil  Mickelson,  master 
of  the  lob  wedge,  taking  a  divot  from  the 
basketball  court  as  he  flipped  the  ball  to 
^     San  Antonio  Spurs  center  David  Robinson 
for  an  alley  oop.  A  yet-to-be-cast  base- 
ball spot  is  just  around  the  corner. 
And,  there's  the  original,  which 
got  all  this  started:  Raymond  Floyd 
wedging  it  between  the  uprights 
to  win  the  game  as  a  stunned  Dan 
Marino  stands  by,  shaking  his  head 
and  mumbling  the  PGA  TOUR's  new 
slogan:  These  Guys  Are  Good. 

Yes,  they  are.  And  not  just  on  the 
golf  course. 
The  point  of  the  TOUR's  current 
commercial  campaign  and  its  "These 
Guys  Are  Good"  theme  is  there's  more 
to  its  players  and  the  TOUR  than  great 
recovery  shots,  heart-racing  putts,  huge 
crowds  and  big  winner's  checks. 

"Our  new  creative  campaign  has  multi- 
ple meanings,"  said  Bob  Combs,  the 
TOUR'S  senior  vice  president  for  public 
relations  and  communications.  "'These 
Guys  Are  Good'  highlights  the  competitive- 
ness of  PGA  TOUR  players  and  the  drama  of 
competition  at  the  highest  level.  At  the  same 
time,  these  athletes  focus  in  a  very  signifi- 
cant way  on  charity.  They  are  focused  on  leav- 
ing behind  important  charitable  contributions 
in  their  hometowns  and  in  the  communi- 
ties in  which  PGA  TOUR  events  are  played." 

The  campaign  is  a  step  up  and  away  from 
the  TOUR's  old  "Anything's  Possible"  cam- 
paign, which  was  focused  just  on  charities, 


i 


not  the  players  and  tournament  drama. 
The  current  series  of  commercials,  which 
has  played  during  football  and  basketball 
games,  crosses  over  to  entice  football  and 
basketball  fans  to  tune  in  as  well  as  letting 
the  golf  faithful  get  a  look  inside  the  top 
players  of  the  game. 

"These  Guys  Are  Good"  had  its  debut  at 
the  Mercedes  Championships,  which  means 
most  early-season  tournaments  weren't  reall 
able  to  incorporate  it  into  their  already-in- 
place  marketing  campaigns.  But  the  idea  is 
to  eventually  blend  that  thought  with  iocall 
efforts  to  help  create  more  interest  that,  in 
turn,  will  help  raise  the  charitable  donation 
TOUR-wide. 

TOUR  events  raised  a  collective  record 
$33,995,646  in  1997,  marking  the  second 
year  the  group  has  surpassed  the  $30-million 
mark.  Overall,  TOUR  events  have  donated 
more  than  $350  million  since  the  first 
donation  was  made  back  in  1938. 

And  the  charitable  theme  doesn't  stop 
when  a  TOUR  player  leaves  the  course. 
On  any  given  Monday,  a  TOUR  player  some 
where  is  hosting  an  event  for  a  hometown 
charity  or  one  close  to  his  heart.  Andrew 
Magee  and  Gary  McCord  host  the  annual 
Santa  Claus  Open  in  Phoenix,  Tom  Watson 
has  an  annual  pro-am  in  Kansas  City,  Jay 
Haas  is  a  congenial  host  in  South  Carolina, 
John  Daly  hosts  a  "Make-A-Wish"  celebrit 
golf  tournament  in  Memphis  and  Fred 
Couples  hosts  pro-ams  in  his  hometown 
of  Seattle  and  in  Houston,  where  he  teamsl 
with  Blaine  McCallister  and  CBS  Sports' 
Jim  Nantz. 

AND  THAT'S  JUST  A  START. 

Some  of  the  game's  top  players  believe 
it  is  in  giving  that  you  truly  receive,  so  the; 
did  just  that.  When  Payne  Stewart  won 
the  1987  Bay  Hill  Classic,  he  donated  his 
$108,000  winner's  check  to  Florida  Hospita 
Circle  of  Friends  House  in  honor  of  his  late 
father.  Scott  Hoch  followed  the  lead  in  199 
when  $100,000  of  his  winner's  check  in  La 
Vegas  went  to  the  Arnold  Palmer  Hospital 
for  Women  and  Children  in  Orlando.  In 
1965,  Gary  Player  won  the  U.S.  Open  and 
donated  his  $26,000  check  to  the  America 
Cancer  Society  and  United  States  Golf 
Association's  junior  golf  program. 


\ 
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^  'aVft^^**  ^'  '  Introducing  the  AT&T  One  Rate  Calling  Card  Plan. 

One  low  rate.  No  hidden  charges. 


AT&T  One  Rate 
Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 

WORLDLINK 

Service  Charge  per  call 

99^  1 

30< 

25< 

Cost  per  minute 

30*  1 

30i 

2Si 

Rates  in  effect  as  of  12/19/97 


AT&T  just  made  calling  card  calls  simple  with  the  AT&T  One  Rate  Calling  Card  Plan.  You  get  one  low  rate  a  minute 
anytime,  anywhere  in  the  U.S.  on  all  your  long  distance  AT&T  Calling  Card  calls  when  you  dial  I  800  CALL  ATT' 
No  gimmicks.  No  hidden  charges.  Just  a  $1.00  monthly  fee.  Call  to  sign  up  and  find  out  how  you  can  start  saving  now. 


Call  I  800  878-3288 


It's    all    within    your  reach. 


'998  AT&T 


AT&T 


1'    E    C  I 


D    V    E    R    T    1    S    I    N  G 


SENIOR  PGA  TOUR  stars  Palmer  and  Jim 
Colbert  were  diagnosed  with  prostate 
cancer  in  1997,  underwent  surgery  and  are 
back  on  the  golf  course  playing  the  game 
they  love.  They're  also  spearheading 
"SENIOR  PGA  TOUR  for  the  Cure,"  which 
offers  fans  a  chance  to  pledge  money  for 
each  birdie  their  favorite  players  make 
during  the  1998  season.  Tom  Kite  and  Bob 
Murphy  are  involved  in  Bayer's  Strokes 
Against  Stroke  program,  which  is  an  annual 
awareness  and  fundraising  program  to  help 
fight  stroke,  led  by  Bayer  Aspirin  in  cooper- 
ation with  the  PGA  TOUR  and  the  American 
Heart  Association. 

And  it's  not  just  TOUR  players  who  are 
"good."  The  tournament  executive  directors 
can  take  bows  for  their  efforts,  too.  Programs 
like  the  Charity  Partners  plan  at  the  Shell 
Houston  Open  and  Birdies  for  Charity  at 
the  Greater  Milwaukee  Open  and  Ouad  City 
Classic  ensure  those  tournaments  will  earn 
record  amounts  each  year  for  their  local 
charities. 

The  World  Golf  Championship  NEC 
Invitational  tournament  director  Tom  Strong 
was  the  Milwaukee  tournament  director 
when  he  began  the  Birdies  program,  in 
which  sponsors  commit  to  pay  "X"  amount 
for  every  birdie  made  during  the  GMO.  Kym 
Hougham  put  a  similar  program  in  place  at 
Quad  City,  updated  it  each  year  and,  in  five 
years,  it  has  generated  $1.1  million.  He 
projects  the  1998  tournament  will  generate 
a  record  $300,000  alone. 

"We  like  to  think  we  perfected  Birdies  for 
Charity,"  Hougham  said  "The  program  has 


from  left  to  right:  Bob  Murpfiy,  Tom  Kite 


gotten  so  big,  we've  hired  a 
new  person  just  to  run  that 
program." 

In  addition  to  getting 
per-birdie  pledges,  they 
also,  among  other  things, 
give  an  extra  percentage 
to  companies  that  are  on 
the  Corporate  Birdies  list. 

"We,  as  a  tournament, 
wanted  to  try  and  get  the 
most  charities  possible 
involved,"  said  Hougham. 

The  more  the  merrier  in 
Houston,  too,  where  its 
Charity  Partners  plan  assured 
the  1998  event  of  $1.35  million 
in  charity  dollars  before 
the  tournament  began.  In 
the  program.  Partners  spon- 
sorships are  $50,000,  and 
$25,000  of  that  goes 

directly  to  the  charity  of   

that  company's  choice. 

The  program  started  with  16  Partners 

in  1994  and  now  has  54. 

It  also  enabled  the  Shell-sponsored  tour- 
nament to  move  from  the  middle-of-the- 
pack  in  donations  to  the  upper  echelon. 
The  event  ranked  second  in  donations 
last  year  with  $2.1  million  and  plans  to 
do  better  in  1998.  The  GTE  Byron  Nelson 
Classic  led  the  way  among  TOUR  events 
with  $4.3  million  raised  for  charity. 

"For  us,  it's  knowing  we're  going  to  give 
something  back  to  our  future;  kids  are  the 
parents  and  leaders  of  tomorrow,"  tourna- 
ment director  Eric  Fredricksen  said. 

In  addition,  TOUR  and  SENIOR  TOUR  events 
also  draft  players  and  compete  against 
each  other  in  the  MasterCard  Charity  Team 
Competition,  which  distributes  more  funds 
to  tournament  charities  at  the  close  of 
each  season. 

Players  and  their  wives  also  give  of  their 
time  to  help  tournament  charities  in  each 
city,  whether  it's  visiting  hospitals  or  giving 
clinics  or  volunteering  to  build  houses  in 
lower  income  areas. 

So  the  next  time  you  see  Leonard  or  Love 
or  Mickelson  or  Floyd  doing  something  spec- 
tacular on  television,  remember,  "These  Guys 
Are  Good."  And  not  just  on  the  course.  ■ 
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Andrew  Magee,  Gary  McC 
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Official  Sponsors 


BRING     MORE     TO  THE 


BY  SCOTT  GLIMMER 


PGA  TOUR 


"Official  sponsor"  is  an  often  misused  term.  Sometimes  there  is  a 
fwrception  that  the  title  i^oes  to  wljoever  writes  the  fattest  check.  But, 
on  the  PGA  TOUR,  official  sponsors  luring  a  lot  more  to  the  TOUR 
than  their  checkbooks. 

"The  PGA  TOUR  is,  first  and  foremost, 
a  membership  organization,"  says  Mike 
Stevens,  vice  president  of  corporate  market- 
ing for  the  PGA  TOUR.  "Adding  benefits 


($)  Mercedes  C 


il     IBM  SCORING  SYSTEM 


The  PGA  TOUR 

is,  first  and 

foremost, 

a  membership 

organization 


for  our  members  is  a  high  priority,  and 
some  of  our  most  important  membership 
benefits  come  from  our  corporate  part- 
ners." Charles  Schwab  &  Co.  and  Lucent 
Technologies  are  just  two  examples  of 
companies  that,  working  in  conjunction 
with  the  TOUR,  have  created  added-value 
sponsorship  programs. 

INVESTMENT  &  FINANCIAL  PLANNING 

For  the  past  two  years,  Charles  Schwab 
&  Co.  has  served  as  the  "Official  Investment 
Firm  of  the  PGA  TOUR  and  the  SENIOR 
PGA  TOUR. "Charles  Schwab  sponsors  the 
electronic  scoreboards  at  PGA  TOUR 
events  and  promotes  its  relationship  with 
the  TOUR  ir,  a  national  television  advertis- 
ing campaign  showcasing  selected 
players,  their  investment  needs  and  their 
Schwab  solutions. 


In  addition,  Schwab  provides  retirement 
plan  services  to  PGA  TOUR  Player  Retiremen 
Plans  and  to  the  PGA  TOUR  Employee 
Savings  Plan.  Schwab's  advanced  technology 
allows  participants  access  to  plan  informa- 
tion 24  hours  a  day  via  the  SchwabPlan  toll- 
free  800  number  or  website,  Schwab.com. 

Charles  Schwab  &  Co.  also  provides 
investment  and  financial  planning  services 
above  and  beyond  the  retirement  and 
savings  plans  to  PGA  TOUR  players  and 
employees.  Schwab  representatives  are 
on-site  at  a  number  of  PGA  TOUR  and 
SENIOR  TOUR  events  to  assist  the  players 
and  conduct  educational  seminars  on 
investment  retirement  and  estate  planning 
for  the  golfers. 

Players  who  are  pondering  the  relative 
benefits  of  converting  to  a  Roth  IRA  or 
are  skittish  about  the  performance  of  tech 
stocks  in  a  bull  market  can  get  some  answe 
and  give  themselves  one  less  thing  to  thin 
about  before  teeing  it  up  on  TOUR. 


TELECOMMUNICATIONS 
TECHNOLOGIES 

In  1997,  Lucent  Technologies  signed  on 
as  the  "Official  Communications  Systems 
Company  of  the  PGA  TOUR  and  SENIOR  P 
TOUR."  When  the  TOUR  needed  to  expand 
telecommunications  systems  to  accommod 
the  tremendous  growth  of  the  organizati 
Lucent  provided  state-of-the-art  equipme 
allowing  increased  call  capacity  and  the  lin 
ing  of  several  remote  offices.  Lucent  also 
supports  numerous  TOUR  events  with  critic 
communications  equipment,  including  vid( 
conferencing  and  voice  messaging  services 
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Two  of  Lucent's  most  valuable  technolo- 
gies available  to  the  TOUR  have  been 
the  Partner  Communication  System  and 
Multipoint  Conferencing  Unit.  At  this  year's 
SENIOR  TOUR  Liberty  Mutual  Legends  of 
Golf  in  Amelia  Island,  FL,  Lucent's  Partner 
Communication  System  allowed  the  tourna- 
ment staff  to  pre-record  event  information 
for  the  public.  Fans  could  call  in  to  obtain 
daily  pairings,  weather,  ticket  and  parking 
information  and  directions  to  the  course. 

Lucent's  videoconference  capabilities  were 
showcased  last  year  when  the  PGA  Tours 
International  Federation  (comprised  of 
the  world's  five  major  golf  tours — the  PGA 
TOUR,  PGA  European  Tour,  South  African 
PGA  Tour,  PGA  Tour  of  Australasia  and 
PGA  Tour  of  Japan)  announced  the  creation 
of  the  World  Golf  Championships.  Using 
Lucent's  award-winning  Multipoint 
Conferencing  Unit,  Federation  officials  in 
Spain  and  Houston,  TX  were  able  to  see, 
near  and  interact  with  one  another  at  a  cost 
dramatically  less  than  a  satellite  hook-up. 

TRAVEL  BENEFITS 

Special  travel  services  are  another  benefit 
'GA  TOUR  members  enjoy  from  official 
ponsors.  Delta  Air  Lines  offers  players  a 
)ercentage  off  their  published  fares,  plus 


special  options  for  one-way  flights,  which 
is  key  for  players  constantly  flying  from 
one  tournament  to  the  next.  Hyatt  Hotels 
&  Resorts  and  Hilton  Hotels  afford  players 
special  room  rates  and  enrollment  in  their 
preferred  guest  programs.  And  every  winner 
of  a  PGA  TOUR  and  SENIOR  TOUR  event 
receives  a  free  week  rental  certificate  from 
National  Car  Rental. 

MORE  THAN  MEETS  THE  EYE 

Fans  who  go  to  tournaments  or  tune 
them  in  on  television  usually  see  golfers 
playing  the  world's  greatest  courses.  There 
is  no  question  life  on  the  PGA  TOUR  looks 
lamorous,  but  there  is  no  denying  it  is 
not  easy.  Unlike  most  other  professional 
sports,  there  are  no  guaranteed  contracts 
on  TOUR;  all  the  players  are  independent 
contractors.  There  is  no  real  off-season,  save 
for  the  month  of  December.  And  the  travel 
is  downright  grueling. 

Every  week  the  PGA  TOUR  picks  up  and 
moves  to  another  town,  usually  in  another 
state  and  often  across  the  country.  But 
thanks  to  the  commitment  and  coordinated 
efforts  of  the  TOUR  and  its  corporate  mar- 
keting partners,  the  players  can  more  freely 
focus  on  their  game  and  the  fans  get  to 
enjoy  the  show.  ■ 
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The  World 

Golf  Villase 


CHRIS  SMITH 
PHOTCX.R AI'HY  P.V  STAN  BADZ  PGA  TOL'R 

A  memorable  weekend  of  World  Golf  Village  festivities  culminated 
with  a  rare  gathering  of  golfs  great  champions  and  contributors  to 
celebrate  the  opening  of  the  World  Golf  Hall  of  Fame. 


Twenty-three  members  of  the  Ladies 
Professional  Golf  Association  Hall  of  Fame 
and  former  Hall  of  Fame  in  Pinehurst,  NC 
came  to  Northeast  Florida  May  18  to  embrace 
their  new  home  of  honor  and  welcome 
Johnny  Miller  and  England's  Nick  Faldo  into 
the  fold  as  the  first  inductees  under  a  new 
voting  system. 

"That  is  an  awesome  group  of  men  and 
women  there,"  observed  Faldo,  the  winner 
of  three  Masters  Tournaments  and  three 
British  Opens.  "I  think  I  was  more  in  awe 
than  at  Augusta.  I  mean,  Augusta  is  great 
—  that's  an  exclusive  bunch  of  guys.  But 
this  one  tops  it." 

Miller  waited  nearly  one-and-one-half 
years  for  his  induction  following  his  1996 
election  into  the  new  PGA  TOUR  Hall  of 
Fame.  But  seeing  the  ceremony  unfold  with 
the  sparkling  new  75,000-square-foot  World 
Golf  Hall  of  Fame  building  as  a  backdrop 
and  more  than  2,000  in  attendance,  including 
his  family  and  golf  dignitaries  from  through- 
out the  world,  made  the  wait  worthwhile. 

"It  is  a  dream  of  all  professional  golfers 
to  have  successful  careers,  then  have  your 
name  mentioned  alongside  the  great  players 
of  the  past,"  Miller  said,  "This  is  the  ultimate 
honor  in  golf.  It  was  a  thrill  to  be  part  of  it 
all  and  to  share  the  experience  with  family 
and  friends." 

Faldo  and  Spain's  Seve  Ballesteros,  who 
will  be  inducted  next  March,  were  elected 
through  the  new  International  Ballot  in  1997. 


It  marked  the 
coming  together 
of  golfing 
generations, 
a  "Who's  Who 
of  Greatness" 


Johnny  Miller 

The  afternoon  festivities  included  the  rein- 
duaion  of  the  71  players  and  contributors 
honored  at  Pinehurst  and  by  the  LPGA. 

"This  is  the  greatest  accolade  a  golfer  can 
receive  for  his  achievements  and,  obviously, 
I  am  extremely  excited  and  honored  to  be 
included  in  the  World  Golf  Hall  of  Fame," 
said  Faldo,  who  with  Miller  was  welcomed 
into  the  fraternity  by  the  Hall  of  Famers 
during  a  special  reception  in  the  World 
Golf  Hall  of  Fame  tower. 

From  an  historical  perspective,  it  was  appro 
priate  that  the  opening  of  golf's  newest  and 
most  inclusive  destination  is  in  the  neigh- 
borhood of  St.  Augustine,  FL,  the  nation's 
oldest  city. 

It  marked  the  coming  together  of  golfing 
generations,  a  who's  who  of  greatness.  It  aisc 
marked  the  coming  together  of  golf  orga 
nizations  to  honor  the  game's  rich  history 
and  great  stars  under  one  roof. 

In  fact,  this  marks  the  first  time  the  LPGA 
Hall  of  Fame  artually  has  a  permanent  home 

"I  am  very  excited,"  said  Pat  Bradley,  whc 
was  inducted  into  the  LPGA  Hall  of  Fame 
in  1991.  "For  the  last  five  or  six  years,  my 
stuff  has  been  in  a  box  in  the  corner,  off  to 
the  side  of  a  room.  It  will  be  a  final  chapte 
in  my  career,  getting  into  the  Hall  of  Fame 
For  many  years  to  come,  it  will  be  a  place 
where  people  can  gather  and  see  it  long 
into  the  future." 

"It  is  great  that  all  of  the  golf  organiza- 
tions have  come  together  to  build  the  Worl 
Golf  Hall  of  Fame,"  added  Betsy  King,  who 
qualified  for  the  LPGA  Hall  of  Fame  in  199 
"It  is  nice  to  finally  have  a  place  to  see  the 
LPGA  Hall  of  Fame  and  members  of  the  PG 
TOUR  Hall  of  Fame."* 
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ROrAL  MELBOURNE  GOLF  CU 

Professional  golf  is  going  global,  and  there  seems  no  limit  to  its  horizon 


Ernie  Els 
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from  left  to  right; 
Ken  Scfiofield,  Executive 
Director  of  PGA  European 
Tour,  and  PGA  TOUR 
Commissioner  Tim  Fincfiem 


The  Presidents  Cup,  the  com- 
petition between  PGA  TOUR 
players  and  the  world's  best 
non-European  players,  will  be 
held  in  Melbourne,  Australia  this 
December.  The  newly  created 
World  Golf  Championships,  events 
designed  to  bring  the  world's  best 
players  together,  begin  their  first 
season  in  1999,  with  a  fourth  event 
beginning  in  the  year  2000. 
The  PGA  TOUR  has  led  the  way  in  the 
development  of  international  championship 
golf,  bringing  together  the  PGA  Tour  of 
Australasia,  the  PGA  Tour  of  Japan,  the  PGA 
European  Tour  and  the  Southern  Africa 
PGA  Tour  into  a  worldwide  organization 
known  as  the  PGA  Tours  International 
Federation,  the  body 
that  will  oversee  the 
World  Golf  Championships. 

"We  have  created  a 
combination  of  venues 
and  formats  that  magni- 
fies golf's  international 
status,"  says  PGA  TOUR 
Commissioner  Tim  Finchem. 
"These  championships  tran- 
scend national  boundaries, 
bringing  players  from 
all  corners  of  the  world 
together,  encompassing 
the  global  marketplace 
with  global  sponsors." 
Andersen  Consulting,  NEC  and  American 
Express  have  signed  on  as  umbrella  sponsors 
for  a  four-year  term.  Andersen  Consulting 
will  sponsor  the  World  Golf  Championship 
Andersen  Consulting  Match  Play 
Championship,  a  match  play  event  among 
the  world's  top  64  players,  at  La  Costa 
Resort  in  Carlsbad,  CA  next  February. 


NEC  will  sponsor  the  World  Golf 
Championships  NEC  Invitational,  an  event 
featuring  the  last-named  Ryder  Cup  and 
Presidents  Cup  team  members,  in  Akron, 
OH  in  August  of  next  year.  American 
Express  will  be  the  sponsor  of  the  World 
Golf  Championships  American  Express 
Championship,  a  stroke-play  event  among 
the  world's  top  players,  to  be  held  in 
November  1999  at  Valderrama,  Spain. 

Golf  in  the  modern  era  always  has 
had  an  international  flavor.  The  Ryder 
Cup  Matches  pit  a  12-man  U.S.  team 
against  their  European  counterparts.  The 
Presidents  Cup  began  in  1994  and  is  held 
every  two  years. 

Non-European  players,  like  Nick  Price 
of  Zimbabwe,  Ernie  Els  of  South  Africa 
and  Greg  Norman  of  Australia,  wanted 
to  share  in  the  thrill  of  international 
competition.  The  first  two  Presidents  Cup 
matches  were  held  in  the  United  States 
and  were  won  by  the  American  team. 
This  year  the  matches  will  be  held  at  the 
legendary  Royal  Melbourne  Golf  Club,  whei 
Jack  Nicklaus  will  captain  the  American 
team  while  Australian  Peter  Thomson 
captains  the  International  Team. 

"Being  able  to  compete  as  a  team  gives 
you  a  sensation  you  don't  get  any  other 
way,"  says  Price.  "The  Presidents  Cup  gives! 
those  of  us  who  cannot  qualify  for  the  Ryd^ 
Cup  a  taste  of  that  competition.  It's  terrific! 

Just  as  The  Presidents  Cup  is  bringing 
the  best  international  competition  to  the 
rest  of  the  world,  so  will  the  World  Golf 
Championships,  which  add  a  fourth  event 
in  2000  when  the  World  Cup  of  Golf,  a 
long-standing  two-man  team  competition 
becomes  part  of  the  WGC  series.  The  plan 
calls  for  about  half  the  WGC  events  to  be 
played  outside  the  United  States,  to  capitalij 
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on  the  expanding  interest  in  the  game 
in  the  Pacific  Rim,  Australia,  Europe  and 
Southern  Africa. 

CORPORATE  SPONSORSHIP 

This  globalization  of  the  game,  enhanced 
by  worldwide  television  coverage,  is  a  big 
reason  that  Andersen  Consulting,  NEC  and 
American  Express  have  signed  on  as  sponsors. 

"American  Express  is  a  global  corpora- 
tion, a  global  brand,"  says  Nancy  Smith, 
\/'\ce  president  of  media  and  sponsorship 
for  American  Express.  "We  were  looking  for 
jomething  that  would  have  marquee 
/alue,  something  of  high  accomplishment 
and  something  that  would  have  a  global 
'eel  to  it.  Golf  is  a  very  serious  passion  for 
i  good  percentage  of  our  customers.  It  has 
;he  dual  perspective  of  being  a  sport  that 
5  viewed  and  one  that  is  participated  in. 
;'he  World  Golf  Championship  series  gives 
IS  not  only  the  benefit  of  sponsoring  one 
ivent,  but  of  participating  in  all  the  others." 

NEC  was  already  sponsoring  the  long- 
tanding  World  Series  of  Golf  in  Akron,  OH 
nd  was  happy  with  its  relationship.  Then 
he  PGA  TOUR  asked  NEC  if  it  wanted  to 


losta  kesorl  &  bpa,  bite  ot  the  World  Golf  Clianipioiibliips 
lersen  Consulting  Match  Play  Championship. 


become  a  part  of  the  WGC  series.  "We  felt 
the  World  Golf  Championships  would  elevate 
the  event  considerably,"  says  Jim  Carpenter, 
senior  vice  president  of  NEC-USA. 

A  NATURAL  FIT 

The  WGC  also  fit  nicely  into  NEC's  mar 
keting  strategy.  "It's  a  globalization  of 
our  marketing  package,"  says  Carpenter. 
"It  expands  our  game  plan  horizontally, 
and  the  size  of  the  event  expands  it  ver- 
tically. We  think  golf  is  unique  in  that  it 
has  the  highest  level  of  personal  integrity 
while  appealing  to  an  enormous  number 
of  people.  It  is  widely  played  at  all  ages 
and  skill  levels.  It's  a  good  fit  for  us,  espe- 
cially as  a  global  medium." 

Jim  Murphy,  worldwide  managing  direc- 
tor of  marketing  and  communications  for 
Andersen  Consulting,  had  overseen  his  com 
pany's  sponsorship  of  the  Andersen 
Consulting  World  Championship  of  Golf 
for  two  seasons  when  he  was  approached 
about  his  event  becoming  part  of  the 
WGC.  "We  were  pleased  to  pioneer  a 
global  match  play  event,"  says  Murphy, 
"Now  that  it's  a  fully  sanctioned 
event  [official  prize  money  on  every 
tour],  it  takes  on  greater  stature.  We 
were  looking  for  a  global  event  to 
give  us  worldwide  exposure.  The 
Olympics  were  too  expensive.  Soccer 
doesn't  have  the  demographics.  This  fit 
with  our  marketing  mix  right  now...  And 
we  believe  in  the  concept  of  global  golf 
in  the  pure  sense.  We  want  to  see  the  best 
players  in  the  world  brought  together  more 
frequently. " 

For  American  Express,  the  WGC  gives  an 
international  platform  to  one  very  impor- 
tant spokesperson.  Tiger  Woods.  There's  no 
doubt  that  Woods'  accomplishments  have 
resonated  around  the  world,  bringing 
more  fans  to  the  television  sets  and  more 
players  to  the  game.  "The  World  Golf 
Championship  gives  us  an  opportunity  to 
synergize  with  Tiger  Woods,"  says  Smith. 
"He's  got  global  appeal." 

In  that  sense.  Tiger  Woods  symbolizes  the 
new,  evolutionary  game  of  golf,  a  game 
that  is  circumnavigating  the  world  at  record 
speed  and  capturing  the  hearts  and  minds 
of  new  golf  fans  everywhere.  ■ 


Nick  Price 
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On  the  West  Coast 


RY  MARK  SOLTAU 

PHOTOCRAPHY  BY  J.D.  CUBAN/PGA  TOUR 
When  BiDik  of  America  bcciDnc  a  prcsentnv^  sponsor  of  the  PGA 
TOUIi's  West  Codst  Sifin;^  earlier  this  year,  little  did  the  company 
know  It  would  last  until  Aw^itst.  Talk  about  a  har<^ain! 


Officially,  the  eight-tournament 
stretch  known  as  the  West  Coast 
Swing  was  supposed  to  end  March 
1,  1998  in  Los  Angeles  with  the  Nissan 
Open.  But  El  Nino  made  a  mess  of 
things  on  the  Monterey  Peninsula  during 
the  AT&T  Pebble  Beach  Pro-Am,  and  the 
event  was  postponed  after  two  rounds.  It 
will  be  completed  Aug.  17,  six  months  late. 
But  for  someone,  it  will  be  worth  the  wait. 

Not  only  does  the  tournament  winner 
receive  $450,000,  Bank  of  America  has 
added  a  $100,000  bonus  for  the  King  of  the 
Swing,  the  player  who  earns  the  most  money 
during  the  West  Coast  schedule.  When  play 
concludes  at  Pebble  Beach,  the  money 
leader  will  be  presented  with  a  new  laptop 
computer  and  on-line  banking  account. 

"We're  stretching  the  budget  a  little  bit," 
said  San  Francisco-based  Joe  Frisch,  Bank 
of  America's  vice  president  of  sports  market- 
ing. "We're  looking  forward  to  crowning 
that  winner." 

Bank  of  America,  which  also  sweetened 
every  West  Coast  purse  by  $300,000  as  part 
of  a  five-year  agreement  with  the  PGA  TOUR, 


Tom  Watson 
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will  award  $100,000  annually  for  the  devel- 
opment of  The  First  Tee,  a  youth-oriented 
golf  initiative  established  by  the  World  Golf 
Foundation. 

"It's  important  to  be  involved  in  a  sport 
with  such  a  sterling  reputation,"  Frisch  said./ 
"It's  also  good  for  the  communities."  The 
partnership  with  Bank  of  America  was  timely 
for  the  PGA  TOUR,  which  was  looking  for  ; 
an  incentive  program  to  strengthen  fields 
and  build  exposure  for  its  West  Coast  stops. 
Part  of  the  problem  was  weather,  which 
is  often  unpredictable  in  January  and 
February.  The  other  was  scheduling.  With 
the  addition  of  unofficial,  made-for-televisior 
events  like  the  Franklin  Templeton  Shark 
Shootout,  the  Skins  Game,  and  the  Wendy's 
Three-Tour  Challenge,  some  top  players 
were  competing  into  December  and  then 
taking  time  off. 

They  now  rethink  their  scheduling, 
which  should  increase  galleries  and  televi- 
sion ratings. 

"The  addition  of  a  presenting  sponsor  for 
our  West  Coast  events  was  a  top  priority 
for  1998,"  said  PGA  TOUR  Commissioner 
Tim  Finchem.  "The  additional  promotion 
and  exposure  for  our  first  eight  events  on 
our  schedule  got  the  TOUR  season  off  to 
a  rousing  start." 

At  each  event.  Bank  of  America  showcas^  " 


its  new  products  in  a  private  tent  and 
entertains  customers.  Golf  has  provided 
the  perfect  forum. 

"We  enhance  a  lot  of  relationships  on 
the  commercial  and  private  banking  sides, 
Frisch  said. 

When  play  resumes  at  Pebble  Beach, 
Tom  Watson  and  Tim  Herron  share  the  leac 
at  10-under-par  134.  Jay  Haas,  Phil  Mickelsoi 
and  Tom  Lehman  are  one  stroke  back 
at  135,  followed  by  Davis  Love  III,  Chris 
Smith,  Tom  Pernice,  Jr.,  Paul  Azinger  and 
Jim  Furyk  at  136. 

After  seven  West  Coast  tournaments,  Dav 
Duval  leads  the  money  list  with  $553,663 
followed  by  Tiger  Woods  ($485,600), 
John  Huston  ($460,250),  Jesper  Parnevik 
($454,623)  and  Fred  Couples  ($427,263). 
Watson  ranks  third  on  the  West  Coast  mon( 
list  with  $359,400,  Mickelson  is  10th  at 
$321,450  and  Love  is  28th  at  $147,875.  All, 
of  which  makes  for  an  exciting  finish,  espe- 
cially since  three  courses  are  being  used.* 
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One  of  Fortune  Brands' 
Sweetspots 


Go  for 
the  stick. 

"What's  the  key  to  hitting 
great  iron  shots?  Finding 
the  sweetspot  consistently — 
something  you  can  do  by 
playing  the  new  King  Cobra  11  irons.  Their  unique 
clubhead  design  and  heel-side  weighting  gives  them 
an  ultra-large,  easy-to-find  sweetspot  that  makes 
these  the  sticks  to  go  for.  Thousands  of  independent 
tests  confirmed  that  golfers  like  you  rated  Cobra 
number  one  over  every  other  brand,  hi  their  words, 
King  Cobra  11  irons  gave  them:  'Better  distance. 
Better  accuracy.  Better  feel.'" 

—  Greg  Norman 
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mt  to  hit  great  iron  shots?  Go  for  the  stick:  The  new  King  Cobra  II 
IS,  by  Cobra.  One  of  the  three  hottest  brand  names  in  golf,  along 
h  Titleist  and  FootJoy.  Together,  they  make  up  the  most  powerful 
sesome  in  the  sport.  And  beyond  golf,  Fortune  Brands  excels 
h  a  portfolio  of  premier  consumer  brands  like  Jim  Beam,  Moen, 
ster  Lock,  Day-Timer,  Swingline  and  Kensington. 


w.fortunebrands.com  or  call  800  310-5960  NYSE:FO 


w. cohragolf.com  www.titleist.com  www.footjoy.com 


FORTUNE 

BRANDS 


Building  a  Fortune  Around 
the  World. 
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40  Years . . .  and  Counting 

BY  JEFF  WILLIAMS 


Steve  Elkington 

An  integral 
element  in 
Buick's  link 
to  golf  is  its 
PGA  TOUR  staff 
of  four  golfers 


Buick  Motor  Division's  40th  anniversary  in  1998  as  the  original  title  sponsor  of  the  VGA 
TOUR  is  more  than  a  celebration.  It's  a  reaffirmation  that  the  automaker  didn't  just  have 
a  superior  idea,  but  an  idea  built  to  last  for  decades.         "  '"i 


The  foresight  of  Buick's  interest  in  profes- 
sional golf  as  a  marketing  tool  is  amplified 
today  in  an  era  when  every  automobile 
manufacturer  worldwide  is  affiliated,  in 
one  form  or  another,  with  big-time  golf. 
The  other  automakers  know  now  what 
Buick  knew  back  then:  The  demographics 
work.  Golfers  fit  the  profile  of  Buick's  target 
market,  now  more  than  ever. 

"It's  been  an  opportunity  for  us  to  partner 
with  our  dealers  and  the  communities  our 
dealers  do  business  in,"  said  Dave  Lyons, 
manager  of  golf  marketing  for  Buick.  It's 
a  marketing  tool  that's  been  successful  for 
us.  It's  plain  good  for  automobile  sales." 

In  1957,  golf's  landscape  was  changing 
and  major  American  companies,  led  by 
Buick,  were  monitoring  the  growth  of  the 
game,  years  before  demographics  became 
a  buzzword.  Golf  was  beginning  to  make 
an  imprint  on  lifestyles,  years  before  the 
leisure-time  concept  captured  the  essence  of 
how  20th  century  Americans  wanted  to  live. 

Before  corporate  sponsors,  most  golf 
tournaments  were  sponsored  by  local  civic 
groups,  such  as  Chambers  of  Commerce, 
to  promote  their  communities. 

MUTUAL  RESPECT 

Buick's  relationship  with  the  PGA  TOUR 
began  officially  in  1958.  The  concept  origi- 
nated a  year  earlier  when  the  founder  of 
the  Buick  Open,  Waldo  McNaught,  watched 
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the  1957  Carling  Open  at  Flint  GbWCrtfl 
Michigan.  McNaught,  Buick's  public  reiatior 
director,  immediately  saw  the  future  and 
embarked  on  a  plan  to  move  the  tournamer 
to  Warwick  Hills  Goif  and  Country  Club  in 
Grand  Blanc,  just  a  few  miles  south  of  Buic 
world  headquarters,  and  rename  it  the 
Buick  Open.  In  1959,  Buick  signed  a  six-yea|| 
agreement  with  the  PGA  TOUR.  It  was  the 
longest  and  largest  single  financial  sponsor- 
ship deal  in  professional  golf  at  the  time. 

The  relationship,  like  a  golf  swing  on  thi 
PGA  TOUR,  is  based  on  solid  fundamentals 

"It's  just  that  we  both  really  understand 
each  other's  marketing  objectives  and  havs 
respect  for  the  organizations  and  what  the' 
have  accomplished  over  the  decades,"  saic 
Mike  Stevens,  PGA  TOUR  vice  president  of 
corporate  marketing  a 

"It's  great  to  deal  with  Buick  because  p 
we  have  a  familiarity,  we  work  closely  wit 
them  and  we  know  what  their  objective? 
are  in  using  the  tournaments." 
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NATIONAL  STRATEGY 

Lyons  is  the  point  man  in  Buick's  golf- 


related  efforts.  Golf  works  as  a  marketing  ^\^\^^^^ 
tool,  he  said,  by  opening  up  lines  of  'k'^^i 
communications.  Buick  long  ago  identifie' 
the  PGA  TOUR  as  the  best  possible  vehick  Dietoij^^^ 
to  reach  customers  and  potential  customf  lOyearji,. 

With  four  tournaments  placed  strategica 
around  the  United  States,  Buick  is  the  title 
sponsor  with  the  most  TOUR  events.  That': 
not  all.  Buick  has  been  the  official  car  of  tl 
PGA  TOUR  since  1984. 

In  1986,  Buick's  commitment  to  the  PG/ 
TOUR  grew  even  greater,  and  the  focus 
changed  from  a  regional  to  a  national  sa 

The  broadened  scope  included  adding 
three  more  PGA  TOUR  events  under  the 
Buick  banner,  spreading  them  around  the 
country  and  throughout  the  annual  TOUl 
calendar  to  maximize  exposure.  The  Buick 
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Classic  at  Westchester  Country  Club  in  Rye, 
NY,  and  the  Buick  Challenge  at  Callaway 
Gardens  in  Pine  Mountain,  GA,  were  added 
in  1990;  the  Buick  Invitational  at  Torrey  Pines 
Golf  Course  in  La  Jolla,  CA,  in  1992.  Buick 
and  its  dealers  also  are  involved  with 
events  on  the  NIKE  TOUR. 

Buick,  like  any  corporate  sponsor,  strives 
to  accomplish  several  things  for  its  financial 
outlay.  The  most  obvious  and  easiest  to 
define  is  reaching  a  target  audience.  The 
others  include  enhancing  relationships  with 
dealers,  brand  building  and  community 
nvolvement  through  the  charitable  nature 
3f  proceeds  raised  through  tournaments. 
Each,  in  its  own  way,  is  of  critical  importance 
0  the  scheme  of  things. 

As  it  was  40  years  ago,  Buick  remains  ahead 
)f  the  curve  in  maximizing  the  relationship. 

"Obviously,  we  feel  good  that  something 
ve  took  the  initiative  on  so  many  years  ago 
las  been  so  successful,"  Lyons  said.  "We  feel 
)Ood,  particularly,  that  we've  been  able  to 
)ring  something  to  our  dealers  that  not  only 

15  good  for  car  sales  but  is  good  for  the 
ommunity.  As  for  the  charity  part  of  the  PGA 
OUR,  I  can't  think  of  any  other  sport  that 
an  say  that  it  gives  so  much  to  charity." 

Ikharitable  deeds 

Buick  tournaments  have  raised  nearly  $14 
iiilion  for  charities  since  1982. 
Tom  Wilson,  tournament  director  for  the 
uick  Invitational  at  Torrey  Pines  Golf  Course, 
effusive  in  his  praise  of  Buick's  steward- 
lip.  The  Buick  Invitational  benefits  some 
D  neighborhood  charitable  organizations 
id  the  "Save  Our  Sports"  programs  at  58 
jgh  schools  throughout  the  San  Diego  area. 

The  tournament  raised  $2  million  in  its 
'St  30  years  before  Buick  became  the  spon- 
ir  in  1992.  It  matched  that  contribution, 
ising  an  additional  $2  million,  in  the  first  six 
lars  under  the  Buick  banner. 
Lyons  sees  the  charitable  contributions  as 
1  opportunity  to  give  something  back  to 
e  communities  that  support  Buick  and  the 
)lf  tournaments.  Those  charities  include, 
nong  others,  the  American  Cancer  Society, 
iSter  Seal  Society,  American  Red  Cross,  Boy 
outs  of  America,  Boys  and  Girls  Clubs,  hos- 
:alsand  medical  centers,  university  sports 
ograms,  youth  and  educational  organiza- 
!ns  and  the  fine  arts. 
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GOLF  AMBASSADORS 

An  integral  element  in  Buick's  link  to  golf 
is  its  PGA  TOUR  staff  of  four  golfers 
Crenshaw,  Steve  Elkington, 
Chip  Beck  and  David 
Berganio.  Crenshaw  is  the 
dean.  He  signed  his  first 
endorsement  agreement 
in  1988,  followed  by  Beck  in 
1992,  Elkington  in  1994  and 
Berganio  in  1997. 

Buick's  selection  of  those 
players  reflects  a  philoso- 
phy. The  players  are  chosen 
for  abilities  beyond  golf. 
They  understand  and  appreciate  Buick's  goals 
on  marketing  vehicles  and  help  push  through 
various  initiatives.  They're  ambassadors  with 
golf  portfolios. 

Crenshaw,  nicknamed  Gentle 
Ben,  is  a  gentleman  golfer  in  the 
mold  of  Bobby  Jones,  and  few 
golfers  are  more  respected.  He's  a 
student  of  the  game  and  a  golf  his 
torian.  A  two-time  Masters  champion, 
Crenshaw's  victory  at  Augusta 
National  in  1995  is  one  of  the  most 
storied  in  golf  history.  On  the  market- 
ing/promotional side,  Crenshaw's  victory 
was  worth  an  estimated  $3  million  in  adver- 
tising for  Buick  based  on  the  amount 
of  television  and  newsprint  exposure 
he  received  during  the  tournament. 

Buick  has  another  big  winner  in  Elkington, 
the  1995  PGA  Champion,  whose  elegant 
swing  is  one  of  the  most  envied  on  the  PGA 
TOUR.  The  role  of  ambassador  for  Elkington 
included  a  trip  to  Grand  Blanc  this  year  for 
the  Buick  Open  Media  Day  as  a  substitute  for 
1997  champion  Vijay  Singh.  "Buick  has  been 
a  key  supporter  of  golf  and  the  PGA  TOUR 
for  many  years,"  Elkington  said.  "I'm  pleased 
to  be  a  part  of  that." 

Longevity  is  the  basis  of  the  synergy 
between  the  PGA  TOUR  and  Buick.  When 
the  PGA  TOUR  thinks  automobiles,  it  thinks 
Buick.  When  Buick  thinks  golf,  it  thinks  PGA 
TOUR.  Buick's  side  of  the  equation  is  so 
intense  that  its  sports  marketing  efforts 
are  focused  exclusively  on  golf. 

"The  PGA  TOUR  is  very  supportive,"  Lyons 
said.  "They've  brought  the  game  of  golf 
along  and  made  it  what  it  is  today.  They 
support  golf  and  the  future  of  golf."B 
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Pro  at  the  tee. 
Whoooosh.  (  325.  easy) 
Another  day  on  PGA  TOUR. 

Another  day  Lucent  Technologies  helps  PGA  TOUR  stay  on 
course  with  rapid  growth  (e.g..  expanded  communications  system 
doubles  voice/data  capacity  Staff  gets  info  faster  on  Net. 
Players  will  get  tee  times  and  pairings  24  hrs./day). 
Shhhhhh, 

Another  big  hitter  at  the  tee. 


Lucent  Technologies 

•■••»«  Innovations 

''^>»  ^Uhuuju,  Avenue 
M"^^ayH//;.;Vi  07974 -0636 
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We  make  the  things  that  make  communications  work 


Science  &  Technology 


ELECTRONICS 


YOUR  CAR  MAY  BE 
SMARTER  THAN  YOU 

rhe  latest  high-tech  wizardry  can  counter  driver  error 


Gears  and  drive  shafts  have  had 
their  day  in  Detroit.  Silicon  chips 
and  electronic  systems  are  fast  re- 
placing many  of  the  metal  parts 
lat  were  venerated  by  generations  of 
utomotive  engineers.  Microprocessors, 
itelligent  systems,  smait  cars,  and  soft- 
'are — these  are  the  keys  to  the  fiitiu'e. 
Metal  components  will  always  be  im- 
Drtant  to  the  auto  industry.  But  there 
ill  be  far  fewer  of  them  as  cannakers 
vitch  to  electronics  whenever  possible 
I  boost  performance,  lower  weight,  im- 
:o\e  safety,  speed  up  development  ey- 
es— and  offer  all  kinds  of  new  goodies, 
ce  radar-based  cnaise  control.  "I'm  look- 
,  g  to  the  day  when  the  engine  drives 


nothing  but  a  generator  that  provides 
power  for  eveiytliing  else,"  says  Linos  J. 
Jacovides,  head  of  electrical  and  elec- 
tronics development  at  General  Motors 
Coip.'s  Engineering  Center. 

Over  at  Ford  Motor  Co.'s  Advanced 
Vehicle  Technology  Center,  managers 
actually  talk  about  modeling  cars  after 
personal  computers.  The  chassis  would 
be  like  a  PC  cabinet,  and  car  companies 
would  battle  to  become  the  Microsoft 
Corp.  of  automotive  programs,  offering 
yeai'ly  software  upgi'ades  to  people  who 
don't  want  to  buy  a  whole  new  "com- 
pubile."  "I  think  it's  going  to  come," 
says  Cary  A.  Wilson,  director  of  elec- 
trical and  electronic  engineering. 


This  strange  new  Detroit  has 
emerged  in  just  the  past  five  years. 
"The  change  in  culture  was  very 
painful,"  recalls  Gregory  J.  Avesian, 
manager  of  solutions  marketing  at  the 
Chrysler  Technology  Center.  Chrysler 
Corp.  used  to  pride  itself  on  experts 
who  knew  everything  there  was  to 
know  about  mechanical  esoterica.  Now, 
Chrysler  relies  a  lot  on  suppliers  for 
such  expertise  so  its  in-house  engineers 
can  focus  more  on  electronics. 

Some  major  mechanical  components 
ai'e  already  getting  the  heave-ho.  Steer- 
ing columns,  bral<e  linkages,  and  tlii'ottle 
cables  are  giving  way  to  wires  and 
chips.  The  results  are  steer-by-wire, 
brake-by- wire,  and  tlirottle-by-wire  sys- 
tems. "These  'by-wire'  controls  ai'e  basic 
enablers  that  will  allow  advanced  fea- 
tures on  future  cars,"  says  Benjamin  J. 
Knight,  a  vice-president  at  Honda  R&n 
Americas  Inc.  in  Torrance,  Calif. 
COMMON  SENSORS.  In  "by-wire"  sys- 
tems, when  a  driver  turns  the  steering 
wheel  or  stomps  on  the  brake,  the  move- 
ment doesn't  directly  tiun  the  wheels  or 
apply  the  brakes  as  it  used  to.  Instead, 
the  motion  is  detected  by  sensoi^s  and  re- 
layed to  computer  chips.  These  chips 
then  signal  motors  to  tiu'n  tiie  wheels 


[igh-Tech  from  Head  to  Tail 

■om  small  laser  headlights  (l)for  improved  aerodynamics 
LED  tail  lights  (2)  for  better  visibility,  everything 
tomotive  is  going  high-tech.  Silicon  is  displacing  metal 
adaptive  suspensions  (3)  and  ''by-w/ire"  steering  (4), 

fcceleration  (5),  and  braking  (6).  Radar  (7)  scouts  for 


trouble  ahead.  Digital-imaging  chips  (8,9)  look  backward 
and  provide  a  wide-angle  view  in  the  rear-view  mirror  (10), 
while  other  imagers  (11)  help  cars  squeeze  into  tight  park- 
ing spaces.  Yaw-and-pinch  sensors  (12)  help  electronic 
gear  (13)mamtain  stability.  Voice-recognition  system  (14) 
can  start  the  car  and  adjust  seats  and  radio.  Already,  cars 
are  stuffed  with  up  to  60  microprocessors,  and  more  will 
be  added  soon  (15). 
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or  activate  tlie  brakes. 

Once  microprocessors 
entered  such  control 
loops,  they  brought  the 
ability  to  do  more  than 
just  relay  the  driver's  in- 
tent. They  could  embell- 
ish it  with  intelligence. 
Antilock  braking  systems 
(ABS)  were  an  early  ex- 
ample. "With  ARS,  you 
can  make  a  typical  dri- 
ver perform  like  an  ex- 
pert driver,"  says  Chrys- 
ler's Avesian. 

The  latest  spin  on  ABS 
technology  goes  beyond 
pumping  the  brakes  to 
avoid  skids.  It  out-thinks 
Sunday  drivers  who  tiy 
to  zip  around  a  ciuve  too 
fast.  Yaw  and  pitch  sen- 
sors detect  excessive 
sideways  force,  and  be 
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New  navigational  systems  may  include  a 

fore  thldriveT  loses  con-  "drowsy-drlver"  feature  that  sounds  an 

trol,  a  computer  inter-  r>  •  p 

alarm  at  the  first  signs  of  sleepiness 


mter 

venes — nudging  the 
b^-akes  while  easing  back 
on  the  thi-ottle  to  pre- 
vent fishtailing  or  over- 
steering. 

The  fii'st  such  system,  called  the  Elec- 
tronic Stability  ProgTam  (esp),  was  un- 
veiled in  1995  by  Germany's  Robert 
Bosch.  BMW  quickly  aflded  ESP  to  a  couple 
of  high-end  models,  and  Audi  and  Mer- 
cedes-Benz soon  followed.  Last  year,  the 
system  was  installed  in  some  50,000  cai"s, 
mostly  European  luxiuy  models.  CM  put 
a  similar  technology  on  some  Cadillacs, 
and  Honda  Motor  Co.  is  pioneering  sta- 
bility systems  in  Japan,  on  Accords. 
MISSING  MOOSE.  This  year,  ESP  is  a  hot 
ticket — thanks  to  a  mishap  with  Mer- 
cedes-Benz's new  little  A-class  car.  Last 
yeai-  an  A  car  flijiped  dui'ing  a  maneu- 
ver that  tests  a  car's  ability  to  swerve 
around  an  unexpected  obstacle  at  37 
mph.  Daimler  Benz  stopped  production 
to  reengineer  the  A-class,  adding  the 
former  $1,000  esp  option  as  a  standard 
feature.  The  stal)ilized  A-class  model 
passed  Sweden's  so-called  moose  test — 
moose  and  elk  are  frefiuent  interlopers 
on  Swedish  roads.  Then  Daimler  an- 
nounced that  ESP  will  be  included  on 
all  its  cars.  Not  to  be  outdone,  Volk- 
swagen and  other  European  car  com- 
panies began  plunking  down  big  orders. 
Bosch  pegs  sales  at  250,000  this  year 
and  heading  for  1  million  in  2000. 

Many  more  electronic  marvels  ai'e 
coming.  Suppliers  and  auto  makers  in 
Asia,  Europe,  and  the  U.  S.  are  devel- 
oping new  cmise  controls.  These  ver- 
sions are  dubbed  adaptive,  or  intelli- 


WiLL  ALLOW  DRIVERS  TO 
UHG  THE  BRAKE  OR  ACCELERATOR 


gent,  because  they  don't  just  maintain  a 
set  speed.  They  use  radar  to  gauge  the 
speed  of  a  slower-moving  vehicle  ahead 
and  automatically  slow  your  car  to  the 
same  speed  until  you  decide  to  pass. 
Adaptive  cmise  control  is  now  available 
on  the  Mitsubishi  Diamante,  and  Ford 
has  outfitted  a  Jaguar  x.T(i  with  a  proto- 
type, which  performed  flawlessly  dur- 
ing a  recent  test  in  Dearborn,  Mich.  A 
BUSINESS  WEEK  editor  navigated  15 
miles  of  moderate  traffic  on  L94  without 
once  touching  the  brake  or  accelerator, 
despite  being  cut  off  twice  by  Michigan 
cowboys. 

With  a  different  set  of  sensors  and 
motors,  the  way  a  cai-  rides  can  adapt  to 
road-surface  changes  on  a  second-by- 
second  basis.  Othei-  sensors  will  sur- 
round cars  with  an  early-warning  co- 
coon. Infrared  detectors  can  spot  the 
heat  of  a  car  in  the 
blind  spot  and  sound  an 
alarm  when  you  flick 
the  turn  signal  before 
changing  lanes.  New 
radars  are  being  devel- 
oped that  vrill  see  past  a 
tinck  ahead — by  bounc- 
ing a  signal  off  the 
pavement  under  the 
truck — to  determine  if 
it's  safe  to  pass. 

G-Link  Technology,  a 
privately  held  company 


CARS  GET  SILICONIZED 
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in  San  Jose,  Calif.,  is  oi; 
of  many  outfits  workir 
on  inexpensive  optical 
imaging  chips  for  car 
Placed  over  the 
bumper,  they  could  aj 
in  parallel  parking, 
they  could  peer  bac 
ward   from  under  t 
rear-window  brake  ligj 
and  from  a  corner 
both  outside  rearvi 
mirrors.  All  the  vie^ 
could  then  be  digital  ■, 
combined  and  display- 
on  a  screen  that  takjf 
the  place  of  the  insic 
rear-view.  "So  I  can  si; 
everything  behind  n, 
including  the  blind  spo| 
says  G-Link  Vice-Prel 
dent  Max  L.  Blankenze. 
He  expects  the  first  ;f- 
plications  to  show  'Jj 
next  fall  in  Japan.  ; 

The  i"ear-view  mink 
might  have  a  camei 
too — keeping  an  eye  b 
the  driver  for  sig? 
of  sleepiness.  Drown- 
driver  alerts  will  also  b 
featured  on  some  new  car-navigatijE 
systems.  They'll  be  smait  enough  to  i 
the  difference  between  erratic  wandf 
ing  and  ducking  in  and  out  wliile  lookii 
for  an  opening  to  pass.  When  a  driM 
begins  to  nod  off,  the  cai'  will  set  ofH 
flashing  light  or  buzzer.  Cell  phones 
becoming  de  rigueur  on  next-gene 
tion  navigation  systems,  so  the  chnvei' 
the  car's  computer  can  retrieve  tra: 
updates  ft-om  the  Internet — or  call 
and  relay  yom-  location  when  an  ah' 
pops  or  the  engine  conks  out. 

Within  a  decade  or  so,  cars  could 
come  so  savvy  and  chatty  that  hitt 
the  road  will  be  a  much  more  pleas, 
experience.  Pulling  into  a  crowded  p; 
ing  lane  should  be  no  hassle,  for 
stance.  Your  car's  computer  will  al 
the  computers  in  adjacent  cars 
they'll  let  you  in  because  chips  dc 
practice  aggressive  d 
ing.  It  may  get  har 
and  harder  for  peopl 
endanger  others  by 
gaging  in  risky  beh 
ior  behind  the  wh 
The  rolling  PC  will  ki 
what's  reckless 
everything  the  dri 
wants  to  do  will  hav- 
go  through  a  compu 
By  Otis  Port  in  Det 
with  Larry  Armstr 
in  Los  Angeles 
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Priority  status  on  six  airlines. 


STAR  ALLIANCE 

The  airline  network  for  Earth. 


Travel  the  world  smoothly  on  all  six  Star  Alliance^"  airlines  — 
United  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Varig. 

Apply  mileage  points  from  qualified  flights  on  any  of  the  six 
airlines  toward  your  overall  frequent  flyer  status. 

Indulge  yourself  in  any  of  our  partners"  lounges.  More  than  190 
around  the  world  are  open  to  eligible  First  and  Business  Class 
travelers  and  to  Star  Alliance  Gold  members. 

Redeem  miles  for  reward  travel  on  any  of  our  sLx  carriers, 
givmg  you  more  than  600  destinations  around  the  world  to 
choose  from. 

Enjoy  Priority  Check-In  on  all  of  our  partners'  flights.  Regard- 
less of  the  airline  you're  flying,  a  priorit>'  counter  awaits 
Star  Alliance  Gold  members. 

Be  more  confident  when  tqdng  to  fly  a  sold-out  flight.  Priority 
Wait-List  and  Priority  Standby*  put  Gold  and  Silver  members 
toward  the  top  of  the  list  on  any  Star  Alliance  flight. 


II  In 


31  local  daily  newspapers  were  facing  fierce  new  competition  for  readers  and  ad 
revenues.  Was  there  a  breakthrough  way  to  deliver  the  news?  We  worked  with  Knight-Ridder  New  Media  to  help 
develop  an  electronic  news  clipping  service,  searchable  classified  ads,  local  sports  and  entertainment  services  -all  of  which 
helped  them  wring  additional  revenue  from  their  papers.  What  made  it  possible?  Netscape  PublishingXpert  and 
Netscape  Enterprise  server  software.  Today,  there's  no  telling  what  business  will  break  away  from  the  competition  with  a 
Netscape  solution.  Learn  more  with  a  free  information  packet  -  call  800-945-9361  or  visit  home.netscape.com/breakaway 


NET 


tJ3 ; 


» logo,  Netscape  PublishingXpert  and  Netscape  Enterprise  server  are  trademarks  of  Netscape 
Knight-Ridder  and  Knight-Ridder  New  Media  are  registered  tradenvarks  of  Knight-Ridder,  Inc. 


Developments  to  Watch 


lY  JOHN  CAREY 


THIS  BUS  FIXES  POTHOLES  ON  THE  RUN 


LON(;  TIRED  OF 

suspension- 
bending  pot- 
holes an(l  end- 
less traffic 
jams  caused 
by  road  re- 
pairs? Leo  M. 
Mara,  a  technician 
at  Sandia  National 
I  Laboratories,  may 
have  the  solution. 

Inching  {)ast  a  re 
pair  ci'ew  one  day, 
Mara  decided  to 
design  a  vehicle  to 
repair  potholes  on  the  nm. 
I  [t  took  him  four  yeai's  to 
I  figure  out  the  details,  but 
]  tie  has  just  won  a  patent 
)n  the  complete  system. 
The  idea  calls  for  a  vehicle 
ibout  the  size  of  a  Grey- 
lound  bus.  On  its  front 
)umper  are  scanners  that 
ipot  cracks  and  holes  in 
he  road.  Once  spied,  the 
;aps  are  cleaned  with 
ligh-pressure  air  and 
'acuumed  by  systems  un- 


der the  front  of  the  vehi- 
cle. Then,  as  the  repair 
track  drives  over 
the  holes,  arrays 
of  nozzles  at- 
•  ^        tached  to  the 
m    1^    bottom  of  the 
JL^^'y  chassis  shoot 
L^-^j^  filler  material  in 
•  the  pattern 

needed  to  fill 
the  flaws. 
Equipment 
fuiihei- 
back  on 
the  vehicle 
tamps  down  and  cleans  the 
patches  and  makes  sure 
the  fixes  are  complete. 

Mara  figures  the  vehi- 
cle could  operate  at  10 
mph  or  faster  and  could 
fill  small  cracks  long  be- 
fore they  turn  into  dan- 
gerous potholes.  That 
would  make  the  nation's 
roads  a  lot  smoothei'  and 
safer.  Sandia  is  seeking  a 
partner  to  commercialize 
the  system.  □ 


i 
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rOOL  FOR  STAYING 
STEP  AHEAD  OF  HIV 

VERFUL  DRUG  COCKTAILS 

kee))ing  HIV  at  bay  in 
usands  of  people  infected 
h  the  virus.  But  given  the 
I  dly  vims'  ability  to  mutate 

I  idly,  patients  are  worried 

I I  their  viral  strains  will 
'elop  resistance  to  the 
itments.  Indeed,  Hiv  has 
!ady  proven  that  it  can 
;kly  develop  resistance  to 
fle-dr'ug  ti'eatments.  And 
tors  increasingly  are  deal- 

with  patients  in  whom 
ils  of  the  virus  are  creep- 
back  up. 

;ut  there  may  be  a  way 
lead  off  resistance  before 
?curs.  By  reading  the  ge- 
c  codes  of  viiTises  as  they 
ate  and  evolve  in  actual 
ants,  Robert  M.  Lloyd  Jr., 


scientific  director  at  Applied 
Sciences  Inc.  in  Norcross, 
Ga.,  made  a  critical  discov- 
ery. Before  a  strain  of  virus 
actually  mutates  enough  to 
become  resistant,  he  found, 
it  typically  makes  an  inter- 
mediate change  in  its  genetic 
code.  That  mutation,  Lloyd 
recisoned,  can  be  used  to  pre- 
dict later  mutations  that  lead 
to  resistance. 

By  searching  for  these  in- 
termediate mutations,  "we 
can  have  a  crystal  ball  of 
what  resistance  mutations  are 
coming,"  explains  John 
Stevens,  chief  executive  offi- 
cer of  Visible  Genetics  Inc. 
in  Toronto,  which  owns  Ap- 
plied Sciences. 

Once  a  "crystal  ball"  mu- 
tation is  spotted,  it  may  be 
possible  to  change  the  combi- 
nation of  dmgs  to  prevent  r-e- 
sistance  fi'om  developing.  □ 


ON  THE  TRAIL  OF 
THE  JUMPING  GENES 

A    CRUCIAL    ASPECT  OF 

treating  patients  with  gene 
therapy  or  engineering 
genetically  altered  animals  is 
the  method  for  delivering 
new  genes.  But  none  of  the 
techniques  attempted  to 
date,  from  using  modified 
viruses  to  injecting  dna 
alone,  has  proven  ideal. 
That's  the  reason  University 
of  Minnesota  geneticist  Per- 
ry B.  Hackett  decided  to 
harness  nature's  own  sys- 
tem for  shuffling  around 
dna— using  so-called  jump- 
ing genes,  also  known  as 
transposons. 

In  lower  creatures,  such 
as  fruit  flies,  these 
jumping  genes  rap- 
idly move  chunks 
of  DNA  from  one 
chromosome  to 
another.  That 
helps  explain 
how  ''^such 
animals 
can  m  u  - 
tate  so  quickly. 
Hackett  reasoned  that 
transposons  would  make  good 
vehicles  for  the  delivery  of 
genes  to  treat  disease  or  to 


correct  genetic  defects.  But 
active  jumping  genes  weren't 
known  to  exist  in  humans  or 
any  other  vertebrate. 

Hackett  decided  to  take  a 
closer  look.  Although  his  re- 
search team  hunted  through 
the  vertebrate  kingdom  to 
feiTet  out  examples  of  work- 
ing jumping  genes,  it  failed 
to  discover  any.  But  the  re- 
searchers did  locate  mutated 
transposons  in  Atlantic  salm- 
on and  rainbow  trout  that 
had  been  active  millions  of 
years  ago. 

Hackett  spliced  together  the 
transposons  from  each  fish  to 
create  the  fii'st  working  ver- 
tebrate jumping  gene.  Last 
year,  the  re- 
^  searchere  con- 
ducted experi- 
ments showing 
that  the  trans- 
poson — which  they 
dubbed  "Sleeping 
Beauty"  because  it  had 
been  "awakened"  after 
millions  of  years  of  inac- 
tivity— could  jum]j  into  the 
chi-omosomes  of  fish,  mice,  and 
even  humans.  The  reseai'chei-s 
then  utilized  the  transposon  to 
cany  new  genes  into  zebra  fish 
and  other  animals.  Now  Hack- 
ett aims  to  develop  it  for  use 
in  gene  therapy.  □ 


GEHING  TO  THE  BOnOM  OF  BACK  PAIN 

THE  CAUSES  OF  ACHING  BACKS  REMAIN  MYSTERIOUS.  CAN 

one  wrench  injure  sensitive  disks  and  be  the  cause  of 
months  of  suffering?  Or  does  damage  accumulate  grad- 
ually and  insidiously? 

A  new  study  by  Jeffrey  Lotz,  director  of  the  Ortho- 
pedic Bioengineering  Laboratory,  and  colleagues  at  the 
University  of  Califor-nia  at  San  Francisco  and  the  Uni- 
vei'sity  of  Calgaiy  suggests  the  culprit  is  often  gradual, 
long-ter-m  damage.  By  studying  mice  tails,  which  contain 
disks  similar  to  those  in  human  backs,  Lotz's  team  dis- 
covered that  forx-es  equivalent  to  heavy  lifting  bring  de- 
bilitating changes.  With  too  much  force,  water-filled 
spinal  disks  lose  their  ability  to  retain  water  and  shr-ink, 
causing  unhealthy  and  painful  changes.  "This  is  the  first 
study  to  show  that  heavy  loads  on  the  spine  lead  to  re- 
modeling of  the  disk,"  says  Lotz. 

He  hopes  the  study,  pr-esented  June  12  at  a  meeting  in 
BrTissels,  will  lead  to  better-  ways  of  preventing  and 
treating  the  disk  damage  that  leads  tolDack  pain.  □ 
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Cherries  in  winter, 
peaclies  in  spring.  It's 
not  ttie  weatlier  that's 
changed,  it's  the 
pacl^aging. 


Kvery  day,  at  36. ()()()  feel,  a  global 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  crisscro, 
the  globe,  many  of  them  gently  nestled 
packagings  version  of  a  first-class  seat 
a  carton  or  container  designed  by 
International  Paper, 
(jhilean  grapes  land  in  Marseilles. 
Califoi^nia  melons  touch  down  in  Warsaw. 
'I\iscan  tomatoes  ai'rive  In  Kyoto. 
What  helps  ihem  survive  the  trip? 
Package  design  that  anticipates  realit 
temperature  swings,  humidity,  jostling 
customs  delays,  curious  spiders  and  t 
occasional  1 5-foot  plunge  from  a  carg 
ship's  hoist. 
Packaging  also  has  to  be  specific. 
Kro/en  chicken,  fresh  juice,  line  china 
each  poses  a  very  different  challenge 
Last  year  alone,  our  engineers  design 
over  44,000  distinct  kinds  of  packagi 
lor  businesses  all  over  the  world.  Anc 
a  lab  where  we  mimic  the  rigors  of  g 
travel,  our  packages  are  tested  until  t 
reveal  iheii'  e\ery  strength  and  weakn 
We  do  11  lor  our  customers,  and  for  a 
you  who  crave  fresh,  unbruised  cheri 
in  midwinter. 


INTERNATIONAl(^  PAP 

We  answer  to  the  world 


www.liKipcr.com 
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The  Workplace 


Employment 


S  THERE  REALLY 
i\  TEGHIE  SHORTAGE? 

3s-but  it's  not  as  dire  as  the  computer  industry  says 


|on't  tell  Steve  D. 
BSchultz  about  Silicon 
'Valley's  labor  crunch. 
5  48-yeai-old  progTammer 
mt  five  years  designing 
tware  for  a  large  drag- 
ker.  Then  last  year  the 
npany  brought  in  a  ju- 
r  programmer  from  Tai- 
1  n  at  half  the  $160,000 
lultz  earned  as  a  contract 
ployee. 

n  November,  the  dnigmaker  didn't 
ew  Schultz's  contract.  For  four 
nths,  he  searched  for  a  job  but 
ned  up  nothing,  even  at  far  lower 
;  Finally,  in  April,  his  former  em- 
yer  called  him  back — still  as  a 
ip — to  train  his  replacement.  "The 
iputer  industry  isn't  begging  for 
•kers,"  says  Schultz.  "It's  looking  for 
/ear-olds  who  will  put  in  80-hour 

I  ;ks  or  people  from  overseas  who  will 

I  captives  at  one  company." 

FkRPER  PINCH.  For  several  years,  the 
.iputer  industry  has  sounded  dire 
"nings  about  labor  shortages  that 
Id  slow  the  high-tech  juggernaut.  In 
mt  months,  officials  from  Microsoft 
p.,  Intel  Coi-p.,  and  other  high-tech 
its  have  begged  Congress  to  double 


HELP  AVAILABLE 


Programmers  like 
Schultz,  48,  say 
they  are  passed 
over  for  grads  who 
know  the  latest 
languages  and  can 
put  in  more  hours 


the  65,000  visas  for  skilled 
foreign  workers  to  help  fill 
the  o50,000  jobs  now  open. 
The  Senate  passed  such  a 
bill  in  mid-May,  and  the 
House  seems  likely  to  fol- 
low suit.  High-tech  "fii'ms 
do  not  have  the  talent  to 
develop  new  products  and 
gi'ow  their  businesses,"  says 
Harris  N.  Miller,  president 
of  the  Infoi-mation  Technol- 
ogy Assn.,  a  trade  group. 

But  some  analysts  tliink  that  Schultz 
could  be  on  to  something:  The  high-tech 
labor  ciTinch  is  bad,  but  it  may  not  be 
worse  than  elsewhere.  They  point  out 
that  employment  has  jumped  only  for 
the  highest-skilled  computer  scientists, 
not  programmers  or  systems  analysts — 
jobs  that  often  go  to  immigrants  on 
high-skills  visas.  Nor  are  shortages 
driving  pay  into  the  stratosphere 
(charts,  page  97).  "There's  no  evidence 
that  the  computer  industiy  has  worse 
labor  shortages  than  other  high-skilled 
industries,"  says  American  University 
economics  professor  Robert  I.  Lerman. 

High  tech  may  feel  the  pinch  more 
acutely,  say  Lerman  and  others,  because 
it's  structui'ed  differently  and  relies  on 
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Besides  offering  all  the  advantages 
of  a  top  business  location,  Berlin  gives  you 
a  unique,  dynamic  and  varied  cultural  scene 

to  explore.  No  matter  what  the  weather, 
there's  always  plenty  to  see  and  to  do  here. 

Whether  your  taste  is  classical, 
avantgarde  or  highly  individual,  if  you  were 

to  visit  one  of  these  attractions  each 
rainy  day,  you'd  be  busy  well  into  the  next 
century.  So  come  and  take  full  advantage 

of  both  our  cultural  and  business 
opportunities.  For  more  information  about 
Berlin  as  your  next  business  location,  please 
contact  us  at:  Berlin  Economic  Dev.  Corp. 
Fax: +  49  (30)  39980-239, 
e-mail:  info@wf-berlin.de, 
Internet:  http://www.berlin.de  , 
Your  Gateway  to  New 
Opportunities.  ~ 
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THE  THIRD  ANNUAL 
BUSINESSWEEK  CONFERENCE  ON 

the  diiiital 


ECONOMY 


The  Innovation  Corporation: 
The  Power  of  New  Ideas 

December  2-3,  1998 
The  Fairmont  Hotel,  San  Francisco,  CA 

Today's  engine  of  innovation  and  progress  is 
information  technology.  But  it  is  up  to  you,  the 
executive,  to  generate  the  ideas  that  drive  revenue. 


Innovative  executives  know  how  to  exploit  data  to  help  create  cutting-edge  product 
implement  new  services,  and  mine  customer  information  to  target  and  grow  the  consum 
base.  They  know  that  succeeding  in  the  digital  economy  means  understanding  and  harnessii 
the  power  of  new  technologies  to  create  vakie  for  their  customers. 

Join  us  this  December,  as  the  digital  economy's  thoughtleaders,  most  accomplished  executive 
and  industry  players  share  the  knowledge,  vision,  and  skills  needed  to  exploit  technology 
competitive  advantage.  Hear  top-line  growth  ideas  and  bottom-line  solutions  to  enhance  the  futu 
of  your  business.  Only  at  The  Third  Annual  Business  Week  Conference  on  The  Digital  Economy. 

Presented  in  partnership  with 
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and  sponsored  by 

KPMG  Peat  Marwick  LLP  •  Lucent  Technologies,  Inc. 
Novell  •  StorageTek  *  US  Web  Corporation 

with  support  from 
Fairfax  County  Economic  Development  Authority 
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TO  REGISTER  OR  FOR  MORE  INFORMATION  ON: 

The  Third  Annual  Business  Week  Conference  on  The  Digital  Economy,  please  contact  Julie  Terranova, 

j  Registration  Manager  •  PHONE:  888-239-6878  •  FAX:  212-512-6281 
E-MAIL:  julie_terranova@businessweek.com  •  FAX  ON  DEMAND:  888-239-6878  Document  #60 
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We're  local,  coast  to  coast, 
in  newspapers... 

>The  Philadelphia  Inquirer 

>Detrolt  Free  Press 

>The  Miami  Herald  &  el  Nuevo  Herald 

>San  Jose  Mercury  News 

>The  Kansas  City  Star 

>The  Charlotte  Observer 

>Fort  Worth  Star-Telegram 

>Salnt  Paul  Pioneer  Press 

>Contra  Costa  Newspapers 

>Philadelphia  Dally  News 

>Akron  Beacon  Journal 

>The  (Columbia.  S.C)  State 

>Lexington  (Ky.)  Herald-Leader 

>The  Wichita  (Kan.)  Eagle 

>The  Macon  (Ga.)  Telegraph 

>Tallahassee  (Fla.)  Democrat 

>The  (Wllkes-Barre.  Pa.)  Times  Leader 

>Duluth  (Minn.)  News-Tribune 

>Belleville  (III.)  News-Democrat 

>Columbus  (Ca.)  Ledger-Enquirer 

>The  (Biloxi.  Miss.)  Sun  Herald 

>Fort  Wayne  (Ind.)  News-Sentinel 

>The  (Myrtle  Beach.  S.C.)  Sun  News 

>Bradenton  (Fla.)  Herald 

>Crand  Forks  (N.D.)  Herald 

>San  Luis  Obispo  (Calif.)  Telegram-Tribune 

>The  Monterey  County  (Calif.)  Herald 

>(State  College,  Pa.)  Centre  Dally  Times 

>Aberdeen  (S.D.)  American  News 

>Warner  Robins  (Ca.)  Daily  Sun 


iporary  employees  more  heavily  than 
er  itKhistries  do.  Mici'osoft,  t'oi'  ex- 
)le,  employs  5,()(M)  contract  workers 
igside  its  17,000  perinaiient  U.S.  em- 
zees.  But  findiiiji'  temps  isn't  easy 
'11  full-time  positions  are  plentiful, 
evere  shortfall  would  push  employ- 
to  offer  permanent  posts  to  keep 
ps  from  taking  other  jobs.  Indeed, 
here  really  was  a  labor  shortage. 
(H)ne  would  hire  me  full-time,"  says 
ert  J.  Wade,  a  systems  analyst  in 
anapolis  with  a  masters  in  industii- 
iigineering.  Wade,  ;>5,  says  he  has 
;ht  pennanent  jobs  iu'ound  the  coun- 

t    hut  only  gets  offers  for  half  the 

"i;  100  he  makes  now. 

ul  temps  are  a  hallmark  of  high- 

ii   cultm-e,  industry  officials  insist,  and 


grueling  woi-k  pace  is  difficult  to  main- 
tain when  families  come  along,  tech 
workers  say.  Employei's  also  prefei'  to 
hire  pi-ogrammers  out  of  school  who 
know  the  latest  computer  languages.  "I 
thought  it  would  be  easy  to  get  a  job, 
but  I'm  not  20  anymore,"  says  William 
L.  Spence,  47.  The  physicist  was  laid 
off  last  year  after  18  yeai's  at  a  nation- 
al lab  at  Stanford  llniversity  and  has 
had  no  offers  after  a})})lying  to  hundreds 
of  Silicon  Valley  companies.  Industry 
officials  deny  any  age  discrimination, 
but  they  admit  they  like  recent  grads. 
"They  have  good  training  and  ai"e  open 
to  new  technologies,"  says  Mici'osott  Re- 
cruiting Director  David  Pritchai-d. 

Plenty  of  immigrant  labor  already 
helps  mitigate  shortages — and  holds 


WHERE'S  THE  CRUNCH? 
DEMAND  IS  FOR  TOP  SKILLS  AND  WAGES  AREN'T  SPIKING 

NUMBER  OF  EMPLOYEES         ■  1988  HISS?  AVERAGE  WEEKLY  WAGES 
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PROGRAMMERS 
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1ILLI0NS 

■arn  up  to  40%  more  than  regular 
eij  oyees.  "They  feel  like  they  have 
control  over  their  careers,"  says 
ird  Schwartz,  a  vice-president  at 
11  Data  Corp.,  a  Bellevue  (Wash.) 
that  supplies  temps  to  Microsoft 
it  hers.  So  the  heavy  use  of  temps 
not  be  a  reliable  economic  indicator, 
en  by  the  traditional  measure  of 
)atterns,  though,  high  tech  isn't 
iiig  classic  signs  of  a  ciimch.  The 
"di   of  computer  scientists,  for  e.xam- 
liy  lave  tripled  since  lOScS,  but  their 
ly  pay  beat  inflation  by  just  4.4% 
then  and  by  V'/i-  in  1097,  accoi'ding 
■  Bureau  of  Labor  Statistics  (Hi,s). 
^^R  LING  PACE.  Systems  analysts  and 
ammers  have  done  better.  Their 
\eekly  pay  climbed  by  4.3%'  and 
7j  respectively,  in  1007.  But  that 
compared  with  other  types  of 
■i-s:  Surveyors  beat  inflation  by 
■    md  dietitians  by  17%,  according 
lie  KLS.  Programmers'  pay  has 
i  inflation  by  1.5%  since  1988.  "If 
yers  were  desperate,  they'd  be 
to  pay  more,"  says  Norman  Mat- 
computer  science  professor  at  the 
rsity  of  California  at  Davis, 
tics  argue  that  age  discrimination 
fuel  the  shortage.  Tiie  industry's 
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down  pay.  The  high-skills  visa  program, 
of  which  about  40%'  is  high-tech  work- 
ers, requires  employers  to  pay  foreign- 
ers tiie  going  IJ.  S.  wage  for  the  same 
woj'k.  Yet  three-(iuarters  of  emj)l()yers 
couldn't  produce  evidence  that  visa 
workers'  wages  match  II.  S.  ones,  ac- 
cording to  a  199()  Laboi-  Dept.  audit, 
and  some  19%  pay  less  than  they  had 
promised  on  the  visa  application. 
PritchcU'd  counters  that  for-eigners  actu- 
ally cost  more  than  U.  S.  employees, 
since  Microsoft,  which  has  some  1,000 
workers  on  visas,  pays  to  relocate  them. 

Lerman  and  others  woi'i-y  that  more 
visas  could  turn  off  students  fi"om  high- 
tech fields  and  even  feed  futuiv  short- 
ages. Enrollment  in  college  computer 
science  courses  jumped  W/i  in  both 
199()  and  1997,  according  to  surveys  by 
Computing  Research  Assn.  in  Washing- 
ton. But  as  students  see  jobs  filled  by 
immigi-ants  at  lower-  pay  rates,  their  in- 
terest could  wane.  For  now,  there's  no 
doubt  high-tech  companies  are  hustling 
to  find  woi-kers.  But  their  predicament 
may  be  no  more  severe  than  that  of 
other  sectors. 

Bif  Aaron  Bemstein  in  \V(ishin(/ton, 
until  Steve  Hamm  in  San  Mateo,  Calif., 
and  bureau  reports 


TIBCO  software  connects  ali  your  applications,  databases  and  networks.  You  become 
a  global,  real-t;rne.  event-driven  enterprise.  (Over  500  of  the  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 

And  yes.  that  is  lallicrformiiate  for  your  cnrerpri  se . 
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OPEN  DOOR 

Garvey  gets 
high  marks  for 
reaching  out  to 
labor,  industry, 
and  even  critics 
oftheFAAat 
other  agencies 


iULATORS 


.  I.  JANE 
!  HE  AIN'T 

B|  Jane  Garvey's  methodical  approach  is  reforming  the  FAA 


11 1 K^^^^  Jane  F.  Garvey  took 
ll  ijf  charge  of  the  Federal  Aviation 
I  |B  Administration  last  summer, 

V  W  she  stepped  into  a  bunker  of 
V  military  flyboys  more  interested 
iiioting  tlie  airline  industiy  than  in 
ig  it.  "I  was  hoping  they  would 
a  ■,"  Garvey  says  with  a  laugh. 
T  ^'ve  disappointed  me." 

hough  Garvey  has  kept  her  sense 
'i  mor,  the  problems  besetting  the 
ire  no  laughing  matter.  She  is 
iiing  to  overhaul  an  agency  with  a 
lund  managerial  culture,  aging  air 
control  equipment,  and  too  few 
'ces.  At  the  same  time,  the  explo- 
'  n  air  travel  is  making  the  skies 
scarier  these  days, 
that  she  hasn't  had  some  success. 
Ti  ne  15,  she  nailed  down  a  five-year 
'!  ct  with  au"  traffic  controllers  that 
"ll  oost  their  numbers  and  inci-ease 
r  those  who  cut  down  on  eirors  in 
ost  stressful  towers.  That  could 
he  FAA  entice  controllers  to  take 
j-fill  jobs  in  the  busiest  aiiports. 
le  Garvey  did  something  no  other 
111  strator  had  done:  She  listened  to 
n  Her  concerns,"  Michael  P.  McNal- 


ly,  president  of  the  National  Air  Ti"affic 
Controllers,  said  after  the  new  contract 
was  announced. 

Garvey,  54,  can  use  all  the  goodwill 
she  can  find.  Her  immediate  challenge: 
Fill  critical  slots  that  have  been  vacant 
for  almost  a  year,  including  the  No.  2  po- 
sition at  the  agency.  The  gaps  in  per- 
sonnel fnastrate  safety  groups,  the  avia- 
tion industry,  and  Garvey  herself. 
"Frankly,  it's  difficult  to  attract  good  in- 
dustiy  people  for  what  we  can  pay,"  she 


says,  adding  that  the 
faa's  sorry  reputa- 
tion doesn't  help. 

Then  there's  a 
long  overdue  equip- 
ment modernization 
problem.  In  June, 
radar  systems  lost 
Air  Force  One  and 
Air  Force  Two  in 
the  same  week. 
Then,  days  later;  Air  Force  Two  again. 
The  incidents  followed  reports  that  two 
commercial  jets  had  nearly  collided  over 
New  York's  LaGuardia  Airport.  Still, 
Garvey  says  she's  having  trouble  getting 
more  money  from  Congress,  which  is 
among  the  faa's  toughest  critics. 
GROUNDED.  Garvey's  progress  has  been 
slow,  but  she's  picking  up  speed.  Fol- 
lowing through  on  her  goal  to  stress 
safety  as  a  top  priority,  she  grounded 
thousands  of  Boeing  737s  on  Mother's 
Day  to  inspect  the  wings  for  faulty 
vdring  after  inspectors  found  worn  fuel 
tank  wires  on  a  handful  of  jets. 

She  has  also  changed  the  agency's  sys- 
tem for  conducting  inspections.  In  the 
past,  FAA  inspectors  routinely  checked 
jets  for  mechanical  problems.  Under  a 
new  program,  inspectore  will  be  assigned 
to  specific  au-lines  and  will  be  chai'ged 
with  monitoring  not  just  a  jet's  mechan- 
ics, but  the  company's  entii'e  safety  and 
maintenance  system.  Inspectors  wiU  eval- 
uate how  airlines  maintain  their  planes 
instead  of  simply  checking  to  make  sur-e 
a  jet's  wing  flaps  work  ]jroperly.  And 
Gai-vey  has  teamed  up  with  the  industiy 
to  implement  an  alarm  system  that  will 
warn  pilots  if,  for  example,  they're  about 
to  fly  into  the  side  of  a  mountain. 

Gai-vey,  who  has  sewed  as  director  of 
the  Massachusetts  public  works  depart- 
ment and  acting  head  of  the  Federal 
Highway  Administration,  is  methodically 
dispelling  the  early  perception  that  she 
wasn't  up  to  the  faa's  top  job.  She  fig- 
ui'es  bold  actions — like  ordering  nidder 


NO  GLIDING  AHEAD 

After  a  year  on  the  job,  FAA  chief  Garvey  still  faces  daunting  problems: 

HIRING  Garvey  remains  surrounded  by  the  old  guard.  She  still  lacks  a 
deputy.  Critics  say  she's  taking  too  long  to  fill  several  key  jobs. 

AIR  TRAFFIC  CONTROL  With  a  five-year  union  contract  squared  away, 
Garvey  must  turn  her  attention  to  upgrading  the  system's  aging  equipment. 

AIRPLANE  SAFETY  Garvey  has  show/n  a  willingness  to  take  on  the  airlines 
when  safety  is  at  stake.  But  she  hasn't  dispelled  the  impression  that  the 
FAA  is  m  bed  with  industry. 

CONGRESS  She  must  overcome  skeptics  on  the  Hill  who  believe  funding 
the  FAA  is  throwing  good  money  after  bad. 
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BILL  GROSS,  ONLINE^ 
IDEA  FACTORY  u 

He  has  created  20  cyber-startups.  One  even  makes  monlL^ 


assembly  inspections  of  1,500  Boeing  Co. 
jetliners  on  June  1-5 — will  eventually  si- 
lence critics.  "If  I'm  not  sm-e  about  some- 
thing or  something  instinctively  or  intu- 
itively doesn't  seem  light,  I'll  check  it 
out.  I  don't  tliink  I've  made  one  decision 
yet  that's  been  based  [solely]  on  the  rec- 
ommendations of  one  or  two  people," 
Gai'vey  says. 

TOO  COZY?  One  reason  for  her  positive 
reviews  is  hei-  prodigious  use  of  a  low- 
tech  device — the  telephone.  The  open 
lines  have  even  endeared  hei'  to  the 
National  Ti-ansportation  Safety  Board, 
long  critical  of  the  fa.a's  deferential  at- 
titude toward  the  industry  it  is  sup- 
posed to  monitor.  "Before  Jane  got 
there,  I'm  not  sure  the  communication 
was  the  best  between  the  two  agen- 
cies," says  Peter  Goelz,  ntsb  managing 
director,  with  no  small  degi'ee  of  under- 
statement. It  hasn't  hurt  that  she  has 

Says  FAA  critic  Schiavo 
of  Garvey's  outreach  to 
airlines:  "Excuse  me, 
that's  not  the  problem" 

become  fast  friends  with  Goelz,  who 
also  has  roots  in  New  England. 

Garvey's  keep-in-touch  style  is  win- 
ning points  with  the  industiy,  too.  Dur- 
ing May's  737  inspections,  she  headed  off 
complaints  that  she  was  too  hard  on 
aiiiines.  "Jane  Garvey  is  veiT  careful 
to  communicate  and  coordinate  and  give 
us  a  chance  to  respond."  says  Chester 
"Chet"  Ekstrand.  Boeing's  chief  lobbyist. 

Garvey's  outreach  to  industry  has 
been  jarring  for  some,  particularly  be- 
cause the  f'A.^'s  pro-airline  sympathies 
have  long  riled  critics.  But  that  hasn't 
stopped  her  fi'om  bonding  with  Car-ol  B. 
Hallett,  president  of  the  Air  Transport 
Assn.,  which  represents  the  nation's  ma- 
jor carriei-s.  And  in  her  si)eeches,  Gar- 
vey promises  to  woi'k  closely  with  in- 
dustry. "Excuse  me,  but  that's  not  the 
problem,"  says  Maiy  Schiavo,  a  former 
Ti'ansportation  Dept.  inspector  general 
wiio  quit  in  1996  in  protest  over  lax 
standards  at  the  faa. 

Nevertheless,  Schiavo  credits  Garvey 
with  fighting  strong  headwinds  that 
make  any  change  at  the  difficult.  To 
help  clear  more  cobwebs,  Gan'ey  hopes 
to  name  a  deputy  later  this  summer. 
"You've  got  people  there  burrowed  in 
the  halhvays,"  says  one  industiT  ob- 
sei-ver.  And  they've  outlasted  many  pre- 
vious VAA  heads  who  failed  to  shake  up 
the  place.  Good  thing  Garvey  has  four 
years  left.  She'll  need  eveiy  minute. 

By  Lorraine  Woellert  i)i  Washington 


Bill  Gross  wants  to  stcUl  an  Internet 
record  label.  It's  only  the  germ  of 
an  idea,  and  he's  not  quite  sure 
how  to  go  about  it.  But  the  39-year- 
old  Ciilifoniian  is  con\inced  there's  mon- 
ey to  be  made  by  sigming  up  artists, 
paying  them  huge  royalties,  and  sell- 
ing their  songs  as  files  that  can  be 
downloaded  over  the  Internet — cutting 
out  the  traditional  record  companies 
and  distributors. 

It's  a  wild-eyed  scheme — and  just  the 
sort  of  radical  concept  that  has  pro- 
pelled Gross  into  the  front  ranks  of  the 
Net  revolution.  In  the  past  two  years, 
Gross  has  raised  more  than  $250  million 


for  his  privately  held  idealabi  anc  |  • 
score  of  Net  ventures.  Working  oi  *" 
offices  in  trendy  Old  Pasadena,  G 
has  spun  off  15  little  operations  as  I  ^ 
own  independent  businesses,  each 
its  owTi  (  Ko,  boai'd,  and  investor  git 
"I  run  an  idea  factory,"  says  G] 
wiiose  previous  startup  was  Knowl  . 
Adventure  Inc.,  the  children's  soft'^  ■ 
maker  he  sold  to  Cendant  Corp 
$100  million  in  1997.  | 
So  far,  only  one  of  his  2()-odd  siuL 
in  the  black.  But  many  of  them  » 
strong  promise,  idealabl's  CitySeanpi*^ 
the  leading  operator  of  local  Int(^^_ 
city  guides.  As  measured  by  advernF^^ 
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^Finding  color  printers  that  fit  our  needs  is  my 
mimher  one  goal,  ^ 


Burt  Gilner 
Senior  MIS  Director 
Miami  Dolphins 


'.olor  45 


Optra  Color 
SC  1275 


The  right  printer  is  the  one  that  works  with  your  came 
PLAN.  Which  is  why  we  created  the  Lexmark  Optra™  Color  family 

■■  J. 

-  of  printers.  for  those  who  want  to  print  fast,  we  can  print  up 

to  12  pages  a  minute.  and  if  you  want  to  print  wide,  we  can  do  that,  too. 
All  at  a  resolution  of  1200  dpi  quality,  with  features  that  make  hook-up  and  networking 
EASY.  At  prices  as  low  as  $449.*  The  fact  is,  we've  got  a  printer  to  fit  your  budget,  your 

PEOPLE,  YOUR  NEEDS.  EXACTLY. 

You  TOLD  us  YOU  WANT  TO  PRINT  QUICKLY,  CLEARLY,  EASILY  AND  INEXPENSIVELY-JUST  AS  YOU  DO 
IN  BLACK  &  WHITE.  WiTH  THE  BRILLIANCE  OF  VIVID  COLOR.  SO  OUR  OPTRA  COLOR  FAMILY  DOES  JUST 

THAT.  Call  i-8oo-lexmark  (1-800-539-6275)  or  visit  us  at  www.lexmark.com/s/  to  see  how 

THE  Optra  Color  family  scores  against  the  competition.  Exactly  what  you  want. .in  print 
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revenue,  it  has  an  estimated  oO'7(  mar- 
ket share.  That  has  placed  CitySearch 
out  in  front  of  such  fonnidable  competi- 
tion as  America  Online  Inc.'s  Digital 
Cities  and  Microsoft  Corp.'s  Sidewalk. 
Other  hot  prospects  for  idealabi  include 
eToys,  cooking.com,  tickets.com,  and 
search  engine  GoTo.com.  "One  success 
will  probably  fund  this  place  forever," 
Gross  insists. 

There  have  been  a  few  flops,  too.  But 
Gross  is  too  busy  thinking  up  his  next 
project  to  wony  much  about  those.  The 
wiry,  bespectacled 
CEO  comes  up  with 
most  of  his  own 
ideas.  And  as  he 
races  around  the  an- 
gular idealabi  offices  in  blue  jeans  and 
sneakers,  looking  eveiy  bit  the  geek  he 
professes  to  be,  he  fires  off  questions  at 
eveiyone  in  his  path.  But  Gross  is  no 
micromanager.  "idealabi  comes  from  my 
own  self-realization  that  I  don't  like 
managing  the  details  when  a  company  is 
up  and  limning,"  says  Gross.  For  that, 
he  has  relied  on  others,  including  his 
brother,  Lany,  36,  who  still  i-uns  Knowl- 
edge Adventure.  Says  Larry  of  his 
brother:  "He  has  always  been  the  cre- 
ative idea  person,  and  I  executed  those 
ideas." 

"TOTAL  RliMJFF."  Long  before  the  In- 
ternet was  imagined.  Bill  was  hatching 
business  schemes.  In  junior  high  school, 
he  figiu'ed  he  could  buy  candy  bai-s  at  a 
drugstore  for  less  than  what  they  sold 
for  at  the  school  cafeteria.  So,  he  opened 
up  for  business  out  of  his  locker.  In  high 
school,  he  came  up  with  a  solar  energj- 
gadget.  Tiny  ads  in  the  back  of  Popular 
Scieyice  produced  enough  revenue  to 
help  pay  for  much  of  his  education  at 
the  California  Institute  of  Technology 
There,  he  designed  and  produced  loud- 
speakers in  the  school's  workshop  and 
began  selling  them  around  campus. 

Before  his  1981 
graduation.  Gross 
started  (;xp  Loud- 
speakers Inc.  (the 
initials  stand  for 
Gross  National  Prod- 
ucts). While  Caltech 
students  ttu-ned  out  loudspeakei-s.  Gross, 
fiddling  with  his  personal  computer, 
came  up  with  an  idea  for  an  accounting 
add-on  for  the  popular  Lotus  1-2-3 
spreadsheet.  So  he  started  a  software 
company,  gn'P  Development  Corp.,  with 
brother  Larry.  By  the  time  sales 
reached  $1  milhon,  giant  Lotus  Devel- 
opment Corp.  had  taken  note  of  gxp's 
look-alike  packaging — and  sued.  "It  was 
a  total  lip-off  of  the  Lotus  box,"  con- 
cedes Gross,  then  23. 


But  Gross  won  over  his  foes  by  point- 
ing out  that  anyone  who  bought  his 
template  had  to  buy  1-2-3  to  use  it.  Lo- 
tus dropped  the  suit  after  Gross  agreed 
to  change  the  packaging.  Then,  in  1985, 
Gross  sold  Lotus  President  Mitchell  D. 
Kapor  on  a  progi'am  that  vastly  simpli- 
fied using  the  spreadsheet  progi'am.  This 
time,  Kapor  bought  the  company  for 
SlO  million  and  funded  the  Gross  broth- 

BILL  GROSS 

BORN  1958  in  Tokyo. 
Grew  up  in  Ft.  Lee,  N.J., 
and  Encmo,  Calif. 

EDUCATION  B.S.,  1981. 

in  Engineering  &  Applied 
Science  from  California  Institute  of 
Technology 

MOST  SUCCESSFUL  STARTUP 

Knowledge  Adventure,  sold  in 
1997  for  $100  million 


to  Cendant  Corp. 

MOST  DISAPPOINTING 
STARTUP  idea  Market,  a 
much-ballyhooed  site  for 
business  reports  and 
software  that's  now  closed  down 

HOW  HE  GETS  HIS  IDEAS  From 
watching  how  his  children  learn, 
through  voluminous  reading,  and 
"by  juggling  a  lot  in  my  head" 

FAVORITE  RECENT  BOOK 

Mastering  the  Dynamics  of 
Innovation  by  James  Utterback 

HARDEST  LESSON  "To  learn  not 
to  do  what  I  don't  like  doing  and 
therefore  am  not  good  at" 

FAVORITE  STATISTIC  The  low 

cost  of  gaming  a  customer  on  the 
Web.  His  target:  less  than  ID? 

FAMILY  Divorced.  Two  sons: 
David,  11;  Andrew,  3 

INTERESTS  Reading,  paint- 
ing, listening  to  music 


ers  to  develop  a  slew  of  new  products. 

In  1990,  Bill,  who  copies  the  paintings 
of  Old  Masters  biushstroke  by  bmsh- 
.«;troke  and  gives  them  to  fiiends,  want- 
ed to  take  a  yeai-  off  to  paint.  He  want- 
ed to  study  sculpting.  He  even  wanted 
to  wiite  a  sjTnphony.  Instead,  with  plen- 
ty of  time  on  his  hands.  Gross  became 
fascinated  by  obsening  how  his  5-yeai- 
old  son,  David,  explored  the  world  and 
learned  on  his  own.  In  1991,  Gross 
founded  Knowiedge  Adventtu-e,  which 


idea  Market 


quickly  gi-ew  to  becom.e  the  third-large  j 
pubhsher  of  children's  softw^ai-e. 

Knowiedge  Adventure  also  taug  , 
Gross  an  important  lesson  about  himse  , 
that  he  wa^  better  at  starting  compani 
than  ranning  them.  "I  love  the  inventi'. 
part,  but  I  wasn't  pa\ing  attention  i 
the  details  of  making  a  profit,"  he  sa;. 
In  199.5,  he  turned  control  of  the  coi) 
pany  over  to  Larry.  "Had  Lany 
stepped  in  and  run  the  company,  I  doj 
think  it  would  have  sui^ived,"  says  ct 
foiTTier  board  member.  : 
LOYAL  BACKERS.  Making  good  on  a  IS 
New  Years  resolution  to  do  "whatk 
enjoy  and  what  I  do  best,"  Gra 
launched  idealabi,  backed  by  such  k 
vestors  as  director  Steven  Spielbe:-, 
Compaq  Computer  ChaiiTnan  Benjans 
M.  Rosen,  and  former  .\t&t  execute 
Robert  M.  Kavner  11.  Despite  its  u 
proven  record,  idealabls  supporter  4 
main  squarely  behind  Gross.  "If  he's  i 
volved  with  it.  I  want  to  invest  in  ' 
says  Spielbe; 
who   is   in  tai 
with  Gross  on  i 
veloping  Kidsd 
Line,  another  id» 
lab  I  companj'. 
Othei-s,  however,  ai'en't  so  sure,  'ica 
lab  I  is  a  good  idea,  but  I'm  still  waiti 
for  some  sign  of  success  out  of  the  cl 
pany,"  says  Kate  Delhagen,  an  ana'S 
at  Forrester  Research  Inc.  in  CiJ 
bridge,  Mass.  Adds  Patrick  Keane,i 
analyst  at  Jupiter  Commtuiications  ( 
in  New  York:  "Looking  at  the  cons 
nies  he's  incubated,  they  haven't  set  i 
world  on  fu-e." 

Indeed,  Gross  has  had  to  pull  i 
plug  on  three  sites,  including  i(  C 
Market.  The  information  store  clc  v 
after  13  of  14  employees  quit  when  t  ' 
couldn't  agi'ee  on  what  to  sell.  Anoi 
idealabi  venture,  shopping.com.  is 
der  a  Sectiiities  &  Exchange  Cora 
sion  investigation  for  possible  stock  ji 
nipulation  by  its  undenmters.  "It  tf 
to  go  pubhc  too  soon."  explains  Gn3 
For  Gross,  such  emban'assmentsti 
just  part  of  the  cost  of  doing  busii 
on  the  cutting  edge  of  Net  comm<| 
He  has  high  hopes  that  he'll  soon 
funding — possibly    from  Spielbfj 
Dreamworks  SKc; — for  his  Intenietii 
sic  label.  In  the  meantime.  Gross  nt 
be  able  to  draw  some  inspii'ation  | 
his  own  opus.  Secrets  of  a  n  Eiitrif 
neur,  which  promises  to  "help  youf 
suade  potential  investors  to  pait  i 
their  money."  And  on  that  sub' 
Gross  has  no  shortage  of  ideas. 

By  Larry  Armstrong  in  Pascuji 
Calif.,  icith  Ronald  Grover  in  Ujiiv^' 
City 
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^  FOR  Call  Ceistters: 

Rapid  Deploymemt 

^^i^Rapid  Return 


'Call  ceivters  are  THE  WAY  V^OMPAQ  DOES  BUSINESS  AXD 

IS  CHANGING  THE  WAY  BUSINESSES  DEPLOY  GALL  CENTKRS. 

When  Compaq  made  the  decision  to  change  their  market  strategy  with  a  world-class  call  center, 

COMPAa 

we  called  Siebel  Systems.  Because  Siebel  offers  the  full  functionality  and  powerful  computer 
telephony  integration  today's  call  center  solutions  demand.  And  only  Siebel's  Rapid  Application  Deployment 
methodology  ensures  full  system  production  in  as  little  as  eight  weeks.  The  result?  Compaq's  call  center 
went  live  only  two  months  after  making  that  call  to  Siebel— and  we've  been  increasing  revenue  ever  since. 
To  find  out  how  a  Siebel  call  center  solution  can  help  you  change  the  way  you  do  business,  call 
1-800-720-3115,  ext.  9190  or  visit  Siebel  at  www.siebel.com. 


Sales  •  Marketing  •  Customer  Service 

©1998  Siebel  Systems,  Incorporated.  Siebel  is  a  trademark  of  Siebel  Systems.  Incorporated  and  may  be  registered  in  certain  junsdictions.  Compaq  is  a  trademark  of  Compaq  Computer  Corporation. 


Infomnation  Technology 


ANTITRUST 


ODDSMAKERS 
BET  ON  BILL 

Why  Justice  may  not  win  more  than  a  token  victory 


It  is  a  Herculean  legal  challenge.  The 
target  of  the  most  important  an- 
titiaist  suit  in  two  decades,  Microsoft 
Coi-p.,  has  been  given  just  16  weeks 
to  prepare  its  defense,  less  than  it 
would  probably  get  if  someone  slipped 
on  a  banana  peel  in  the  headquarters 
parking  lot.  That  means  that  instead  of 
burying  opposing  lawyers  in  paper- 
work— a  tj-pical  tactic  of  big  companies 
under  attack  by  the  Justice  Dept. — Bill 
Gates's  troops  are  going  to  have  trouble 
just  keeping  up. 

In  spite  of  that  tremendous  pressm'e, 
antitnist  e.xperts  like  Microsoft's  chances. 
Now  that  leg-al  tea-leiif  readei-s  have  had 
a  chance  to  analyze  the  government's 
suit,  obsen'e  both  sides'  trial  tactics,  and 
study  the  jiuists  who  will  be  re\ie\\ing 
the  case,  they  ai"e  beginning  to  conclude 
that  Justice  and  the  coalition  of  20  state 
attorneys  general  suing  the  software  gi- 
ant will  have  a  hai'd  time  winning  any- 
thing more  than  a  token  \ictoiy. 

The  easy  part  for  the  tinastbusters 
will  be  outlawing  Microsoft's  exclusive 
deals  with  business  paitners.  But  it  will 
be  much  harder  to  stem  the  company's 
most  controversial  practice:  bundling 
important  new  software  products,  such 
as  Internet  browsers, 
into  the  ubiquitous 
Windows  operating- 
system.  On  that  point, 
the  government  team 
may  be  on  shaky  le- 
gal ground.  "The  big 
issue  here  is  whether 
Microsoft  is  obliged 
either  to  take  its  In- 
ternet Explorer  out 
of  its  Windows  oper- 
ating system  or  to 
carry  Netscape's 
product.  Those.  I  be- 
lieve, would  both  be 
radical  moves  that 
couits  ai-e  unlikely  to 
accept,"  says  antiti-ust 


The  Justice  Dept.  wants  to  wrap 
up  this  case  quickly,  but  it  could 
take  more  than  a  year  before  a 

final  decision  is  rendered, 
especially  if  the  Supreme  Court 
agrees  to  review  the  lawsuit. 
Here's  a  likely  timetable: 

COURT  LIKELY  DECISION 

DATE 


U.S.  DISTRICT  COURT 

DISTRICT  OF  COLUMBIA 
APPEALS  COURT 

U.S.  SUPREME  COURT 


DATA  BUSINESS  iVEEK 


professor  Ernest  Gellhorn  of  George 
Mason  University  School  of  Law. 

The  biggest  obstacle  for  Justice 
lawyei*s  will  be  the  jvuists  who  have  the 
last  woi^d:  the  membei"s  of  the  District  of 
Columbia  appeals  court  and  the  U.  S. 
Supreme  Court.  Dominated  by  economic 
conservatives,  these  coiuts  ai'e  likely  to 
be  skeptical  of  claims  that  it's  illegal  for 
Microsoft  to  improve  its  operating  system 
by  enhancing  it  with  Internet -browsing 
capability.  In  several  recent  cases,  feder- 
al appeals  courts  have  said  that  '\vhere 
high-tech  issues  ai*e  concerned,  \\e  should 
not  be  deteiTnining  good  innovations  and 
bad  inno\'ations,' "  says  antitiiist  lawyer 
Stephen  M.  A.\inn  of  New  Yoi'k's  Axinn, 
\'eltrop  &  Harkiider 
HELPFUL  HINTS.  An  early  bombshell 
fi'om  the  District  of  Columbia  appeals 
court  is  possible  sometime  in  the  next 
few  weeks.  Judges  A.  RajTnond  Ran- 
dolph, Patricia  M.  Wald,  and  Stephen 
F.  Williams  ai'e  reviewing  U.  S.  District 
Judge  Thomas  P.  Jackson's  December 
injunction  prohibiting  Microsoft  fi-om  re- 
quiring computer  makers  that  sell  Win- 
dows 9.5  to  install  Internet  Explorer. 
The  company  has  high  hopes  that  Ran- 
dolph. \\a\d.  and  Williams  will  not  only 
overturn  the  injunc- 
tion but  also  give 
Jackson  cleai*  instruc- 
tions to  reject  some 
of  the  government's 
untested  legal  theo- 
ries in  the  Windows 
98  lawsuit. 

With  good  reason. 
In  a  little-noticed  nil- 
ing  on  May  12,  Ran- 
dolph, Wald,  and 
Williams  strongly  sig- 
naled that  they're 
against  government 
meddling  in  comput- 
ei*s'  innai'ds.  Granting 
a  technical  motion 
sought  by  Microsoft, 


FALL,  1998 
SPRING.!  999 


SUMMER,  2000 


U.S.  vs.  MICROSCfi 


Microsoft's  strategy: 

DBJVY  Although  Microsoft  says  it'l 
to  meet  the  September  trial  datej 
experts  expect  it  to  try  to  drag  ouf 
case,  both  to  give  its  lawyers  morj 
and  to  boost  sales  of  Windows  91 

DEFEND  INTEGRATION  Microsoft! 

strongest  argument  is  that  wrapp 
Internet  Explorer  into  the  operatj 
tem  makes  sense.  It's  technicalll 
cient,  appeals  to  consumers,  an( 
inexpensive. 

GO  TO  HIGHER  COURTS  The  appe^ 

courts  reviewing  the  Win98  suit, 
way  up  to  the  Supreme  Court,  are| 
to  be  hostile  to  the  government's 

GATES  WITH  COUNSEL  NEUKOM  \k> 
AT  A  PRESS  CONFERENCE  IN  MAY 


the  trio  warned  that  judges  should  .1 
put  themselves  in  "the  unwelcome  ji- 
tion  of  designing  computei^s."  Accord 
to  antitnast  scholai-s.  this  was  clearhl-. 
tended  to  wam  Judge  Jackson  nojn-] 
second-guess  the  company's  decisio*; 
embed  Internet  Explorer  in  Windovirj. 

Of  course.  Randolph,  Wald,  f~ 
Williams  won't  necessarily  have  the  I 
say.  It's  likely  that,  if  the  parties  eft- 
settle  first,  the  stiit  could  be  punlk- 
all  the  way  to  the  Supreme  Ccl 
Counting  up  the  votes,  comt  watcA^ 
figure  the  government  would  probi 
have  a  rough  time  with  the  highii,^, 
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Justice's  strategy: 


KEEP  UP  PRESSURE  The  less  time 
Microsoft  has  to  prepare  for  trial,  the 
harder  it  will  be  for  attorneys  to  mount 
a  strong  defense. 

FOCUS  ON  INTENT  Internal  E-mail  indi- 
cates Microsoft  may  have  bundled  Inter- 
net Explorer  into  Windows  to  put 
Netscape  out  of  business,  undermining 
claims  that  it  acted  to  help  customers. 

SEEK  SIMPLE  REMEDIES  CourtS 

want  to  Stay  out  of  the  computer 
business.  If  trustbusters  try  to  redesign 
Win98,  they're  likely  to  lose. 


KLEIN  WITH  BOIES,  LEFT,  AND  MICROSOFT 
TRIAL  TEAM 


[NG  UP  THE  TWO  GAME  PLANS 


-If---. 

■1 


too.  At  least  five  of  the  nine  .Jus- 
— William  H.  Rehnquist,  Antonin 
1,  Clarence  Thomas,  Stephen  G. 
er,  and  Ruth  Bader  Ginsburg — 
demonstrated  a  consistent  free- 
et  tilt  in  their  antitrust  rulings, 
Stephen  Calkins,  an  antitinst  ex- 
it Wayne  State  University, 
spite  its  strong  long-range  legal 
ects,  Mici'osoft's  attomeys  still  face 
eling  couple  of  months  leading  up 
J  trial.  Judge  Jackson  denied  the 
>      my's  reciuest  for  seven  months  to 
re  its  case  and  is  doing  eveiything 
power  to  ensui'e  that  trial  begins 


I* 
■out 
.\cis 
del 

ieii 


on  the  scheduleil  date  of  Sept.  8.  In  a 
public  healing  on  Jime  9,  he  commanded 
the  two  sides  to  limit  themselves  to  no 
more  than  12  trial  witnesses — an  extra- 
ordinarly  low  number  foi'  a  case  of  such 
complexity. 

Already,  the  software  maker's  legal 
team  is  complaining  that  the  feds  and 
state  AGs  have  been  slow  to  turn  over 
critical  documents.  (They  deny  the 
chai-ges.)  Although  the  company  is  pub- 
licly saying  it  can  meet  the  September 
trial  date,  most  legal  experts  expect  its 
lawyers  to  tiy  to  delay  the  case,  both  in 
order  to  buy  time  for  its  legal  team  and 


to  sell  as  many  copies  of  Windows  98  as 
possible.  "Their  strategy  has  to  be  to 
keep  [the  lawsuit]  going  as  long  as  pos- 
sible," says  Brookings  Institution's 
Robert  E.  Litan. 

The  accelerated  trial  has  one  benefit 
for  Microsoft.  State  attorneys  general 
are  likely  to  drop  charges  that  it  used 
predatory  tactics  to  promote  its  Office 
software  suite.  Because  the  legal  issues 
surrounding  Office  don't  appear  in  the 
Justice  case,  "it  just  may  not  be  possible 
to  fit  [the  Office  allegations]  in,"  says 
New  York  State  Assistant  Attorney 
General  Stephen  D.  Houck. 

Once  the  trial  is  under  way,  a  key 
challenge  for  both  sides  will  be  per- 
suading Judge  Jackson  to  accept  their 
inteipretation  of  what  legal  test  applies 
to  Microsoft's  behavior.  The  company 
will  ai'gue  that  the  feds  fu'st  must  prove 
that  Microsoft's  only  reason  for  putting 
Internet  Explorer  into  the  operating 
system  was  to  cripple  rival  Netscape 
Communications  Coi-p.  and  then  show 
that  there  was  no  technological  justifi- 
cation for  this  move.  Justice's  antitnjst 
chief,  Joel  I.  Klein,  and  his  team  will 
seek  a  more  relaxed  standard.  They'll 
say  they  only  have  to  demonstrate  that 
hurting  Netscape  was  one  of  the  com- 
pany's primary  goals  and  that  Internet 
browsers  should  logically  be  viewed  as 
stand-alone  software. 
"IN  THE  BAG."  Whichever  legal  test  the 
judge  apphes,  the  case  will  ultimately 
turn  on  two  key  factual  issues:  whether 
Microsoft  integi'ated  Internet  browsing 
into  Wmdows  98  for  anticompetitive  rea- 
sons and  whether  consumers  will  bene- 
fit by  the  move.  After  having  spent 
nearly  two  years  investigating  the  mat- 
ter, the  feds  already  have  plenty  of  ev- 
idence on  both  issues,  much  of  which 
has  appeared  in  the  department's  legal 
filings  against  Microsoft.  "Their  case  is 
already  in  the  bag,"  says  Samuel  Miller, 
a  San  Francisco  antiti-ust  attorney  who 
was  part  of  the  Justice  team  that  in- 
vestigated Microsoft  in  the  early  1990s. 

The  side  that  has  to  put  in  some  all- 
nightei-s  is  Microsoft.  To  disprove  the 
government's  claim  that  its  main  goal 
was  to  drive  Netscape  out  of  business, 
Microsoft  is  likely  to  dig  up  internal 
documents  such  as  consumer  sui-veys, 
focus-gi'oup  reports,  and  memorandums 
from  its  sales  force  showing  that  cus- 
tomers wanted  the  products  integrat- 
ed. Microsoft  employees  will  probably 
be  enlisted  to  testify  that  the  company 
planned  to  bundle  Internet  functions 
into  the  operating  system  long  before 
Netscape  was  even  founded  in  1994. 

Because  much  of  Justice's  argument 
is  built  on  internal  E-mail,  Microsoft  is 
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also  likely  to  contend  that  most  of  the 
damaging  electronic  missives  were  just 
idle  words  of  low-level  employees  that 
are  being  taken  out  of  context.  Addi- 
tionally, Gates's  team  will  challenge 
charges  that  Microsoft  proposed  split- 
ting up  the  browser  market  with 
Netscape  in  a  controversial  June,  1995, 
meeting.  Expect  defense  lawyers  to  tiy 
to  skewer  Netscape's  Marc  Andreessen, 
whose  notes  are  pnme  evidence  of  Mi- 
crosoft's misbehavior. 

To  fight  government  claims  that  its 
Intei'net  browser  shouldn't  be  bundled 
with  Windows,  Microsoft  is  likely  to  ar- 
gue that  integTation  makes  technological 
sense.  It  will  do  this  by  telling  the  fa- 
miliar story  of  how  memory  manage- 
ment, printer  drivers,  graphical  user'  in- 
terfaces, and  other  once  independent 
software  features  have  been  integrat- 
ed into  the  operating  system  over  the 
years.  Thus,  lawyers  will  say,  Internet 
Explorer  is  simply  an  incremental  im- 
■Jirovement  to  Windows,  not  a  distinct 
technology  to  be  marketed  separately. 

Leading  the  Microsoft  trial  team  are 
General  Coimsel  William  H.  Neukom  and 
<John  Waixlen,  a  veteran  trial  lawyer  and 
partner  in  New  York's  Sullivan  & 
Cromwell.  Waixlen  will  scjuai'e  off  against 
celebrated  courtroom  warrior  David 
Boies,  who  nms  a  small  litigation  bou- 
tique in  AiTnonk,  N.  Y.,  and  Ls  working  for 
Justice  at  a  discoimted  salaiy  of  $101,000 
pel'  year.  One  New  York  litigator  who 
knows  Boies  and  Warden  says  they'll 
bring  two  shai-ply  contrasting  styles  to 
trial.  Warden  is  a  predictable  "straight- 
ahead  Utigator;"  he  says,  whereas  Boies  Ls 
more  likely  to  use  offbeat  legal  theories 
and  "comes  at  you  from  all  sides." 
PRECEDENT.  Although  settlement  talks 
between  the  two  sides  broke  down  last 
month,  they'i-e  likely  to  make  at  least 
one  more  stab  at  a  deal.  Certainly,  Mi- 
crosoft has  a  strong  incentive  to  do  so. 
Any  findings  made  against  the  company 
in  the  current  case — that  it  has  a  mo- 
nopoly, say,  or  engages  in  predatory  tac- 
tics— could  be  binding  on  future  courts 
considering  the  same  issues.  That  could 
spur  private  companies  that  believe  Mi- 
crosoft has  mistreated  them  to  sue. 

Right  now,  no  deal  is  in  sight.  Wliile 
Microsoft  is  making  small  moves  to  end 
its  controvei'sial  contractual  practices,  it's 
unlikely  to  give  up  what  it  considers  its 
right  to  determine  what  softwar^e  should 
go  into  Windows.  And  given  how  difficult 
it  wiU  be  for  the  goveriiment  to  prevail  on 
that  ix)int,  the  company  has  little  incentive 
to  sun-ender  on  the  issue.  Meanwhile, 
both  sides  continue  to  prej^ar-e  for-  war 

By  Mike  France  hi  New  York,  iviih 
Steve  Havrtn  in  San  Muteo,  Calif. 
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A  major  coup  has  given  it  a  push  in  the  E-commerce  marke 
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James  L.  Bai'ksdale,  chief  executive 
of  Netscape  Comnumications  Corp., 
just  invested  $7.o  million  of  liis  own 
cash  in  liis  company — the  first  time 
the  56-year--old  executive  has  added  to 
the  $100  million-plus  worth  of  stock  op- 
tions he  r'eceived  as  compensation.  Wiry 
the  sudden  affection  for  Netscape  shar-es? 
For  the  fii'st  time  in  months,  Bar'ksdale 
has  something  to  cr'ow  about:  He  pulled 
off  a  major  coup  in  May,  persuading 
Citibank  to  spend  mor-e  than  $20 
million  on  Netscape  software  for 
its  online  financial-services  empire. 

Not  only  is  this  Netscape's 
lar'gest  deal  ever,  but  it  comes  at  a 
crucial  time  for  the  fom-year-old 
Inter-net  pioneer*.  Since  December, 
Netscape  has  r-eported  $142  mil- 
lion in  losses,  laid  off  400  people, 
and  watched  its  stock  price  sink 
to  the  mid-teens.  It's  now  trading 
ai"ound  $24  per-  shar-e,  but  still  70% 
off  its  peak.  The  Citibank  deal — 
coupled  with  a  sm-piising  break- 
even second  quar'ter- — is  a  much 
needed  dose  of  good  news  for-  the 
embattled  company.  "I  feel  much 
better-  about  them  now,"  says 
Hambr-echt  & 

Quist    analyst  BARKSDALE: 
Daniel         H.    He's  aiming 
Rimer-,  who  has   for  more 
ujjped  his  r-ec-   partners  like 
ommendation  Citibank 
on  Netscape's 
stock  fi-om  "hold"  to  "buy." 
PORTAL  PLANS.  While  some  ana- 
lysts ar-e  taking  Netscape  off  the 
critical  list,  it's  too  soon  to  check 
it  out  of  the  hospital  altogether-. 
The  $534  million  company's  effort 
to  tr-ansform  its  corporate  Web 
site  into  an  Internet  portal  for 
consumers  places  it  in  the  path 
of  powerhouses  Yahoo!  Inc.  and 
America  Online  Inc.  Even  more 
crucial  to  Netscape's  futur-e,  its 
cor-porate  softwar-e  and  services 
business  pits  it  agaiirst  the  likes  of 
computing  giants  IBM  and  Mi- 
cr-osoft  Corp.  Indeed,  the  company 
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will  live  or  die  in  the  so-called  enteftmiiierce 
prise  mar-ket,  wliich  generated  $96.1  m  [from a 
lion  of  its  $127.2  milhon  in  revenues  la  jeartoJ 
quarter.  Says  Sound  View  Financi  iiForreii 
Gr-oup  analyst  Kris  Tuttle:  "It's  an  upl:  tt  in  l 
battle  in  the  enterprise."  n^ii 
Bar-ksdale's  battle  plan:  to  keep  t  ffomidal 
momentum  going  by  landing  more  h  nie.hajin 
softwar-e  deals.  He  figwes  Netscape  h  irces-im 
an  edge  because  it  can  offer  both  t|aii(iaj'i( 
software  tools  that  companies  need 
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Id  online  businesses  and  the  portal 
■ — Netcenter — that  can  distribute  theii- 
•ducts  and  services.  "The  unique  op- 
■tunity  we  have  is  to  put  these  two 
igs  togethei-,"  says  Barksdale.  "It's 
boom  that  makes  the  Net  economy 
e  off." 

The  Netscape  sales  pitch  now  starts 
h  a  handful  of  new  products  stem- 
ig  from  its  acquisitions  last  year  of 
a  Software  Corp.  and  Actra  Inc. 
■se  include  E-commerce  software  and 
j-called  application  sewer  progi'am 
.  can  handle  high-volume  Web  sites, 
ommerce  software  is  expected  to 
A-  from  a  $235  million  U.  S.  market 

year  to  $3.8  billion  in  2002,  accord- 
to  Forrester  Research  Inc. 
lit  in  targeting  E-commerce, 
scape  is  going  after  a  market  that 
e  formidable  rivals  also  covet.  IBM, 
one,  has  marshaled  its  considerable 
lurces — includii  g  its  20,000  sales 

and  a  $100  milhon  ad  campaign — 
md  Internet  commerce.  Big  Blue  is 


NETSCAPE'S 
STRATEGY  FOR 
CORPORATE  BUSINESS 

NEW  PRODUCTS  Joining  its 
flagship  SuiteSpot,  a  basic 
Web-site  management  suite, 
are  software  for  handling  E- 
commerce  and  running  Web 
applications  and  a  directory 
for  managing  resources  and 
E-mail  addresses  on  a  net- 
work. This  so-called  enter- 
prise software  accounted  for 
60%  of  its  $127  million  in  rev- 
enues in  the  second  quarter. 

NETCENTER  Netscape  plans 
on  parlaying  its  heavily  traf- 
ficked Web  site  into  a  busi- 
ness portal  with  everything 
from  corporate  travel  offer- 
ings to  trading  centers  for 
such  industries  as  health 
care  and  auto  parts.  Its  Net- 
center site,  currently  focused 
on  consumers,  contributed 
24%  of  revenues  in  Q2. 

PROFESSIONAL  SERVICES 

Its  staff  of  consultants  has 
grown  from  90  to  250  in  a 
year  and  now  contributes 
16%  of  revenues.  In  addi- 
tion, Netscape  is  working 
closely  with  giant  systems 
integrators  like  KPMG  and 
Ernst  &  Young. 


also  planning  on  thi'ow- 
ing  its  support  behind 
Apache,  a  popular' — and 
free — Web  server  pro- 
gi-am.  And  Microsoft  is 
pushing  its  Windows 
NT  operating  system 
and  BackOffice  server 
software  as  a  platform 
for  E-commerce  appH- 
cations.  Retailer  Eddie 
Bauer  Inc.,  for  exam- 
ple, uses  Microsoft's 
software  to  power  its 
online  store,  even  though  executives  say 
the  software  is  not  necessarily  the  best. 
"We  have  confidence  they'll  continuous- 
ly improve  and  support  it,"  says  Judy 
Neuman,  Bauer's  vice-president  of  in- 
teractive media.  "I  know  Microsoft  will 
be  here  in  10  years." 

That  kind  of  confidence  is  critical  in 
the  corporate  market — and  something 
Netscape,  as  a  relative  newcomer,  will 
have  to  build.  Even  Microsoft  is  still 
working  on  it.  "Being  an  enter- 
prise provider  is  tough,"  says 
Richard  Tong,  Microsoft's  vice- 
president  for  applications  market- 
ing. "You  can  spend  $1  billion  and 
not  make  much  progi'ess." 

Netscape  doesn't  have  a  billion 
to  spend.  It  has  no  debt,  $237  mil- 
lion in  the  bank,  and  deferred 
revenues  of  $139  miUion.  But  that 
pales  in  comparison  with  Mi- 
crosoft's $12  bilhon  wai'  chest.  Mi- 
crosoft's riches  give  it  another 
edge:  It  can  bundle  for  ft-ee  basic 
Internet  software  with  NT  and 
BackOffice,  while  Netscape 
charges  for  similar  progi'ams. 

Without  a  huge  cash  hoard, 
Netscape  is  applying  a  laser-like 
focus  to  its  business.  Citibank  is 
the  prototype  customer.  It  chose 
Netscape  as  its  Net  software  sup- 
plier for  a  range  of  E-commerce 
tasks  involving  home  and  corpo- 
rate banking,  such  as  a  system 
that  allows  corporate  credit  card 
customers  to  get  statements  on- 
line. One  plus:  Netscape  embraces 
industry  standards.  "We  believe 
they're  a  strong  company  and 
they'll  turn  their  business 
around,"  says  Leon  Williams,  an 
executive  in  Citibank's  Advanced 
Development  Group. 

Netscape's  own  Netcenter  site 
serves  as  a  showcase  for  its  soft- 
ware products — plus  a  chance  to 
turn  its  8  million  visitor's  a  day 
into  online  customers  for  Citibank 
and  other  Netscape  partners.  In 
the  next  six  months,  Netscape 


In  the  enterprise 
market,  too, 
Netscape  is  in  a 
tricky  position  of 
having  to  sell 
products  Microsoft 
can  give  away 


plans  on  adding  a  host 
of  services — fi'om  office 
supplies  and  coi'porate 
travel  services  to  trad- 
ing communities  for  in- 
dustries such  as  health 
care  or  auto  paits.  Al- 
most evei-ything  will  be 
run  by  partners,  with 
Netscape  sei-ving  as  an 
aggi'egator  that  collects 
a  slice  of  their  ad  or 
transaction  revenues. 
"It's  going  to  be  a  place 
where  you  can  easily  find  people  to  do 
business  with,"  says  Netscape  Senior 
Vice-President  Marc  Andreessen. 
DOING  TOO  MUCH?  The  power  of  the 
business  portal  isn't  lost  on  early  In- 
ternet users  such  as  Federal  Express 
Corp.,  Barksdale's  former  employer. 
FedEx  has  a  shipping  and  order  track- 
ing service  on  Netcenter  in  addition  to 
its  own  site.  Now,  it's  considering  buy- 
ing Netscape's  E-commerce  application 
sei"ver,  and  directory  pr'oducts — and  may 
expand  its  ser'vice  offer'ings  on  Netcen- 
ter. "Net-scape's  vision  is  right.  They'r'e 
not  just  planning  their  futur'e  around 
the  br'owser,"  says  Robert  Carter-,  chief 
technology  officer  for  par-ent  company 
FDX  Corp. 

Wall  Str'eet  is  nodding  its  approval, 
too.  Analysts  say  the  company  has  sur*- 
vived  its  crisis  and  has  put  together  a 
sound  business  plan.  They  expect 
Netscape  to  lose  money  in  the  current 
quarter  and  then  start  eking  out  tiny 
profits — finishing  the  fiscal  year  in  Jan- 
uary with  a  net  loss  of  $52  million,  ac- 
cording to  Zack's  Investment  Research. 
Fiscal  1999  looks  better.  Mar-y  A.  Mc- 
Caffrey of  Bankers  Tr'ust  New  York 
Cor'p.  predicts  $721  million  in  revenues 
and  net  income  of  $23  million.  "It's  an 
execution  issue  now,"  she  says. 

Still,  some  observers  fret  that 
Netscape  is  spreading  itself  too  thin.  For- 
rester Research  analyst  Ted  Schlader 
says  Netscape  should  sell  off  its  poten- 
tially valuable  consumer  portal  and  con- 
centrate on  a  business-to-business  site. 
"They're  tr-ying  to  do  too  much  with  one 
portal  and  that  doesn't  help  them  gain 
credibility  in  the  enter-pr-ise,"  he  says. 

Bar-ksdale  is  deter-mined  to  make  the 
two  businesses  fit  together.  Besides,  he 
figures  he  doesn't  need  to  vanquish  gi- 
ants such  as  IBM  or  Microsoft  to  succeed 
in  an  Internet  software  and  services 
mar-ket  that  is  expected  to  top  $20  bil- 
lion in  the  next  half  decade.  "I'll  take 
10%  of  that,"  Barksdale  quips.  Easy  to 
say.  Now  he's  got  to  do  it. 

By  Steve  Hamm  in  San  Francisco, 
with  bureau  reports 
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s  Leonard  S.  Riggio,  chief 
executive  of  Bames  &  No- 
ble Inc,  tours  his  chain's 
newest  outpost,  near  At- 
lanta, no  detail  escapes  his 
notice.  He  proudly  points 
to  featui-es  he  championed, 
from  cathedi'al  ceilings  de- 
signed to  bring  a  feeling  of 
deur  to  bookbuying  to  handpainted 
5  meant  to  make  the  store  look  less 
orate.  Passing  the  public  bathi'oom, 
an't  I'esist  a  swipe  at  the  detractors 
said  they'd  become  a  pit  stop  for 
rivers — of  which  his  father  was  one. 
kind  of  marketing  savvy  combined 
a  willingness  to  break  the  inoles  have 
^d  make  Riggio,  57,  one  of  the  most 
iiful  and  controversial  figures  in  the 
world. 

I  selling  books  the  way  Home  Depot  Inc.  sells  two-by- 
.,  Riggio  has  dragged  his  industiy  kicking  and  screaming 
the  1990s — and  he  has  loved  doing  it.  Between  svrigs  of 
ouble  espresso,  he  gleefully  recounts  the  changes — from 

discounts  to  Sunday  hours  to  yes,  even  public  rest 
s — that  he  foisted  on  a  reluctant  industiy.  "The  bookstore 
less  was  an  elitist,  stand-offish  institution,"  says  Riggio, 
ig  the  first  extensive  interviews  he  has  ever-  gi'anted 
publication.  "I  liberated  it  fi'om  that." 
)st  of  all,  he  made  bookstores  ftm,  turning  them  into 
m  village  gi'eens  where  people  flock  as  much  for  the  en- 
inment  value  as  the  huge  selection.  "He  was  the  fii'st  re- 
■  to  understand  that  the  store  is  a  stage  and  that  retail- 
3  great  theater,"  says  Leonard  Berry,  director  of  the 
?r  for  Retailing  Studies  at  Texas  A&M  University. 
5gio  rehshes  the  role  of  the  populist  who  proved  the 
ics  wrong.  He  seems  to  feed  on  controversy  and  will  ea- 

recount  stories  from  years  earlier  of  himself  telling 
lysayers — from  publishers  to  competitor — to  stuff  it.  Al- 


Barnes  &  Noble's 
Leonard  Riggio 
says  his  megastores 
have  "liberated"  a 
hidebound 
industry.  If 
smaller  rivals 
perish,  so  be  it 


though  he  cheeifully  admits  that  he  reads 
little  and  could  just  as  easily  have  ended 
up  selling  housewares  or  hand  tools  as 
books,  that  need  to  dely  convention  made 
him  uniquely  suited  to  reinventing  the 
hidebound  world  of  books. 

In  the  coui'se  of  doing  just  that,  Riggio 
has  climbed  fi'om  bookstore  clerk  to  head 
of  a  neai-ubiquitous  retail  chain  that  i-ings 
up  one  in  eight  books  sold  in  America. 
With  483  Barnes  &  Noble  superstores 
and  528  mall-based  B.  Daltons,  the  com- 
pany inked  sales  in  the  year  ended  in 
January  of  $2.8  billion,  over  double  the  to- 
tal foui'  years  ago.  That's  more  than  its 
nearest  competitor.  Borders  Group  Inc., 
more  than  any  book  publisher  including 
Random  House  Inc. — and  it  approaches 
all  the  independent  bookstores  combined. 
Now,  after  years  of  rapid  expansion, 
Bames  &  Noble  is  also  begiiming  to  rack  up  some  solid  profits. 
After  going  public  in  1993,  the  stock  languished  for  three 
yeai-s  because  of  low  mai'gins  and  eiratic  earnings.  But  with  the 
pace  of  expansion  slowing  and  the  benefits  of  a  new  distribution 
center  kicking  in,  Bames  &  Noble  for  the  fii-st  time  posted  four 
consecutive  quaitei-s  of  operating  eaiTiings  last  year  For  the  fis- 
cal yeai-  ended  in  Januaiy,  it  eamed  $147  million  on  operations, 
up  fi-om  $120  million  the  year  before.  That  success  sent  the 
stock  soaring  from  $13.50  in  late  1996  to  a  recent  $35. 
COURT  CHALLENGE.  But  with  dominance  has  come  controver- 
sy, and  not  just  because  of  Riggio's  abrasive  style.  America 
bai-ely  bUnked  when  Circuit  City  Stores  Inc.,  Toys  'R'  Us  Inc., 
and  other  so-called  categoiy  killers  consolidated  their  Indus-  ' 
tries.  Books,  though,  are  different.  "The  reason  the  Constitu-  i 
tion  guarantees  freedom  of  speech  and  not  fi-eedom  to  pur- 
chase i-ubber  bands  is  that  the  health  of  culture  depends  on 
the  availability  and  the  diversity  of  ideas,  not  on  the  avail-  \ 
ability  of  mbber  bands,"  says  Todd  Gitlin,  a  professor  of  cul-  | 
ture  at  New  York  University.  "Leonard  Riggio  wields  im-  \ 


mense  power  over  the  long-term  health  of 
our  culture." 

Indeed,  a  simple  decision  by  the  mighty 
chain  to  buy  or  not  to  buy,  to  display  or  not  to 
display,  can  make  or  break  a  new  book — pai'- 
ticularly  one  by  a  little-known  author.  Th;i- 
temfies  many  in  the  literary  world  who  ^|  ■ 
Riggio  as  a  number-crunching  businessman 
ready  to  sacrifice  literature  to  profit.  And  as 
the  independently  owTied  bookstores  that  re- 
main the  sentimental  heart  of  the  business 
continue  to  fall  under  Barnes  &  Noble's  re- 
lentless expansion,  its  power  to  influence  what 
America  I'eads  will  only  increase. 

Now,  the  independents  are  preparing  to 
fight  back  in  court.  In  April,  the  American 
Booksellers  Assn.,  which  represents  4,047  in- 
dependent bookstores,  filed  a  broad-based  law- 
suit against  Bames  &  Noble  and  Borders  in 
federal  court,  alleging  that  the  chains  coerce 
publishers  into  giving  them  secret  and  ille- 
gal deals.  Both  chains  deny  the  charges.  Rig- 
gio says  the  idea  that  his  business  is  preda- 
tory is  a  misperception.  "If  you  read  The  New 
York  Timea,  you'd  think  we  were  kiUing  cul- 
ture," he  complains  as  he  tours  the  Atlanta 
store.  "I  have  to  come  here  and  look  around 
to  remind  myself  that  we're  giving  the  world 
a  gift.  It  gives  me  goose  bumps  to  remember 
what  we're  doing." 

Behind  the  bluster  is  a  man  far  more  com- 
plex than  the  profit-dri\'en  philistine  his  critics 
depict.  Riggio  reveals  himself  to  be  a  sui^pris- 
ing  mix  of  liberal  idealism  and  market-driven 
expedience.  He  has  become  a  s\Tnbol  of  Big 
Business,  yet  he  considers  himself  an  entre- 
preneurial champion.  He  is  accused  of  stifling 
free  speech,  but  even  foes  laud  him  for  tough 
stands  such  as  his  defiance  of  an  April  sub- 
poena ft"om  special  prosecutor  Kenneth  Stan- 
seeking  the  book-bu\ing  records  of  Monica 
Lewinsky.  He  can  be  piickly  and  foul-mouthed,  but  he  is  also 
funny,  philosophical,  and  generous — a  major  donor  to  the  aits 
and  the  Democratic  Party.  "For  the  tough-guy  image  from 
BrookljTi,  there  is  another  side,"  says  Jonathan  Newcomb, 
chief  executive  of  Simon  &  Schuster  Inc. 
MIXED  REVIEWS.  Although  Riggio  and  his  chain  remain  con- 
trovereial,  a  re\ised  view  of  lus  effect  on  the  book  world  is  be- 
ginning to  emerge.  There's  a  gi-owing  recognition  that  the  dire 
predictions  about  the  fate  of  literature  in  a  Riggio-dominated 
book  world  have  not  come  to  pass.  Critics  have  fueled  a  per- 

■i  ception  of  Bames  &  Noble  as  little  more  than  a  conduit  for  fad 

=  books  and  best-sellers,  but  in  reality,  it  offers  a  greater  se- 

i  lection  than  most  indepen- 

=  dents.  Indeed,  best-sellers  ac- 

\  counted  for  just  'V/(  of  sales 

r  last  year — aiaout  the  same  as 

I  most  other  bookstores.  Barnes 

I  &  Noble  was  supposed  to  sti- 

=  fle  small  presses,  but  some  of 
those   publishers   say  the 

5  chain's  vast  shelf  space  and 

f  centralized  buying  has  hei  -  ed 

i  them.  "The  idea  that  they  -e 

^  somehow  damaging  litei'atu 

£  is  not  trtie,"  says  Morgan  Ei 

£  trekin,  publisher  of  Grove/ At- 

:  lantic  Inc.  "They  have  leveled 

?  the  playing  field." 


\ti  Kiyyiu  .-a.v.-  hi.-  nlution  has  just  gotten  start  - 
He  foresees  adding  500  more  supersize  Barnes  &  No  I  xho  is 
stores  over  the  next  decade.  He  has  plans  to  build  his  flei  '^-^Mi 
ling  online  venture  into  a  powerhouse  promotional  chan  ^ .  .^^Ed 
that  will  generate  interest  in  books — and  his  bookstor  «- .U',  \r 
He's  also  beginning  to  think  about  new  ways  to  apply  ''->:7iSfs_ 
merchandising  prowess.  In  August,  he'll  open  a  3,500  squ  f:-:?;^; 
foot  protot^Tje  magazine  store  called  Ink  in  a  mall  in  Mend  s  ^'al^ji 
Conn.  He  says  the  venture  will  start  small — three  to  Mr/^itii 
stores  by  October,  with  no  more  than  $10  million  in  w  '-ffnii 
enues  by  2000.  Fuither  out,  Riggio,  who  is  an  a\id  art  \-  .jyt 
lector,  talks  about  opening  cavernous  art  stores  that  will  4' 

evei^Arthing  fi'om  posters  to  orl 


LUCK  OF  THE  DRAW 

"If  I  got  a  job 
at  a  hardware 
store,  I  would 
have  been 
Home  Depot 
today" 


nal  works. 

With    his  street-sm* 
style,  Riggio  seems  an 
likely  tycoon  in  the 
teel  world  of  booksellilit 
yet  he  sits  atop  a  ^^jinj 
work  of  businesses  wftiV^-^ 
total  sales  of  $4  bill; 
Besides  his  25%  stak( 
Barnes  &  Noble,  woi 
.$600  million,  he  owns 
of  Barnes  &  Noble  (; 
lege    Bookstores  I 
which,  with  sales  of  ^r-^,„ 
million,  operates  storetjR 
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.linpuses,  and  sizeable  ,-U(:>c>  m  cMiri'  ini-inr,- 
:gio,  who  has  thi-ee  daughters,  hves  with  his  second 
II  a  sprawhng  apartment  on  Manhattan's  Park  Avenue, 
iinily  spends  weekends  at  a  baronial  estate  in  Bridge- 
.on,  N.  Y.,  where  ftiends  say  dinner  guests  often  include 
ollar  fj-iends  from  Riggio's  youth.  "Lenny  actually  es- 
celebrities,"  says  Angelo  Volpe,  president  of  Tennessee 
ological  University  and  a  childhood  friend.  "He  prefers 
ig  out  with  boys  from  the  old  neighborhood." 
pe  is  referring  to  the  predominantly  Italian  neighbor- 
in  Brooklyn  where  Riggio  grew  up  in  a  home  packed 
^•andparents,  aunts,  and  uncles.  His  father  was  a  prize- 
good  enough  to  beat  Rocky  Graziano  twice  before  re- 
to  drive  a  cab.  Riggio,  who  returns  occasionally  in  his 
des  to  visit  liis  mother,  has  stayed  close  to  Ms  roots.  His 
r-old  brother,  Steve,  is  his  vice-chainnan,  charged  with 
5ring  the  online  business.  Jimmy,  47,  owns  a  part  in- 
in  a  freight  company  that  hauls  books  for  Barnes  & 
"My  nationality  is  New  York  City,"'  he  says.  "I  don't 
I'm  a  New  Yorlier  like  The  New  York  Times  is  a  New 
\  I  mean  it  in  the  Horatio  Alger  sense." 
I  TALK.  It  is  one  of  many  jabs  Riggio  takes  at  the 
which  he  says  has  stereoty[3ed  him  as  a  hothead.  "I'm 
lothead,"  he  says,  angiily  pounding  a  fist  on  the  table, 
mow  who  started  those  iiimors?"  He  launches  into  a 
ibout  a  pubhshing  exec  who  wanted  to  cut  Bames  & 
5  discount  by  2%.  "I  asked  him  whether  he  wanted  to 
le  door  or  the  window,"  says  Riggio  heatedly. 


Riggio  is  most  offended  by  the  frequent 
comparisons  with  his  father's  fight  career, 
saying  that  his  father,  who  died  in  1982,  was 
no  brawler.  He  taught  his  son  that  being  a 
quick  thinker  was  just  as  key  as  having  a 
knockout  punch.  "This  was  about  not  taking 
hits,"  says  Riggio.  "He  was  a  genius,  the 
most  inspiring  person  on  the  face  of  the 
earth." 

Riggio's  first  real  experience  outside  the 
neighborhood  was  when  he  entered  selective 
Brooklyn  Technical  High  School  at  age  12. 
"High  school  was  the  fii'st  exposure  I  had 
to  Jewish  people,  Asians,  Hispanics,  black 
jjeople,"  he  recalls.  To  fit  in,  he  became  a 
class  clown,  the  guy  who  lured  teachers 
through  doorways  just  as  a  glob  of  food  was 
set  to  fall.  "He'd  do  anything  to  get  a  rise 
out  of  you  because  he  was  a  little  guy,"  says 
William  Sheluck  Jr.,  a  classmate  and  retired 
banker  who  sits  on  the  Barnes  &  Noble 
board.  But  this  is  also  where  Riggio  first 
displayed  an  intense  competitive  drive.  De- 
spite his  short  stature — Riggio  stands  just  5 
foot  7  inches — he  made  the  basketball  team 
by  shooting  hundreds  of  foul  shots  on  his 
own.  "Brooklyn  Tech  shaped  me  more  than 
anything,"  he  says.  To  show  his  thanks,  he 
gave  the  school  $1  million  in  March  and 
vowed  to  raise  $10  million  moi'e. 

Riggio  went  on  to  New  York  University 
where  he  studied  engineeiTng  at  night.  But  liis 
real  education  came  from  his  day  job  at  the 
college  bookstore.  It  was  chance,  not  a  love  of 
literature,  that  landed  him  there.  "If  I  got  a 
job  at  a  hardware  store,  I  would  have  been 
Home  Depot  today,"  he  says. 

In  1965,  at  age  24,  Riggio,  with  $5,000  in 
savings  and  loans,  opened  a  competing  book- 
store. "He  told  me  he  could  do  it  better  and 
faster,"  recalls  his  old  boss,  Al  Zavelle.  Pas- 
MMiiaiely  interested  in  politics,  Riggio  installed  a  mimeo- 
gi'aph  machine  in  the  basement  so  students  could  copy  an- 
tiwar literature.  "He  saw  his  role  in  the  world  to  get 
progressive  ideas  across,"  says  Tibor  Kalman,  a  well-known 
designer  who  worked  at  Riggio's  Student  Book  Exchange. 
Riggio,  who  served  as  campaign  finance  chairman  for  New 
York  City  Mayor 
David  Dinkins  in  1998 
and  gave  more  than 
$138,000  to  the  cam- 
paigns of  Dinkins  and  New  York  Governor  Cuomo  in  1993 
and  1994,  has  remained  politically  involved. 

As  his  student  bookstore  thrived,  Riggio,  who  never  fin- 
ished college,  gi-ew  restless.  In  1971,  he  talked  bankers  into 
lending  liim  $1.2  million  to  buy  Bames  &  Noble,  an  ailmg  cen- 
tmy-okl  bookstore  on  lower  Fifth  Avenue.  Riggio  brought  it 
back  to  life  with  a  humorous  TV  campaign  and  by  ovei-hauling 
management  and  inventoiy. 

Riggio  soon  added  a  giant  Sales  Annex,  creating  an 
80,000-sciuare-foot  store  crammed  with  an  odd  assortment  of 
used  books,  remainders,  and  best-sellers.  It  would  become  a 
laboratory  for  ideas  that  he  later  refined  in  his  national 
chain.  Customers  navigated  the  narrow  aisles  vrith  shopping 
carts,  picking  up  books  that  were  sometimes  sold  by  the 
pound.  Still,  nobody  paid  much  attention  until  1974,  when 
Riggio  instituted  his  famous  discounts:  40%  off  New  York 
Times  best-sellers;  20%  off  paperback  best-sellers;  10%.  off 
hardcovers.  "It  forever  changed  the  economics  of  book- 
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selling,"  says  Simon  &  Schuster's 
Newcomb. 

Riggio,  who  has  since  scaled 
back  the  discounts,  was  willing  to 
take  the  profit  liit  to  draw  crowds 
to  his  out-of-the-way  store,  but 
competitor  feared  that  discoimtijig 
would  sluink  the  bottom  line  for 
eveiyone.  He  recalls  a  confronta- 
tion with  J.  Alan  Kahn,  an  execu- 
tive with  Da.\ton  Hudson  Coip/s 
B.  Dalton  chain,  who  flew  to  New 
York  with  a  report  proving  that 
discounts  would  not  work.  \Vlien 
Riggio  waved  the  report  off',  Kahn 
said:  "Don't  open  in  midtown 
[Manhattan].  Or  we'll  open  a  store 
thi'ee  times  the  size  with  bigger 
discounts  and  nm  you  out  of  f — 
ing  business."  Riggio  bristled:  "Is 
this  message  fi'om  you?  Oi'  ai'e  you 
carrying  it  for  someone  else?  Be- 
cause  I  want  to  know  who  1 
should  tell  to  go  f —  youi'self." 
"COMMON  ENEMY."  Riggio  loished 
all  the  faster  to  open  a  giant  store 
in  Manhattan's  Rockefeller  Center, 
in  1976.  But  he  soon  liired  the  tough-talking  Kahn  for  himself. 
Over  the  next  decade,  the  pah-  gi'adually  opened  giant  Barnes 
&  Noble  Sales  Annexes  around  the  Northeast  that  were  the 
foreranners  of  today's  superstores.  Then,  in  1986,  backed  by 
junk  bonds  from  Drexel  BiuTiham  Lambert  Inc.  and  a  major 
investment  from  Vendex  International,  a  Dutch  retailer,  Riggio 

bought  B.  Dalton 
BookseUer,  and  became 
the  nation's  biggest 
bookseller 

The  acquisition  set  off  alarm  bells  throughout  the  literary 
woiid.  "Chain  bookselling  means  best-selling  books  will  be 
available  eveiy where,  but  it  also  means  that  they — and  the 
tapes  and  the  calendars — leave  no  room  for  the  small-press 
edition  of  a  minor  novel  or  a  university-press  edition  of  an  im- 
portant scholarly  work,"  The  Washhigtoti  Post  wi'ote  at  the 
time  in  an  article  that  was  ty]Dical  of  the  outciy.  "The  day  I 
bought  B.  Dalton,"  Riggio  laments,  "is  the  day  I  became  a 
common  enemy." 

The  Dalton  pui'chase  may  have  put  Barnes  &  Noble  on  the 
map,  but  the  chain's  course  was  anything  but  smooth.  Riggio 
added  the  Scribner  and  Doubleday  &  Co.  mall  chains  in  the 
late-1980s — ^just  in  time  for  a  decline  in  mall  traffic,  forcing 
him  to  start  shutting  those  stores  down. 
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CHILDREN'S  HOUR:  Barnes  &  Noble's  concept  of  offering  a  "village  s 
to  shoppers  includes  storybook  sessions  such  as  this  onem  Brooklyn 


In  the  midst  of  that  crisis,  Riggio  began  to  sense  that^ 
huge  annexes  could  be  refined  further  to  draw  a  differ  j 
bigger  crowd.  Retailers  from  Circuit  City  to  Toys  'R'  I 
wei'e  beginning  to  dominate  then-  niches  with  a  "big  box"  I 
mula  that  combined  vast  selection  with  low  prices,  and  I 
ready  a  handful  of  book  chains  were  experimenting  with  I 
same  concept.  In  1990,  Riggio  gi'abbed  an  early  lead  by 
quiring  Bookstop,  a  Texas-based  chain  of  24  superstores 
The  Barnes  &  Noble  superstore  rollout  began  in  earnes 
1991.  Riggio  erected  hundreds  of  huge,  free-standing  b 
stores  of  20,000  square  feet  or  more  that  were  mean 
destinations.  He  opened  on  Sundays  and  created  dim 
controlled  village  squares  with  cappuccino,  clowns,  co 
armchairs,  even  cooking  demonstrations.  With  plenty  of 
books  and  trinkets,  even  people  who  were  intimidated  by 
ditional  bookstores  felt  welcome.  "Len  Riggio  underst; 
how  to  make  these  things  work  as  almost  everytliing  eli 
America  does — as  a  theme  pai-k,"  says  Nora  Epkron,  a 
and  filmmaker  whose  latest  movie.  You  Have  Mail,  base] 
the  rise  of  the  book  superstores,  will  open  this  fall. 

That,  of  course,  is  exactly  wiiat  Riggio  had  in  mi 
store  that  would  draw  customers  fi-om  every  economic 
ethnic  segment.  His  favorite  Barnes  &  Noble,  a  65,000-si 
store  sprawled  over  fom*  floors  in  Manhattan's  Union  Sqi 


BARNES  &  NOBLE 
IS  GROWING  FAST.. 


.AND  PROFITS  HAVE 
IMPROVED... 


...AS  IT  NABS  SHARE 
FROM  INDEPENDENT 
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Check  out  the  Swing  standings 
on  www.PGATOXJR.com 


Bank  of  America 

Isenting  sponsor-  of 
I  PGA  TOUR  West  Coast  Swing 


It's  the  crowning  moment  of  the  PGA  TOUR 
West  Coast  Swing  presented  by  Bank  of 
America:  the  final  round  of  the  AT&T 
Pebble  Beach  NationeLL  Pro  Am.  This  event, 
on  August  17,  determines  the  1998 

the  player 

atop  the  PGA  TOUR  money  list  at  the 
end  of  the  West  Coast  Swing.    And  to  be 
named  King,  you  can't  just  be  good. 
You  have  to  reign  supreme. 


TASTEMAKER 

Barnes  &  Noble's 
growing  power  to 
decide  what 
America  reads  has 
terrified  many  in 
the  literary  world 


could  be  an  ad  for  the  class- 
less society.  While  a  man  in  a 
business  suit  lounges 
on    a  bench 
reading  the 
latest  Michael 
Crichton,  a 
homeless  Ger- 
man immigrant 
who  calls  herself 
Eirika  Yvonne 
sits  on  the  floor, 
fiuiously  copying 
from  Revolution 

of  the  Mind,  a  biogi'aphy  of   

French  surrealist  poet  Andre 

Breton.  "At  the  libraiy,"  she  says,  "the  air  and  lighting  are 
bad,  and  they  don't  have  this  nice  music." 

As  Barnes  &  Noble's  giant  big-box  stores  sprang  up  in 
cities  and  suburbs  across  America,  the  local  independent 
bookstores  fell  in  droves.  Membership  in  the  aba  fell  from 
5,132  in  1991  to  4,047  today  In  1991,  independents  sold  near- 
ly a  third  of  all  books, 
and  Barnes  &  Noble 
sold  only  6%.  Since 
then,  Barnes  &  No- 
ble's share  has  more  than  doubled,  while  the  independents' 
has  fallen  nearly  by  half  And  it's  not  just  the  chains  that  ai'e 
nabbing  theii-  business.  Nonbook  retailers  such  as  discounters 
and  warehouse  clubs  now  account  for  over  half  of  all  books 
sold.  Analysts  predict  the  trend  will  continue,  with  Barnes  & 
Noble  tloubling  its  share  by  2005. 

CHOICE  DEALS?  But  has  the  expansion  come  fau-  and  square? 
That's  the  question  at  the  heart  of  the  aba  suit.  Although 
Riggio  and  the  publishers  say 
he  pays  the  same  price  for 
books  as  everyone  else,  the 

array^of  special  deals— from  ^^^i       1 941 

cash  discounts  and  better    FAMILY  Married  to  second  wife  Louise  RiggiO;  three 
terms  foi-  books  returned  to    daughters,  including  two  from  first  marriage. 

the  publisher,  to  better  credit   

EDUCATION  Brooklyn  Technical  High  School. 

Dropped  out  of  New  York  University. 


aree': 
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terms,  price  breaks 
for  new  stores,  and 
incentive  payments — 
give  the  chains  a  sub- 
stantial advantage. 
Riggio  denies  the 
claims,  calling  the 
suit  a  public-relations 
ploy.  "Our  system 
was  based  on  the 
principle  that  we 
should  compete  stren- 
uously," he  says. 
Having  built  an  em- 
pire from  nothing 
himself,  he  adds,  "I 
don't  shed  a  tear  for 
the  little  guy." 

But  the  ABA  lawsuit  only 
hints  at  the  broader  threat 
many  in  the  literary  world  see 
in  the  Barnes  &  Noble  phe- 
nomenon. Just  35  buyers 
choose  all  the  titles  sold  in  the 
chain's  1,011  stores.  As  the 
number  of  independents  dwin- 
dles, that  small  gi'oup  has  in- 


V 


creasing  influence  to  decid  Ifl 
which   books   are  actuall 
available  to  shoppers.  "Havinlee 
so  much  control  in  one  con  les  k 
pany's  hands  limits  the  point  n  If 
of  view,"  says  Avin  Marp 
Domnitz,  executive  directc 
of  the  ABA. 

The  notion  that  Barnes 
Noble  poses  a  threat  to  lite: 
atiu-e  has  dogged  Riggio  sincfcattt 
he  closed  the  B.  Dalton  dei  ioble.' 
and  he  hotly  disputes  tJ 
charge.  He  argues  that  sim  chedt 
his  superstores  carry  a  vast  rati 
gi'eater  selection — at  150,00  is  of 
perhaps  10  times  the  titles  in  a  small  store — he's  increasii 
choice,  not  reducing  it.  Others  are  beginning  to  agTee. 
was  skeptical  about  the  superstore  concept  when  it  started  w 
says  Thomas  McCormack,  former  publisher  of  St.  Martii  sale; 
Press  and  columnist  for  Publishers  Weekly.  His  experience 
his  neighborhood  Barnes  &  Noble  changed  his  mind.  "I  j 
into  the  store  on  the  corner  and  I  find  books  I  would  nev 
find  without  them." 

So  far,  anyway,  it's  hard  to  find  much  evidence  of  dama,  a 
done  in  the  numbers.  The  kinds  of  books  that  critics  s  ri: 
are  put  most  at  risk  by  superstores  are  actually  holdii 
their  own.  Sales  of  art,  literature,  and  poetry  books,  for 
ample,  climbed  10%  ft-om  1993  to  1996,  compai-ed  vdth  4%  fltet-sellf 
popular  fiction,  according  to  the  Book  Industry  Study  Groi  abigra 
a  research  organization.  ji  im 

But  the  numbers  also  show  little  support  for  the  idea  ( fr  time  f 
ten  floated  by  the  chains'  supporters  that  they  have  broug  s'  jophisi 
hordes  of  new  readers  into  the  market.  Although  Barnes  little  as  i 

  Noble's  sales  have  balloon* 

total    industry   sales   ha  fteami 
grown  less  than  5%  a  ye  iit" 
since  1992,  according  to  Ve]  tkm 
&  Associates  Ir  >  retime, 
an  investjuent  bank  special  »] 
ing  in  media  companies.  "T 
idea  that  they  democratiz 
bookselling  isn't  true,"  sa  s 
Roxanne  Coady,  an  aba  dir 
tor  who  owns  R.J.  Juha  Bo 
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LEONARD  S.  RIGGIO 
1560  84  St. 
College  Prep. 
Prefect  Class  Pres., 
Floor  Manager's  Sq., 
WNYE,  Intro.  Bowling, 
Intra.  Basketball 
College  


HOBBIES  Collecting  art  and  wine;  cooking. 

BOOKS  READ  LAST  YEAR  6 

FAVORITE  BOOK  Kafka's  The  Metamorphosis 

PREDICTS  THAT  m  the  21st  century,  the 
information  glut  will  force  people  to  pop  pills 
to  help  empty  their  minds.  "Losing  thoughts 
and  forgetting  will  be  the  equivalent  of  shed- 
ding pounds  and  dieting." 

ON  LEADERSHIP  "I  have  a  lot  of  trouble  with 
the  whole  concept  of  leadership.  I  don't  like 
telling  people  what  to  do." 

ON  RETAILING  "Retailers  are  preachers,  teach- 


sellers   in   Madison,   Coi  'SJiiig. 


However,  some  pubHshers 


'  ifif  their 


that  superstores  may  h?  tia;et|if 


staved  off  an  actual  decli  u 
"God  knows  how  du'e  it  wo  i 
be  without  the  superstore 
says  Alberto  Vitale,  chief 
ecutive  of  Random  House. 

Perhaps  the  most  credi 
charge  against  Barnes  &  1  pji 
ble  is  that  lesser-kno\vn  bd 
are  apt  to  get  lost  amid 
glitz.  The  best  independe 
are  small  shops  owned  i 


Tu    <           u      f      J  I  4.         ^1      "  staffed  by  people  who  hji 
ers.  They  re  searching  for  adulation  and  love.  ,    ,     m    .  „i 
 ^  °   books.  Thev  re  on  the  si 


WHY  HIS  KIDS  DONT  WORK  IN  THE  BUSINESS  I 

don't  think  being  a  son  or  daughter  qualifies  you  to  do 
what  your  parents  do." 

GOALS  FOR  THE  SUMMER  Launch  magazine  stores; 
outline  a  novel;  hit  65,000  chip  shots  to  bring  down 
golf  handicap  from  15  to  12. 


floor  "hand-selling"  books  t 
like  to  customers  who  kr 
and  trust  them.  Many  of 
books  they  display  are  o 
they've  read  and  loved 

In  contrast,  the  buyer^ 
Barnes  &  Noble  never  e 
see  the  customers.  And  m 
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LOOK  MA,  NO  STORE:  Steve 
at  the  New  Jersey  warehousejor  online  sales 


;he  books  prominently  fea- 
ed  in  the  stores  are  there 
ause  publishers  have  paid 
•nes  &  Noble  to  promote 
m.  "There  isn't  the  word- 
nouth  that  builds  books 
t  aren't  instant  phenome- 
s,"  says  Simon  &  Schus- 
s    Newcomb.  ''Angela'^ 
les   didn't  start  in  big 
!ks  at  the  front  of  Barnes 
'*Joble."  Frank  McCourt's 
srise  best-seller  about  his 
uished  childhood  gathered 
aeiitum  as  staffers  at  thou- 
is  of  independents  across 
country  talked  it  up.  Once 
arted  selling,  however,  the 
|ins  kicked  in  with  explo- 
sales.  One  quarter  of  the 
million  copies  sold  were 
fht  at  Barnes  &  Noble, 
rekin  describes  a  similar 
irience  for  Cokl  Mountahi,. 
•st  novel  that  became  a 
iirise  best-seller  for  Grove 
year. 

at  books  that  don't  develop 
best-seller  buzz — or  don't 
a  big  marketing  budget 
nd  them — may  have  a 
er  time  finding  an  audience  in  a  superstore,  and  the 
*s'  sophisticated  computers  eject  slower-moving  books 
little  as  120  days.  "This  is  fine  for  big  titles,"  says  Col- 
ay,  director  of  University  of  Michigan  Press.  "But  for 
obscure  works  that  need  more  shelf  time,  the  judgment 
3  fast." 

lie  fast  turnaround  also  aggi*avates  the  problem  of  unsold 
'S  returned  to  publishers.  In  recent  years,  they  have 
[iied  almost  half  of  books  shipped  as  the  industry's  overall 
[  ase  in  shelf  space  outpaced  sales  gains.  Riggio  says  that 
the  past  yeai",  Barnes  &  Noble  has  worked  to  reduce  its 
■n  rate  from  28%  to  19%,  about  the  same  as  in  indepen- 
stores. 

COVER.  Still,  the  kind  of  firepower  that  helped  ignite 
la's  Ashes  has  led  many  in  the  book  community  to  begin 
'  ering  their  view  of  Riggio.  Some  publishers  have  come  to 
iciate  the  advent  of  modern  retailing  teclmiques,  fi'om  so- 
icated  sales  tracking  to  national  promotions.  "Riggio 
'  d  be  accepted  as  a  visionary,"  says  Peter  Gethers,  pub- 
of  Random  House's  Villard  Books  imprint.  "He  should 
iibi'aced."  Even  publishers  who  ai'e  less  gusliing  have  ac- 
d  the  notion  that  for  better  or  worse,  Riggio's  branded, 
I  tainment-oriented  megastores  are  here  to  stay  and  that 
[uirky  independent  will  never  again  dominate  the  in- 
y.  "Leonai'd  Riggio  is  the 
y  I  have  to  deal  with," 
[  Susan  Moldow,  publisher 
I  non  &  Schuster's  Scrib- 
I  nprint. 

\sse    days,  publishers 
f  tum  to  the  powerful  re- 
fer editorial  advice. 
Tom  Wolfe's  new  novel 
\m  in  Full  appears  this 
won't  sport  cover  art 
ling  a  businessman  going 
pto  head  with  a  football 
|r.  "Barnes  &  Noble's 


INSTANT  BOOKS 
Riggio  envisions 
computers  with 
which  shoppers 
could  print  obscure 
tracts 


buyers  thought  there  was  too 
much  confi'ontation,"  says  Lau- 
rie Brown,  marketing  director 
at  Farrar,  Straus  &  Giroux, 
Wolfe's  publisher.  Instead  the 
book  will  featui'e  a  shot  of  the 
Atlanta  skyline.  Although  crit- 
ics view  this  kind  of  consulta- 
tion as  a  frightening  indication 
of  where  the  industiy  is  head- 
ed, others  say  that  it's  simply 
good  sense  to  draw  on  Barnes 
&  Noble's  mai'ket  knowledge. 

Partly,  the  giaidging  accep- 
tance of  Riggio  and  his  compa- 
ny reflects  Barnes  &  Noble's 
growing  clout.  However, 
there's  sometliing  else  at  work, 
something  haixlwai'e  stores  and 
toy  stores  learned  a  decade 
ago:  Given  a  combination  of 
gTeat  service,  huge  selection, 
and  low  piice,  customers  will 
respond  in  droves.  People  sim- 
ply hke  the  place. 

Riggio  is  counting  on  that 
goodwill  to  help  with  his  next 
venture:  Barnesandnoble.com. 
He  is,  of  course,  far  from  the 
first  to  venture  into  online  re- 
tailing. But  once  again,  he 
aims  to  be  the  biggest.  Launched  just  a  year  ago,  Bames  & 
Noble's  online  sales  are  expected  by  analysts  to  gi"ow  from 
$14  million  to  about  $100  million  this  year,  compared  with 
$400  miUion  for  industiy  leader  Amazon.com.  Riggio  plans  to 
spend  $40  million  to  ballyhoo  the  sei'vice  in  1998.  "Lenny  is 
a  very,  veiy  determined  man,"  says  Donald  Ti'ott,  an  analyst 
with  Brown  Brothers 
Harriman  &  Co. 
"What  he  is  saying  is, 
'I  want  this  Internet 
business.  Whatever  it  takes,  I'm  going  to  get  it.' " 

Right  now,  Barnes  &  Noble's  Web  site  is  just  another 
place  to  sell  books,  but  further  out,  Riggio  sees  the  Internet 
as  much  more:  It  will  be  a  book  research  center,  a  data- 
base, an  ad  vehicle,  and,  most  of  all,  a  tool  to  help  people 
weed  through  an  onslaught  of  infonnation. 

Riggio  is  already  thinking  ahead  of  how  to  integrate  this 
technology  into  the  shelves  of  Bames  &  Noble.  In  the  book- 
store of  the  future,  he  says,  customers  could  tap  into  millions 
of  titles  and  print  any  part  from  these  works  on  the  spot. 
He  talks  of  software  pi'ogTams  that  could  point  customers  to 
specific  lines  in  various  books,  thi-eaded  by  a  single  topic,  or 
ones  that  could  ferret  out  and  print  obscure  texts  that  nev- 
er made  it  into  book  form.  In  short,  Riggio  envisions  modi- 
fying the  very  concept  of 
what  constitutes  a  published 
work.  "The  change  in  the 
next  10  years,"  he  says, 
"will  be  much  more  pro- 
bund  than  what  has  hap- 
pened in  the  last  10."  And 
if  Riggio  has  his  way, 
Barnes  &  Noble  will 
write  the  book  on 
how  to  make  it  all 
happen. 

By  I.  Jeanne  Dugan 
in  New  York 
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You're  totally  selfless, 
team-oriented  and  cooperative. 
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From;  Microsoft  Office  97 
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works  on  a  document  or  project,  tiiey're  free  to  excliange  ideas  and  information,  all  electronically. 
Expressing  opinions,  revising  the  wording,  proofing  the  copy,  adding  sections,  inserting  hyperlinks— they're 
all  recorded  with  the  original  document,  and  everyone's  got  their  name  on  them.  If  you're  in  charge  of  the 
project,  you're  in  control.  Use  the  comments  you  like  and  toss  the  ones  you  don't,  knowing  who  contributed  what, 
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and  to  find  out  about  the  free'  online  product  enhancements  and  assistance  available  through  Microsoft  Office 
Update,  visit  www,  microsoft. cony  off  ice/. 
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Industries 


TELECOMMUNICATIONS 


A  HEYDAY  FOR  UPSTARTS 
IN  EUROPE 

Fledgling  carriers  are  swiping  the  monopolies'  customers 


It's  the  kind  of  get-ricli-quick  story 
you  don't  often  hear  in  Europe.  Two 
brothei-s  and  a  fi-iend  tui-ned  a  couple 
of  family-owned  electronics  stores  in 
Cologne  and  Munich  into  an  alternative 
jihone  company  four  yeai-s  ago.  On  Apr. 
22,  they  took  Drillisch  pubhc,  selling  a 
third  of  the  company  on  Germany's 
Xeuer  Markt  for  S2S.7  million.  The 
tlu-ee  paitnei-s,  all  in  theii*  30s,  pocketed 
•Si  1.4  million  and  ai"e  pom-ing  the  rest 
into  new  gear  to  go  on  the  attack 
against  giant  Deutsche  Telekom. 

What  made  the  young  founders  so 
wealthy  was  the  final  stage  of  Euro- 
pean telecommunications  deregulation, 
wltich  took  effect  on  Jan.  1.  Deregula- 
tion has  touched  off  a  competitive  fi'en- 
zy  in  Continental  Em'ope.  Indeed,  ex- 
perts say  competition  in  the  S200  billion 
Continental  telecom  mai'ket  is  building 
fai*  faster  than  it  did 
in  the  eai'ly  stages  of 
U.  S.  and  British  de- 
regulation. "Change 
that  occurred  in  a 
fom-  to  five-year  pe- 
riod in  the  U.  S.  and 
Britain  is  being  com- 
pressed into  12 
months  in  Germany 
and  two  years  in 
France."  exjilains 
]\Iark  Daeche.  chief 
executive  of  Firs; 
Telecom  plc.  a  Brit- 
ish alternative  phone 
operator 

Why?  For  one 
thing,  the  biggest 
Continental  phone 
markets  liave  moved 
more  precipitously 
into  deregulation. 
Germany,  for  in- 
stance, has  opened  its 
telecom  mai'ket  much 
wider  even  than  Brit- 
ain, allowing  upstait 
I'ivals  cheap,  almost 
unfettered  access  to 
provide  services  on 
Deutsche  Telekom's 
network.  Another 


factor:  wony  among  regulatoi"s  and  gov- 
ernment officials  that  without  state-of- 
the-ait  telecommunications  technology' 
and  senices.  Em-ope  will  be  at  an  eco- 
nomic disadvantage. 

The  pace  of  change  could  yet  be 
slowed.  Governments  could  backtrack 
on  planned  mai'ket-opening  initiatives 
if  layoffs  and  losses  pile  up  at  big  tele- 
com companies,  wiiich  ai-e  among  Eu- 
rope's lai'gest  employers.  But  if  compe- 
tition continues  to  expand  at  its  ciuTent 
pace,  it  will  mean  di'amatic  growth  for 
the  wiiole  industiy.  coupled  with  mas- 
sive price  cuts  that  will  help  consumei^s 
and  companies  alike.  That,  plus  huge 
new  investments  in  fiber-optic  technolo- 
gies, should  give  a  major  boost  to  Eu- 
ropean competitiveness. 

In  Gemiany,  some  thi'ee  dozen  rivals 
ai'e  nipping  at  Deutsche  Telekom's  heels. 


They  claim  to  be  imdercutting  the  giai: 
by  up  to  60%  in  the  domestic  lon^ 
distance  market,  despite  Deutsche 
price  reductions  tliis  spring.  "We're  ui 
der  very  heavy  competition."  say 
Detlev  Buchal,  Deutsche  Telekomij 
board  member  for  sales  and  seniceij 
"We're  fighting  for  eveiy  customer."  y 
DARING  RIVALS.  Similaiiy  cutthi-oat  coi| 
petition  is  hkely  to  spread  across  til 
Continent.  Prices  already  are  fallii| 
nearly  everwhere.  Philip  T.  Barto 
chau-man  of  the  Etu'opean  \'ii-tual  Pi 
vate  Network  Users  Assn..  a  ti'ac 
gi'oup  of  big  telecom  users,  says  mo 
members  have  saved  about  lo'vc  so  f 
tills  yeai'  as  entrenched  pro\iders  a 
ticipate  more  competition. 

Rivals  from  Britain  and  the  U. 
sense  major  oppoitunities.  The  Angl 
Americans  seem  more  dating  than  th( 
big  Continental  rivals,  paitly  becau 
they  have  gone  through  deregulatii 
before:  At  least  a  half-dozen  of  them, 
eluding  WorldCom  and  Viatel  Inc. 
the  U.  S.  and  Britain's  Colt  Teleco 
Group  PLC  and  Esprit  Telecom  Groi 
PLC,  ai"e  building  fiber-optic  telecom  ni 

  works  on  the  Con 

nent.  Although  E 
prit  is  taking  hea 
losses  to  fund 
pansion,  its  xasd.^ 
listed  shares  ha 
more  than  trip] 
since  November. 


CHEAPER  CALLS: 

Deutsche  Tele- 
kom has  It  ad  to 
cut  prices 


SPEED  DIALING 

H7?//  telecom  competition  is  hitting  Europe  fast 


DE  PRESSURES  ■    TECHNO  PARANOIA 


Since  .Jan.  1.  upstart 
rivals  have  had  access 
to  Deutsche  Telekom's 
network  in  Germany 
France  is  also  opening 
up  quickly 


U.S.  and  British  compa- 
nies, already  e.xperi- 
enced  with  deregulation, 
are  pouring  billions  into 
high-tech  European 
networks. 

DAIA:  BUSINESS  irtEK 


Regulators  and  politi- 
cians fear  Europe  will 
lose  global  competitive- 
ness without  top-notch 
communications 
services. 


So  fai;  the  telea 
giants'  profits  se< 
10  be  holding  up  i 
der  the  onslaug 
They  beheve  th 
can  thiive  by  spre;| 
ing  out  across  tf 
Continent  and  pel 
tioning  themselvesi 
gi-owth  mai'kets  siJ 
as  Internet  semcl 
and  mobile  comnj 
nications.  But  the! 
have  to  be  niml! 
"The  market  is  i 
very  rapid  evct 
tion."  says  Tonunji 
Pompei,  CEO  I 
Wmd.  a  new  riva'l 
Telecom  Italia.  W 
Drillisch,  and  a  hi 
of  other  phone 
neei-s  will  make 
of  that. 

By  Thane  Pe.t 
son  iyi  Frankfii 
icith  Monica  Lar} 
in  Rome  and  Ka^ 
Nickel  An  halt  i 
Berlin 


i 


118 


jS'NESS  7,'EEK    JUNE  29.  !99S 


FREE  TO  BW 
SUBSCRIBERS!* 

he  Web  site  of  the  world's  most  widely  read  business  publication 


BusinessWeek  ONLINE^ 


BW  PLUS! 


Business  Week  and  online-only 
content,  including;  Best  B- 
Schools;  The  Computer  Room; 
Enterprise  (for  small  business); 
Investors  Central;  and  more 


■  CURRENT  ISSUE 

The  complete  contents 
of  all  domestic  and  in- 
ternational editions.  In- 
cludes all  graphics  and 
tables,  and  selected 
photos 

Plus,  we  often  include 
longer  versions  of  print- 
ed features  and  original 
material  created  exclu- 
sively for  online  readers 

Posted  on  Thursday 
evening,  well  before  the 
printed  magazine  hits 
newsstands 


■  COVER  STORY 

No  longer  the  wundcikind, 
'Andreessen  Is  out  to  prove 
himself  all  over  again 

■  ADS  AND  Rx'S 

Why  costlier  and  riskier 
hypertension  drugs  outsell 
Cheaper  and  safer  ones 

■  GROVE'S  QUEST 

InaQ&A,  Intel's  CEO  tells 
Why  hr*'',  trarltiip  Ihf  daily 


ARCHIVES 


All  Business  Week  domestic 
edition  issues  back  to  January, 
1991.  Fast  free  searches!  A 
small  payment  is  required  only 
when  you  decide  to  view  an  article 


CONTACT  US 


AD  INF( 


I  THIS  WEEK 


Busines'Ufeek 


■  YOUR  MONEY 

Hoben  Barker  looks  at 
Tom  Herzfeld's  second 
fund  that  focuses  on  Cuba 

■  DAILY  BRIEFING  I 

The  Citi-Travelers  runup:  3 
What's  left  for  Investors'  ' 
George  Lucas  ta(  ■  ?  • 

■  FIND  YOUR  FUND 

BW's  Interactive  Mutual  ,j 

Fund  Srorcfi'ir-ird  now 


■  YOUR  MONEY 

Regular  <  oluiiiiiists  pro- 
vide in-depth  coverage  of 
investing  and  personal 
finance 

■  DAILY  BRIEFING 

News  fid'jties,  U&As,  com- 
mentaries; market  info 
from  S&P  MarketScope 
and  S&P  Personal  Wealth; 
and  much  more 

■  FIND  YOUR  FUND 

Our  mutual  fund  database 
has  extensive  performance 
and  portfolio  data,  and 
Business  Week's  ratings 
on  4,000  funds.  Updated 
monthly! 


CAREER  CENTER 

COMPUTER  BUYING  GUIDE 

TRAVEL  CENTER 

We'll  lielfj  t(j|j-iiotch  talent 
find  top-quality  jobs,  confi- 
dentially and  free.  And  for 
employers,  it's  far  better  than 
want  ads 

Mavuii,  out  iiiterat  tivf  guide, 
offers  objective  computer  re- 
views and  rankings  based  on 
tests  performed  by  NSTL 

Meets  all  your  travel  needs: 
Reservations  and  tickets  for 
flights,  cars,  and  hotels.  E- 
mail  notification  of  low-fare 
deals.  And  much  more! 

*Go  to  www.businessweek.cofn,  register,  and  enter  a  9-digit  code  from  your 
nnailing  label.  Plus:  If  you  would  like  to  become  a  subscriber,  you  can  register 
and  subscribe  on  ttie  Web  site — and  get  immediate  access  to  BW  Online. 


Most  read.  Best  read.  Worldwide. 
www. businessweek.com 


A  special  version  of  Business  Week  Online 
IS  available  on  AOL  at  Keyword:  BW 


Finance 


FINANCIAL  SERVICES  

THEY  SAin  IT  WOULD 
NEVER  V^ORK 

But  after  a  year,  Morgan  Stanley  Dean  Witter  is  meshing 

If  you  want  to  know  how  the  Morgan 
Stanley  Dean  Witter  mei'ger  is  woi"k- 
ing,  just  ask  Ira  Walker,  a  veteran 
Dean  Witter  broker.  Since  the  May, 
1997,  deal,  Walker  has  seen  his  busi- 
ness almost  double.  True,  half  of  that  is 
because  of  the  bull  market,  he  esti- 
mates. But  he  says  the  other  half  is 
fi"om  the  merger.  Simply  put.  Walker 
has  more  and  better  merchandise  to 
sell.  For  starters,  he  has  Morgan  Stan- 
ley's fat  book  of  initial  public  and  sec- 
ondaiy  stock  offeiings.  He  also  has  Mor- 
gan Stanley  mutual  funds  to  sell  in 
addition  to  those  of  Dean  Witter  and 
other  companies. 

And  he  has  more  and  better  research 
ideas  to  hawk,  since  Morgan  Stanley's 
research  department  has  more  analysts 
and  is  far  more  highly  ranked  than 
Dean  Witter's  was.  Morgan  Stanley's 
investment  banking  reputation  helps 
Walker  attract  small-  to  medium-size 
corporate  clients.  Best  of  all  is  the  up- 
scale Morgan  Stanley 
name,  which  tmmps 
the  blue-collar  Dean 
Witter  brand.  Says 
Walker:  "It's  been 
fantastic  foi'  myself 
and  all  the  financial 
advisers  at  the  finn." 
A  FIRST.  Certainly, 
that   was   not  the 
view  when  the  deal 

was   announced   in     •  1-000  "^w  brokers;  retail  mar- 
February,  1997.  Ex-         share  up  from  17.4%  to 

treme  skepticism   

greeted  Richard  B.     .  40%  gain  in  mutual-fund 
sales  by  brokers 

•  Big  underwriting  market  share 
gains:  10%  to  16%  m  preferred 
stock,  6%  to  14%  in  junk 
bonds,  8%  to  15%  in  asset 
backed  securities* 


GEHING  IT  TOGETHER 

The  merger  between  Morgan 
Stanley  &  Co.  and  Dean  Witter 
Discover  &  Co.  in  May,  1 997,  was 
greeted  witfi  skepticism.  Yet  ttie 
results  have  quieted  the  critics. 

•  36%  mcrease  in  earnings, 
100%  gain  in  stock  price 


Fisher  and  John  J. 
Mack,  Morgan  Stan- 
ley &  Co.'s  chief  ex- 
ecutive and  presi- 
dent, and  Philip  J. 
Purcell,  CEO  of  Dean 
Witter,  Discover  & 
Co.,  when  they  an- 
nounced the  deal  in  ^ 
New  York.  It  was  [^Jj^S.^PSjade 
the  fu'st  major  finan- 
cial services  combi- 
nation in  the  late 


Under  review  for  Moody's 


*Jan.  1,  1996  through  June  15,  1998 
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1990s.  And  the  cul- 
tural chasm  between 
the  two  firms  in- 
spired such  witti- 
cisms as  "white  shoe 
meets  white  belt" 
and  "the  Four  Sea- 
sons meets  Burger 
King." 

Yet  a  little  more 
than  a  year  later, 
Morgan  Stanley 
Dean  Witter  is  a  re- 
sounding success. 
The  firm's  stock  has 
doubled,  earnings  are 
"gi'owing  faster  than 
the  market  and  the 
industry,"  says  San- 
ford  C.  Bernstein  an- 
alyst Sallie  Kraw- 
check.  Brokers'  new 


accounts  are  up  40%,  as  are  mutil- 
fund  sales,  says  James  F.  Higgins,  h' 
heads  the  firm's  retail  business,  iiu 
largely  on  the  strength  of  the  Moia  - 
Stanley  name,  the  firm  has  recruc 
1,000  brokers,  an  unprecedented  anuiii 
increase.  This  extra  selling  power  asr«r«;< 
boosted  Morgan  Stanley  Dean  Witllr's,i!2t 
rankings  on  the  institutional  side  (taSe);  Mi 
"If  you  look  at  what  happened  to  pi^itKriie 
last  year  and  in  the  fu-st  quaiter  an  aitcutii 
oui"  stock  price,  it's  been  a  pretty  gpaliiitli 
year  for  our  shareholders,"  says  ':^--!di) 
cell,  cFo  nf  the  combined  company.!  .ftili 
Putting  Morlai.iMt 
Stanley  Dean  Wtmi,^ 
research  in  the  hm'ji.  li 
of  the  brokers  "^xf^k 
like  giving  then'iiadeyi 
elixir,"    says  IV^kpresit 
president  of  Mofeneal.] 
Stanley  Dean  WpRhave 
"Everything  thaw'kii, 
talked  about  inclural 
past  few  yeai's  aa^s  ti 
worked,  but  at  a  mmtiii 
tiple    of    what  w-jtaS 
thought  it  would  B.'am 
Of  course,  theirenieS 
test  is  not  just  stdnferent 
Morgan  Stanley  ]W(  Detta 
ucts  to  retail  cliat  iii^i; 
but  whether  the  fO(-";4i. 
ucts  perfoiTn  welhvi  nujii, 
time.  The  Comped\ ,  y 
Edge    mutual    in  'jiuj!, 
launched  in  Febi,ai,,T(fjj 
and  made  up  of  |  -Jijf, ; 
Morgan  Stanley'spe^jm;, 
research  ideas,  !  i,  jj^^; 
1.6%,  vs.  6%  foftl.ifiij. 
Standai-d  &  Poor'fit  -Jatftj 
Stock  Index.  Ail  lif^^ 
March,  as  the  sol  11  ■  [i^j^^ 
denvriter  of  $2  bUlion  in  Simbeam 
debt,  Morgan  Stanley  Dean  Witt|  i  3 
stitutional  clients  saw  theii'  bonds  111.;  {^^^^ 
met  on  Simbeam's  recent  woes.  Br|e  ,^„(j 
enthusiasm  might  have  been  tempefd; , 
their  clients  were  holding  those  bod;,; 
LIKE  MEETS  LIKE.  But  SO  far,  bad  ^ 
are  the  exception.  One  reason  the 
er  has  worked  is  that  both  ai'e  seci  t.; ... 
firms.  Combinations  that  thi'ow  tof  i*;- 
banks,  insurance  companies,  and  ^^^ 
disparate  units  are  more  difficuh  ly^ 
Morgan  deal  brought  together  tv  ■t,,!, 
tremely  complementaiy  j^layers:  M  f  .  ,^ 
Stanley  is  a  sti'ong  manufacturer  f  ,  Tp^' 
nancial  jjroducts,  and  Dean  Witte  i!|-4^,; 
strong  distiibutor.  "I  hate  to  ad)  t;  ,,!.*,"' 
but  it  has  gone  pretty  well  and  t.,  J^^I 
than  we  expected,"  says  one  comf  i<^jj.  *5'' 
Another  reason  for  the  success  t)i^  .  5' 
the  firm  hasn't  tried  to  Integra 
two  entities.  They  are  in  lai'ge  pa|i 


MACK  AND  . 
PURCELL 
HAVE  FORMED 
A  CLOSE 
PARTNERSHIP 


liter 
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larate,  cultui-ally  and  legally,  but  with 
dges  built  between  the  two  where 
■ded.  There  are  still  two  legal  broker- 
ilers,  Morgan  Stanley  &  Co.  and 
m  Witter  Reynolds  Inc.,  two  sepa- 
e  computer  operating  systems,  and 
)  separate  headquarters — the  corpo- 
3  HQ  is  at  1585  Broadway,  and  Dean 
,ter  remains  at  Two  World  Trade 
iter.  The  only  combined  areas  are 
executive  suite,  the  investment 
k,  and  the  equity-reseai-ch  depart- 
it.  And  only  300  employees  out  of 
100  lost  their  jobs,  says  the  firm. 
H  Tiat's  not  to  say  there  hasn't  been 
II  ocation,  turmoil,  and  grumbling  in 
ranks.  The  biggest  changes  came 
he  top.  Mack,  slated  to  become  Mor- 
Stanley's  chief  executive,  agreed  to 
i  the  president's  job  to  pave  the  way 
the  deal.  Mack  and  Pui'cell  work  as 
Wiij  ;ners,  have  adjacent  offices,  and  say 
neither  makes  big  decisions  without 
;king  with  the  other.  Purcell  ac- 
wledges  that  the  new  setup  has 
nt  some  adjustments  for  him.  Mack, 
their  staff.  ".John  Ukes  to  say,  'There 
been  a  merger,'"  says  Purcell.  "It 
s  a  while  for  everyone  to  figToi'e  out 
a  different  company  and  that  dif- 
nt  is  better." 

nd  Morgan  Stanley  Dean  Witter  is 
unfinished.  Purcell  and  Mack  are 
lably  mulling  further  acquisitions, 
ibly  a  bank  or  an  insurance  com- 
f(  I,  although  they  deny  any  such 
5.  Purcell  and  Mack's  goal  is  to  rank 
)v/er  than  fourth  in  each  business 
irm  is  in — the  coi'e  businesses  being 
rities,  asset  management,  and  cred- 
'hat's  why  they  have  sold  three 
1,  unrelated  businesses. 
An.'MRD.  Some  analysts  believe  that 
ifbolf  ailing  Discover  Card  and  possibly 
(  Kampen  could  be  sold  next.  Dis- 
(•  is  a  laggard  because  of  growing 
isions  for  loan  losses.  Building  a 
il  brand  name  such '  as  American 
•ess  is  another  huge  challenge.  The 
just  dropped  Discover  from  its 
i  for  brevity  and  ultimately  may 
Dean  Witter  as  well.  Already,  the 
plans  to  phase  out  the  faux  Dean 
ir  character  who  has  appeared  in 
Revision  commei'cials. 
:e  real  test  will  come  when  times 
tough.  "They've  been  smart  in 
execution  and  lucky,"  says  Gold- 
Sachs  &  Co.  analyst  Richard  K. 
iss.  "If  the  stock  market  had  gone 
fter  the  deal,  they  would  have  be- 
a  big  ocean  liner  at  exactly  the 
g  time."  But  weathering  a  down- 
svill  be  easier  with  one  stellar  yeai- 
d  them. 

,_,;par '  Leah  NatJmns  Spiro  in  New  York 
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DREYFUS  STANDS 
BY  ITS  MAN 


Investing 


MUTUAL  FUNDS 


MORE  aUESTIONS  FOR 
A  DREYFUS  FUND  MANAGER 

Did  Michael  Schonberg  have  a  second  conflict  of  interest? 


SCHONBERG:  Tidel 
gave  him  stock 


On  -Jan.  28,  1997,  an  ob- 
scure Houston  manufac- 
turer called  American 
Medical  Technologies  Inc.  reg- 
istered 5.4  million  stock-pur- 
chase wari'ants  with  the 
Securities  &  Exchange  Com- 
mission. In  the  world  of  micro- 
cap  stocks,  warrants  are  a 
kind  of  gold-plated  discount 
coupon  that  allow  favored  in- 
vestor's to  buy  stock  at  below- 
mai'ket  prices.  In  this  case,  the  warrants 
100  warrant  holders  were  get- 
ting  a  chance  to  buy  American  Medical 
shares  at  50  cents  to  $1.25  each — for  a 
stock  that  was  trading  at  about  .$2. 

But  this  innocent-looking  SEC  filing 
had  a  time  bomb  buiied  in  its  pages. 
One  of  those  warrant  holders  was  a 
Dreyfus  Corp.  portfolio  manager  named 
Michael  L.  Schonberg.  According  to  the 
filing,  Schonberg  had  20,000  warrants, 
and  the  registi'ation  meant  he  was  now 
able  to  cash  them  in.  The  value  of  those 
wairants  depended  lai'gely  on  the  ability 
of  the  stock  to  attract  investors — and  on 
that  score,  American  Medical  was  in 
good  shape.  Only  a  month  after  the  wai"- 
rants  were  registered,  another  filing 
showed  that  a  350,000-share  stake  in  the 
obscure  penny  stock  had  been  taken  by 
the  Dreyfus  Aggressive  Gr'owth  fimd — 
managed  by  Michael  L.  Schonberg. 


Did  Schonberg's  personal 
position  in  American  Medical 
wairants  influence  his  decision 
to  buy  its  stock  for  the  fimd? 
Did  he  violate  the  same  secu- 
i-ities  laws  that  resulted  in  the 
1992  criminal  conviction  of  a 
Fidelity  fund  manager  who 
profited  fr'om  warrants  while 
buying  related  securities  for 
her  fund?  These  ai-e  just  two 
of  the  questions  raised  by 
Schonberg's  position  in  the 
wairants  of  American  Medical, 
which  has  since  changed  its  name  to 
Tidel  Technologies  Inc.  And  they 
come  at  a  time  when  Dreyfus  is  coping 
with  recent  publicity  smrounding  Schon- 
berg's personal  position  in  another  of 
his  funds'  major  holdings — Chromatics 
Color  Sciences  International  Inc.  (BW — 
•June  22). 

"STRINGENT  POLICY."  As  it  has  in  the 

Chromatics  affair,  Dreyfus  is  standing 
fij-mly  behind  its  fund  manager.  Schon- 
berg declined  comment,  but  Dreyfus 
spokeswoman  Patrice  M.  Kozlowski  is- 
sued a  statement  that  its  inquiries  to 
date  show  that  Schonberg  has  not  vio- 
lated the  company's  "stringent  personal 
securities  trading  policy."  However, 
Kozlowski  would  not  respond  to  ques- 
tions regarding  Schonberg's  position  in 
American  Medical  Technologies,  or  pro- 
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THE  PAPER  TRAIL 


An  SEC  registration  statement  for  American  IVledical  Technologies,  dated  Jan. 
28,  1997,  shows  that  Michael  L.  Schonberg,  portfolio  manager  of  the  Dreyfus 
Aggressive  Growth  Fund,  had  received  20,000  American  Medical  warrants.  A 
month  later,  the  fund  said  it  owned  350,000  shares  of  American  Medical. 


Michael  L. 


Schonberg 


20, 000 


20,000(3) 


0/' 


a;  ■"c^ns.s.s  361ely  of  Co«^n  S.oc.  issuable  upK>n 
exercisable  warrants. 


the  exercise  o£  currently 


vide  BUSINESS  week  with  a  copy  of  its 
code  of  ethics.  Kozlowski  said  that  fiu'- 
ther  comments  would  feed  into  the 
"press  campaign"  of  a  short-seller  in 
Cliromatics,  Manuel  Asensio,  of  the  New 
York-based  Asensio  &  Co.  Asensio  has 
been  critical  of  Schonberg's  Chromatics 
dealings  and  makes  passing  reference 
to  his  American  Medical  position  on  his 
Web  site,  but  said  he  has  never  sold 
short  American  Medical  shares  nor 
sought  publicity  over  Schonberg's  hold- 
ings in  the  eomj^any. 

If  Dreyfus  is  touchy  over  the  subject, 
it's  understandable.  As  with  Chromat- 
ics, Schonberg  paiticipated  in  the  kind  of 
deal  that  is  accorded  only  a  few  favored 
investors  in  micro-cap  stocks.  But  the 
circumstances  surrounding  the  Ameri- 
can Medical  wan-ant  deal  ai-e  potentially 
more  worrisome  for  Dre^^fus  and  Schon- 
berg. For  one  thing,  unlike  the  Chro- 
matics stock,  which  was  purchased  at 
cut  rate,  the  waiTants  evidently 
did  not  cost  Schonberg  a  penny. 
It  is  not  evident  from  sec  filings 
when  Schonbei-g  obtained  the 
waiTants.  Nor  is  it  clear  if  he 
profited  from  them — or  by  how 
much.  But  if  Schonberg  managed 
to  get  $2.70  a  sluu-e,  the  average 
price  in  1997,  exercising  the  wai-- 
rants  would  have  gained  liim  in- 
stant (profits  of  somewhere  be- 
tween .$29,000  and  $44,000. 

Another  imanswered  question 
is  fundamental:  Why  did  he  get 
the  warrants?  The  company's  fil- 
ings say  that  the  waiTants  "re- 


late to  grants  made  in  connection  with 
debt  and  equity  issues,  acquisitions,  di- 
rectors' remuneration,  and  various  ser- 
vices rendered."  Schonberg  is  not  a  di- 
rector of  the  company  and,  unless  he 
performed  "sei^vices,"  that  would  seem 
to  leave  the  other  possibility — that  he 
got  the  wari'ants  as  an  equity  "kicker" 
related  to  his  personal  ownership  of  oth- 
er American  Medical  securities.  If  so, 
that  implies  he  may  have  had  other 
American  Medical  securities  in  his  per- 
sonal portfolio  when  he  bought  the  stock 
for  Dreyfus.  Officials  of  what  is  now 
Tidel  did  not  return  phone  calls. 
ILLEGAL?  Wliatever  the  reason  he  ob- 
tained the  warrants,  Schonberg's  pur- 
chase of  the  stock  for  the  mutual  hmd 
may  well  have  helped  enliance  the  value 
of  liis  pei-sonal  holding's.  Indeed,  the  price 
of  American  Medical  stock  did  not  de- 
cline significantly  in  Febiuaiy,  1997,  as 
the  wan-ants  were  being  exercised — even 
though  the  company's  own  disclosures 
noted  that  exercising  of  the  warrants 
might  cMve  down  shai-e  prices.  However, 

SCHONBERG'S  TIDEL  CONNECTION 


TIDEL  TECHNOLOGIES  STOCK  PRICE 

(FORMERLY  AMERICAN  MEDICAL  TECHNOLOGIES)  , 
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Dreyfus  filings  do  not  indicate  the  prese 
timing  of  Schonberg's  piu'chases  of  v 
stock  for  his  fund.  In  any  event,  i< 
350,000-share  purchase  for  Aggi-es:,'( 
Growth  was  apparently  his  only  ](r 
chase  of  the  stock  for  Dreyfus.  He 
off  100,000  shares  for  the  fund  bet\ 
September,  1997,  and  March,  1998, 
share  prices  were  on  the  wane  (cha 
All  this  suggests  a  conflict  of  inte^ 
But  is  it  illegal?  According  to  seci; 
lawyers,  the  Investment  Company  I 
and  other  laws  ai-e  fai-  from  stiTngerj 
theii-  regulation  of  personal  trading 
fund  managers.  Funds  also  ai'e  reqi 
by  law  to  have  codes  of  ethics.  Ir 
statement,  Dreyfus  noted  that,  uij 
its  code,  portfolio  managers  are 
prohibited  fi-om  personally  investinSii 
companies  in  which  funds  they  maijg 
also  may  invest."  But  former  Putii 
mutual-fimd  gi-oup  compliance  chiefilt 
wai-d  A.  H.  Siedle,  now  a  private  sec- 
ties  lawyer,  observes  that  fund  m 
agers  have  another  prohibition  that 
prove  thorny — Section  17(e)  of  theli 
vestment  Companies  Act.  That  prohft 
fund  managei-s  fi-om  accepting  "fromgi 
source  any  compensation  other  th^.' 
regular-  salai-y  or  wages  from  [the^ 
tual  fmid]  for  the  pm-chase  or  sal^ 
secm-ities  by  the  mutual  fund. 

Siedle,  a  vocal  critic  of  personal 
ing  by  fund  managers,  notes  that  | 
tion  17(e)  has  had  serious  conseque 
in  the  past.  In  1992,  a  foi-mer  Fidl 
Investments  fimd  manager,  Patriciifi 
trander,  was  convicted  of  securitieijfe 
violations  for  nmning  afoul  of  that  j 
law.  A  jury  found  she  profited 
stock  warrants  issued  duiing  a  li{ 
aged  buyout  engineered  by  Michaj 
Milken  in  the  1980s.  According  t(| 
couil  decision  in  that  case,  Ostrandl 
vested  her  pei-sonal  fimds  in  a  pai| 
ship  that  owned  warrants,  at  the 
time  that  she  was  buying  related 
rities  for  Fidelity.  I 
Scandals  have  been  few  and  fa|: 
tween  in  the  fund  industry — and  |i 
never  touched  Dreyf 
subsidiary  of  Mellon  ] 
In  its  statement,  Dr 
noted  that  its  "reputat: 
integi-ity  speaks  for  it 
Ti-ue  enough.  But  S 
berg's  actions,  as  outhr 
sec  filings,  I'aise  S€ 
questions.  And  unless  \ 
ftis  can  come  uj)  with  ; 
vincing  explanation  for 
20,000  warrants,  the 
reputation  for  integiit; 
be  tarnished. 

By  Gary 
in  Neu 
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Cool  waters  splasliins  in  tlie  lotty  to  soo     e  you. 
Hot  coffee  t  re  wing  in  your  room  to  wake  you. 

AT  HYATT  EVERYTHING  JUST  FLOWS. 


O"  your  next  business  trip  wliat  will 
you  dcuumd  froui  your  hotel?  The  tools 
that  enable  you  or  the  luxuries  that 
reward  you?  At  Hyatt  you  always  get  both. 

To  make  your  stay  as  productive  as 
possible,  our  Business  Centers  are  staffed 
to  help  with  net^is  such  as  dictation, 
photocopying,  translation,  and  courier  services. 

And  if  your  trip  also  offers  you  the  opportunity 
to  unwind,  ask  about  Regency  Club.  There  youll  find 
the  special  value  of  more  spacious  rooms  and  the 
added  convenience  of  a  private  loimge 


with  a  dedicated  concierge  staff  coiii- 
plenwntary  continental  breakfasts  and 
evenmg  hors  d'oeuvres. 

Of  course,  no  matter  what  brings  you 
to  Hyatt,  your  stay  with  us  can  earn 
free  travel  on  our  fourteen  global  airline 
partners  or  in  Gold  Passport,  our  world- 
wide p-equent  guest  program. 

So  next  time  stay  witli  Hyatt.  And  see  just  how 
smoothly  a  business  trip  can  go.  For  reservations 
contact  your  travel  planner,  visit  us  at  www.hyan.com 
or  call  Hvatt  at  h800-233-1234. 


H  Y AT  T 


wlwith  the  American  F.xpresf  Card  and  enjoy  (Mrdnicniber  privileges  like  Assured  Reservations  to  guarantee  your  room,  even  if  you  arrive  late.*  With 
re  than  1,700  Travel  Service  locations  in  over  IM)  countries,"  the  American  Express  worldwide  network  can  also  assist  you  with 
/e/  arrangements,  letter  pick-up,  and  American  Express  Travelers  Cheques.  Its  smart  business  to  make  the  American  Express  Card 
'T  constant  travel  companion.  To  apply  for  the  Card,  call  I-SOO-ITIE-CARD,  or  visit  us  at  www.americane.xpress.com.'  Ask  your 
'el  planner  for  details."^  !\'ot  all  services  available  at  all  Travel  Service  locations  and  are  subject  to  local  laws  and  cash  availability.  Cards 

icy  Club  is  available  for  purchase  at  select  Hyatt  properties  worldwide.  Hyatt  Business  Center  is  open  during  local  business  hours  at  most  Hyatt  properties  worldwide.  Hyatt  Hotels  and  Resorts'  encompasses  hotels 
9ged,  franchised,  or  operated  by  two  separa:c  e^^iT     uvr.panu's — Hviitl  Corporation  iind  its  affiliales  and  affiluites  of  Hyatt  International  Corporation.  ©1998  Hyatt  Corp. 
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REITS 


A  DIFFERENT  KIND  OF  BET 
ON  LAS 


Crescent  focuses  on  a  gaming  market  for  locals,  not  tourists 


These  are  trying  times  for  Las 
Vegas  casino  operators.  And  the 
betting  is  things  will  get  worse 
before  they  get  better.  A  casino- 
building  boom  along  Las  Vegas 
Boulevard,  better  known  as  the 
Strip,  has  created  an  overcapacity  of 
hotel  rooms,  wWch  is  squeezing  room 
prices,  occupancy  rates,  and  profits. 
So  how  do  the  promoters  of  a  large, 
Las  Vegas-oriented  gaming  real  es- 
tate investment  trust  announced  on 
June   15  think  they'll  attract  in- 
vestors? "We're  not  interested  in  the 
Strip,"    says    billionaire  financier 
Richard  E.  Rainwater,  chairman  of 
Crescent  Real  Estate  Equities  Co., 
which  is  launching  the  REIT.  "We're 
only  interested  in  the  locals  [gam- 
ing] market,  which  I  think  is  a  gi'eat 
market  niche." 

KF.IT  and  gaming  industiy  experts 
agree  that  focusing  on  the  lucrative 
"locals"  niche — Las  Vegas  resi- 
dents— bodes  well  for  Crescent's 
ability  to  get  the  industry's  first 
"]3ure"  gaming  REIT  off  the  gi'ound. 
Initially,  the  new  entity  will  consist 
of  Station  Casinos  Inc.,  the  domi- 
nant owner  of  locals  casinos  in  Ve- 
gas that  Crescent  is  in  the  process 
of  acquiring  for  .$1.7  billion. 
"LESS  VOLATILE."  But  over  the  next 
year,  Crescent  ceo  Gerald  W.  Had- 
dock anticii)ates  snagging  an  addi- 
tional $700  million  in  acquisitions  or 
developments  for  the  gaming  REIT, 
which  will  also  see  growth  from  ex- 
panding existing  facilities.  "The  lo- 
cals sector  is  less  volatile  than  the 
Strip,"  says  analyst  R.  Christopher 
Case  of  Southwest  Securities  Inc. 
"Many    investors    are  attracted 
to  that." 

Indeed,  the  residential  gaming  busi- 
ness is  eveiytliing  the  Strip  is  not — no 
overbuilding,  a  consistent  customer 
base,  and  predictable  revenues.  "This 
is  a  very  different  play  fi'om  the  Strip," 
says  Haddock. 

Not  to  mention  a  different  play  for 
Crescent.  Investors  have  given  the  REIT 
a  long  leash  to  cairy  out  its  strategy  of 
scooping  up  a  wide  aiTay  of  assets.  Since 


HOME-FIELD  ADVANTAGE 
Station  is  the  dominant  owner  and 
operator  of  casinos  for  Vegas 
residents — all  located  off  the 
Strip,  and  including  amenities  like 
movie  theaters  and  bowling  alleys 


its  1994  inception  to  the  end  of  1997,  n 
Fort  Worth  (Tex.)-based  company  at 
snapped  up  $3.8  billion  of  assets — evty- 
thing  fi-om  office  buildings  and  psy^- 
atric  hospitals  to  cold-storage  units  Hd 
hotels.  Over  the  same  period,  its  slj-i 
price  appreciated  215%,  and  its  fiiji: 
from  operations — the  best  measui'e 
REIT's  performance — soared  nearly  3' 
making  Crescent  one  of  the  best 
forming  re  its  in  the  country. 

STICKER  SHOCK.  But  last  J 
ary,  when  the  company 
nounced  plans  to  roll  the 
on  gaming  by  buying  Las 
gas-based  Station,  some 
vestors  wondered  if  the 
was  wandering  too  far  af 
Specifically,  they  were 
cerned  that  Crescent  paid 
high  a  price  to  enter 
volatile  gaming  business,  w 
trades  at  a  lower  earn 
multiple  than  reits.  WTiil 
entii'e  re  it  mai'ket  is  off  a 
12%  so  far  this  year,  C 
cent's  stock  is  down 
mostly  because  of  the  ga; 
move. 

Now,  Crescent  is  bankin 
the  creation  of  the  sepa 
gaming  entity  to  help 
those  concerns  and  brin 
core  real  estate  investors 
into  the  fold,  while  also  givi 
a  distinct  capital  base 
which  to  increase  its  swellin 
terest  in  Las  Vegas  gar 
"The  separation  will  be  g' 
says  Haddock.  "Crescent 
holders  who  have  been  conc( 
about  gaming  will  be  comfoi 
I   Crescent  expects  to  con' 
I    owning  about  60%  of  the  g; 
REIT,  whose  non-real  estat 
sets  will  be  placed  in  a  sep 
operating  company  in  ord 
maintain  its  reit  status, 
casino  REIT  will  be  formed 
completion  of  the  merger  p 
Station,  whose  hotel  and  < 
properties  feature  ameiji 
like  movie  theatere  and  bi 
alleys  that  appeal  to  local 
dents.  The  deal  is  expec 
close  in  early  October 

Now,  the  question  isl 
Crescent's  big  gamble  pa 
It's  too  early  to  tell,  but,  says  W 
E.  Spitz,  managing  director  of  Pr 
tial  Investments  Inc.,  a  Crescent 
holder,  "given  their  great  track  r 
I'm  not  willing  to  bet  against  t 
Odds  are  someone  else  will. 

Bi/  Stephanie  Anderson  . 

in  I 
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.  IS  THE  COMPANY  THAT  BROUGHT 

k  THE  INTERNET  TO  BUSINESS  BEHIND  YOUR  ISP? 


03  Cisco 

^  Powered  Networkr, 


Meet  the  most  powertul  team  in  business  network  services:  Cisco 
Systems  and  Cisco  Powered  Network  service  providers.  Virtually 
every  piece  of  information  that  travels  across  the  Internet  travels 
across  Cisco  equipment.  Your  Cisco  Powered 
Network  service  providers  use  this  very  same  Cisco  Systems 
equipment  to  bring  new,  innovative  network 

services  to  your  business.  You  can  get  behind 

Empowering  the 

the  whole  program  at  www.cisco.com/cpn.         Internet  Generation  ' 


Inside  Wall  Street  <  


BY  GENE  G.  MARCIAL 


NASTY  FALL  FROM 
THE  HIGH  WIRE 


A  SECOND  RUN 
FOR  CIRCUS  CIRCUS 

Casino  stocks  have  been  a  losii; g  bet 
all  year.  Most  of  them  hav^  tanked 
because  of  the  slump  in  Las  Vegas.  Cii- 
cus  Ch'cus  Entei"prises  (ci;;.)  has  been 
no  exception,  with  its  stock  at  just  16, 
down  fi-om  26  in  mid-March.  On  top  of 
the  glut  of  hotels  in  Las  Vegas,  Circus 
stock  also  has  been  reeling  from  dashed 
hopes  of  a  takeover  by  Hilton  Hotels. 

Talks  between 
the  two  ended  in 
late  March — with 
no  cigar.  Chief 
reason:  price.  Cir- 
cus officials  gave 
other  reasons  for 
the  talks'  collapse, 
including  a  possi- 
ble large  tax  lia- 
bility. But  one 
investment  man- 
ager contends 
that  Cii'cus  at  the 
time  simply  want- 
ed more  money 
than  Hilton  was 
willing  to  pay, 
said  to  be  around  28  a  share. 

Guess  what.  Whispers  are  that 
Hilton  has  approached  Circus  for  an- 
other round  of  talks.  At  this  point, 
says  this  investment  banker,  Hilton 
thinks  its  28-a-share  offer  was  just 
right.  Earlier,  Circus — a  major  casino 
whose  properties  include  Luxor,  Ex- 
calibur,  and  Circus  Circus  in  Las  Ve- 
gas— had  wanted  a  decent  takeover 
premium  on  its  stock,  then  trading  at 
around  25. 

If  Hilton  sticks  to  its  oiiginal  offer  of 
28,  says  one  analyst,  it  would  repi'esent 
the  big  premium  on  Circus'  current 
price.  For  Hilton,  whose  stock  was 
then  between  32  and  34,  the  dynamics 
of  such  a  deal  would  hardly  change. 
Its  stock  currently  trades  at  3L 
Hilton's  idea  at  the  time  of  the  talks 
was  to  split  its  gaming  and  hotel  oper- 
ations into  two  separate  public  com- 
panies. Circus  would  then  be  merged 
into  the  Hilton  gaming  arm. 

Both  companies  badly  need  a  com- 
bination because  of  the  increased  com- 
petition in  the  industry.  Jason  Ader, 
an  analyst  at  Bear  Stearns  who  down- 
scaled  his  rating  on  Cu-cus  from  "at- 
tractive" to  "neutral"  when  the  talks 
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failed,  notes  that,  as  in  any  other  large- 
cap  gaming  merger,  a  Hilton-Circus 
combo  could  provide  economies  of  scale 
through  centralized  purchasing  and 
reservations.  Analysts  expect  Circus . 
will  earn  $1.09  a  share  for  the  year 
ending  Jan.  31,  2000,  up  from  an  esti- 
mated 90^2  in  fiscal  1999.  The  company 
earned  94(2  in  fiscal  1998.  Both  Hilton 
and  Circus  Cu'cus  declined  comment. 

FIXING  GLITCHES  AT 
A  SOFTWARE  STAR 

The  saga  of  Project  Software  &  De- 
velopment (PSDi)  has  a  familial-  ring: 
A  hot-growth  company  slips  up,  dis- 
appoints the  Street  at  earnings  time, 
and  gets  punished  by  investors.  Pi'oject 
Software,  whose  output  is  used  for 
managing  factory  operations,  paid  a 
high  price  for  its  en'ors.  In  just  one 
day  last  year — Apr.  2 — the  stock  tum- 
bled from  31  to  15.  It  then  fell  fiu-- 
ther,  to  11,  ran  up  to  26  this  year,  and 
now  trades  at  21.  Some  pros  insist  the 
stock  is  destined  to  go  higher. 

One  reason:  Founder  Robert 
Daniels,  who  holds  20%  of  the  stock, 
recently  took  the  reins  from  David 
Sample,  the  CEO  who  had  succeeded 
him  in  1996.  "The  board  felt  Sample 
wasn't  aggi'essive  enough  in  expand- 
ing the  business,"  says  analyst  David 
Settle  at  brokers  Loewenbaum  &  Co. 
He  rates  the  stock  a  "strong  buy." 

Settle  says  the 
IS  THE  BUMPY       company  has  cor- 
PATCH  OVER?       rected  "the  man- 
agement  problems 
I  ~]     that  led  to  the 

last  earnings 
shortfall,  adding 
that  sales  are 
grovring  as  fast  as 
before  the  nose- 
dive. He  esti- 
mates that  the 
company  wiU  earn 
.$1.50  a  share  in 
the  next  year, 
which  gives  it  a 
price-earnings  ra- 
tio of  14 — low  for 
an  enterprise  software  company.  The 
p-e  drops  to  10  if  you  take  out  the 
$5.50  a  share  in  cash  on  the  debt-free 
balance  sheet. 

One  New  York  takeover  player  has 
been  buying,  betting  that  Daniels  is 
getting  the  company  I'eady  to  sell.  Set- 
tle doesn't  rule  that  out,  but  he  says 
Project  Software  is  attractive  on  its 
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own  merits,  with  a  p-e  only  half  it' 
growth  rate.  His  12-month  price  tai'gf 
for  the  stock  is  36. 

By  Jeffrey  M.  Laderma\ 

TERA'S  NEW  BREED 
OF  SUPERCOMPUTEI 

A supercomputer?  Against  all  odds- 
and  amid  widespread  skepticism^ 
that's  what  Tera  Computer  (tera)  hd 
produced.  In  April,  it  delivered  its  firj 
to  the  San  Diego  Supercomputer  Cef 
ter,  a  facility  funded  by  the  Nation) 
Science  Foundation.  Will  tliis  turn  tr 
unknown  Tera  into  a  supercompanj 
Some  investment  pros  believe  it  viil| 

Tera's  revenues  are  expected 
jump  from  zero  last  yeai*  to  $12  milli(j 
this  year  and  to  $62  million  in  19S 
says  Jolin  Jones,  an  analyst  at  Salomd 
Smith  Barney.  He  expects  Tera  to  ha| 
earnings  of  58g  a  share  in  1999. 

Skeptics  point  out  that  there  hal 
been  no  big  leaps  in  supercomputj 
technology  in  re- 
cent years.  The      LESS  THAN  SUPEF 
leader  in  super-  PERFORMANCE 
computer  technol-  " 
ogy,    Cray    Re-  ! 
search,  was 
acquired  by  Sili- 
con Graphics  in 
1996.  But  the  De- 
fense Dept.,  see- 
ing the  need  for 
a  new  generation 
of  supercomput- 
ers, funded  Tera 
to  the  tune  of  $20 
million.  Defense 
is  interested  in 
supercomputers 
to  speed  up  the  design  of  aircraft 
weapons  systems  and  to  simulate 
clear  blasts,  says  one  Tera  insider. 

Tera  ceo  Jim  Rottsolk  thinks  tl 
analysts'  estimates  may  tmii  out  to 
conservative.  He  expects  the  init 
San  Diego  order-  of  $4  million  will  r 
to  $8  million  by  yearend.  By  next  y( 
he  figui-es  Tera's  revenues  will  roe 
to  between  $50  million  and 
Hon.  He  says  several  auto  and  ae 
space  executives  have  approached  I 
for  possible  orders,  which  he  figu 
would  can-y  Tera  into  an  even  mi 
larger  market. 


TERA 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.c 
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With  Magnifica  Class,  Alitalia  raises  the  standard  of  flying  to  a  fine  art. 
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Alitalia,  the  world's  premier  aiiline  to  Italv,  presents 
Magnifica  Class.  A  masterpiece  of  style  and  service  that 
reflects  the  very  best  of  Italy.  Outstanding  cuisine  and  superb 
wines  served  with  the  warmth  and  friendliness  that  could  only 
:ome  from  people  who  have  turned  living  into  an  art  form. 
Every  detail  in  Magnifica  is  first  class,  from  our  luxurious, 
eather-trimmed  seats  to  our  award-winning,  fne-star  meals 


and  international  wine  selection.  Best  of  all,  vour  Magnifica 
Class  flight  to  Italy,  including  chauffeur-driven  transfers  in 
Rome  and  .Milan,  costs  the  same  as  a  business  class  ticket. 
Alitalia  offers  superior  service  to  135  cities  in  63  countries 
worldwide,  so  whatever  your  travel  plans,  call  800-223-5730  or 
visit  our  website  at  www.magnifica.com  for  more  information. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY. 


Uitalia  participates  in  the  Sequent  flier  pKigranis  of  Continental  and  US  Airways  Newark  lliijhts  opeiate  in  p.ntneisliip  with  Continental  Airlines  and  feature  Business  Firs  I™  service. 
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ijmiH  Alitalia 


Diane  Capstaff, 
Execiilive  Vice  President 
John  Hancock  Mutual  Life 
Insurance  Company. 
Boston,  MA 
BCMBA  1981 


Boston  College 
Graduate  School 
of  Management 

617.552.3920 

iivww.bc.edu/mba 


Get  the  managenai  education  and  expe- 
nence  you  need  to  succeed  in  today's 
business  climate;  an  MBA  from  Boston 
College.  Our  innovative  management 
cumculum  provides  you  with  global 
opportunities  to  leam  by  doing — solving 
actual  business  problems  via  consulting, 
business  planning  and  global  study 
projects.  Now  offenng  a  Management 
of  Information  Technology  concentration 
v^ithin  the  MBA,  as  well  as  a  dual  MBA/ 
Master  of  Science  in  Finance  degree. 


MBA  Program 


BOSTON  COLLEGE 


EXECUTIVE    EDUCATION  CENTER 

UNIVERSITY  OF  MICHIGAN  BUSINESS  SCHOOL 

THE  GLOBAL  LEADER  IN  EXECUTIVE  EDUCATION 

Phone:  734.763.1000  •  Fax  734.764.4267 
http://www.bus.umich.eclu  •  E-mail  um.exec.ed@umich.edu 


MBA 


MANAGEMENT 

Man,  produce  and  promote  a  film,  TV,  video 
»r  other  media  venture  wliile  you  earn  your 
ABA  and  v/ork  in  your  field. 

Be  part  of  the  dynamic  New  York  media  scene. 
Earn  an  MBA  in  a  1-year,  3-semester  sequence. 

earn  more:  call  212-343-1234,  ext.  5001. 
ax  212-343-8470  www.audrey-cohen.edu 

SCHOOL  rOR  BUSINESS 


Earrr  the 
MBA  that 
keeps  pace  with 

technolo^V- 

Success  in  today's  business  world  depends  on  rtvisteriny  the  latest  technology 
Yet  few  MBA  programs  give  students  the  technological  skills  they  need 

At  WPl,  we  offer  a  highly  flexible,  highly  relevant  MBA  Program  with  a  strong 
technology  focus  and  a  global  perspective  Opportunities  include 


Graduate  Degree  Programs 

MBA 

■  MS  in  Marketing  G  Technological  Innovation 
MS  in  Operations  fj  Information  Technology 


Graduate  Certificate  Programs 

Infoniialion  let hnolot;y 
Managemenl  of  Techntjlogy 
Technology  Markeiing 
Customized  Certificate 
Student-friendly  options  include  full-  or  part-time  study,  the  convenience  of 
two  campuses  Worcester  and  Waliham,  MA.  and  worldwide  delivery  of  our 
entire  MBA  via  WPI's  Advanced  Distance  Learning  Network  So  call  or  visit 
WPl  tfjday  Our  MBA  not  only  gives  you  the  edge  It  gives  you  the  cutting  edge 


Fall  semester  begircs  Sept.  9,  1998. 

Call  for  a  graduate  or  undergraduate 
catalog  in  technology  management. 


IWPI 


Founded  on  TradiTion  Since  1865 

508-831-5218  •  wpigmp@wpi.edu  •  http://mgnt.wpi.edu 


BizLink 


www.businessweek.com/BizLink/ 

BizLink  is  Business  Week's  electronic  reader  service  fulfillment  system.  You  can  request  information  and/or  link 
directly  to  company  websites.  Or  simply  call  1  -800-848-6708  to  request  information  by  telephone.  Companies  are 

listed  in  the  June  29, 1998  issue. 


101.  Audrey  Cohen  College 

102.  Boston  College 

103.  Claremont  Graduate  University-Drucker 
Graduate  School  of  Management 

104.  Colorado  State  University 

105.  Emory  University-Goizueta  Business  School 

106.  Georgia  State  University 

107.  ISIM  University 

108.  Loyola  University  Chicago 

109.  Ohio  University  Executive  Education 

110.  Penn  State  University 

111.  Tulane  University 

112.  University  of  Florida 


1 13.  University  of  Iowa-School  of  Management 

1 14.  University  of  Michigan  Business  School 

115.  University  of  Pittsburgh-Katz  Graduate 
School  of  Business 

116.  University  of  South  Carolina-The  Daria 
Moore  School  of  Business 

117.  University  of  Southern  California-Marshall 
School  of  Business 

118.  Wake  Forest  University 

119.  Washington  University-Olin  School  of 
Business 

120.  Worcester  Polytechnic  Institute  Graduate 
Management  Programs 


To  reserve  space  now  in  the  fall  directory,  call  1-800-424-3090. 
Closing  date  is  August  31,1998. 
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3RUCKER 

/HERE  THE 
i^GHTEST 
IINDS  IN 
JSINESS 
ET  BRIGHTER 

an  MBA,  EMBA,  or  Ph.D.  student  at 
jcker,  you  will  be  Interacting  with 

'best  and  brightest"  from  among  our 
Id-renowned  faculty  and  your  accomplished 
ssmates.  Designed  especially  for  busy 
viduals  already  dynamic  in  the  work  force, 
programs  will  enable  you  to  move  beyond 
ply  adapting  to  change  to  actually  creating 
ige.  Developed  around  the  vision  of  our  Professor 
er  F.  Drucker,  our  world-class  education  will 
{oare  you  for  the  challenges  of  leadership  in  today's 
ipetitive  global  marketplace. 

more  information  about  the  Drucker  Advantage,  call  us 
free  or  visit  our  website  at  www.cgu.edu/drucker. 

)'944-43l2 

www.cgu.edu/drucker 
I:  drucker@cgu.edu 


|;er  F.  Drucker  Graduate  School  of  Management 

North  Dartmouth  Avenue,  Claremont,  CA  9 1 7 1  I 
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UATE  UNIVERSITY 


S  F  ECl A L   A D  y  E  R  T  I  S 


EXECUTIVE  MBA  PROGR/'\l 

Building  cro^.s-tunctional  or^anizatKni.i! 
L-aJers  from  accomplisheJ  manatjer^  in 
a  16  miinth  pRi^rain 
riv.ne:  (404)  727-6M  I 


EVENING  MBA  '  aOGRAM 

Optimizing  the  .cntial 

ofpromisiT  -irccrs 
rhone:  (4''  i  727-63 1 1 


N  O  \  -  D  E  G  R  E  E 
E  X  E  CI   M  V  E  EDUCATION 

Di.'\\  lop  yciurSL'lf  and  your  career 
h\  learning;  from  leaders 
rhone;  (404)  727-2200 


GR  O  B  E  R  T  O    C  . 
OIZUETA 

BUSINESS    S  C;  H  (.^  O  L 


EMORY 


web  site:  www.emory.edu/BUS/ 


'Invest  in  Yourself 


Vl  aster  thc^  marked  . 


Want  III  kiKiw  w  hat  it  Ircls 
like  to  l)c  on  top  nl  tlic AS'oikl? 
(let  an  Iowa  MBA  and  von'll 
be  sont^lit  hv  k-adint^  national 
and  international  eoi])oralioiis 

Top  eniploveis  know  tlial 
Iowa  MBAs  haw  the  skill  to 
appK  teehnoloij;\  to  linsiiiess 
o|)portiniities.  the  knowled<j;e 
to  de\elop  ellecti\c  solutions 
and  the  persistence  to  t^et 
the  jol)  done. 

r!u-inua  MBA. 
Your  lickrt  Id  tJic  lirp. 

E- 111  ail: 

iowaniha@iii()\va.fclu 
Website: 
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The  University  of  Iowa 
Sciiooi.  OF  Mana(;ement 

1-800-MBA-IOWA 


Boost  your  caree 

Executive  MBA  Program  ^  


For  niid-to-senior-Ievel  managers  and  profession 
with  at  least  eight  years  work  experience 
Class  sessions  meet  alternate  Fridays  and  Saturd 
for  22  months  II  Legi 

Thematic  curriculum  addesses  practical  busincssllijd 

It  Im 


Executive  Development^g| 

Update  your  business  knowledge  through  several  | 
non-degree  programs  covering  topics  such  as: 
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Global  business 

Human  Resources  Strategy 

Marketing 

Take  the  next  Step  wl 
Marshall  Executive  Progranrl 
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"It's  great  to  have  the  flexibility  to  go  to  class 
when  it's  most  convenient." 

Kan  L.  W  iUiams.  Applied  Materials,  h 

"\  decided  to  test  the  waters  by  taking  one  class.  It 
proved  to  be  the  best  educational  experience  I  ever  had 


ttffflselves, 
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COIVIIVIENTARY 

By  Justin  Catanoso 


BASEBALL  SHOULD  GO  WHERE  THE  MONEY  IS 


Nobody  seems  to  want  the  Min- 
nesota Twins. 
Legislators  there  refused  to 
uild  them  a  new  ballpark,  and  when 
le  Twins  tried  to  move  to  North 
Carolina's  Triad  region,  voters 
ejected  a  stadium  tax  whose  pas- 
ige  was  seen  as  a  crucial  measure 
f  support.  Next  stop  was  Charlotte, 
ut  in  mid-May,  a  baseball  organiz- 
ig  committee  concluded  that  Char- 
itte — home  to  the  Hornets  of  the 
BA  and  the  Panthers  of  the  NFL — is 
ng  on  heart  but  short  on  demo- 
raphics.  Best-case  sce- 
irio:  It  might  be  ready 
support  a  baseball 
ub  in  five  years. 
So  what  ai-e  the  Twins 
do?  Probably  what  the 
ontreal  Expos,  Oakland 
s,  San  Diego  Padres, 
ttsburgh  Pirates,  and 
ery  other  small-market 
am  in  trouble  should  do: 
Dve  to  a  big  market.  Re- 
use the  broadcast  and 
rporate  money  isn't 
ere,  these  teams  don't 
ve  the  wherewithal  to 
y  outrageous  salaries — 
d  thus  be  competitive. 
At  a  meeting  of  Major 
ague  Baseball  owners  in 
attle  in  eai'ly  June,  act- 
j  Commissioner  Bud  Selig  suggest- 
for  the  first  time  that  if  clubs  can't 
ifipete  because  they're  in  a  crammy 
irket,  they  might  have  to  head  for 
tre  inviting  environs.  That's  a  baby 
;p  in  the  right  direction,  since  no 
seball  team  has  moved  in  26  years. 
CCESS  CAPACITY."  But  where 
uld  they  go?  Fay  Vincent,  the  last 
il  commissioner  of  baseball,  years 
)  warned  owners  about  overextend- 
themselves.  He  argued  that  mar- 
.s  such  as  Phoenix  and  Denver, 
N  home  to  expansion  franchises, 
luld  have  been  held  as  relocation 
!S  for  struggling  teams.  Instead, 
leball  has  what  Vincent  feared: 
laway  salaries  as  too  many  teams 
se  too  few  talented  players.  But 
^h  owners  splitting  the  $150  milUon 
5  from  new  fi-anchises,  says  Vin- 
■X,  "they  couldn't  resist  because  it's 


the  easiest  money  going.  They  were 
like  kids  in  a  candy  store." 

Now  baseball  has  a  tummy  ache 
and  is  looking  for  a  quick  cure.  One 
radical  idea  would  be  to  allow  small- 
market  teams  to  relocate  to  wealthy 
markets  that  already  have  teams — 
maybe  even  the  biggest  market  of 
all.  the  Big  Apple. 

0.  K.,  0.  K.,  hold  that  Bronx 
cheer — the  idea  isn't  as  loony  as  it 
sounds.  Here's  why.  The  Yanks  and 
Mets  have  combined  local  broadcast 
revenues  of  $85  million  an- 


A  THIRD  NEW  YORK  TEAM? 
The  Yankees  play  the  Giants  in  a 
1951  World  Series  opener,  when 
the  Big  Apple  had  three  clubs 

nually — 10  times  what  the  Twins,  for 
example,  get.  New  York  has  1,061 
companies  with  500  or  more  employ- 
ees each  and  only  201  luxury 
suites — one  of  the  lowest  ratios  of 
big  corporations  to  high-priced  seat- 
ing in  the  country. 

Clark  Griffith,  whose  father, 
Calvin,  once  owned  the  Twins  and 
who  is  trying  to  buy  the  team  back 
from  billionaire  banker  Carl  Pohlad, 
concedes:  "Moving  to  New  York  is 
not  a  silly  idea.  That  is  exactly 
where  there  is  excess  capacity." 
Sports  economists  Roger  G.  Noll  of 
Stanford  University  and  Mark  S. 


Rosentraub  of  Indiana  University- 
Purdue  University  at  Indianapolis 
have  long  argued  that  as  long  as 
baseball  refuses  to  engage  in  mean- 
ingful revenue-sharing,  the  only  al- 
ternative for  small-market  teams  is 
to  move  to  rich  urban  areas. 

"With  absolute  ease  you  can  put 
another  team  in  New  York,"  says 
Rosentraub,  pointing  to  northern 
New  Jersey  or  Long  Island.  And 
while  such  a  team  would  cut  into  the 
Yankees  and  Mets  broadcast  and  fan 
base,  that  would  further 
^    serve  to  level  baseball's 
economic  playing  field. 

Before  anyone  stalls 
packing,  though,  let's  re- 
turn to  reality.  The  Yan- 
kees' Rick  CeiTone  calls 
the  notion  "ludicrous" 
and  points  out  that  the 
best  team  in  baseball 
has  to  give  away  Beanie 
Babies  to  fill  Yankee 
Stadium.  Mets  owner 
Fred  Wilpon  notes  that 
45  years  ago,  when 
New  York  last  had 
three  teams — the  Yan- 
kees, Giants,  and 
Dodgers — none  was 
particulai'ly  successful 
in  filling  theii"  baUpai'ks. 
"Theoretically,  New  York  may 
have  excess  capacity,"  Wilpon  says. 
"But  look  at  the  practical  data.  At- 
tendance is  down."  Wilpon  argues 
there  ar-e  plenty  of  cities  left  that 
could  support  baseball,  citing- 
Nashville,  Sacramento,  and  Orlando, 
as  well  as  Charlotte.  But  each  of 
those  has  one  or  two  pro  franchises. 

The  fact  is  baseball  needs  to  con- 
sider drastic  steps  like  letting  a  sec- 
ond fi-anchise  locate  in  Los  Angeles 
or  a  thii'd  in  New  York.  Having 
added  four  new  teams  in  the  past  six 
years,  virtually  every  viable  new 
market  is  taken.  Baseball's  long-term 
health  is  at  stake,  and  the  response 
to  such  suggestions  should  be  more 
thoughtful  than:  fuggedaboudit. 

Catayioso,  based  in  North  Caro- 
lina, was  assisted  by  Jay  Weiner  in 
Minneapolis. 
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SO  YOU  WANT  TO  TIPTOE 

BACK  INTO  EMERGING  MARKETS? 


Nearly  a  yeai-  ago,  Thr  i- 
land  gave  up  tiyinu  to 
defend  its  cui-rency 
and  let  mai'ket  forces  devalue 
the  baht.  It  was  like  pulling  a 
loose  thi'ead  on  a  clieap  suit. 
Thai  stocks  plunged,  and  so 
did  stocks  and  ciu'rencies  in 
Malaysia,  the 
Pliilippines, 
Soutli  Korea, 
and  Indonesia.  Hong  Kong  eq- 
uities melted  in  the  fall,  and 
this  year,  markets  in  Latin 
America- — and  now,  Russia — 
are  sinldng  as  well. 

The  carnage  has  brought 
into  question  the  whole  con- 
cept of  investing  in  equities 
to  capitalize  on  the  develop- 
ment of  rapidly  growing 
economies.  Indeed,  some  pi'os 
have  stopped  wondeiing  when 
these  economies  will  tuni  up 
and  instead  are  asking 
whether  emerging  market  in- 
vesting has  any  legitimacy  at 
all.  "From  a  risk-reward 
standpoint,  it's  hard  to  justify 
investing  in  emerging  mar- 
kets," says  Robert  Mai'kman 
of  Markman  Capital  Manage- 
ment, who  moved  heavily  into 
emei-ging  market  funds  in 
1998,  when  they  were  deliv- 
ering enoiTnous  retiUTis.  Now, 
says  Mai'kman,  "there's  a  bull 
market  in  the  U.S.  and  Eu- 
rope. Why  would  you  want  to 
invest  in  markets  where  fi- 
nancial disclusui'e  is  poor,  reg- 
ulation is  weak,  and  many  coi- 
porate  leadeis  act  in  ways 
that  would,  ill  the  U.  S.,  land 
them  in  jail?" 

FINDING  BOTTOM.  Many  in- 
vestors ignored  these  factors 
when  the  markets  were  siz- 
zling. But  when  (  iros  express 
such  vitriolic  sen 
often  a  sign  that 
market  is  near 
would  it  be  smar  to  open 
yom-  checkbook  and  .  :iit  buy- 
ing? Ti'ouble  is,  ftndii.    a  bot- 


INVESTING 


iments,  it's 
battered 
tom.  So 


tom  in  these  mai'kets  is  tricky. 
Months  ago,  many  analysts 
expected  that  emerging  mar- 
kets would  have  found  theii" 
footing  by  now,  but  that  obvi- 
ously isn't  the  case.  Tlie  doOai- 
denominated  Morgan  Stanley 
Capital  Intemational  Emerg- 

  ing  Markets 

Free  Index 

  lost   14%  in 

May  and  fell  12%  more 
tlu'ougii  June  15,  bringing  its 
1998  drop  to  21.1%.  The  in- 
dex is  down  43%  since  July. 
Diversified  emerging-mai'kets 
mutual  funds — the  vehicles 


most  individuals  use  to  in- 
vest— have  done  little  better 
than  the  widely  watched  in- 
dex. They're  down  17%.  this 
year  and  32%  for  the  12 
months  ended  June  15.  "In  12 
years  of  following  emerging 
mai'kets,  investor  sentiment  is 
about  the  worst  I've  ever 
seen,"  says  Morgan  Stanley 
Dean  Witter  strategist  Jay 
Pelosky. 

As  mai'kets  have  cratered, 
trading  volume  has  slowed  to 
a  triclde.  Activity  in  Telefonos 
de  Mexico,  one  of  the  bell- 
wether emerging-market  is- 


Bargain-Hunting 
Amid  the  Bloodbath 


ASSETS 

TOTAL  RETURN* 

MILLIONS 

1998 

12  MONTHS 

3  YEARS 

EVERGREEN  EMG.  MKTS.  GR.  B 

$4.5 

-7.4% 

-0.9% 

7.9% 

FEDERATED  EMG.  MARKETS  A 

51.4 

-10.1 

-16.3 

NA 

MONTGOMERY  EMERGING  MKTS.  R 

881.9 

-24.5 

-26.5 

-4.2 

NICHOLAS-APPLEGATE  EMERGING  CTRY.  A  74.1 

-10.1 

-6.5 

12.3 

PIONEER  EMERGING  MKTS.  A 

131.4 

-19.2 

-8.7 

9.0 

SSGA  EMERGING  MKTS. 

272.1 

-12.3 

-21.4 

0.4 

TEMPLETON  DEVELOPING  MKTS.  1 

3640.6 

-18.8 

-28.2 

0.1 

VANGUARD  INTL.  EQTY.  EMG.  MKT. 

739.7 

-19.6 

-28.8 

-3.8 

MSCI  EMERGING  MARKETS  INDEX** 

-21.1 

-29.8 

-7.7 

FOREIGN  FUNDS 
WITH  EMERGING  MARKETS  EXPOSURE  . 

ACORN  INTERNATIONAL 

1888.9 

18.8 

17 

16.9 

AM.  CENT.-20TH  CENT.  INTL. 
DISCOVERY  INVESTORS 


847.1      26.4     37.2  31.1 


ARTISAN  INTERNATIONAL               350.9  24.8  28 

BT  INVESTMENT  INTERNATIONAL  EQTY.  1050.1  17  7  30.8 

IVY  INTERNATIONAL  A                 1917.1  4^5  11.6 

TEMPLETON  FOREIGN  I              15216.9  -0  2  5.9 


23.5 
16^2 
12.0 


MSCI  EAFE  INDEX* 


;.0  11.1 


9.8 


*Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes;  1998  returns 
tfirough  June  15,  others  are  average  annual  returns  througti  May  29 
**Morgan  Stanley  Capital  International  Emerging  Markets  Free  Index  in  U  S  dollars 
***Morgan  Stanley  Capital  International  Europe,  Asia,  &  Far  East  Index  in  U  S.  dollars 
DATA  MORNINGSTAR  INC  .  BUSINESS  WEEK 


sues,  is  down  to  20  to 
25%  of  its  volume  of 
two  years  ago.  Volume 
in  the  Russian  stock 
market  is  down  about 
80%.  from  1997,  when 
the  market  was  soar- 
ing. After  a  year  of 
battering,  these  mar- 
kets seem  to  be  falling 
not  so  much  because  of 
a  cinsh  of  sellers  as  of 
a  deailh  of  buyers,  as 
cash  flows  to  emerging- 
market  funds  have 
dried  up. 

Normally,  when  a 
market  or  sector  gets 
trounced,  investors  go 
back  to  historical 
records  to  help  them 
gauge  the  depths  of 
the  downswing  by 
what  happened  in  simi- 
lar situations  in  the 
past.  But  there's  not 
much  history  here. 
Most  emerging-mai'ket  inctdiifj,.;^ 
es  go  back  only  about 
years,  and  the  bulk  of  em*  ^jjj 
ing-rnarket  fund 
launched  in  the  early  19 
In  contrast,  investors 


nearly  30  years  of  reliifii,  .y^j- 


loij;  10 


data  on  industrial  count] 
markets  and  more  than  if 
yeai's'  worth  foi-  the  U.  S. 

That  lack  of  history  ksJutj,'™' 
some  analysts  to  ask  whe 
emerging  market  equities 
indeed,  form  a  separate  ( 
of  asset  with  a  lisk-retum 
teni  that's  not  con-elated 
any  otlier  class.  Adding  Ad 
an  uncoiTelated  asset  class 
diversify  a  portfolio  of, 
U.  S.  stocks,  bonds,  and 
estate,  and  iielp  sliield  it 
shocks.  To  be  sui"e,  emei 
markets  have  moved  in 
opposite  du-ection  from 
securities  for  more  th{ 
yeai'.  But  even  those  wh< 
gard  emerging  markets 
unique  breed  counsel  catiL,, 


ov 

mm 


lli.i  ove; 

'itiuil 
'ipperj 
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Schwartz,  a  se- 
consultant  at 
son  Associates 
hicago,  still 
that  over 
les,  emerging 
ets  should  re- 
about  10  pei'- 
ffe  points  more 
developed 
3S.  But  he  says 
s   looking  to 


These  markets  seem 
to  be  falling  not  so 
much  because  of  a 

crush  of  sellers  as  of  a 
dearth  of  buyers 


at  fire-sale 
should  limit 
rmg  mai'kets  to  20%  of 
foreign  stock  allocation. 
fou  plan  to  have  25%  of 
portfolio  overseas,  5% 
be  in  emerging  mar- 
'I  wouldn't  make  a  ma- 
i'^estment  in  these  mar- 
ight  now,"  says  Michael 
r  of  Lipper  Analytical 
es.  "But  if  you're  a  long- 
t  nvestor,  you  might  stait 
small  one." 
jiietB  3re  making  any  new  in- 
lents,  Lipper  says,  sell 


any  emerging-mai'ket  ftmds  in 
taxable  accounts  that  are  in 
the  red.  Take  the  tax  loss  and 
make  a  new  investment  in  a 
similai'  fimd.  You  should  prob- 
ably consider  a  diversified 
emerging  market  fund  (table) 
rather  than  bet  on  one  coun- 
tiy  or  region.  The  fund  vAth 
the  longest  track  record  is 
Templeton  Developing  Mar- 
kets I,  irm  by  Mark  Mobius, 
the  dean  of  emei'ging-mai'kets 
investors    (BW— May  11). 


While  its  five-year 
track  record  puts 
the  fund  at  the  top 
of  its  category,  re- 
cent returns  have 
been  disappointing, 
largely  because  Mo- 
bius bought  beaten- 
up  Asian  stocks  too 
soon.  You  might  also 
want  to  take  a 
look  at  Templeton 
Emerging  Markets 
Appreciation  Fund, 
a  closed-end  fimd  on  the  New 
York  Stock  Exchange.  It 
ti'ades  at  a  20%  discount  to 
net  asset  value,  making  it 
cheaper  to  buy  than  the  older 
closed-end  fund,  Templeton 
Emerging  Mai'kets,  with  a  3%- 
preinium,  or  the  open-end  De- 
veloping Mai-kets  Fund,  with 
a  5.75%  sales  charge. 

Fund  watchers  say  there 
are  good  alternatives  to  Tem- 
pleton. Among  load  funds, 
MoiTiingstar  analyst  Bill  Roc- 


co  says  both  Nicholas- 
Applegate  Emerging 
Country  A  and  Pio- 
neer Emerging  Mar- 
kets A  funds  ai'e  note- 
worthy. Like  Mobius, 
Pioneer's  Mark  Mad- 
den looks  for  battered 
value  stocks,  but  he's 
quicker  to  trade  them. 
In  these  tough  mar- 
kets, that  seems  to  be 
a  viitue — Pioneer  was 
down  only  8.7%  in  the 
12  months  ended  in 
May,  vs.  Templeton 
Developing  Markets' 
28.2%  drop.  Nicholas- 
Applegate  takes  a  dif- 
ferent approach,  pre- 
ferring to  buy  pricier 
but  still  prospering 
growth  stocks.  So  far 
tliis  yeai;  Nicholas- Ap- 
plegate's  growth  style 
is  producing  better 
results. 

Among  no-load  ftmds, 
some  analysts  like 
Montgomeiy  Emerging 
Mai'kets  R  for  its  rela- 
tively long  history  and 
the  depth  and  experi- 
ence of  its  manage- 
ment team.  But  recent 
years  have  been  hm- 
tal  for  this  fund.  An- 
other choice  is  an 
index  fund — Vanguai'd  Inter- 
national Equity  Emerging 
Market,  pegged  to  the  Mor- 
gan Stanley  index.  The  big  ad- 
vantage of  this  fund  is  an  ex- 
pense ratio  of  just  0.57%,  a 
third  of  that  for-  the  avei'age 
diversified  emerging-markets 
fund. 

Not  everyone  is  a  fan  of 
the  diversified  approach.  In- 
vestment advisers  Alan  and 
Steven  Cohn  of  Sage  Online 
prefer  i-egional  ftmds.  Tliey  ai- 
gue  that  these  have  a  better 
combination  of  reward,  risk, 
and  expenses.  Among  their 
top  choices  ai-e  Scudder  Latin 
America  and  Guinness  Flight 
China.  Another  option  is 
closed-end  country  and  re- 
gional funds.  Market  turmoil 
has  them  selling  at  hefty  dis- 
counts to  NAY.  Miami-based 
closed-end  fund  investor 
Tliomas  Hei-zfeld  suggests  the 
China  Fund,  at  a  17%  dis- 
count; Greater  China  Fund,  at 
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16%;  and  Morgan  Stanley  Asia 
Pacific  Fund,  at  a  22%  dis- 
count. He  sees  them  as  trad- 
ing opportunities  and  might 
well  sell  them  if  their  dis- 
counts naiTow  shai-ply. 

Perhaps  the  most  consei-va- 
tive  emergir\g  mai'ket  play  is 
via  a  diversified  international 
fund  that  has  the  ability  to  sit 
out  the  worst  storms  in  de 
velopirig  economies — or  bet  ■  >n 


their  recovery.  Financial  ad- 
viser Tim  Medley  in  Jackson, 
Miss.,  is  a  fan  of  Acom  Inter- 
national Fund,  which  is  in- 
vesting -electively  in  Hong- 
Kong,  Smgapore,  and  Latin 
America.  All  told,  emerging 
m.iiket  equities  are  14%  of 
t',t-  ftmd.  Medley  says  if  star 
manager  Leali  ZeU  "jjuts  some 
of  the  fund  into  emerging 
markets,  then  Fll  trast  her 


judgment."  Other  internation- 
al funds  that  invest  in  emerg- 
ing markets  include  Artisan 
International  and  p.t  Invest- 
ment International  Equity. 

Although  timing  any  come- 
back in  emerging  markets  is 
nearly  impossible,  some  long- 
ternri  bulls  believe  markets 
are  so  oversold  that  it  won't 
take  much  to  bring  them 
around.  "The  news  doesn't 


have  to  turn  positive,  ori 
less  negative,"  says  Morgi 
Stanley's  Pelosky.  Marka 
ai'e  so  illiquid,  he  argues,  tq 
"when  the  tiuTi  comes,  it's  d 
ing  to  be  a  very  aggressij 
move  up."  If  you  have 
stomach  of  cast  iron  and 
eye  for  bargains,  you  mid 
want  to  make  a  modest  □ 
that  the  carnage  is  coming! 
a  close.  Jeffrey  M.  Laderna 


A  CHANCE  THAT  COMES 
ONCE  IN  A  MILLENNIUM 


When  assistant  vice- 
president  Lauris  Ann 
Nance  volunteered  a 
few  years  back  to 

help  solve  Atlanta-based 
Equifax'  Year  2000  comput- 
er problem,  she  had  no  idea 
the  move  would 
change  her  ca- 
reer. In  Januaiy,  Nance,  47, 
was  lured  away  from 
Equifa.x,  a  credit  reporting 
service,  to  take  the  top  tech 
job  at  Public  Service  Co.  of 
North  Carolina.  "Without  my 
Y2K  expei'ience  I  would  have 
never  had  the  confidence  to 
do  thi.s,"  says  Nance. 

The  Year  2000  bug  that 
threatens  to  sliut  down  com- 
puters when  they  fail  to  read 
the  correct  date  at  the  tuiTi 
of  the  new  centuiy  is  provid- 
ing a  bumper  croj)  of  job 
openings  in  the  information 
technology  field.  The  f  rick,  of 
com'se,  will  be  parlaying  your 
Y2K  oppoilunity  into  a  long- 
teiTTi  career  path.  Says  David 
Reingold,  vice-president  of 
marketing  and  strategic  plan- 


CAREERS 


ning  for  Computer  Horizons 
in  Mountain  Lakes,  N.J.: 
"The  challenge  will  be  to  stay 
and  grow  once  Y2K  is  fixed." 

Gartner  Group  in  Stam- 
ford, Conn.,  estimates  corpo- 
rations and  governments  will 
spend  .$600  billion  to  fix  the 
Y2K  mess  worldwide.  Much 
of  the  job  in- 
volves searching 
through  thousands  of  lines  of 
code  to  fix  two-digit  dates  af- 
fecting critical  business  fimc- 
tions — such  as  interest  calcu- 


lations or  safety  inspections. 
Demand  is  so  hot  that 
Georgia-Pacific  and  An- 
dersen Consulting  each 
I  offered  up  to  .$85,000  to 
I J  a  prospective  manager. 
Andersen  upped  the 
ante  to  $110,000, 
with  a  $40,000 
signing  bonus.  The 
candidate  went 
with  Andersen — 
but  ended  up  assigned 
to  Georgia-Pacific  under 
a  contract.  "These  jobs  are 
sucking  up  all  the  people," 
says  David  Pollard,  director 
of  recniitment  at  Keane  Inc. 
in  Boston 

"BOOT  CAMPS."  If  you're 
technically  oriented,  be  sure 
to  grab  any  opportunity  to 
manage  a  y2K  project,  re- 
gardless of  scope.  But  you 
can  also  use  a  Y2K  assigiinient 
as  an  entree  into  information 
teclmology  jobs  even  if  you'i-e 
a  nontechie.  Some  universi- 
ties and  companies  offer  12- 
week  "boot  camps"  that  give 
hberal  arts  majors  or  othei' 
career-changers  the  skills 
needed  to  peiibrm  entry-lev- 
el debugging  in  older  com- 
puter langaiages. 


The  Year  2000  Job  Market 

Here  are  average  annual  salaries  and  bonuses  for 
Y2K assignments  at  the  nation's  10  largest  cojisulting  firms: 

PROJECT  DIRECTOR  Salary,  $110,000.  Short-term  bonuses 
average  13%  of  pay.  A  third  receive  longer-term  incentives. 

PROJECT  MANAGER  Salary,  $87,900.  Short-term  bonuses 
average  16%  of  pay;  28%  get  long-term  mcentives. 

SENIOR  PROGRAMMER  Salary,  $70,300.  Short-term  bonuses 
hit  10%;  5%  get  long-term  incentives. 

QUALITY  ASSURANCE  ANALYST  Salary,  $53,100.  Seventeen 
percent  get  short-term  bonuses. 

DATA;  WILLIAM  M  MERCER  INC 


Once  you  get  on  a  projJ 
team,  Nance  says  you  shoJ 
negotiate  to  get  training! 
modern  languages,  such " 
Java  or  C-n-.  Lou  Marcocc 
research  director  at  Gartil 
Group,  says  that  because 
work  is  such  a  large  undl 
taking,  cutting-edge  projel 
are  being  put  on  hold  uj 
staff  becomes  available.  P 
ject  managers  can  grol 
themselves  for  these  pli[ 
post-Y2K  assignments 
staying  current  in  Inter! 
and  electronic  commel 
developments. 

Even  lawyers  and  ins 
ance   agents   may  garj 
opportunities  from 
millennium  bug.  Gary  C 
an    analyst    with  B 
America  Robertson  Step' 
in  San  Francisco,  thinks 
litigation  of  lawsuits  st 
ming  fi'om  y2K  foul-ups  c^ 
cost  "two  to  three  times" 
price  tag  of  fixing  compi 
code  worldwide.  Techno! 
savvy  attoi'neys  will  be  m 
ed  to  sue  and  defend  co: 
nies.    Specialty  insu 
concentrating  in  risk  and] 
bility,  also  will  need  to  ci 
out  policies  protecting  co| 
rate  America 
expected  Y2K  11 
tion.  "All  the 
won't  be  fixed" 
Craft.  The  Y2K 
is  "expected  to  d 
envii'onmental  sui| 
the  1980s."  Ev 
Y2K    doesn't  b: 
that  enormou 
windfall  for  law 
and  insurers,  it's 
tain  to  create  pi 
ol"  career  breaks 
will  last  well  i 
the  millennium 
brations  fade. 
Mary  Beth  R 
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You 

SHOULD 
KNOW 
WHAT 

INVESCO 

knows: 

In  the  financial  world,  knowledge  is  king.  And  wealth  of  knowledge  and  global  perspective 

the  trick  is  knowing  where  to  get  it  and  how  to  use  firsthand  through  your  financial  advisor,  your 

it.  At  INVESCO,  we've  been  managing  money  in  retirement  plan  at  work,  or  by  contacting  us 
every  kind  of  market  in  every  kiijd  of  economy     •  direct  at  www.invesco.com  or  1-80Q-2 -INVESCO. 

for  65  years.  Our  38  no-load  funds,  including  11  sec-  We'll  send  you  a  prospectus  on  any  of  our  funds 

tor  funds,  provide  a  wide  range  of  international,  with  information  regarding  management  fees, 

growth,  value,  income,  total  return,  tax-free  and  risks  and  expenses.  Please  read  it  carefully  before 

money  market  options.  You  can  experience  our  you  invest  or  send  any  money.  Then  you'll  know. 

O 

INVESCO 


INVESCO  Distributors,  Inc.,  Distributor. 


Personal  Business 


CASH?  WHO 
NEEDS  CASH 
THESE  DAYS? 


Someday,  you  might 
be  walking  around 
town  with  a  card  that 
lets  you  board  a  train, 

buy  a  newspaper,  and  store 
your  emergency  health  infor- 
mation. When  you  get  home, 
you'll  sit  down 
at  your  PC,  log 
on  to  the  Internet,  and  re- 
view and  pay  all  your  bills. 
These  two  technologies — 
smart  cards  and  electronic 
bill  presentment — were  hot 
topics  at  American  Banker's 
recent  "Future  Money"  con- 
ference in  Philadelphia.  Both 
are  being  tested  in  selected 
markets,  but  receiving  bills 
over  the  Net  is  closer  to 
widespread  use. 

CheckFree,  Intuit,  Micro- 
soft, Integiion  Financial  Net- 
work (owned  by  IBM,  Visa  In- 
ternational, and  others),  and 
smaller  outfits  such  as  Prince- 
ton TeleCom  are  pushing  bill 
presentment  as  a  way  for 
companies  to  reduce  costs 
and  better  get  to  know  cus- 
tomers. It  also  has  appeal  for 
consumers,  and  not  just  be- 
cause you  save  on  stamps. 
CHIP  CHANGE.  Here's  how  it 
will  work:  When  you  visit  an 
online  bank  or  broker's  Web 
site,  you'll  find  a  summary 
of  major  bills  all  in  one 
place.  Say  you  sign  up  for 
E -banking  at  Wells  Fargo. 
You'll  tell  the  bank  which 
companies  send  you  bills  reg- 
ularly. The  bank  will  then 
arrange  to  have  the  bills 
presented  to  you  online  at 
no  extra  cost.  You'll  be  able 
to  pay  the  bills  instantly  or 
schedule  payments  laler  and 
have  your  account  (k  bited. 
If  you  want  a  paper  r  oord, 
you'll  print  out  statem  -nts, 
and  if  you  have  a  que^'ion 
about  a  charge,  you'll  be  .  ble 
to  send  E-mail  or  click  oi.  a 


TECHNOLOGY 


link  that  will  take 
the  company's  site. 

MSFDC,  a  joint  ventui'e  be- 
tween Microsoft  and  First 
Data,  is  currently  running 
electronic  pilot  tests  with 
Banc  One,  KeyBank,  Nor- 
west,  Wells,  and  Merrill 
L\Tich.  Meanwhile,  CheckFree 
has  signed  up 
Chase  Manhattan 
and  22  other  companies,  in- 
cluding, most  recently,  xr&r. 
By  fall,  AT&T's  residential 
long-distance,  wireless, 
and  WorldNet  In- 
ternet customers 
will  be  able  to 
view  and  pay  bills 
at  the  Web  sites  ot 
AT&T  or  vaiious  banks. 
Eventually,  you'll  be  able 
to  customize  the  way  a  bill 
appears  on  the  screen,  and 
click  on  a  phone  number  to 
bring  up  a  reminder  of  whom 
you  called. 

Smait  caixls  are  being  pro- 


The  Latest 
In  E-Money 


SMART  CARDS... 


The  cards  contain  computer  chips 
that  store  and  manipulate  data.  You 
can  use  one  as  a  cash  card,  to  pay 
for  phone  calls,  or  to  hold  medical 
records.  Multi-application  versions 
are  in  use  on  campuses  including 
the  Universitj--  of  Michigan.  Ameri- 
can Express,  Hilton  Hotels,  and 
IBM  are  in  another  pilot. 


.AHD  ELECTRONIC  BILLING 


Intuit,  Microsoft,  CheckFree, 
and  others  are  behind  the  push 
to  let  you  view  and  pay  bills  at 
your  bank  or  broker's  Web  site. 
AT&T  recently  signed  on,  joining 
Southern  California  Edison  and 
other  utilities. 


moted  as  an  electronic  re- 
placement for  cash — and  more. 
Tliey  look  like  ordinaiy  credit 
cards  but  contain  chips  that 
hold  lai'ge  amounts  of  data 
and  tiUTi  them  into 
versatile  pieces  of 
plastic.  Credit  caixls 
usually  rely  on  mag- 

  netic  strips,  which 

can't  store  as  much 
infonnation. 

Smait  cai'ds  seem 
to  have  the  most 
potential  in  closed 
environments  such 
as  military  bases, 
corporate  offices, 
and  hospitals.  Al- 
ready, University  of 
Michigan  students 
use  an  "Mcard" 
to  enter  buildings, 
check  out  library 
books,  or  buy  pizza. 
It  also  lets  them 
make  phone  calls 
and  get  onto  the 
Net.  And  it  can 
store  up  to  $50  of 
cash  value. 

Broader  uses  of 
small  cai'ds  ai'e  still 


on  the  hoi-izon.  Although  tl 
have  caught  on  in  paits  of  ] 
rope,  they've  been  slow 
move  into  the  U.  S.  In  a  t 
on  Manhattan's  Upper  W 
Side,  consumere  have  been 
luctant  to  embrace  the  ca 
that  Citibank  and  Chase  wl 
them  to  use  at  chy  clean| 
newsstands,  and  coffee  sh( 
These  Mondex  and  Visa  C 
caixls  work  at  the  same  po 
of-sale  teiTninals  and  are 
equivalent  of  cash — i 
you  lose  one,  you're 
of  luck.  There's  no  sii 
standai'd  for  smait  cards 
so  while  there  are  hundi 
of  other  tests  worldwide,  ] 
pie  generally  need  sepai 
cards  for  each  progi-am. 
FREE  FOOD.  Nonethe] 
you'll  continuf 
see  mai'ket  tr 
Burger  King 
Mondex  usA,  w: 
is  owned  by  se 
financial  instituti 
have  begun  testing  sr 
cai'ds  at  Bui'ger  King 
lets  on  Long  Island, 
loaded  $10  or  $20  cards 
available  at  dispensers  in 
stores.  Diners  can  also 
value  to  their  cards  as 
are  depleted.  To  encou) 
use  of  the  caixls,  every 
spent  earns  points  tov 
free  food.  In  another 
some  200  parking  me 
near  Boston  University 
being  converted  to  ac 
smart  cards  this  fall.  IVI 
while,  New  York  City 
cials  are  talking  about 
placing  their  magneti 
encoded  MetroCards 
smart  cards  to  pay  bus 
train  fai"es.  Unlike  the  M 
Caixl,  which  commuters  s 
thi'ough  a  turnstile,  users 
merely  wave  the  smart 
at  an  electronic  reade 
they  enter,  speeding  u\ 
try  to  the  public  transp 
tion  system. 

Holding  back  the  spre 
smart  cards  are  unansv 
questions  over  liabilit 
loss,  theft,  or  malfuncl 
Over  time,  they'll  pro) 
be  addressed.  But  you'll 
ly  be  handling  bills  ( 
well  before  the  day  you 
smait  caixls  youi"  E-mor 
choice.        Edward  C. 
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Look  what  happened 
when  Lexmark  ^of  a  clearer 
picture  of  their  business. 

tly,  Lexmark  International,  a  leading  Officer,  "Keeping  promises  and  delivering  the  for  long-term  customer  relationships, 

er  of  printing  solutions,  made  a  decision  best  solutions  is  what  Lexmark  is  about.  And  things  keep  looking  better  for  Lexmark  and 

made  everyone  a  lot  happier — employees,  J.D.  Edwards  is  about  the  same  thing.  Every  its  customers.  Customer  delivenes  have  miproved 

lers  and,  most  important,  customers.  They  contact  we  had  with  them — from  sales  to  three  fold  while  cycle  times  have  been  reduced 

ed  to  integrate  every  stage  of  their  supply  implementation  to  software  support — was  with  by  over  70X.  As  Dr.  Curlander  says,  "Because 

The  goal?  To  assure  customers  consistent,  people  who  were  committed  to  making  the  J.D.  Edwards  is  a  company  that  keeps  its  promises 

ne  product  delivery  Lexmark  story  a  success."  to  customers,  we're  better  able  to  keep  ours." 

he  solution?  Customer  focused  processes  And  that  it  is.  The  J.D.  Edwards  solution  is  That's  how  enterprise  software  ought  to  be. 

nterprise  software  from  J.D.  Edwards.  Says  key  to  helping  Lexmark  make  major  improvements  It  can  be  for  you,  too.  To  find  out  more,  call 

IJ.  Curlander,  President  and  Chief  Executive  in  customer  responsiveness  and  paving  the  way  l-800-727-5333orvisitwww.jdedwards.com/customer. 

IDEdwards 

Enterprise  Software 


Personal  Business 


CHRYSLER 
HEADS  BACK 
UPTOWN 

With  the  introductior 
this  spring  of  the 
1999  Chrysler  LHS  and 
300M,  America's  No.  3 

U.  S.  auto  maker  is  seeking 
to  reclaim  the  status  it 
gained  from  past  luxuiy  mod- 
els such  as  the  Impenal,  New 
Yorker,  and  Fifth 
Avenue.  This 
time,  however,  Chrysler  is 
aiming  for  the  entry-level, 
luxury-car  buyer  who  might 
be  tempted  by  the  pricier 
Audi  A6  or  Lexus  ES3oo. 

The  LHS  and  300M  "are 
significant  to  changing  the 
image  of  Chrysler,"  says 
Chairman  Robert  Eaton,  who 
hopes  to  sell  60,000  of  the 
cars  annually.  The  proof  is  in 
the  driving,  and  the  LHS  and 
300  M  are  more  than  capable 
of  holding  their  own.  The 
$28,995  LHS  and  the  $28,895 
300M  ai'e  built  on  the  same 
platform  as  the  mid 


CHRYSLER  LHS 

$28,995 

Elegant,  ' 
and  its 
snspeiifiioH  is 
tuned  for  a 
soft  ride 


AUTOS 


dle-of-the-road  Chrysler  Con- 
corde and  Dodge  Intrepid 
sedans.  Like  their  cousins, 
the  LHS  and  300M  boast  cav- 
ernous trunks  and  loads  of 
space  i-i  the  front  and  rear 
seats.  But  unlike  their  rela- 
tivethe  300M  and 
I  hs  are  powered  by 
o.5-liter  V6  engine 
that  kicks  out  a  sat- 
isfying 253  horse- 
power. Fuel  economy 
is  18  miles  per  gal- 
lon in  the  city  and  27  on  the 
highway. 

The  models'  overall  im- 
pression is  comfortable  and 
classy,  although  less  refined 
than  the  competition.  Both 
come  with 
leather  uphol- 
stery, power  seats,  white 
gauges  trimmed  in  chrome, 
and  a  small  analog  clock  in 
the  center  of  the  dash. 
Chrysler's  imitation  wood 
trim  is  an  improvement  over 
past  models  but  still  is  a  bit 
tacky  for  a  luxury  car.  The 
exteriors,  however,  are  strik- 
ing. The  LHS's  tapered  body 
is  accented  by  sculpted  head- 
lamps and  a  dramatic,  over- 
sized gTill.  It's  also  about  11 


inches  longer  than  the  300M 
and  aims  for  a  clientele  in- 
terested in  elegance.  The 
300M  is  sportier  As  befitting 
the  successor  to  the  letter- 
series,  muscle-cai'  nameplates 
of  the  '50s  and  '60s,  the  300M 


are   dual   front   air  bg 
Also  included  as  standi 
gear   are  aii'-conditionij 
heated  power  mirrors,  am,| 
stereo  with  CD  and  cass 
players,  and  power  door  1( 
that  engage  when  you  s 

CHRYSLER  300M 

$28,895 


alsii  is  HKirc  brawny,  [jailicu 
larly  in  its  chunky,  squared- 
off  rear. 

NICE  TOUCH.  The  compari- 
son— elegance  vs.  sportiness — 
is  evident  in  the  way  the  cars 
ride.  The  lhs  suspension  is 
tuned  for  a  soft  ride,  while 
the  300M's  is  stiffer.  The  LHS 
comes  with  a  fom-speed  auto- 
matic transmission,  but  the 
300M's  "autostick"  lets  you 
opt  for  manual,  clutchless 
shifting  by  flicking  the 
gearshift  lever.  Both  cars 
steer  fairly  tightly,  and  their 
ride  is  quieter  than  any  other 
car  or  truck  that  Chrysler 
makes — and  on  a  pai*  with  the 
Auch  and  Lexus  models.  Foui- 
wheel  antilock  disk  brakes 
are  standard,  as 


It's  the  heir  to  th 
III  ascle-car  mode 
of  the  \50s  and  '6 

ninving.  One  nice  touch 
both  ears,  the  driver's 
slides  back  two  inches  w 
you  remove  the  key  ft'om 
ignition,  giving  you  e> 
legToom  to  climb  out. 

Options  are  few.  The 
has  a  power  sum'oof  for  $ 
chrome  wheels  for  $600, 
an  upgraded  stereo  for  $; 
The  300M  offers  a  .$255  "1 
dling"  package — technical 
grades  that  provide  tigl 
control — which  is  well  w( 
the  extra  cost.  Some  luxi 
car  aficionados  may  quil 
that  the  lhs  and  300M 
short  because  they  ar| 
reai-wheel-diive  and  pow( 
by  V8s.  They  make 
for  that  with  stylish  I 
and  fine  road  manners, 
sides,  when  Chrysler  me: 
with  Daimler  Benz  later 
year,  the  new  company 
offering  its 
of  rear-di 
Mercedes-E 
sedans. 
Chrysler  w 
to  go  after 
vers  making 
move  up  to  cus 
vehicles,  this  is  a 
start.  Bill 


FUND  WATCH 


■  LONG  VIEW.  You  don't  make  money 
buying  hot  stocks  that  are  in  the 
news — but  by  investing  long  term  in 
sound  companies  that  are  out  of 
favor,  says  value  investor  David  Dre- 
man.  "The  most  exciting  stocks  are 
almost  always  overpriced,"  he  says. 

Dreman  manages  .$6  billion,  $4  bil- 
lion of  which  is  in  the  Kemper-Dreman 
High  Return  Equity  Fund.  While  the 
fund  has  earned  31%  annually  for  the 
past  three  years,  beating  the  Stan- 
dard &  Poor's  500-st()ck  index,  Morn- 


ingstar  notes  that  it  takes  avei-age 
risks.  The  fund  is  up  5%  through  Jun. 
12.  Dreman  likes  battered  tobacco 
stocks,  including  Philip  Morris,  which 
fell  nearly  5%  June  10,  after  a  Florida 

jury  iiiled  against  Brown  &   

Williamson  Tobacco  in  a  case 
involving  a  smoker's  death. 
Philip  Morris  sells  for  .$37, 
but  Dreman  says  its  assets, 
excluding  tobacco,  are  worth 
$50  to  $60  a  share.  While 
"everybody  thinks  the  outlook 


DAVID  DREMAN 
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is  ten-ible"  for  oil,  he  owns  Amoco,! 
Atlantic  Richfield,  Texaco,  and  somj 
oil-sei"vice  companies.  Many  banks 
boast  rich  dividends — a  reason  sor 
financial  stocks  are  "still  pretty 

  cheap."  Freddie  Mac,  Fanni| 

Mae,  PNC  Bank,  and  Fleet  " 
nancial  Group  are  a  few  of ! 
favorites.  Amey  Si| 

For  an  expanded  version,  go  to 
www.businessweek.com/today.htn 
or  AOL,  keyword:  BW  Daily. 
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FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


Corporate  GrRs^/Premiums 


This  is 
AMER 


YOU'RE  ALLOWED  TO 
SHOP  FOR  200  PEN  SETS 
AT  I  A.M.  IF  YOU  WANT  TO. 

PROMOMART 

http://www.promomart.com/bw 

Your  impnnted  business  gift  cyberstore 

Eotar  the  moirtlily  drawing 
for  $1,000  InfrMstoffl 

Visit  www.promomart.com/bw 


Home  Furnishings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAr  FURNrrURE  COMMNY 
P.O.  BOK  1548,  Mt.  AJry,  NC  27030 
^  (800)  334-9094  (336)  786-61  SI  . 


Stress  Relief  Products 


Panasonic  -  The  Finest  In 
Shiatsu  Massage  Chairs 


■  Have  Your  Own  Personal 

Massage   

Therapist;  Day-  ^^^^/fS' 
NighVOttice-Home.       \%  . 

'Get  Full  Details  Today! 
Panasonic  Massage  Chairs  Direct 
Traditional  or  Contemporary  Styles 
^Jalionwide80^53-9^^ 

Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tatlflios  with  your  Logo, 
Just  8189.00!! 

plus  S10.D0  S&H  (CA  add  7.25%  sales  lax) 
Customizeid!  Full  Color!  2"  x  2"  . 

""Calico  ~ 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


BusinessWeek 


M.A  rketPlace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


Corporate  Promotions 


Inexpeittiw  Corporate  Giveaways 
thapiUlY  work  -  don't  get 
thrown  away! 


mm 

Ctjslom  Designed  Leather  Bookmarks 

Clients  love  them  and  are  constantly 
reminded  of  YQU  Visit  our  Web  Site 
www  leattierbookmarks  com 
OR 

Send  us  your  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  free  of  ctiarge 
AMEROPEAN  CORPORATION 

7  Corporate  Dr ,  109C,  North  Haven,  CT  06473 
Tel  203  239-0448       Fax  203  234-8820 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet        Colorprn        Draft ! Master 
DeskJet        Dra/tpni  DesignJet 
Electrostatic  Plotters        Ruggedn  riter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales  ©dasher  com 


Corporations 

We  BUY  Your  PC's 

Any  Brand,  Any  QiiB^ity 
Will  TRADE  fof  New  Equipmenl 
I  739  28*  SI  SW  »  Wynfn>n«.  MI  4(1509 
I  6l6-2't9-3M2  /  EMAIL  jbfyinlfgunikoi 


Business  Financing 


Get  Cash  for  Invoices 

Finance  Your 
Accounts  Receivable 

Low  Rates  •  No  Hassles  •  No  Financials 
We  can  customize  financing 
to  suit  your  company 

AeroFund  Financial,  Inc. 
(800)  747-4234 


Funding  Sources! 


V  Capital      Inv  Banks  Insurance 
Pensions       SBIC  s      R/P/Stiell  s 
Pn  investors  Reits         SBA  tyiicro's 
Searctn  10,000  custom  profiles  by 
project/finance  type  on  CD  Rom 
Contact  details,  dollar  amounts 

avail.  Guaranteed.  Free  Info. 
www.bizwarehouse.com/bw 
1-914-628-2618 


Travel 


Carlson  Wagonlit 

Atlantic  &  Pacific  Travel 
LOW  FARES  AND  PACKAGES 
HAWAII,  ASL\  &  PACIFIC 

1-888-537-9966  -  ToU  Free 
(808)  531-4825 -Fax 

e-mail:  atlpactvl@worldnet.att-net 
www  carlsonhawaiitravel.com 


Education/lnstructioQ 


MBA  ft  MS  0*ar*es 


800.441.4746 

 wwwJsimu*edu  

Accredited  by  i'fie 
Distance  Education  Training  Council 


Hakn  Youk  (^on.H.t^  Du.m  Ai  HoMh 

-  ACCREDITED  BS  MS  AND  M  B  A 

•  Business  Admmisitalion  Finance  Accounlmg  MIS,  Health 
Care  Admin  Envitonmenlal  Science.'StudteS''Mqmnl , 
Psycfiologv  Paralegal  Siudies  &  Cnmifiai  jusiice 

•  Approved  by  ma|or  companies 

FREE  CATALOG 
1-800-767-CHAD  - 
www.chadwick.edu 


"  CHADWICK 


MBA  BY  Distance  Uarning 

Maior  British  university'  otters  accredited  MBA  no 
Bachelor's  or  Gt^AT  needed  Chosen  by  Economist 
Inlelligence  Unit  as  one  of  world's  best  MBA  programs 

HERIOT-VilAn  UNIVERSITY  I  (800)  MBA-0707 
North  American  Distributor  I       Ask  for  ext  20 
6921  Stockton  St,  Suite  2,  El  Cerrito,  CA  94530 
For  immediate  FaxBack  literature:  from  your 
fax  machine's  phone,  call  (510)  486-8900. 


The  Leader  in  Distance 
Learning  for  20  Years 


'Associate»Baciielor«IV1aster'Doctor 

Business  (ti/lgmt.  HRtyi.  Health  Carel 
Psychology •  Law  'fyigmt  of  Technology 
Southern  California  University 
for  Professional  Studies 

1  840  E  1  7th  St  BW, 
Santa  Ana,  CA  92705 
800/477-2254  www(ascups.edu 


Residential  Roofing 


LIFETIME 


Country  Manor  Shake 
Aluminum  RooHng 

Wood  Shake  LooV.  ■  Five  Natural  Colors 
Fire  Safe  ■  Energy-Efficient  •  Lifetime  Warranty 
A  Permanent  Improvement  to  Your  Home! 


For  more  information,  call  Perfcclion 

1-888-788-2427 


Business  Services 


OFFSHORE 

CORPORATIONS 


♦  Prelection,  Privacy,  Tax-Free  i 

♦  Nominees,  Bank  Accts,  C  redit  CaJI.  -r.j- 

♦  Lie.  Offices:  Las  Vegas  -  Nassaul;  .;7-j\ 

♦  Flat  Rate  Fees,  Nevada  Corps.  ;r^^.T> 

';Kit 


SAVE  30%  to  50^ 


3-TO-A-PAG^ 

Business  Chec;ks  I 
&  I 

Laser/InkJet 

Computer  Checks 

CM  for  :i  I  Rl  1  linichurc 

1-800  239-408 


sjii.Tty 

Designer  Checks  ''^'^ 

www  cicsigncrchtck?-  con 


!Fl 


INCORPORRTE 


FREE  Information 
All  U.S.  States  and  Offsl 
Attorney  owned  and  opei 

1-800-672-9111 


vvww.corpcreations.co 


TRRDEMRRK 


ItcrjtiveU 


"135 

M(.S.Sjr 


Ml 


Business  Services 


INCORPORA 
BY  PHONEM 


DONTI 
TC 

MESS 
ACHOV 
JEADER 


For  as  little  as  $39  plus  state 
we  will  form  your  Corporation  ( 
in  any  state.  Last  year  our  cc  lANClA 
nies  incorporated  over  10 
businesses.  We  specializ  ' 
assisting  first-time  incorpor; 

In  as  little  as  5  minutes 
the  ptione  we'll  take  your  ord( 
in  most  states  you  will  be  inc 
rated  in  just  24-48  flours.  No  I 
to  fill  out,  we  do  all  ttie  work 

Call  now  to  set  up  your  cor 
or  get  our  free  guide  to  inc 


rating  today! 

800-877-425 

302-998-0598  •  FAX  302-998 
www.torporcte  com  •  CompuServe: 
Email:  info@corporote.corr 

CORPORATE  AGENTS 

Since  1899 


TORES 

CiOi 


'rates 


500  Nc 

CI 
Pti{ 
Fc 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BOSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Business  Opportunities 


OK  Potential  Annually  > 

OME-BASED  BUSINESS 

4  Pre-Qualified  Leads  Per  Day 
lime  start-up  less  than  $10K 

BOI  -  $75K  possible  first  few 
iths  Break-tfirough  product 

Work  from  phone,  fax 

mplete  training  Not  MLM 

•EDOM  ASSOCIATES 
BOO-432-0018  X5257  J 


ivate  Bank 


'  Saie  /  Free  Report 

!;  800-733-2191  (USA) 

5?;  310-798-3842  'USA) 

'  mail:wbc@ibm.net 

l,'o  NiAe  Business  Consultants 


•n  How  This  Low-profile, 
based  Business  Can  Earn 
Lucrative  Lifetime  Income 

itory,  no  overhead,  minimal  seed 
Accelerate  your  return  at  your 
e.  For  complete  42-pg  discovery 
,  please  send  $3  (S&H)  to 

Mr.  S.  Santos 
222  Idaho  Street 
iredo,  TX  78041-3213 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  Leasesi\o\n  Sl.OOOto 
S10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

L  The  l.oan  Coii-vultants,  Inc.  . 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-331-0312 


^Franchise 

your  business! 

Call  for  information  on  franchising  and 
"Franctiise  Your  BusinessI"  seminars 
scheduled  throughout  the  country. 

Francorp' 

Sp»clallat$  In  FranchlBe  D«valopment 

1-800-FRANCHISE  (1^00-372^62441 


DON'T  MISS  THE  OPPORTUNITY 
TO  ADVERTISE  IN  THE 
I^SINESS  M/EE/C  MARKETPLACE  AND 
ACH  OVER  6  MILLION  RESPONSIVE 
IfREADERS  WITH  THE  EDUCATION, 
IINANCIAL  ABILITY  AND  INTEREST 
TO  RESPOND  TO  YOUR  OFFER. 

The  next  Marketplace  section 
closes  on  June  25th  for 
the  August  10th  issue. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55F  Hingham,  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Sports  Equipment 


BATTING  TUTOR 

•  Fastballs,  curves,  sliders 
>  Safe  for  backyard  use 

800-448-8867 

www.spDristutor.com 


Investment  Services 


POWER  INVESTING 

Our  DRIP  50  Index  has  bealen  the  S&P  lor 
3  yr  and  5  yr  returns  Not  just  lor  small 
investors,  anymore  We  recommend  only 
top  quality,  "investor  friendly'  companies 
currently  in  favor  on  Wall  St  and  selling  at 
no.  or  little,  premium  to  their  growth  rates 

North  Shore  Associates 
Box  97,  Winnetka,  IL  60093 

847-446-4406 
http://powerinvestdrips.com 


I   4     .  jj. 


Your  Legal  Fortress 

t  .Mtrrnativr  tsUlt-  Pl.llimn^; 
t  Unique;  Cost-Eflectivr 
t  Tiix/Income  Optimi/Jiion 


Rock-solid,  Specialty  Legal-Financial  Techniques 
designed  to  protect  anyone's  Income.  Assets. 
&  Privacy  from  Public  or  Private  Challenge 

(800)935-5171   x3S63  (x FUND) 


Cigars 


CUBAN 
CIGARS 


Delivery  Anywhere 

Canada  416-966-0040 


Books  /  Videos 


What's  The 
Smartest  $19.95 
Investment 

You'll 
E\t:r  Make? 


It  just  iiiav 


llie  ciniiitry's  top  inonev 
managers.  Y>)u"ll  find  usclul 
information  on  intlation. 
insurance,  budgeting,  invesl- 
ing  and  debt  reduction  — 
and  the  steps  you  can  take  to 
reach  yotir  financial  dreams. 
Just  $19.95,  inclLiding  ship- 
ping and  handhng. 

To  place  y<mr  order,  or 
for  a  free  brochure,  call: 

1-800-234-3445,  ext.  154 

DKKR  I'l  BI  ISHING.  IN(  . 


"Superb  advice  Ironi  llic  ultiniale  pro" 
Mah  ohii  S.  loihvs.  h 


Publishing 


Have  you  written  a  BCX)K? 


Being  a  published  author  can  be  a  liuge 
boo.st  to  your  career  We  are  the  .<:ub.sidy 
publLsher  with  a  big  diflerence 
Call  for  our  brochure  (8110)  648-5646, 
or  check  our  web  site  listed  below 


www.LondonBooks.com 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 
■  Grades  7/12,  full  accredited,  small  classes. 
Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

■  Full  athletic  program 

-  Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

-  Located  on  Lake  Lanier  in  North  GA 

-  www.cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


.4  Division  of  The  McGraw  Hill  Companies 


BizLmk 


Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 


Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  with 
BizLink,  Business  Week's  new  electronic  reader  service 
fulfillment  system.  You'll  get  the  information  you  need  thf| 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  free, 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink/ 


mm 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 

And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 


June  29,  1998 
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10 

11 

12 
13 
14 
15 


Alitalia  Airlines 
Chades  Schwab 
Cadence  Design  Systems 
GTE  Internetworking 
Inter-Continental  Hotels 
International  Paper 
Lexus  CPO 

NIPPON  TELEGRAPH  AND 

TELEPHONE 

CORPORATION 

Partner  fuer  B  ^lin 

Praxair 

GAD  Inc. 

SAS  Institute,  In:. 

SRDC 

Sprint 

TIBCO 


16  USWEB 

Egypt 

Special  Advertising  Section 

17  AIC  CONSTRUCTION 

18  COMMERCIAL 
INTERNATIONAL  BANK 
(EGYPT)  S.A.E. 

19  Commercial  International 
Investment  Company 

20  Government  of  Egypt 
(Ministry  of  Foreign 
Affairs) 

21  ORASCOM  Onsi  Sawiris  & 
Co. 

22  SALEM  GROUP 

Executive  Education  &  MBA 
Special  Advertising  Directory 
101  Audrey  Cohen  College 


102  Boston  College 

103  Claremont  Graduate 
University-Drucker 
Graduate  School  of 
Management 

104  Colorado  State 
University 

105  Emory  University- 
Goizueta  Business 
School 

106  Georgia  State  University 

107  ISIM  University 

108  Loyola  University 
Chicago 

109  Ohio  University 
Executive  Education 

110  Penn  State  University 

111  Tulane  University 

112  University  of  Florida 

113  University  of  Iowa- 


School  of  Management 

114  University  of  Michigan 
Business  School 

115  University  of  Pittsburgh- 
Katz  Graduate  School  of 
Business 

116  University  of  South 


Carolina-  The  Darla  .Moore  ispr.- 


School  of  Business 

117  University  of  Southern 
California-Marshall 
School  of  Business 

118  Wake  Forest  University 

119  Washington  University- 
Olin  ScFiool  of  Business 

120  Worcester  Polytechnic 
Institute  Graduate 
Management  Programs 


'''' -iiciai 


'state 


usiness  Week  Index 


DUCTION  INDEX 


PRODUCTION  INDICATORS 


hdnge  from  last  week:  0.2" 
hdnge  from  last  year:  7.0°'c 


PRODUCTION  INDEX 

June  6=133  I 
1992=100 


June  Oct 
1997  1997 
ndex  IS  a  4-week  moving  average 


June 
1998 


iroduction  index  rose  m  the  week  ended  June  5   Tfie  unaveraged  index 
•■'I  up,  to  134.9,  from  133.5.  After  seasonal  ad|ustment,  rail  freight 
:  by  1.9%,  with  strong  increases  m  gram  traffic,  which  had  been  weak 
ut    Electric  power  was  up  1.8%,  with  large  increases  in  the  South 
!  and  Southeast  regions.  Auto  and  truck  production  also  rose,  prior  to 

al  Motors  Corp.'s  being  hit  by  a  strike  at  it's  Flint,  Ml.  plant.  Lumber 

t  rose,  as  did  steel  and  coal  production. 

'.'in  index  copyright  1998  bv  The  McGraw-Hill  Companies 


US 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

s 

K  PRICES  (6/12)  S&P  500 

1098.84 

1113.86 

23.0 

D 

ORATE  BOND  YIELD,  Aaa  (6/12) 

6.52% 

6.59% 

-12.4 

N 

y  SUPPLY,  M2  (6/1)  billions 

$4,188.4  3 

4,169.1r 

7.2 

\i 

\L  CLAIMS.  UNEMPLOYMENT  (6/6)  thous 

315 

338r 

-6.5 

GAGE  APPLICATIONS,  PURCHASE  (6/12) 

262.1 

272.1 

24,8 

! 

GAGE  APPLICATIONS,  REFINANCE  (6/12) 

1,209.6 

1,120.7 

222.0 

:Si 

-B' 

iS;  Standard  &  Poor's,  IVIoody's,  Federal  Reserve,  Labor  Depl  ,  Mortgag 
Assn.  (Index:  March  16,  1990=100) 

e 

1 

BREST  RATES 

AL  FUNDS  (6/16) 

LATEST 
WEEK 

5.55% 

WEEK 
AGO 

5.38% 

YEAR 
AGO 

5  46% 

ERCIAL  PAPER  (6/16)  3-montli 

5.50 

5.50 

5.64 

» 

FICATES  OF  DEPOSIT  (6/17)  3  month 

5.60 

5.58 

5.65 

'1 

MORTGAGE  (6/12)  30-year 

7.11 

7.10 

7.90 

ID 

TABLE  MORTGAGE  (6/12)  one  year 

5.79 

5.80 

5.98 

'J 

(6/12) 

8.50 

8.50 

8  50 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


UiTEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (6/13)  thous.  of  net  tons 

2,190 

2,174# 

4.8 

AUTOS  (6/13)  units 

112,852 

112,774r# 

-7.3 

TRUCKS  (6/13)  units 

124,135 

144,285r# 

-4.3 

ELECTRIC  POWER  (6/13)  millions  of  kilowatt-hrs 

54,274 

55,333# 

3.8 

CRUDE-OIL  REFINING  (6/13)  thous.  of  bbl./day 

15,507 

15,245# 

2.8 

COAL  (6/6)  thous.  of  net  tons 

21,581# 

20,984 

2.5 

LUMBER  (6/6)  millions  of  ft. 

494. 9# 

374.3 

-0,4 

RAIL  FREIGHT  (6/6)  billions  of  ton-miles 

27.8# 

26.2 

5.3 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotne  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (6/17)  $/troy  oz. 

290.000 

293.000 

-15.1 

STEEL  SCRAP  (6/16)  #1  heavy,  $/ton 

134.50 

134.50 

-2.9 

COPPER  (6/12)  e/ib. 

80.0 

79.0 

-34.3 

ALUMINUM  (6/12)  e/ib. 

64.0 

64.5 

-16.9 

COTTON  (6/13)  strict  low  middling  1-1/15  in.,  e/lb.  72.11 

71.94 

1.8 

OIL  (6/15)  $/bbl. 

11.94 

13.56 

-36.7 

ORB  FOODSTUFFS  (6/16)  1957=100 

240.14 

238.13 

-1.1 

ORB  RAW  INDUSTRIALS  (6/16)  1967=100 

297.83 

302.29 

-12.0 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/17) 

LATEST 
WEEK 

137.55 

WEEK  YEAR 
AGO  AGO 

141.63  113.43 

GERMAN  MARK  (6/17) 

1.79 

1.80 

1.73 

BRITISH  POUND  (6/17) 

1.67 

1.63 

1.54 

FRENCH  FRANC  (6/17) 

5.99 

5.03 

5.85 

ITALIAN  LIRA  (5/17) 

1759.0 

1770.5  1697.5 

CANADIAN  DOLLAR  (6/17) 

1.45 

1.47 

1.39 

MEXICAN  PESO  6  I7i 

8.875 

8.881 

7.909 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/17) 

112.9 

113.8 

103.4 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J,P  Morgan 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.   ]=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r^Revised       NM-Not  meaningful 


tHE  WEEK  AHEAD 


LE  GOODS  ORDERS 


■day,  June  24,  8:30  a.m.EDT^  New 
aken  by  durable-goods  manufactur- 
)ably  fell  by  0.5%  in  May,  says  the 
forecast  of  economists  surveyed  by 
d  &  Poor's  (VIMS,  a  division  of  The 
-Hill  Companies.  The  decline  is  a 
K  expected  after  new  orders  jumped 
3  in  April,  led  by  the  volatile  aircraft 
n  addition,  the  continued  fallout 
i  .Asian  financial  crisis  is  hitting 
for  capital  goods. 

loyment  claims 


y,  June  25,  8:30  a.m.EDT^  New 
or  state  unemploym.ent  benefits 
jod  at  about  320,000  for  the  week 


ended  June  20.  That's  on  a  par  with  the 
four-week  moving  average  in  claims  posted 
in  early  June.  Filings  have  been  edging  up 
since  April  but  remain  quite  low  by  histori- 
cal standards.  That  suggests  June  has  seen 
little  if  any  easing  in  the  extremely  tight 
U.  S.  labor  markets. 

EXISTING  HOME  SALES 

Thursday,  June  25,  10  a.m.EDT^  Existing 
nomas  probably  sold  at  an  annual  rate 
of  4.75  million  in  May,  says  the  median 
S&P  MMS  forecast.  That's  down  only  a  bit 
from  the  4.77  million  pace  of  April.  In 
March,  resales  hit  a  record  of  4.89 
million.  With  mortgage  rates  still  hovering 
around  7%,  housing  remains  one  of  the 


most  vibrant  sectors  of  the  economy. 

PERSONAL  INCOME 

Friday,  June  26,  8:30  a.m.EDT^  The  S&P 
MMS  survey  expects  that  personal  income 
rose  by  a  solid  0.5%  in  May,  the  same  gain 
posted  in  April.  The  May  advance  is  sug- 
gested by  the  strong  gains  in  jobs  and 
weekly  pay  for  the  month.  Consumer  spend- 
ing was  likely  up  by  0.6%,  on  top  of  the 
0.5%  increase  in  April.  The  buying  gain  is 
indicated  by  the  surge  in  vehicle  sales  and 
increased  sales  at  other  retailers.  Real  con- 
sumer spending  is  on  track  to  grow  at  an 
annual  rate  of  about  4.5%  in  the  second 
quarter,  following  a  hefty  6.1%  gam  in  the 
first. 
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This 
Week, 
Online  ; 

Business  Week  presents  i 

frequent  live  conferences  • 

and  chats  on  America  ■ 

Online-your  opportunity  | 

to  ask  questions  about  | 

timely  topics.  I 

Sunday  <  ^ 

Need  family  financing  for 
your  new  business?  Paul  I. 
Karofsky  of  Northeastern 
University's  Center  for  Family 
Business  tells  what  to  do — 
and  not  to  do — to  avoid 
family  problems.  It's  another 
BW  Enterprise  chat,  June  21 
9  p.m.  EDT 

Thursday 

Megan  Graham-Hackett, 
Standard  &  Poor's  co-director 
of  ocjuity  research,  will  be  on 
the  virtual  stage  to  discuss 
the  ins  and  outs — and  ups 
and  downs — of  investing  in 
technology  stocks.  What's 
hottest  now'  June  25 
9  p.m.  EDT 


AOL  keyword:  BWTalk 


Ifiinscnpls  of  nil  rmlni'nces 
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Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  ai6  not  included. 


Acer  48 

Acorn  International  Fund 
(ACINX)  132 

Adobe  Systems  (AD8E)  20 
Aerospatiale  146 
Air  France  46 
Aldi  Food  48 
AlliedSignal  (ALD)  43 
American  Express  (AXP)  120 
American  Science  & 
Engineering  10 

America  Online  (AOL)  43,100.106 
Amoco  (AN)  138 
Amway  43 

Andersen  (Arthur)  40. 134 
Apple  Computer  (AAPL)  20 
Applied  Sciences  89 
Artisan  International  (ARTIX)  132 
Asensio  121 
AT&T  (7)  6,43.100.136 
Atlantic  Richfield  (ARC)  138 
Audi  85 

Avid  Technology  (AVID)  43 
B 


Baird  (Robert  W.)  43 
BancAmerica  Robertson  Stephens 

(BAC)  134 
Banc  One  (ONE)  13G 
Bankers  Trust  (BT)  106 
Barnes  &  Noble  (BKS)  108 
Bay  Networt<s  (BAY)  43 
Bear  Steams  (BSC)  126 
Birta  Capital  54 
Boeing  (BA)  6,99 
Boise  Cascade  (BCC)  106 
Borders  Croup  (BGP)  108 
Bosch (Robert)  85 
British  Telecom  (BTY)  6 
Broadway  Video  8 
Brown  &  Williamson  138 
Brown  Brothers  Hamman  108 
BT  Investment  International  Equity 

(BTEQX)  132 
Burger  King  136 
Burson  Marsteller  43 


Cahners  Publishing  10 
CAIS  Internet  20 
Carrefour  48 
Caterpillar  (CAT)  30 
Cendant  (CD)  40. 100 
(lliarlcs  Machine  Works  32 
(;h,irlotte  Hornets  131 
Clirise  Manhattan  (CMB)  136 
Clieuklree  136 
Cliiii.i  fund  132 
Chrninalics  Color  Sciences 
(CCSI)  121 
ClilVSler(C)  32.36.85, 138 
Circuit  Cily  (IWX)  108 
Circus  Circus  (CIR)  126 
Citibank  (CCD  58. 106. 136 
Cliffs  Notes  8 
Colt  Telecom  118 
Compaq  Compuler  (CP(J)  48, 100 
Computer  Honzons  (CHRZ)  134 
CovalenI  Technologies  42 
Cray  Research  126 
Crescent  Real  Estate  Equities  124 


Daimler  Benz  (DAI)  85, 138 
Dalton  (B)  (DH)  108 
Dataquest  48 
Dayton  Hudson  (DH)  108 
Deutsche  Telekom  118 
Dialog  Bank  50 
Digital  Equipment  (DEC)  42 
Donaldson  Lufkin  Jenrette  10 
Dreamworks  SKG  100 
Dreyfus  (MEL)  121 
Dreyfus  Aggressive  Growth 
Fund  121 
Dnilisch  118 


Eastman  Kodak  (EK)  35 

Eddie  Bauer  (SPGLA)  106 

Equifax  (EFX)  134 

Esprit  Telecom  118 

Excel  Communications  (ECl)  43 

ExcellData  93 


Fannie  Mae  138 
Farrar  Straus  &  Giroux  108 
FDX(EDX)  106 
Fidelity  Investments  121 
First  Call  32,34 
First  Data  (EDO  136 
First  Telecom  118 
First  Union  National  Bank  of 
Florida  40 

Fleet  Financial  (ELT)  138 
Flemings  UCB  50 
Ford(n  32.36.43,85 
Forrester  Research  (FORR)  too, 
106 

Franklin  Mutual  Advisers  40 
Freddie  Mac  (FWG)  138 
FreeCaller  Communications  8 
full  Photo  Film  (EUJIY)  35 
Fujitsu  48 


Gartner  Group  8, 134 
GB  48 

General  Electric  (GE)  10,38 
General  Mills  ((;IS)  10 
General  Motors  (CM)  36, 85 
Georgia  Pacific  134 
G-Link  Technology  85 
Goldman  Sachs  30, 32 
Greater  China  fund  132 
Grove/Atlantic  108 
Griintal  34 
GuidanI  62 
Guinness  Flight  China 
(GFCHX)  132 

H 


Hambrecht  &  Quist  106 
Hilton  Hotels  (HIT)  126 
Hitachi  (HIT)  20 
Home  Depot  (HD)  108 
Honda  (HMO  43. 85 
HSBC  Wasliington  Analysis  26 


ll)llnl',r.nA,',.«l,llr',  132 

l/B/l;:.  ,M 

IBM  (IBM)  42, 106, 136 
idealab!  100 


Integnon  Financial  Networit  136 
Intel  (INTO  8.48.93 
Intelesis  Group  8 
Intuit  (INTU)  136 
Iomega  20 


Jupiter  Communications  100 
K 


Keane  134 

Kemper-Dreman  High  Return 
Equity  Fund  138 
KeyBank  136 
Knowledge  Adventure  100 


Lazard  Ereres  46 
Lehman  Brothers  (LEH)  6 
Udl  48 

Upper  Analytical  Setvices  132 
Loewenbaum  126 
Lotus  Development  (IBM)  42, 100 
Lucent  Technologies  (LU)  43 

M 


Mack  Trucks  43 
Manpower  (MAN)  43 
Mar1(man  Capital  132 
Maxell  8 
Maxima  48 

McGraw-Hill  (MHP)  143 

MCI  Communications  (MCIC)6 

Medtronic  62 

Merck  (MRK)  8 

Merrill  Lynch  (MER)  120. 136 

Metro  48 

Microsoft  (MSFT)  8, 20, 42, 43, 46. 

85.  93.100,104,106,136 
Microtech  International  20 
Miller  Anderson  120 
Minnesota  Twins  131 
Mitsubishi  30,85 
Mondex  136 
Montag  &  Caldwell  62 
Montgomery  Emerging  Markets 

R  132 

Moody's  32, 120 
Morgan  Stanley  Asia  Pacific 
Fund  132 

Morgan  Stanley  Dean  Witter 

(MWD)  6.34.120.132 
Morningstar  (MSTR)  132, 138 
Motorola  (MOT)  32 

N 


National  Semiconductor  (NSM)  34 
Netscape  Communications 

(NSCP)  42, 104. 106 
New  York  Yankees  16 
Nicholas-Applegate  Emerging 

Countiv  a  (NECAX)  132 
Nielsen  (AC)  8 
Nike(NKE)  8 
Northern  Telecom  (NT)  43 
NoraiesKNOB)  136 


Oakland  A's  131 
Oneximbank  50 
Oracle  (0RCL)42 

P 


PaineWebber  (PWJ)  40 
Philip  Moms  (MO)  138 
Pioneer  Emerging  Marttets  A  132 
Pittsburgh  Pirates  131 
PNC  Bank  (PNO  138 
PointCast  6 
Power  (J  D)  36 
Princeton  TeleCoin  136 


Project  Sofhvare  &  Developmeiil 
(PSDI)  126  I 
Prudential  Investments  124 
Prudential  Securities  34 
Putnam  Mutual  Fund  121 


Random  House  108 
Raytheon  (RTN)  43 
Red  Hat  Software  42 
RJ.  Julia  Booksellers  108 

S 


Saatchi  &  Saatchi  16 
Saint-Gobain  46 
Salomon  Smith  Barney  (TRV) 
126 

San  Diego  Padres  131 
Schadt  Computertechnik  48 
Schroder  36 
Scott  Paper  40 
Scudder  Latin  Amenca 
(SLAFX)  132 
Siemens-Nixdorf  48 
Silicon  Graphics  (SGI)  126 
Simon  &  Schuster  108 
Sony  Pictures  (SNE)  8 
SoundVew  Financial  106 
Southwest  Secunties  124 
Spnnt  (EON)  43 
Standard  &  Poor's  (MHP)  34 
Station  Casinos  124 
Stem  Roe  &  Famham  40 
Sunbeam  (SOO  16,40,120 
Sun  Microsystems  (SUNW) 

T 


Teleglobe  43 
Telmex  43 
Templeton  Developing  Marts  ^ ' 
I  132 

Templeton  Emerging  Mari(ef;| : 
Appreciation  Fund  132 
Tera  Computer  aERA)  126 
Texaco  (TX)  138 
Tidel  Technologies  (HTMS) 
3M(MMM)  32,34  _ 
Tokobank  50 

Toll  Brothers  aOL)  34  jNki 
Toys 'R' Us  aOY)  108  j|m,t,,. 
Troika  Dialog  43 
Tulip  48 

U 


United  Airlines  (UAL)  6  tfSi 
University  of  Michigan  Pi 
UUNet  42 


VanKampen  120 
Vanguard  International  Eaa^i 
Emerging  Mart(et  (VEIE 
Vendex  International  10B| 
Veronis  Suhler  108 
Viatel  (VYTL)  118 
Visa  International  136 
Visible  Genetics  89 
Vobis  48 
Volkswagen  85 
Volvo  8 


W 


Wal-Mart  Stores  (WMI) ; 
Wells  Fargo  (WEC)  136 
Western  Digital  (WDC) 
Wind  118 

WorldCom  (WCOM)  6.11. 
Wnghtson  (R.H.)  32  ♦ 


Yahoo!  (YHOO)  42, 106 


hiisiness  W^cek  (ISSN  000/  /13!j)  published  weekly,  except  lor  one  week  in  January  and  one  in  August,  by  The  McGraw-Hill  Companias, 
live,  Ediloiial,  Cin.ulalion,  and  Advertising  Olfices;  1?21  Avenue  ol  the  Americas,  NewYoik,  N.Y,  10020.  U  S.  subscriber  rate  $54,95Ve«r;Ci 
$69/year-  Ponodicals  postage  paid  al  New  York,  N  Y,,  and  .it  additional  mailing  offices.  Postage  paid  at  Montreal.  P  Q-  Canada  Post  Intefnl^ 
calionsMail  Product  Sales  Agreement  No,  246484  Postmaster:  Send  address  changes  to  BUSINESSWEEK.  P,0,  Box  430,  Hightstown,! 


I 
I 


vestment  Figures  of  the  Week 


&P  500 

y  :ne    Dec    June  June  11-17 


1075 


1 -week  change 

-0.5% 


IMENTARY 

as  a  head-spinning  week 
he  markets.  First.  Asia's 
ening  crisis  sent  the  Dow 
s  industrial  average  down 
points  on  June  15.  A  slight 
aft  followed  on  June  16. 
next  day,  the  Dow  roared 
54.2  points,  to  hit  8829.5. 
;atalyst:  The  U.  S.  gcvern- 
's  attempt  to  shore  up 
I's  worsening  economy — 
lelp  stop  that  crisis  from 
ig  over  into  the  earnings 
S.  companies — by  sell- 
ollars  for  yen.  That  led 
ollar  to  retreat  from  an 
year  high  against  Japan's 
icy. 


EST  RATES 


\SURY  BOND  INDEX 

Dec.   June   June  11-17 


1  Wiafa^ii' 


'    ~  iiiitS  'J  S  Diversified  M  All  Equity 
ski    return         52-week  total  return 
— (    2 


U.S.  MARKETS 


°Q  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month' 


Last  12 
months  °o 


uuw  jofico  inQusiridis 

-1.6 

14.4 

NASDAQ  Combined  Composite 

1776,4 

0.2 

24.0 

S&P  MidCap  400 

352.9 

-1.4 

22.0 

S&P  SmallCap  600 

185.6 

-1.2 

16.5 

S&P  SuperComposite  1500 

235.5 

-0.6 

24.0 

change 

SECTORS 

Latest 

Week  Year 

Bloomberg  Information  Age 

334.9 

0.0 

24.5 

S&P  Financials 

133.1 

-1.7 

29.0 

S&P  Utilities 

244.9 

-0.5 

24.3 

PSE  Technology 

327.3 

-1.3 

15.1 

change 

FOREIGN  MARKETS 

Latest 

Week  Year 

London  (FT-SE  100) 

5832.7 

-2.6 

25.2 

Frankfurt  (DAX) 

5709.4 

-0.8 

53.1 

Tokyo  (NIKKEI  225) 

14,715.4 

^.1 

-28.2 

Hong  Kong  (Hang  Seng) 

8004.4 

0.3 

^.6 

Toronto  (TSE  300) 

7195.1 

-3.2 

10.7 

Mexico  City  (IPC) 

4341.0 

-1.3 

1.4 

Drug  Chains  11.6  Specialty  Appar.  Retailers  104.5 

Personal  Loans  10.4  Automobiles  72.8 

Food  Chains  9.8  Airlines  65.8 

Airlines  9.5  Genl.  Merchandise  Chains  63.5 

Tobacco  8.5  Homebuilding  63.2 


WORST-PERFORMING  Last 


GROUPS 


month  *o 


Last  12 
months  *o 


Oil  &  Gas  Drilling  -23.0  Metals  ^.5 

Sold  Mining  -18.7   Sold  Mining  -32.0 

Forest  Products  -16.2  Shoes  -26.4 

Steel  -14.5  Engineering  &  Constr.  -20.1 

Instrumentation  -14.1   Aluminum  -19.7 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


FUNDAMENTALS 


Latest 


Week 

ago 


Year 
ago 


S&P  500  Dividend  Yield  1.43° 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  25.7 
S&P  500  P/E  Ratio  (Next  1 2  mos.)'  21.1 

First  Call  Earnings  Revision*  -1.13'^< 

TECHNICAL  INDICATORS  Latest 


1.40° 
26.6 
21.6 
-0.92° 

Week 

ago 


1.66°o 
22.6 
18.4 
-1.25% 

Reading 


S&P  500  200-day  average  1012.9    1008.4  Positive 

Stocks  above  200-day  average       44.0%    5l.0°'o  Neutral 

Options;  Put/call  ratio                0.73       0.54  Positive 

Insiders:  Vickers  Sell/buy  ratio       2.35       2.52  Neutral 

Data;  Bloomberg  Financial  Markets;  'First  Call  Corp. 


Rebound  ahead?  Stocks  *ith  most 
sigfiificant  Suving  on  price  weakness 

Price 

l~fnontii 
change 

Citicorp 

146 'A 

-7^4 

Pfizer 

109^4 

IBM 

110 

-14*8 

BellSouth 

66'=Vi6 

-78 

J.P  Morgan 

117^/8 

-10  "/IS 

Chase  Manhattan 

67^4 

-3*8 

Decline  aliead?  Stocks  with  most 
Significant  selling  on  pnce  strength 

Price 

i-month 
change 

Cisco  Systems 

79 '^16 

2*16 

LM.  Ericsson-ADR 

26^8 

*16 

Microsoft 

8978 

3'*t6 

HBO 

31?16 

Philip  Morris 

36  "/i6 

Abbott  Laboratories 

39 

1  "/32 

KEY  RATES 


Latest  Week  Year 
week°o  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.10 

5.10 

5.18 

Taxable  equivalent  yields  on  AAA-rated.  tax-exempt  municipal  bonds. 

90-OAY  TREASURY  BILLS 

5.20 

5.14 

5.03 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yT.  bond 

6-MONTH  BANK  CDS 

5.07 

5.08 

5.21 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.41 

5.44 

5.66 

GENERAL  OBLIGATIONS 

4.45% 

4.40% 

4.98°<= 

4.93% 

10-YEAR  TREASURY  NOTES 

5.54 

5.51 

6.40 

PERCENT  OF  TREASURIES 

80.54 

79.93 

86.83 

86.53 

30-YEAR  TREASURY  BONDS 

5.75 

5.70 

6.69 

TAXABLE  EQUIVALENT 

6.45 

6.38 

7.22 

7.14 

LONG-TERM  AA  INDUSTRIALS 

6.32 

6.27 

7.18 

INSURED  REVENUE  BONDS 

4.58 

4.54 

5.17 

5.13 

LONG-TERM  BBB  INDUSTRIALS  6.79 

6.71 

7.61 

PERCENT  OF  TREASURIES 

82.90 

82.48 

90.14 

90.04 

LONG-TERM  AA  TELEPHONES 

6.65 

6.58 

7.42 

TAXABLE  EQUIVALENT 

6.64 

6.58 

7.49 

7.43 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 

Franklin  Utilities  II 
Prudent  Bear 
Galaxy  II  Util.  Idx.  Retail 
Merrill  Utility  Income  A 
Wright  EquiFd.-Belg./Lux. 

Leaders 

52-week  total  return 


Laggards 
%    Four-week  total  return  % 

5.1  Lexington  Troika  Russia  -28.8 

5.0  Newport  Greater  China  A  -27.3 

4.9  Guinness  Mainland  China  -26.9 

4.7  Matthews  Pacific  Tiger  I  -26.5 

4.5  U.S.  Globallnvestors  Gold  -26.0 

Laggards 

%    52-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return 


Weitz  Hickory 
FMI Focus 

Fidelity  Select  Retailing 
Scudder  Greater  Europe  Gr. 
Texas  Capital  Val.  &  Grth. 


52.5  Matthews  Korea  I  -73.7 

50.4  Lex.  Crosby  Sm.  Cap  Asia  -66.0 

50.2  U.S.  Global  Investors  Gold  -65.1 
49.9  Montgomery  Emerg.  Asia  R  -64.2 

46.3  Morg.  Stan.  Inst.  Asia  Eq.  A  -62.9 


Utilities 

Domestic  Hybrid 
Large-cap  Growth 
International  Hybrid 
Europe 

Leaders 

52-week  total  return 

Communications  29.2  Pacific/Asia  ex-iapan  -54.0 

Financial  28.8  Diversified  Pacific/Asia  -44.3 

Europe  27.5  Precious  Metals  ^1.5 

Utilities  23.7  Diversified  Emerging  Mkts.  -32.7 

Large-cap  Growth  23.6  Japan  -31.6 


0.7  Pacific/Asia  ex-Japan 

-1.6  Precious  Metals 

-2.2  Diversified  Emerging  Mkts. 

-2.2  Diversrfied  Pacific/Asia 

-2.2  latin  America 

Laggards 

%  52-week  total  return 


-20.5 
-18.4 
-15.0 
-14.0 
-13.0 

% 


.  of  market  close  Wednesday,  June  17,  1998.  unless  othera/ise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  June  15.  For  a  more  detailed  explanation,  write 
!  S&P  500  companies  only.  Fundamentals,  technical  indicators.  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


JAPAN  MUST  TAKE  DRASTIC  ACTION-NOW 


Is  this  the  beginning  of  Japan's  recovery — or  just  a  brief 
pause  on  the  downward  path  to  a  full-fledged  depression? 
After  watching  the  Japanese  yen  fall  as  low  as  146  to  the  dol- 
lar, its  lowest  level  since  1990  ihe  U.  S.  and  Japan  joined 
forces  on  June  17  to  break  t^.e  currency's  headlong  plunge. 
The  joint  intervention  helped  push  the  yen  back  up  to  137  to 
the  dollar  by  day's  end  wliile  punishing  currency  speculators. 

Meanwhile,  the  show  of  support  for  the  yen  served  the  ad- 
ditional purpose  of  lessening  the  immediate  need  for  Cliina  to 
devalue  its  cuirency  in  order  to  stay  competitive  with  Japan. 
Such  a  move  would  have  staited  another  disastrous  round  of 
"beggai-thy-neighbor"  devaluations  in  Asia.  That  alone  made 
the  intervention  worthwhile,  especially  given  President  Clin- 
ton's upcoming  trip  to  China. 

But  propping  up  the  yen  is  a  stopgap  measure  that  does 
nothing  to  solve  Japan's  deep-seated  problems.  With  the 
Japanese  economy  slipping  ever  deeper  into  recession,  and  the 
banking  system  weighed  dowTi  by  hundreds  of  billions  of 
dollars  in  bad  loans,  immediate  stmctural  reforms  are  es- 
sential. The  most  pressing  need  is  for  Japan  to  undertake  a 
major  bailout  of  its  banks,  as  the  U.  S.  did  to  solve  the  sav- 
ings and  loan  crisis  of  the  1980s.  Without  such  aggi'essive  ac- 
tion to  resuscitate  the  falteiing  financial  system,  the  Japanese 
economy  cannot  escape  its  cuiTent  shde. 

Unfortunately,  a  U.  S.-style  bailout  will  require  painful 
measures,  such  as  closing  insolvent  banks  and  taking  bad 
loans  onto  the  government's  books.  In  the  aftennath  of  the  in- 


tei-vention.  Prime  Minister  Ryutaro  Hashimoto  repeated  « 
lier  promises  to  reform  Japan's  economy.  Yet  such  promi 
have  been  made  before,  with  little  effect. 

If  Japan's  government  fails  to  act,  there  are  two  big 
gers.  First,  Japan  is  flitting  with  real  economic  disaster, 
assumption  among  policymakers  in  Japan  is  that  exp 
alone  will  pull  the  country  out  of  recession,  as  they  havi 
the  past.  But  with  the  rest  of  Asia  in  a  deep  dowmt 
well,  exports  may  not  be  enough.  Second,  if  Japan  conti 
to  struggle,  its  problems  could  ver\-  well  spread  to  the  r( 
the  global  economy.  The  most  likely  scenaiio:  The  yen 
sumes  its  fall,  forcing  matching  devaluations  all  across 
and  a  steep  drop  in  stock  markets  all  ai'ound  the  world. 

So  far,  the  crisis  has  been  delayed  because  growth  in 
rope  and  the  U.  S.  has  been  strong  enough  to  withstand 
stoiTH  from  Asia.  Tlie  U.  S.  economy,  in  particulai-,  has  de; 
strated  amazing  resiliency  in  the  face  of  an  expanding  ti 
deficit,  which  has  subtracted  $115  bilHon,  in  1992  doll 
from  gross  domestic  product  over  the  past  two  years.  . 
that  vitality  continues:  Business  investment  in  equipn 
soared  to  8%  of  GDP  in  the  first  quarter,  neaiing  its  post 
high.  Americans  are  showing  their  faith  in  the  future  ' 
their  wallets,  as  consumer  spending  in  the  second  quart( 
estimated  to  rise  at  a  4.5%  cKp.  on  top  of  a  6.1%  fii-st  qua 

Yet  if  Japan  collapses,  even  a  vibrant  U.S.  economy |' 
suffer,  along  with  the  rest  of  the  world  economy.  It's  tima 
Japan's  leaders  to  step  forward. 


WHO  WILL  SPEAK  FOR  FRANCE  INC.? 


France's  companies  have  made  bold  strides  over  the  past 
decade.  Once  coddled  and  subsidized  by  the  state,  they've 
gone  private,  restructured,  and  become  globally  competitive. 
The  French  government  is  w^ell  on  its  way  to  getting  out  of 
industrial  and  financial  markets.  Even  state-ovmed  defense  gi- 
ant Aerospatiale  has  been  told  to  prepare  to  float  part  of  its 
capital. 

Prime  Minister  Lionel  Jospin's  Socialist  government  has 
moved  to  make  the  business  environment  more  friendly  to  en- 
trepreneurs by  taking  such  measures  as  reducing  taxes  on 
stock  options,  and  redirecting  a  portion  of  state  research 
and  development  funding  to  small  companies.  And  the  French 
economy  has  responded,  with  an  expected  average  growth 
rate  of  about  2.9%  in  1998  and  1999.  That  would  be  the 
biggest  two-year  growth  spurt  since  the  late  1980s. 

But  there's  a  long  way  to  go  before  France  shrinks  its 
bloated  public  sector,  eases  regulatory  burdens,  and  reverses 
antibusiness  attitudes.  Even  while  some  parts  of  the  economy 
ai-e  being  liberalized,  a  new  law,  which  becomes  effective  in 
the  year  2000,  would  shorten  the  workweek  to  35  hours, 
down  from  39  today.  The  state  stUl  employs  nearly  one-quar- 


ter of  the  workforce,  with  the  Jospin  government  creatinj 
ditional  make-work  pubHc-sector  jobs. 

Moreover,  the  government  continues  to  mouth  lei 
rhetoric  even  while  secretly  tning  to  modernize  the  FrI 
economy.  The  French  press  is  nearly  entirely  left-lesi 
and  antimarket,  while  the  right-wing  political  parties  a» 
statist  as  those  on  the  left. 

What's  worse,  French  execs — unlike  their  American, 
man,  Dutch,  or  British  coimterparts — are  loath  to  uttei 
critique  of  government  economic  policy.  Their  hesitati( 
speak  out  is  a  throwback  to  a  time  when  outspoken  crit 
could  have  nasty  political  consequences.  Indeed,  the  tal 
still  so  strong  that  French  CEOs  are  mostly  unwilling  to 
lenge  pubhcly  policies  that  seriously  hamper  their  con 
tiveness,  such  as  the  35-houi"  workweek. 

Their  conspiratorial  silence  is  hurting  their  comps 
Equally  important,  it's  depriving  French  society  of  an 
debate  at  an  important  tiuning  point,  when  the  mome 
for  change  is  building.  To  develop  a  popular  eonsensi 
market  reforms,  business  leaders  must  find  their  void 
help  coax  France  into  the  next  century. 
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THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


You  Need  Them 

Fast 

You  Need  Them 

Right 

You  Need 

TM 

CFO  Vision 


When  you're  under  pressure  lu  iiidke  critical 
business  decisions,  CFO  Vision  software  delivers 
tlie  timely  and  accurate  information  you  need. 

CFO  Vision  is  the  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  profitability,  the  potential 
impact  of  a  reorganization,  or  key  performance 
indicators— in  any  currency 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (OLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  1 00. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas.com/vision 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  fVlaking 


E-mail:  bw@sas.com  .    www.sas.com/vision  919.67^.8200 

In  Canada  1.800.363.8397 

SAS  IS  a  registered  trademark,  and  CFO  Vision  a  trademark,  of  SAS  Institute  Inc      Copyright  1997  by  SAS  Institute  Inc 


^Accessing  Informati 


By  now,  everyone  knows  the  modern-day  mantra:  information  is  power.  The  tricic  is  Icnowing  how  to  malce  it  qui 
accessible  throughoutiyour  company's  networlt.  Which  is  where  we  come  in.  Using  fibre  channel^ technology,  Seac 
is  developing  hardware  and  software  to  deliver  Storage  Networking.  A  revolutionary  concept  that'll  bring  sp( 
intelligencei^nd  a  limitless  capacity  to  storage  and  networks.  So  that  all  your  information  is  entirely  access! 
To«veryone  who  wants  it.  All  the  time.  It's  just  one  of  the  ways,  Seagate  is  helping  to  access,  process,  analyze 
protett  your  information.  So  you'll  have  it,  the  way  you  want  it.  To  find  out  more,  visit  us  at  www.seagate.com/t 

Seagate,  the  Seagate  logo  and  the  tagline  are  registered  tradetnartts  or  trademarks  of  Seagate  Technology,  Inc.   ■ 
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